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B A R T L E T T  M E M O R I A L  H O S P I T A L

S e n a t o r  J i m  D u n c a n ,  C h a i r
H e a l t h  C a r e  C o s t  C o n t a i n m e n t  T a s k  F o r c e
A l a s k a  S t a t e  S e n a t e
B o x  V
June a u ,  A K  9 9 8 1 1

Subject: U t i l i z a t i o n  R e v i e w  L e g i s l a t i o n  

D e a r  S e n a t o r  D u n c a n :

As the t a s k  f o rce c o n t i n u e s  its w o r k  to u n d e r s t a n d  a n d  
i m p a c t  so m e  o f  the f a c t o r s  t h a t  i n f l u e n c e  the c o s t  o f  h e a l t h  
c a r e  in A l a s k a ,  we  w o u l d  u r g e  t h a t  y o u  c o n t i n u e  to c o n s i d e r  
the i s s u e  of u t i l i z a t i o n  r e v i e w  s t a n d a r d s .  In t h e  l a s t  
-legislative s e s s i o n  a b i l l  (SB 550) w a s  i n t r o d u c e d  to £ r y  a n d  
a d d r e s s  at l e a s t  s o m e  of the i m p o r t a n t  i s s ues. W e  are 
s u p p o r t i v e  o f  the c o n c e p t s  in t h i s  l e g i s l a t i o n  a n d  fe e l  t h a t  
e s t a b l i s h i n g  u t i l i z a t i o n  r e v i e w  s t a n d a r d s  will:

1) I m p r o v e  c o m m u n i c a t i o n  a n d  c o o p e r a t i o n  b e t w e e n  
p r o v i d e r s  a n d  u t i l i z a t i o n  r e v i e w  a g e nts.

2) A s s u r e  t h a t  r e a s o n a b l e  s t a n d a r d s  are a d h e r e d  to in 
c o n d u c t i n g  u t i l i z a t i o n  r e v i e w s .

3) P r o m o t e  the d e l i v e r y  of q u a l i t y ,  c o s t  e f f e c t i v e  
h e a l t h  care.

We t h a n k  y o u  for y o u r  c o n s i d e r a t i o n  of t h i s  a l o n g  w i t h  
o t h e r  i m p o r t a n t  m a t t e r s .  P l e a s e  c o n t a c t  us if y o u  h a v e  
q u e s t i o n s  or  n e e d  a d d i t i o n a l  i n f o r m a t i o n .

S in c e r e l y ,

G a r t h  M. H a m b l i n  
C o n t r o l l e r

G M H / m e m

c c : T a s k  F o r c e  M e m b e r s
R a y  G i l l e s p i e
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ALASKA STATE

H o s p it a l  &  N u r s in g  H o m e
A S S O C IA T IO N

M a r c h  2 0 ,  1 9 9 1

S e n a t o r  A r l i s  S t u r g u l e w s k i ,  C h a i r  
C o m m i t t e e  o n  H e a l t h  &  S o c i a l  

S e r v i c e s  
A l a s k a  S t a t e  S e n a t e

J u n e a i r A K e 9 9 8 0 1 d i n S  R e :  U t i l i z a t i o n  R e v i e w  L e g i s l a t i o n

D e a r  S e n a t o r  S t u r g u l e w s k i :

T h e  A s s o c i a t i o n  w o u ld  l i k e  t o  s e e  l e g i s l a t i o n  i n t r o d u c e d  
t o  l i c e n s e  a n d  r e g u l a t e  u t i l i z a t i o n  r e v i e w  o r g a n i z a t i o n s .

A s  y o u  k n o w ,  t h e  m a j o r  r e a s o n  f o r  t h i s  l e g i s l a t i o n  i s  t o  
p r o t e c t  p a t i e n t s  b y  m a k i n g  s u r e  t h e  " q u a l i t y "  o f  c a r e  i s  n o t  j e o p a r d i z e d  
b e c a u s e  o f  c o s t  c o n t a i n m e n t  e f f o r t s  b y  i n s u r e r s  a n d  u t i l i z a t i o n  r e v i e w  
o r g a n i z a t i o n s .

A l a s k a  h o s p i t a l s  d o  n o t  f e e l  t h e  l e g i s l a t i o n  n e e d  b e  
c u m b e r s o m e ,  o r  p u n i t i v e ,  r a t h e r  t h a t  i t  s h o u l d  a s s u r e  p h y s i c i a n s  a n d  
h o s p i t a l s  t h a t  t h e  i n d i v i d u a l s  d o i n g  t h e  r e v i e w  a r e  q u a l i f i e d ,  t h a t  a l l  
p r i v a t e  U R  o r g a n i z a t i o n s  r e v i e w i n g  p a t i e n t  c a r e  i n  A l a s k a  a r e  r e g i s t e r e d  
w i t h  t h e  s t a t e ,  t h a t  t h e  h o u r s  o f  a v a i l a b i l i t y  a n d  t h e  r e s p o n s e  t o  i n q u i r i e s  
a r e  t i m e l y ,  t h c t  t h e r e  i s  a n  a p p e a l s  m e c h a n i s m  a n d  t h a t  s p e c i a l t y  p h y s i c i a n  
r e v i e w  i s  a v a i l a b l e  u n d e r  a p p r o p r i a t e  c i r c u m s t a n c e s .

I d e a l l y  t h i s  w o u ld  b e  d o n e  o n  a  v o l u n t e e r  b a s i s ,  b u t  t h a t  
a p p e a r s  d o u b t f u l .

E n c l o s e d  i s  a  s u m m a ry  o f  s t a t e  " p r i v a t e  u t i l i z a t i o n  r e v i e w "  
s t a t u t e s  a s  o f  O c t o b e r ,  1 9 9 0 .

W e a p p r e c i a t e  t h e  o p p o r t u n i t y  t o  w o r k  w i t h  y o u  o n  t h i s
i s s u e .

S i n c e r e l y

H a r l a n  R .  K n u d s o n  
P r e s i d e n t / C E O

c c :  ASHNHA E x e c u t i v e / L e g i s l a t i v e  C o m m i t t e e s
M r .  R a y  G i l l e s p i e  
M r .  R i c k  U r i o n
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A p p l i c a t io n  I  Renewal Fees X 2 y e a r * X 1 y e a r X 2 y e a rs X 2 y e a rs ' X X 2 y e a rs X 2 y e a rs X 1 y e a r X 2 y e a rs X 2 y e a rs

UR P la n s - d e s c r ip t lo n  o f  
r e v ie w  a id s  1 p ro c e d u re s

X X X X X X X X X X

M echanism  f o r  A p p e a ls  I  
R e c o n s id e ra t io n

X X X X X X X X X X

S p e c ia l t y  P h y s ic ia n  R ev iew X X X X X

Type 1 O u s t i f i c a t I o n s  o f  
P e rs o n n e l

X X X X X X X X X

H o urs  o f  A v a i l a b i l i t y X X X X X X X X X

P ro v id e  L i s t  o f  P a ye rs X X X X

C o m p la in t M echanism X X X X

Much m ore s p e c i f i c  th a n  o th e r  (a w * b e in g  d r a f t e d  o r  h a v in g  been p a t te d .
A u to  In s u ra n c e  la w  a l lo w s  in s u r e r s  t o  u se  UR co m pan ies , In c lu d in g  PROS, to  re v ie w  is e d lc a l c la im s ;  s e p a ra ta  PUR b i l l  f a i l e d  t o  p a s s . 
H e a lth  d e p a rtm e n t in t e r p r e t a  p a r t  o f  i t s  c u r r e n t  s t a t u t o r y  t o  c o v e r  UR c o m p a n ie s .

RESPONSIBLE AGEMCT

A rk a n s a s  B o a rd  o f  H e a lth
F lo r id a  O e p t.  o f  H e a lth  (  R ehab. S e rv ic e s
G e o rg ia  C o m m iss io n e r o f  In s u ra n c e
K e n tu c k y  C a b in e t  f o r  Human R e s o u rc e s /H e a lth  O e p t.
M a ine  B u re a u  o f  In s u ra n c e
M a ry la n d  O e p t.  o f  H e a lth  i  M e ta l H yg ie n e

M is s is s ip p i  
New J e rs e y  
N o r th  C a ro l In e  
P e n n s y lv a n ia  
S o u th  C a ro l in a  
V i r g in i a

O e p a rta w n t o f  H e a lth  
D e p a rtm e n t o f  H e a lth  
D e p a rtm e n t o f  In s u ra n c e  
D e p a rtm e n t o f  In s u ra n c e  
D e p a rtm e n t o f  In s u ra n c e  
S ta te  C o rp o ra t io n  C om m iss ion

STATUS

A rka n ssa
F lo r id a
G e o rg ia
K e n tu c k y
M aine
M a ry la n d

D r a f t  R e g u la t io n s  C o e p le te
Im p le m e n ta t io n  D e la y e d
Not la p  la m e n te d /L a c k  o f  F in a n c in g
D r a f t i n g  R e g u la t io n s
P io p o s e d  R e g u la t io n s
f i n a l  R e g u la t io n s  P u b lis h e d

M is s is s ip p i  
New J e rs e y  
N o r th  C a ro l in a  
P e n n s y lv a n ia  
S o u th  C a ro l in a  
V i r g in i a

F in a l R e g u la t io n s  P e n d in g  
P ropo sed
f i n a l  R e g u la t io n s  P e n d in g  
D r a f t in g  R e g u la t io n s  
R e g u la t io n s  P ro p o se d  
D r a f t in g  R e g u la t io n s
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JU N EA U

$ousc of ftcpresentattUcs
M E M O R A N D U M

D A T E A p r i l  14, 1 9 9 1

TO R e p r e s e n t a t i v e  P a t  C a r n e y ,  C o - c h a i r  
R e p r e s e n t a t i v e  G e o r g i a n n a  L i n c o l n ,  C o - c h a i r  
H o u s e  H E S S  C o m m i t t e e

RE:

F R O M R e p r e s e n t a t i v e  M a r k  B o y a r  I 0
S c h e d u l i n g  o f  H B  269 - U t i l i z a t i o n  R e v i e w

I w o u l d  l i k e  t o  r e s p e c t f u l l y  r e q u e s t  t h a t  y o u  s c h e d u l e  H B  269, 
p r o v i d i n g  f o r  t h e  l i c e n s i n g  a n d  r e g u l a t i o n  o f  p r i v a t e  h e a l t h  
c a r e  r e v i e w  a g e n t s ,  at  y o u r  e a r l i e s t  c o n v e n i e n c e .  T h e  b i l l  is 
c o m m o n l y  r e f e r r e d  t o  as  t h e  u t i l i z a t i o n  r e v i e w  l e g i s l a t i o n .

T h e  S e n a t e  H e a l t h ,  E d u c a t i o n  a n d  S o c i a l  S e r v i c e s  C o m m i t t e e  has 
i n t r o d u c e d  a n  i d e n t i c a l  bill, S B  239. A  s i m i l a r  bill, S B  550, 
w a s  i n t r o d u c e d  a t  t h e  e n d  o f  t h e  l e g i s l a t i v e  s e s s i o n  l a s t  
y ear. T h i s  l e g i s l a t i o n  h a s  t h e  s u p p o r t  of  t h e  A l a s k a  S t a t e  
H o s p i t a l  a n d  N u r s i n g  H o m e  A s s o c i a t i o n .

T h e  m a i n  r e a s o n  f o r  H B  2 69 is t o  p r o t e c t  p a t i e n t s  f r o m  
i n c r e a s i n g  h e a l t h  c o s t s  a n d  t o  m a k e  s u r e  t h a t  t h e  q u a l i t y  of 
c a r e  is n o t  h a m p e r e d  b y  c o s t  c o n t a i n m e n t  m e a s u r e s  b y  i n s u r e r s  
a n d  u t i l i z a t i o n  r e v i e w  o r g a n i z a t i o n s .  A s  a n a t u r a l  o u t g r o w t h  
of  c o s t  c o n t a i n m e n t  a n d  o t h e r  p r e s s u r e  o n  o u r  h e a l t h  c a r e  
s y s t e m ,  m o r e  r e l i a n c e  w i l l  b e  p l a c e d  u p o n  u t i l i z a t i o n  r e v i e w  
p r a c t i c e s  a n d  m a n y  p r o v i d e r s  a r e  c o n c e r n e d  t h a t  in t h e  a b s e n c e  
of  u n i f o r m  s t a n d a r d s  a n d  l i c e n s i n g  t h a t  p a t i e n t s  w i t h  
l e g i t i m a t e  h e a l t h  c a r e  n e e d s  m a y  n o t  r e c e i v e  them.

T h e  b i l l  w o u l d  p r o v i d e  f o r  t h e  l i c e n s i n g  a n d  r e g u l a t i o n  of 
p r i v a t e  h e a l t h  c a r e  r e v i e w  a g e n t s .  A  h e a l t h  c a r e  r e v i e w  a g e n t  
w o u l d  n o t  b e  a l l o w e d  t o  p e r f o r m  a u t i l i z a t i o n  r e v i e w  in A l a s k a  
w i t h o u t  a l i c e n s e .  U t i l i z a t i o n  r e v i e w  (UR) r e f e r s  t o  t h e  
d e t e r m i n a t i o n  o f  m e d i c a l  n e c e s s i t y  of  s e r v i c e s  p r i o r  t o  o r  
d u r i n g  r e c e i p t  o f  t h e  s e r v i c e s .  It d o e s  n o t  i n c l u d e  r e v i e w s  
a f t e r  t h e  s e r v i c e s  h a v e  b e e n  r e n d e r e d .

U n d e r  t h i s  l e g i s l a t i o n ,  t h e  D e p a r t m e n t  o f  C o m m e r c e  a n d  
E c o n o m i c  D e v e l o p m e n t  (DCED) w o u l d  p e r i o d i c a l l y  p r o v i d e  a l i s t  
of l i c e n s e d  p r i v a t e  r e v i e w  a g e n t s  to  a l l  h o s p i t a l s  a n d  t o  a n y  
o t h e r  i n d i v i d u a l s  o r  o r g a n i z a t i o n s  r e q u e s t i n g  t h e  list.

*
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P a g e  T w o

H B  2 6 9

A  p r i v a t e  r e v i e w  a g e n t  c a n n o t  d i s c l o s e  o r  p u b l i s h  i n d i v i d u a l  
m e d i c a l  r e c o r d s  o r  o t h e r  c o n f i d e n t i a l  i n f o r m a t i o n .  H o w e v e r ,  
t h e y  m a y  p r o v i d e  p a t i e n t  i n f o r m a t i o n  t o  a t h i r d  p a r t y  t h a t  
t h e y  a r e  u n d e r  c o n t r a c t  w i t h  o r  w i t h  w h i c h  t h e y  a r e  
a f f i l i a t e d .

T h e  s e c t i o n  of t h e  b i l l  r e q u i r i n g  t h e  D C E D  t o  a d o p t  
r e g u l a t i o n s  g o v e r n i n g  l i c e n s i n g  r e q u i r e m e n t s  w o u l d  t a k e  e f f e c t  
t h e  d a y  a f t e r  t h e  b i l l  is s i g n e d  i n t o  law. A l l  o t h e r  s e c t i o n s  
o f  t h e  b i l l  t a k e  e f f e c t  90 d a y s  a f t e r  t h e  b i l l  is s i g n e d .

T w e n t y - s i x  s t a t e s  a r e  e x p e c t e d  t o  l o o k  at u t i l i z a t i o n  r e v i e w  
l e g i s l a t i o n  t h i s  y e a r .  T e n  s t a t e s  h a v e  e n a c t e d  l e g i s l a t i o n  
r e g u l a t i n g  t h e  p r a c t i c e  of  p r i v a t e  u t i l i z a t i o n  r e v i e w  a g e n t s .  
T y p i c a l l y  t h e  l e g i s l a t i o n  r e q u i r e s  c o m p a n i e s  c o n d u c t i n g  
u t i l i z a t i o n  r e v i e w  t o  o b t a i n  a c e r t i f i c a t i o n  e i t h e r  f r o m  t h e  
S t a t e  D e p a r t m e n t  o f  H e a l t h  o r  t h e  C o m m i s s i o n e r  o f  I n s u r a n c e .  
G e n e r a l l y ,  in o r d e r  t o  b e  c e r t i f i e d ,  a u t i l i z a t i o n  r e v i e w  f i r m  
m u s t  s u b m i t  c e r t a i n  i n f o r m a t i o n  to  show:

1) t h e  c r i t e r i a  a n d  p r o c e d u r e s  u s e d  in e v a l u a t i n g  
h o s p i t a l  a n d  m e d i c a l  c a re;

2) t h e  t y p e  a n d  q u a l i f i c a t i o n s  o f  p e r s o n n e l  p e r f o r m i n g  
u t i l i z a t i o n  r e v i e w ;

3) p r o c e d u r e s  a n d  p o l i c i e s  e n s u r i n g  t h a t  a p r i v a t e  r e v i e w  
a g e n t  is r e a s o n a b l y  a c c e s s i b l e  t o  p a t i e n t s  a n d  
p r o v i d e r s  d u r i n g  n o r m a l  b u s i n e s s  h o u r s ;

4) s u b m i t  p o l i c i e s  a n d  p r o c e d u r e s  e n s u r i n g  t h e  
a p p l i c a b l e  s t a t e  a n d  f e d e r a l  l a w s  p r o t e c t i n g  
c o n f i d e n t i a l i t y  a r e  f o l l o w e d ;  a n d

5) p r o c e d u r e s  t h a t  e n s u r e  p r o v i d e r s  m a y  s e e k  
r e c o n s i d e r a t i o n  o f  a d v e r s e  d e c i s i o n s .

A s  a m e m b e r  o f  t h e  H e a l t h  C a r e  C o s t  C o n t a i n m e n t  T a s k  F o r c e  I 
a m  d e e p l y  c o m m i t t e d  t o  r e d u c i n g  t h e  s t e e p  i n c l i n e  in t h e  c o s t  
o f  h e a l t h  c a r e  f o r  A l a s k a n s .  I a m  a l s o  c o m m i t t e d  t o  p r o v i d i n g  
g r e a t e r  a c c e s s  t o  b a s i c  c a r e  f o r  a l l  A l a s k a n s .  S o m e t i m e s  
t h e s e  g o a l s  a p p e a r  c o n t r a d i c t o r y .  B u t  t h e  b o t t o m  l i n e  
r e m a i n s ,  w e  m u s t  w o r k  t o  m a k e  s u r e  t h a t  o u r  h e a l t h  s a f e t y  n e t  
c a t c h e s  as m a n y  A l a s k a n s  as p o s s i b l e  a t  t h e  b e s t  r a t e  f o r  t h e  
s t a t e  a n d  c o n s u m e r s  a t  a r e i m b u r s e m e n t  r a t e  t h a t  c o n t i n u e s  to 
a d e q u a t e l y  c o m p e n s a t e  p r o v i d e r s .  H B  269 is a p i e c e  o f  t h i s  
s a f e t y  net.

I f  y o u  h a v e  a d d i t i o n a l  q u e s t i o n s  a n d  c o m m e n t s  p l e a s e  c o n t a c t  
m e  o r  m y  s t a f f  p e r s o n ,  A l e x i s  M i l l e r ,  a t  4 6 5 - 3 4 6 7 .  T h a n k s  for 
y o u r  e a r l y  s c h e d u l i n g  of H B  269.



LAKESIDE
RECOVERY CENTERS, INC. 
_______ JUNEAU_______

A p r i l  1 8 ,  1 9 9 1

Representative Pat Carney 
Co-Chair House H.E.S.S.
Pouch V
Juneau, AK. 99811 

Dear Pat,

It is with regrets that I will be unable to testify at your committee's 
hearing on House Bill 269. By way of background, I administrate the local 
Lakeside Recovery Outpatient Drug and Alcohol Clinic here in Juneau. Lakeside 
is a private for profit regional based corporation which has its' corporate 
offices in Bothell, Washington. We have four outpatient clinics in the state 
of Alaska and have provided services to the chemically dependent population in 
this state for eight years. The locations of these four centers are Fairbanks, 
Anchorage, Juneau, and Ketchikan. The regulation of utilization review has been 
and continues to be an important issue for treatment providers, such as Lakeside, 
to be concerned about.

Many people in need of alcohol and drug treatment are now being denied access 
to the proper level of care and sometimes any treatment at all because of 
inappropriate decisions by utilization review rrograms. There are currently no 
statutes or regulations that govern the operations of utilization review programs 
by insurance companies and health care companies. As a result, there are many 
national and regional corporations conducting private reviews, most applying 
different criteria for coverage. Most criteria do not reflect the professional 
norms for delivery of care. Among the growing list of problems for patients and 
providers generated by private utilization review entities are the following;

1. Most companies call their standards of care proprietary and will 
not share them with either the patient or provider until after the 
patient has commenced treatment and is denied coverage.

2. Review entities invent continuums of care that exclude customary 
and statutorily defined modalities, such as requiring patients fail 
at one modality before receiving the medically prescribed treatment.

3. The reviewing agent often utilizes personnel without training or 
qualifications in the illnesses about which they make critical 
decisions on access to care, level of care and length of stay.
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4 . The review  agent may be in access ib le  f o r  days y e t w i l l  deny care 
r e t ro a c t iv e ly .

The co rp o ra tion  fe e ls  s t ro n g ly  about the enactment o f  le g i s la t io n  to  regu la te  
u t i l i z a t i o n  review  by re q u ir in g  review  agents to  develop a p la n  to  be f i l e d  in  
th is  s ta te  th a t d isc lo s e s  standards, c r i t e r i a ,  and procedures to  be used in  
managing h ea lth  ca re p lan s . The le g is la t io n  in  House B i l l  269 seems the 
re spon s ib le  th ing  to  do to  p ro te c t the consumer in  le t t in g  them know what they 
have purchased. I t  a ls o  would go on to  ensure th a t the q u a li t y  o f  chemical 
dependency treatment continues in  th is  s ta te .

Once again , i t  i s  w ith re g re ts  th a t I  w i l l  not be ab le  to  be a t  the committee 
hearings over the next couple o f  weeks. I  w i l l  be out o f  town u n t i l  May 5, 
1991. At th a t tim e, I  w i l l  c a l l  to  see i f  I  can be o f  any ass is tance  in  regards 
to  c la r i fy in g  any o f  the abov= issu e s .
R e sp e c tfu lly  submitted,

Judi Bixby, Adm in istrator 
Lakeside Recovery Center, Juneau



TESTIMONY BY GORDON E . EVANS 
ON BEHALF OF HEALTH INSURANCE ASSOCIATION OF AMERICA 

BEFORE HOUSE LABOR AND COMMERCE COMMITTEE 
ON HOUSE BILL 2 69 

A p r i l  22, 1991

My name i s  G o rdon  Evans and I  r e p r e s e n t  t h e  H e a lt h  
In s u r a n c e  A s s o c ia t i o n  o f  A m erica  ( " H IA A " ) , w h ich  i s  a n a t i o n a l ,  
v o lu n t a r y  t r a d e  a s s o c i a t i o n  o f  3 0 0  p r i v a t e  h e a l t h  in s u ra n c e  
com p an ie s  w h ich  p r o v id e  h e a l t h  in s u ra n c e  f o r  o v e r  95  m i l l i o n  
A m e ric a n s . B lu e  C ro s s  and B lu e  S h i e ld  a r e  n o t  HIAA m em bers.

HIAA i s  v e r y  c o n c e re d  w ith  some o f  t h e  p r o v i s i o n s  
c o n ta in e d  in  HB 2 6 9 , and we w ou ld  hope t h a t  t h e  b i l l  c o u ld  be 
r e f e r r e d  t o  th e  H e a lth  R e s o u rc e s  and A cce ss  T a s k  F o rc e  p ro p o s e d  
by HJR 5 and SCR 10 f o r  f u r t h e r  s tu d y  o v e r  t h e  i n t e r im .

The c o s t  o f  h e a l t h  c a r e  h a s  r i s e n  a t  a r a t e  t h a t  i s  
m atched  by no o t h e r  item  r e p r e s e n t e d  in  o u r  econom y. The r a t e  o f  
g row th  c o n s i s t e n t ly  o u t s t r i p s  th e  o t h e r  i te m s  in  t h e  C P I and i s  
so on  g o in g  t o  e x ce ed  15 p e r  c e n t  o f  v a lu e  o f  a l l  g ood s  and item s  
p ro d u c e d  in  th e  U .S . S t u d ie s  p e r fo rm e d  b y  t h e  Rand C o r p o r a t io n  
r e s e a r c h e r s  c o n c lu d e  t h a t  many m e d ic a l s e r v i c e s  p e r fo rm e d  a r e  n o t  
m e d i c a l ly  n e c e s s a r y .  S t u d ie s  c o n d u c te d  b y  D a rtm ou th  U n i v e r s i t y  
r e s e a r c h e r s  c o n c lu d e  t h a t  a p h y s i c i a n ' s  p r a c t i c e  p a t t e r n  h a s  m ore 
t o  do w ith  s u r g i c a l  r a t e s  th a n  a p p r o p r ia t e n e s s  o f  c a r e  and 
m e d ic a l n e c e s s i t y .



U t i l i z a t i o n  re v ie w  i s  a m ethod b e in g  u sed  b y  b o th  th e  
p r i v a t e  and p u b l i c  s e c t o r s  t o  r e i n  in  th e  c o s t s  o f  i n a p p r o p r i a t e  
m e d ic a l u s a g e . T hese  p la n s  r e q u i r e  t h a t  b e f o r e  th e  p a t i e n t  i s  
a d m it te d  t o  t h e  h o s p i t a l  a n d / o r  u n d e rg o e s  a s u r g i c a l  p r o c e d u r e ,  
a p p r o v a l m ust be  g iv e n  b y  th e  u t i l i z a t i o n  r e v ie w  f i r m .
U t i l i z a t i o n  re v ie w  i s  a sound  and r e a s o n a b le  a p p ro a c h  f o r  
a s s u r in g  t h a t  o n ly  m e d ic a l ly  n e c e s s a r y  q u a l i t y  c a r e  i s  r e n d e re d  
in  t h e  m ost a p p r o p r i a t e  and c o s t  e f f e c t i v e  s e t t i n g .

U t i l i z a t i o n  r e v ie w  p r o v id e s  a b a la n c e  t o  t h e  h e a l t h  c a r e  
p r o v i d e r ' s  i n c e n t i v e  p ro b le m  by r e q u i r i n g  t h e  p h y s i c i a n ,  h o s p i t a l  
o r  o t h e r  p r o v i d e r  t o  j u s t i f y  th e  m e d ic a l t r e a tm e n t  o r  p ro c e d u re s  
th e y  w ish  t o  p e r fo rm . T r a d i t i o n a l l y ,  h e a l t h  c a r e  p r o v i d e r s  w e re  
n o t  q u e s t io n e d  a b o u t t h e i r  s e r v i c e s ,  s o  i t  i s  n o t  s u r p r i s i n g  t h a t  
some may be u p s e t  i f  t h e y  c a n n o t m e d ic a l ly  j u s t i f y  t h e i r  s e r v i c e s  
—  r e s u l t i n g  i n  th e  s e r v i c e s  n o t  b e in g  a p p ro v e d .

V o lu n t a r y  g u i d e l i n e s  r e g a r d in g  u t i l i z a t i o n  re v ie w  
p ro c e d u re s  h a v e  been  j o i n t l y  d e v e lo p e d  b y  t h e  A m e ric an  H o s p i t a l  
A s s o c i a t i o n ,  A m e ric an  M e d ic a l A s s o c i a t i o n ,  HIAA, t h e  B lu e  C ro s s  
and B lu e  S h i e ld  A s s o c i a t i o n ,  and t h e  A m eric an  Managed C a re  and 
R ev iew  A s s o c i a t i o n ,  known a s  AMCRA. AMCRA r e p r e s e n t s  th e  
u t i l i z a t i o n  re v ie w  c om p an ie s . The g u i d e l i n e s  w ere  d e v e lo p e d  a s  a 
r e f e r e n c e  f o r  d i s c u s s i o n  and n o t  f o r  t h e  p u rp o s e s  o f  l e g i s l a t i o n
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o r  r e c / u la t i o n .  H ow ever, t h e i r  v e r y  e x i s t e n c e  i n d i c a t e s  t h a t  t h e  
p r o v i d e r ,  p a y e r ,  and u t i l i z a t i o n  re v ie w  c om m un it ie s  c an  a g re e  on  
how u t i l i z a t i o n  re v ie w  can  be a p p ro a ch ed  w i t h o u t  t h e  n eed  f o r  
l e g i s l a t i o n .

In  a d d i t i o n ,  t h e  U t i l i z a t i o n  R ev iew  A c c r e d i t a t i o n  
C om m iss ion  (URAC) h a s  d e v e lo p e d  a c c r e d i t a t i o n  s t a n d a rd s  f o r
u t i l i z a t i n  re v ie w  f i r m s .  B o th  th e  g u i d e l i n e s  and t h e  URAC

>s t a n d a rd s  h ave  been  s h a re d  w ith  s t a f f  o f  t h e  b i l l ' s  s p o n s o r .  We 
u rg e  t h e  c om m itte e  t o  u s e  th e s e  docum en ts a s  a d i s c u s s i o n  
r e f e r e n c e  o v e r  t h e  i n t e r im .

A la s k a  r e s i d e n t s  and p o l i c y h o ld e r s  h a v e  t h e  r i g h t  t o  be  
c e r t a i n  t h a t  t h e  m e d ic a l c a r e  th e y  r e c e i v e  i s  m e d ic a l ly  
a p p r o p r i a t e  and c o s t  e f f e c t i v e .  U t i l i z a t i o n  re v ie w  p e rm i t s  
A la s k a n s  t o  know t h i s .  HIAA i s  m os t w i l l i n g  t o  w o rk  w ith  th e  
c om m itte e  and s t a f f  d u r in g  th e  in t e r im  t o  h e lp  d e te rm in e  w hat i s  
th e  b e s t  way t o  a s s u r e  A la s k a n s  o f  q u a l i t y  h e a l t h  c a r e  t h a t  i s  
c o s t  e f f e c t i v e ,  w h i le  a l s o  a s s u r in g  them  t h a t  t h e i r  h e a l t h  c a r e  
d o l l a r  i s  b e in g  s p e n t  o n ly  on m e d ic a l ly  n e c e s s a r y  c a r e .

Thank you  f o r  t h e  o p p o r t u n i t y  t o  p r e s e n t  H IAA ' s  v i e w s .
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CS FOR HOUSE B IL L  NO. 269 ( )

IN THE LEGISLATURE OF THE STATE OF ALASKA 

SEVENTEENTH LEGISLATURE - FIRST SESSION
BY
Offered:
Referred:
Sponsors): REPRESENTATIVES BOYER, Navarre

A B IL L

FOR AN ACT ENT ITLED

1 "An Act providing fo r the licensing and regulation o f private health care review agents;

2 and providing fo r  an effective date."

3 BE IT  ENACTED BY  THE LEG ISLATURE  OF THE STATE OF ALASKA :

4 * Section 1. AS 08.01.010 is amended by adding a new paragraph to read:
5 (33) regulation o f private review agents under AS 08.85.
6 * Sec. 2. AS 08 is amended by adding a new chapter to read:
7 CHAFFER 85. PRIVATE REV IEW  AGENTS.
8 Sec. 08.85.010. PURPOSE. The purpose o f this chapter is to
9 (1 ) promote the delivery o f quality health care in a cost-effective and efficient

10 manner,
11 (2 ) foster greater coordination between those paying fo r health care services and
12 health care providers in the conduct o f utilization review activities;
13 (3 ) assure protection for patients, state employers, and health care providers by
14 ensuring that private health care review agents are qualified to perform utilization review
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1 activities and to make informed decisions on the appropriateness o f medical care; and
2 (4 ) ensure that private review agents maintain the confidentiality o f medical
3 records in accordance with applicable state and federal laws.
4 Sec. 08.85.020. LICENSE REQUIRED, (a) A person who is affiliated with, under
5 contract to, o r acting on behalf o f a health care insurer or a person doing business in the state,
6 whether or not fo r profit, may not perform a utilization review in this state unless a private
7 review agent license is held by the person, the person’s employer, o r another fo r whom the
8 person is providing those services under contract. This section does not apply to a person
9 affiliated with a hospital.

10 (b) The department shall issue a license to an applicant that meets the requirements o f
11 this chapter and regulations adopted under this chapter.
12 (c) A license issued under this chapter is not transferable and expires biennially on a date
13 determined by the department.
14 Sec. 08.85.030. APPLICATION FOR LICENSE, (a) An applicant fo r a private review
15 agent license shall submit an application to the department and pay an application fee set by
16 regulation. The application must be on a form approved by the department.
17 (b) An applicant is entitled to a license i f  the applicant submits and the department
18 approves a utilization review plan that will be provided to patients and providers that includes
19 (1) the review standards, criteria, and procedures to be used in evaluating hospital
20 or outpatient care that has been proposed or is being or has been delivered;
21 (2) those circumstances under which utilization review may be delegated to a
22 hospital utilization review program;
23 (3 ) the provisions by which patients or providers may seek prompt reconsideration
24 or appeal o f adverse decisions by the private review agent and the time period in which the
25 private review agent must respond to the request fo r reconsideration or appeal;
26 (4) the number, type, and qualifications o f the personnel employed by or under
27 contract with the private review agent to perform the utilization review including
28 (A) the requirement that a private review agent have available the services
29 o f sufficient numbers o f registered nurses, supported and supervised by physicians trained
30 in the appropriate specialty area, to carry out its utilization review activities, or to have
31 appropriate numbers o f physicians trained in the appropriate specialties fo r which
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1 utilization review is being conducted; and
2 (B ) a requirement that only a physician trained in a relevant specialty or
3 subspecialty be permitted to make a final determination that care rendered, being
4 rendered, or to be rendered in that specialty or subspecialty is medically inappropriate;
5 (5 ) the procedures and policies to ensure that a representative o f the private
6 review agent is reasonably accessible to patients and providers at least five days a week during
7 normal business hours in this state and that payment will not be denied fo r treatment rendered
8 that is found to be medically appropriate;
9 (6 ) the requirement that, except in exceptional circumstances, a determination that

10 care rendered, being rendered, or to be rendered is medically inappropriate may not be made until
11 an appropriately qualified review physician has conferred with the patient’ s attending physician
12 and reviewed pertinent information concerning the medical care delivered or proposed;
13 (7 ) the requirement that a determination that care rendered, being rendered, or to
14 be rendered is medically inappropriate must include the written evaluation and findings o f the
15 reviewing physician;
16 (8 ) the procedures and policies to ensure that all applicable state and federal laws
17 to protect the confidentiality o f individual medical records are followed;
18 (9 ) prohibitions against a private review agent entering a hospital to interview a
19 patient unless the attending physician is advised o f the interview with reasonable advance notice,
20 and the attending physician or the physician’ s designee is allowed to attend the interview;
21 (10 ) a prohibition against an incentive payment provision or plan contained in a
22 private review agent’ s contract with an entity paying fo r health care services under which the
23 agent’ s compensation is based on controlling the amount charged for services, duration o f
24 services, o r setting in which services are rendered and a prohibition against the agent receiving
25 the incentive payment;
26 (11 ) a copy o f the written material intended to be sent to patients and providers
27 to inform them o f the requirements o f the utilization review plan;
28 (12 ) a list o f the health care insurers for which the private review agent is
29 performing utilization review in the state and a brief description o f the services it is providing
30 for each client, including an affirmation that a payment incentive provision or plan designed to
31 control the amount, duration, or setting in which services are rendered does not exist with respect
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1 to each client;
2 (13) evidence o f liability insurance carried by the private review agent to cover
3 potential liability from its activities under this chapter in an amount, type, nature, and carrier
4 satisfactory to the department;
5 (14) provisions that, in the absence o f fraud, prohibit retrospective denial o f
6 payment fo r treatment, except in cases o f policy limitations or exclusions, after it has been
7 initially approved by the private review agent;
8 (15) other information the department determines to be appropriate.
9 Sec. 08.85.040. RENEWAL OF LICENSE, (a) The department shall renew the license

10 o f a private review agent holding a license under AS 08.85.020 if, before the license expires, the
11 agent
12 (1) files an application for renewal, including the information required under
13 AS 08.85.030(b), and submits the appropriate renewal fee; and
14 (2) meets the qualifications fo r issuance o f a license under AS 08.85.020(b).
15 (b) An application for renewal o f a private review agent license must include a list o f
16 all complaints made to the agent by patients or providers and a brief description o f how the
17 complaints were resolved, including the nature o f the complaint, the review process, and the time
18 between the filing o f the complaint and its resolution.
19 Sec. 08.85.050. DENIAL OF LICENSE OR RENEWAL APPLICATION, (a) Before
20 denying an application fo r a private review agent license or fo r renewal o f a license, the
21 department shall provide the applicant with reasonable time to supply additional documentation
22 establishing that the applicant is entitled to a license or to renewal o f a license.
23 (b) An applicant who is denied a license or renewal o f a license shall be afforded the
24 opportunity fo r a hearing. The hearing shall be conducted by the department. The hearing shall
25 be held in accordance with AS 44.62.330 - 44.62.630.
26 Sec. 08.85.060. REVOCATION OF LICENSE, (a) The department may revoke a
27 license if the holder fails to comply with a utilization review plan filed by the holder under
28 AS 08.85.030(b) or otherwise violates a provision o f this chapter or a regulation adopted under
29 this chapter.
30 (b) Before revoking a license under this section, the department shall provide the license
31 holder with reasonable time to supply additional information demonstrating the holder’ s
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1 compliance with the requirements o f this chapter.
2 (c) A license holder whose license is proposed for revocation by the department shall be
3 afforded the opportunity fo r a hearing. The hearing shall be held in accordance with
4 AS 44.62.330 - 44.62.630.
5 Sec. 08.85.070. COMPLAINTS AGAINST LICENSE HOLDER, (a) A patient or
6 provider may file a complaint with the department alleging that a private review agent is not in
7 compliance with this chapter or the regulations adopted under this chapter or with other
8 applicable federal or state law. The complaint may request that the department revoke the license
9 o f  the agent or require that the agent demonstrate to the department p roof o f compliance.

10 (b) Proceedings under this section shall be conducted in accordance with AS 44.62.330 -
11 44.62.630.
12 (c) I f  the department fails to render a decision on a complaint brought by a patient or
13 provider within 90 days, the patient or provider shall have the right to bring suit in the superior
14 court to compel the department to take an action specified in (a) o f this section.
15 (d) This section may not be construed to deprive a patient, a provider, a private review
16 agent, or a health care insurer o f a right available under other provisions o f law.
17 Sec. 08.85.080. REGULATIONS. The department shall adopt regulations to implement
18 the provisions o f this chapter, including regulations
19 (1) establishing license application and renewal fees in an amount sufficient to
20 pay for the costs to the department o f administering this chapter,
21 (2) establishing rules o f procedure consistent with AS 44.62.330 - 44.62.630.
22 Sec. 08.85.090. EXEMPTION. A private review agent that operates solely under contract
23 with the federal government or an agency o f the federal government fo r utilization review o f
24 patients eligible for health related services under 42 U.S.C. 1395 - 1395ccc (Subchapter XT'/in
25 o f  the Social Security Act), 42 U.S.C. 1396 - 1396s (Subchapter X IX  o f the Social Security Act),
26 and the Civilian Health and Medical Program o f the Uniformed Services (CHAMPUS) is exempt
27 from  the licensing requirements o f  this chapter.
28 Sec. 08.85.100. L IST  OF PRIVATE REVIEW AGENTS. The department shall
29 periodically provide a list o f  licensed private review agents and the expiration date fo r their
30 licenses to all hospital utilization review programs and to other individuals or organizations
31 requesting the list. The department may charge a reasonable fee for providing the list.
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1 Sec. 08.85.110. PATIENT CONnDENTIALITY AND RECORDS, (a) A private review
2 agent may not disclose or publish individual medical records o r other confidential information
3 obtained in the performance o f  activities as a private review agent, except that an agent may
4 provide patient information to a third party to which the agent is under contract or with which
5 it is affiliated.
6 (b) A person seeking payment o f a reimbursement for hospital or medical services may
7 not invoke the privilege o f confidentiality arising from a physician-patient relationship to
8 withhold pertinent information from review o f those services by a private review agent.
9 (c) Notwithstanding the provisions o f this chapter or another law, a patient is entitled to

10 inspect and copy records developed or maintained by a private review agent pertaining to the
11 health care rendered, being rendered, or proposed to be rendered to the patient.
12 (d) This chapter may not be construed to allow a private review agent to take actions that
13 violate a state or fedeiN statute or regulation concerning confidentiality o f patient records.
14 Sec. 08.85.150. DEFIN ITIONS. In this chapter,
15 (1) "department" means the Department o f  Commerce and Economic
16 Development;
17 (2) "health care insurer" means a person in the business o f making payments for
18 the medical care o f others, and includes an insurance company, a nonprofit health service plan,
19 a health maintenance organization, a preferred provider organization, an employee assistance
20 program, and a health insurance service organization;
21 (3) "private review agent" means a person who performs a utilization review and
22 who is affiliated with, under contract to, or acting on behalf o f a person doing business in the
23 state, whether or not fo r profit, or o f a health care insurer, but who is not affiliated with a
24 hospital;
25 (4) "provider" means a health care provider as defined in AS 18.23.070;
26 (5) "utilization review" means a system for reviewing the appropriate and efficient
27 allocation o f hospital and outpatient resources and services given, being given, or proposed to
28 be given to a patient or group o f patients, including the approval or denial, or recommendation
29 o f  approval or denial, o f payment for hospital or medical services;
30 (6) "utilization review plan" means a description o f  the criteria, procedures, and
31 standards governing utilization review activities performed by a private review agent.
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* Sec. 3. AS 44.62.330(a) is amended by adding a new paragraph to read:

(57) Department o f Commerce and Economic Development concerning the 
licensing and regulation o f private review agents under AS 08.85.

* Sec. 4. AS 08.85.080 and 08.85.150, enacted by sec. 2 o f this Act, take effect immediately under 
AS 01.10.070(c).
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FISCAL NOTE

STATE OF ALASKA
1991 LEGISLATIVE SESSION

BILL NO.£SHB 269(HES)

R e v i s i o n  D a t e :  ______________________________________________________D e p a r t m e n t  A f f e c t e d :  C o m m e r c e  &  E c o n o m i c  D e v .

T i t l e :  P r o v i d i n g  f o r  t h e  l i c e n s i n g  a n d  B R U :  O c c u p a t i o n a l  L i c e n s i n g . ___________________________

r e q .  o f  p r i v a t e  h e a l t h  c a r e  r e v i e w  a g e n t s .  C o m p o n e n t :  A d m i n i s t r a t i o n

S p o n s o r :  R e p s .  B o v e r  &  N a v a r r e _____________

R e q u e s t o r :  H o u s e __H E S ____________________ C O M P O N E N T  S E R I A L  N O . 0
E x p e n d i t u r e s / R e v e n u e s :  ( T h o u s a n d s  o f  D o l l a r s )

O P E R A T I N G F Y  9 2 F Y  9 3 F Y  9 4 F Y  9 5 F Y  9 6 F Y  9 7

P E R S O N A L  S E R V I C E S 6 5 . 9 6 5 . 9 6 5 . 9 6 5 . 9 6 5 . 9 6 5 . 9

T R A V E L 2 . 0 2 . 0 2 . 0 2 . 0 2 . 0 2 . 0

C O N T R A C T U A L 6 . 0 6 . 0 6 . 0 6 . 0 6 . 0 6 . 0

S U P P L I E S 2 . 0 2 . 0 2 . 0 2 . 0 2 . 0 2 . 0

E Q U I P M E N T 1 0 . 2

L A N D  &  S T R U C T U R E S

G R A N T S .  C L A I M S

M I S C E L L A N E O U S

T O T A L  O P E R A T I N G 8 6 . 1 7 5 . 9 7 5 . 9 7 5 . 9 7 5 . 9 7 5 . 9

C A P I T A L

R E V E N U E * * * * * * * * * * * * * * * * * *

F U N D I N G :  ( T h o u s a n d s  o f  D o l l a r s )

G E N E R A L  F U N D

F E D E R A L  F U N D S

O T H E R  G F / P R 8 6 . 1 7 5 . 9 7 5 . 9 7 5 . 9 7 5 . 9 7 5 . 9

T O T A L 8 6 . 1 7 5 . 9 7 5 . 9 7 5 . 9 7 5 . 9 7 5 . 9

P O S I T I O N S :

F U L L - T I M E 1 1 1 1 1 1

P A R T - T I M E 1 1 1 1 1 1

T E M P O R A R Y 0 0 0 0 0 0

E s t i m a t e  o f  c u r r e n t  y e a r  i m p a c t :  N o n e

A N A L Y S I S :  ( A t t a c h  a  s e p a r a t e  p a g e  i f  n e c e s s a r y . )

T h e  b i l l  e s t a b l i s h e s  a  l i c e n s i n g  p r o g r a m  f o r  p r i v a t e  h e a l t h  c a r e  r e v i e w  a g e n t s  
t h a t  p e r f o r m  u t i l i z a t i o n  r e v i e w  s e r v i c e s .  ( C o n t i n u e d  o n  a t t a c h e d )

P r e p a r e d  B y :  J e n n i f e r  S t r i c k l e r ,  A d m i n .  O f f i c e r ____________________  P h o n e :  _____________4 6 5 - 2 1 4 4

D i v i s i o n :  O c c u p a t i o n a l  L i c e n s i n g  C J h C  D a t e -  _____________ M a y  2 ,  1 9 9 1: v\u\
A p p r o v e d  b y  C o m m i s s i o n e r :  en.n--L, .?J j s,
A g e n c y : ____________ C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t __________________________________  D a t e :

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).
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The b i l l  a u t h o r i z e s  th e  d e p a r tm e n t t o  a d m in i s t e r  t h e  l i c e n s i n g  
p ro g ram  f o r  p r i v a t e  h e a l t h  c a r e  re v ie w  a g e n t s . S e c t io n  0 8 . 8 5 . 0 3 0  
r e q u i r e s  a p p l i c a n t s  t o  su b m it a u t i l i z a t i o n  re v ie w  p la n  c o n s i s t i n g  
o f  f i f t e e n  (1 5 )  ite m s  l i s t e d  in  t h i s  s e c t i o n  o f  t h e  b i l l .  S in c e  
each  u t i l i z a t i o n  re v ie w  p la n  m ust be t h o r o u g h ly  re v ie w e d  t o  e n s u re  
c o m p lia n c e  w ith  S e c t io n  0 8 . 8 5 . 0 3 0 ,  and t o  m eet th e  e n fo rc e m e n t  
t im e l i n e  r e q u i r e d  by  S e c t io n  0 8 . 8 5 . 0 7 0 ;  t h i s  f i s c a l  n o te  r e q u e s t s  
fu n d in g  a u t h o r i z a t i o n  f o r  th e  f o l l o w i n g :

P e r s o n a l S e r v i c e s  $ 6 5 .9
1 -  O c c u p a t io n a l L ic e n s in g  E xam in e r I ,  Range 12A 

GGU, 12. m on ths (PFT ) , ( $ 3 9 . 0 ) ;  and
1 -  I n v e s t i g a t o r  I I I ,  Range 18A , GGU 

6 m on th s (P P T ) , ( $ 2 6 . 9 ) .

T r a v e l $ 2 . 0
T h is  fu n d in g  p r o v id e s  t r a v e l  f o r  th e  
I n v e s t i g a t o r  I I I  t o  c o n d u c t i n v e s t i g a t i o n s  
w he re  n e c e s s a r y  in  p r e p a r a t i o n  f o r  th e  
a d m in i s t r a t i v e  p ro c e e d in g s  d e s c r ib e d  in  
S e c t i o n  0 8 . 8 5 . 0 7 0 .

C o n t r a c t u a l S e r v i c e s  $ 6 . 0
T h is  fu n d in g  w i l l  p r o v id e  f o r  p r i n t i n g ,  
a d v e r t i s i n g ,  c om m u n ic a t io n s , and o t h e r  
c o n t r a c t u a l  c o s t s .

S u p p l ie s  $ 2 . 0
T h is  fu n d in g  w i l l  p r o v id e  d a i l y  o p e r a t in g  
s u p p l i e s  f o r  th e  two p o s i t i o n s  shown a b o v e .

E qu ipm en t (o n e  t im e  c o s t s )  $ 1 0 .2
T h is  fu n d in g  w i l l  p r o v id e  o n e - t im e  eq u ipm en t 
c o s t s  f o r  t h e  tw o p o s i t i o n s  shown a b o v e .

TOTAL: $ 8 6 . 1
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* * *R e v e n u e s

Revenues w i l l  be g e n e ra te d  from  l i c e n s i n g  f e e s ,  h ow e ve r , u n t i l  we 
h ave  some id e a  o f  th e  number o f  i n d i v i d u a l s  t h a t  w ou ld  be a f f e c t e d  
by t h i s  l e g i s l a t i o n ,  we c a n n o t e s t im a te  th e  am ount o f  re v e n u e s  t h a t  
w i l l  be g e n e r a t e d . I t  i s  th e  i n t e n t  o f  th e  d e p a rtm e n t h ow e v e r , t h a t  
l i c e n s i n g  f e e s  w i l l  be s e t  t o  c o v e r  th e  c o s t s  o f  th e  p rog ram  t o  th e  
e x t e n t  p o s s i b l e .
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FISCAL NOTE

STATE OF ALASKA
1991 LEGISLATIVE SESSION

BILL NO. HB 269

D e p a r t m e n t  A f f e c t e d :

B R U :  — Q c c u p a t i n n a l - L i c e n s i n g

R e v i s i o n  D a t e :    _

T i t l e :  P r o v i d i n g  f o r  t h e  l i c e n s i n g  a n d

r e g .  o f  p r i v a t e  h e a l t h  c a r e  r e v i e w  a g e n t s c o m o o n e n t :  A d m i n i s t r a t i o n

S p o n s o r :  R e p s .  B o v e r  &  N a v a r r e __________________  _______________________________________

R e q u e s t o r :  H o u s e  H E S _______________________________________  C O M P O N E N T  S E R I A L  N O .

C o m m e r c e  &  E c o n o m i c  D e v .

E x p e n d i t u r e s / R e v e n u e s :  ( T h o u s a n d s  o f  D o l l a r s )

O P E R A T I N G F Y  9 2 F Y  9 3 F Y  9 4 F Y  9 5 F Y  9 6 F Y  9 7

P E R S O N A L  S E R V I C E S 8 6 . 8 8 6 . 8 8 6 . 8 8 6 . 8 8 6 . 8 8 6 . 8

T R A V E L 2 . 0 2 . 0 2 . 0 2 . 0 2 . 0 2 . 0

C O N T R A C T U A L 6 . 0 6 . 0 6 . 0 6 . 0 6 . 0 6 . 0

S U P P L I E S 2 . 0 2 . 0 2 . 0 2 . 0 no o .. . 2 , . Q

E Q U I P M E N T 1 0 . 2

L A N D  &  S T R U C T U R E S

G R A N T S .  C L A I M S

M I S C E L L A N E O U S

T O T A L  O P E R A T I N G 1 0 7 . 0 9 6 . 8 9 6 . 8 9 6 . 8 9 6 . 8 9 6 . 8

C A P I T A L

R E V E N U E * * * * * * * * * * * *

F U N D I N G :  ( T h o u s a n d s  o f  D o l l a r s )

G E N E R A L  F U N D

F E D E R A L  F U N D S

O T H E R  G F / P R 1 0 7 . 0 9 6 . 8 9 6 . 8 9 6 . 8 9 6 . 8 9 6 . 8

T O T A L 1 0 7 . 0 9 6 . 8 9 6 . 8 9 6 . 8 9 6 . 8 9 6 . 8

P O S I T I O N S :

F U L L - T I M E 1 1 1 1 1 1

P A R T - T I M E 1 1 1 1 1 1

T E M P O R A R Y 0 0 0 0 0 0

E s t i m a t e  o f  c u r r e n t  y e a r  i m p a c t :  N o n e

A N A L Y S I S :  ( A t t a c h  a  s e p a r a t e  p a g e  i f  n e c e s s a r y . )

T h e  b i l l  e s t a b l i s h e s  a  l i c e n s i n g  p r o g r a m  f o r  p r i v a t e  h e a l t h  c a r e  r e v i e w  a g e n t s  
t h a t  p e r f o r m  u t i l i z a t i o n  r e v i e w  s e r v i c e s .  ( C o n t i n u e d  o n  a t t a c h e d )

P r e p a r e d  B y :  J e n n i f e r  S t r i c k l e r ,  A d m i n .  O f f i c e r _________________ P h o n e :  4 6 5 - 2 1 4 4 __________________________

D i v i s i o n :  O c c u p a t i o n a l  L i c e n s i n g  ° a t 0 :/ '  _______________

A p p r o v e d  b y  C o m m i s s i o n e r :  G l e n n  A .  O l d s

A g e n c y : _____________ C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t ____________________ /  D a t e :

D i s t r i b u t i o n  ( b y  p r e p a r e r ) :  L e g i s l a t i v e  F i n a n c e ,  L e g i s l a t i v e  S p o n s o r ,  R e q u e s t o r ,  O M B ,  &  I m p a c t e d  A g e n c y ( i e s ) .

Rev 10/90 Page 1 of 3



CONTINUATION OF FISCAL NOTE ANALYSIS -  HB 269

A lth o u g h  th e  b i l l  a u t h o r i z e s  th e  d ep a rtm en t t o  a d m in i s t e r  th e  
l i c e n s i n g  p rog ram  f o r  p r i v a t e  h e a l t h  c a r e  r e v ie w  a g e n t s ,  S e c t io n  
0 8 . 8 5 . 0 3 0  p la c e s  th e  bu rd en  o f  d e te rm in in g  a c c e p t a b le  s t a n d a rd s  upon 
t h e  d e p a r tm e n t , t o  be a d d re s s e d  by r e g u la t i o n s .  S in c e  th e  b i l l  
g iv e s  th e  d e p a r tm e n t b ro a d  a u t h o r i t y  t o  e s t a b l i s h  a c c e p ta b le  
g u i d e l i n e s ,  i t  w i l l  be n e c e s s a ry  f o r  t h e  d e p a r tm e n t t o  o b t a in  a 
p o s i t i o n  t h a t  i s  q u a l i f i e d  t o :  1 ) u n d e rs ta n d  and e s t a b l i s h  th e  
n e c e s s a r y  s t a n d a r d s ;  2 ) re v ie w  each  u t i l i z a t i o n  re v ie w  p la n  
s u b m it t e d ; and 3 ) c o o r d in a t e  e n fo rc e m e n t a c t i v i t y  t o  m eet th e  
t im e l i n e s  s p e c i f i e d  in  S e c t io n  0 8 . 8 5 . 0 7 0 .  T h is  f i s c a l  n o te  
t h e r e f o r e  c o n s i s t s  o f  th e  f o l l o w in g :
P e r s o n a l S e r v ic e s  $ 8 6 .8

1 -  P rog ram  C o o r d in a t o r ,  R ange 19A , GGU,
12 m on ths (P F T ) , ( $ 5 9 . 9 ) ;  and

1 -  I n v e s t i g a t o r  I I I ,  Range 18A , GGU 
6 m on ths (P P T ) , ( $ 2 6 . 9 ) .

T r a v e l - $ 2 . 0
T h is  fu n d in g  p r o v id e s  t r a v e l  f o r  th e  
I n v e s t i g a t o r  I I I  t o  c o n d u c t i n v e s t i g a t i o n s  
w here n e c e s s a r y  in  p r e p a r a t i o n  f o r  th e  
a d m in i s t r a t i v e  p ro c e e d in g s  d e s c r ib e d  in  
S e c t io n  0 8 . 8 5 . 0 7 0 .

C o n t r a c t u a l S e r v ic e s  $ 6 .0
T h is  fu n d in g  w i l l  p r o v id e  f o r  p r i n t i n g ,  
a d v e r t i s i n g ,  c om m u n ic a t io n s , and o t h e r  
c o n t r a c t u a l  c o s t s .

S u p p l i e s  $ 2 . 0
T h is  fu n d in g  w i l l  p r o v id e  d a i l y  o p e r a t in g  
s u p p l i e s  f o r  t h e  tw o p o s i t i o n s  shown a b o v e .

Equ ipm en t (o n e  t im e  c o s t s )  $ 1 0 .2
T h is  fu n d in g  w i l l  p r o v id e  o n e - t im e  eq u ipm en t 
c o s t s  f o r  t h e  tw o p o s i t i o n s  shown a b o v e .

TOTAL: !? 107 . 0
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**R e venu e s

Revenues w i l l  be g e n e ra te d  from  l i c e n s i n g  f e e s ,  h ow e v e r , u n t i l  we 
have some id e a  o f  th e  number o f  i n d i v i d u a l s  t h a t  w ou ld  be a f f e c t e d  
by t h i s  l e g i s l a t i o n ,  we c a n n o t e s t im a t e  th e  am ount o f  re v e n u e s  t h a t  
w i l l  be g e n e ra t e d . I t  i s  th e  i n t e n t  o f  t h e  d e p a r tm e n t h ow eve r, t h a t  
l i c e n s i n g  f e e s  w i l l  be s e t  t o  c o v e r  t h e  c o s t s  o f  th e  p ro g ram  t o  th e  
e x t e n t  p o s s i b le .
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^ U S E  C O M M IT T E E  REPOFj

Date Referred: April 10, 1991 FURTHER REFERRALS:

Date o f Committee Action: 0 5 / 0 3 / 9 1 .

The. HEALTH, EDUCATION AND SOCIAL SERVICES Committee considered 

HOUSE B ILL  NO. 269 ' . PRIVATE HEALTH CARE REVIEW AGENTS

Labor & Commerce 
Finance

HB 269

"An Act providing for the licensing and regulation o f private health care review agents; and providing for an 
effective date."

RECOMMENDATIONS: 
be replaced w ith________ OS  fj-G 2 .(0 ^ C ltesO

[ ] the same title 
.1 ] a new title

[ ] have attached amendments(s)
[ ] do pass 
[ ] do not pass 
[ ] no recommendations 
[ ] individual recommendations 
[ ] additional referral to the____ Committee

ADOPTS: letter o f Intent

ATTACHES NEW FISCAL NOTE(s):
[ ̂  fiscal impact___________________
[ ] zero fiscal note_________________
' 1GN1NG DO PASS

APPROVES PREVIOUS:
[ ] fiscal note(s)______
[ ] zero fiscal note(s)__

OTHER RECOMMENDATIONS

(Dcpt/Due)

DNP
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OlXi
STATE HEALTH’
INSURANCE

ISSUES

I S S U E :  M A N A G E D  C A i l E
(as o f April 1990)

BACKGROUND: The high cost of health care is a major problem for the United States. All who pay -
employers, individuals, and government -  are burdened by continual increases in health 
expenditures. Moreover, escalation of health costs greatly complicates the task of finding 
ways to provide coverage for the large number of Americans who ?.re without either 
public or private health insurance.
Although cost escalation has many causes, research shows that one key problem is that 
patients receive much care that is not appropriate for their condition. Some get care that is 
more intense and expensive than necessary. Others receive care that is not beneficial and 
may even be harmful. Eliminating such inefficiencies -  which may account for 25 percent 
or more of medical expenditures -  is dearly a critical objective, both as a way of reducing 
costs and improving quality of care.
Payers of health care are aware of such ineffidencies and are demanding more account­
ability and oetter performance from those who make health care dedsions in order to as­
sure that patients receive good value for money spent. Increasingly, managed care is 
recognized as the best mechanism for carrying out such improvements. The key objective 
of managed care is to assure that patients receive appropriate care, that is, high quality 
care effidently provided in the least costly setting.

DEFINITION: Because it is still evolving, managed care embraces a variety of existing and developing
structures. It may be defined as systems that integrate the finandng and delivery of 
appropriate health care services to covered individuals by means of the following basic 
elements:
o Arrangements with selected providers to furnish a comprehensive set of health care 

services to members;
o Explidt standards for the seltxrion of health care providers;
o Formal programs for ongoing quality assurance and utilization review; and
o Significant finandal incentives for members to use providers and procedures 

associated with the plan.
Manaf id care organizational structures are evolving in response to marketplace demands 
and will continue to do so. Today's structures include health maintenance organizations 
(HMOs), preferred provider organizations (PPOs), and exclusive provider organizations 
(EPOs), as well as mixed arrangements that combine elements of HMOs, PPOs and indem­
nity plans to accommodate employer and operating environment requirements.
Managed care plans arrange with selected providers to furnish health care services to plan 
members. Explicit criteria are used for the selection of providers, and formal programs for 
ongoing review of the quality and appropriateness of services are incorporated into the 
plan.

Health Insurance Association o f America
1025 Connectic a - . -AX 202-223-~S9_
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o legislation shoula not establish mappiupdate rjnrrieri" insurer efforts to establish 

effective utilization review programs ana should require providers to make available, 
at a reasonable cost, patient records and other information necessary to monitor cost 
and quality of care. Monitoring medical practice patteras is critical to managing care If 
reviewers cannot gel access to medical records at reasonable cost, or if excessive 
restrictions are put in place to limit who does utilization review or what the process 
will be. managed care plans cannot accomplish the critical task of encouraging 
providers to become more efficient.

o Insurers who are negotiating to form provider panels should not be compelled to 
enroll every provider who wishes to be included. A key mechanism that managed care 
plans use to constrain costs is to contract onlv with efficient providers. If plans are 
required to include on their panels all willing providers, this critical element of control 
is eliminated.

o States should not mandate that insurers cover services and categories of care, since 
doing so often adds to costs and limits the plan’s ability to develop cost-efFective 
benefit packages. Research evidence shows that legislation that requires coverage of 
certain provider categories or particular services generally causes a net increase in 
costs. The buyers of insurance plans, not state government, should be the ones who 
decide what services and provider groups should be covered. Legislation mandating 
coverage of particular provider groups is often simply a reflection of that group's desire 
to create demand for their own services as a way of enhancing income.

HIAA supports the concept of physician peer review as a method of determining 
appropriateness of care. In doing peer review, however, it is not appropriate to rely solelv 
on local peer assessment. Studies of differences in patterns of medical practice from are3 
to area within a state demonstrate that the typical method of treatment in one community 
is often significandy different from that in another community even though the conditions 
of the patients are essentially identical. The differences, in other words, are not medically 
justified. Thus, local habit or customary practice is not necessarily the best standard for 
assessing medical appropriateness or necessity for a given treatment.
The collective judgment of physicians who are experts in a given field and who have 
done a systematic study of the scientific research must ultimately form the basis for deter­
mining what is appropriate care in a given situation. It is for this reason that HLAA sup­
ports the development of medical practice guidelines and protocols. When developed, 
these can form a rigorous, scientifically defensible standard for educating physicians 
about the best medical practice and for judging the appropriateness of care.

GLOSSARY: Below is a list of some of the current managed care structures now available:
Health Maintenance Organization (HMO): This was the original managed care arran­
gement, first emerging as prepaid group practices in the 1930s. The name “health main­
tenance organization" was coined in the early 1970s, and was given to 1973 federal 
legislation promoting its development. HiMOs provide:

o An organized system for providing health care in a certain geographic area, as well 
as responsibility for providing or otherwise assuring delivery of that care:

o An agreed-on set of basic and supplemental health maintenance and treatment ser­
vices; and

o A voluntarily enrolled group of people
In exchange for a set amount of premium or dues. I IMOs provide all the agreed-on health 
services to their enrollees, there are generally no deducubles and no or minimal copay­
ments. The HMO bears the risk if the cost of providing the care exceeds the premium 
received. There are now several tv pus of I IMOs

Health Insurance Association o f America
1025 Connecticut Avenue N.W., Washington. DC 20030 ~  202-223-"Tho ~  FAX 202-223-~H9~
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o The staff model, where providers are directly employed by die HiMO;
o The group model, where medical groups contract with the HMO (Kaiser plans are 

the best-known example of this type);
o The independent practice association (IPA), where the HMO contracts with

physicians in independent practice, or with associations of independent physicians. 
IPA physicians frequently have arrangements with more than one HMO; and

o The network model, which contracts with two or more independent group practices.
Preferred Provider Organization (PPO). A PPO consists of groups of hospitals and 
providers that contract with employers, insurers, third-party administrators or other spon­
soring groups to provide health care services to covered persons and accept negotiated 
fee schedules as payment for services rendered. There are different sponsoring arrange­
ments:

o Hospital-sponsored PPOs, which often include a network of institutions in order to 
cover a wider geographic area, as well as many of the physicians on their medical 
staffs;

o Physician-sponsored PPOs, which are developed by local medical societies, other 
local professional associations or clinics, or groups of physicians;

o Third-party payer-sponsored PPOs, which include those initiated by commercial 
insurers and Blue Cross and Blue Shield plans;

o Entrepreneur-sponsored PPOs, which create a broker relationship with the
entrepreneur acting as an intermediary between the provider and payer of service;

o Employer- or labor-sponsored PPOs, which contract directly with providers on 
behalf of their employees or members;

o Other provider-sponsored PPOs, which are developed by nonhospital and non­
physician providers, such as dentists, optometrists, pharmacists, chiropractors and 
podiatrists, through their professional associations, local groups or clinics.

Exclusive Provider Organization (EPO). People belonging to an EPO must receive 
their care from affiliated providers-, services rendered by unaffiliated providers are not 
reimbursed.
Point-of-Service Plans. Also known as open-ended HMOs or PPOs, these plans permit 
insureds to choose providers outside the plan at any time yet are designed to encourage 
the use of network providers. If a provider is affiliated with the HMO or PPO, the service 
is covered (perhaps after a modest copayment). If an out-of-necwork provider is chosen, 
reimbursement may be significantly reduced.
A number of managed care techniques are used to assure quality and appropriate care. 
These include, but are not limited to, quality assurance, utilization review, case manage­
ment and use of a primary care physician. Although the combination of elements will dif­
fer among plans, each managed care plan operates as an organized system where patient 
services are subject to review and coordination by health professionals.

o Quality assurance is a process by which a managed care plan monitors and takes 
action as necessary to assure that quality care is delivered by selected providers. The 
process measures the extent to which quality has been attained and periodically 
reevaluates health care to assure that established standards are being met.
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o Utilization review is a system of reviewing the medical necessity and appropriate­
ness of patient services within guidelines developed by pi.ysicians. Performed by 
health care professionals, it is comprised of several processes and may be used for 
both inpatient and outpatient services. Processes may include preadmission cer­
tification, application of practice guidelines, continued stay review, discharge plan­
ning, second surgical opinion and retrospective review. Because of the explosion of 
costs in all aspects of ambulatory care in recent years, programs to require 
preauthorization of ambulatory procedures are now evolving.

o Preadmission certification is a process in which a health care professional (such as 
a registered nurse) evaluates an attending physician’s request for a patient's admis­
sion to a hospital by using established medical criteria.

o Continued stay review, also called concurrent review, is a process whereby a review 
organization continues to examine medical information during a patient’s hospital 
confinement to determine the need for continued hospitalization.

o Discharge planning is a process in which a health care professional from a review 
organization works with an attending physician and hospital staff to arrange for 
appropriate discharge of a patient from the hospital, including a plan for the 
patient’s subsequent care. Its purpose is to determine when patients are ready to go 
home, perhaps with the support of a nurse or other home health provider, or are 
able to be transferred to a nursing home.

o Second surgical opinion programs require patients to seek a second surgeon's 
opinion if elective surgery is recommended for certain conditions. Elective surgery is 
defined as that which can be avoided or delayed without undue risk to the patient 
and which allows sufficient time to seek another opinion.

o Retrospective review provides for the establishment of a utilization profile of inap- 
proppriate care for monitoring trends and addressing excessive use or cost.

Other managed care techniques include case management, which is a process that 
provides a comprehensive plan of care and rehabilitation for people suffering from severe 
conditions such as trauma, premature birth or AIDS. Through flexible interpretation of 
plan provisions, case management coordinates the use of all appropriate types of therapy 
and equipment in the most appropriate setting. Case management often supports alterna­
tives to institutional care, such as physical therapy and other services delivered in the 
home, that achieve better patient outcomes at lower cost.
In many managed care plans, a primary care physician serves as the initial screening, test­
ing, treatment and referral source for a patient. This physician oversees health care ser­
vices rendered to patients by other providers and assumes continuing responsibility for 
the overall course of treatment.

Health Insurance Association o f America 
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Plans provide financial incentives for covered individuals to use providers who deliver 
appropriate quality care. In some managed care plans, the cost of services is covered only 
when health care is received from selected providers. Other managed care plans provide 
individuals more latitude in the choice of providers. Out-of-pocket costs, however, are 
usually higher when out-of-plan providers are chosen.
Some state legislators are concerned that managed care, including both contracting 
arrangements with providers and utilization review techniques, could adversely affect the 
quality of health care. Their concerns have been encouraged by some associations of 
providers representing hospitals, physicians, dentists, pharmacists and allied health profes­
sions. These groups have drafted and advocated state legislative proposals that would 
restrict or prohibit the o- ition of managed care programs.

HIAA POSITION: HIAA is firmly committed to the expansion of managed care programs and techniques in 
order to assure high-quality, cost-effective health care. Managed care systems have the 
means to avoid unnecessary and inappropriate care.
Therefore, HIAA is opposed to legislation or regulations that would impose barriers to the 
development and implementation of managed care in its current and evolving forms. 
Legislation or regulation that unduly limits insurers' ability to carry out rigorous utilization 
review is one such barrier. Legislation that opposes utilization review takes many forms, 
but generally seeks to put inappropriate restrictions on who can conduct reviews and 
what can be reviewed.
HIAA is also opposed to legislation that would restrict an insurer's freedom to form net­
works or contract selectively with providers. Legislation that opposes networking also 
takes many forms, but generally seeks to put restrictions on the ability to pay providers 
anything but their usual and customary fees, or to contract with a limited number of 
providers.
HIAA believes:
o Insurers should be free to negotiate whatever price they can with providers. One im­

portant way to reduce costs is to be able to buy provider services at lower prices, and 
managed care systems need to have freedom to negotiate lower prices. On the other 
hand, in some instances plans may wish to offer higher-than-usual fees to especially 
efficient providers.

o Insurers should be able to pay providers in ways that create appropriate incentives. If 
provider reimbursement systems reward high-cost medical practice, it will be very dif­
ficult to reduce costs. Managed care systems need to be able to alter reimbursement 
incentives to reward efficient providers. Severe restrictions on capitation payment, for 
example, are inappropriate and unwarranted.

o State laws should not place artificial limits on the amount of consumer cost sharing that 
can be imposed on PPO plan enrollees who choose to get care from off-panel 
providers. If a PPO has a panel of providers that can provide needed high-quality ser­
vices more efficiently than other providers, it is entirely appropriate to require con­
sumers who choose not to use these efficient providers to pay the extra costs. HMOs, 
which all states allow, do not pay anything when consumers receive care from non- 
HMO providers.



Utilization review  p rom ise s  to he lp  con tro l 
hea lth  ca re  costs . The m ed ica l e s tab lishm en t 
is f a t i n g  back .

T h e  d o c t o r s ’  n e w  a l l i e s
By Janet Novack
The medical establishment is un­
happy, Wich the spread o f managed 
health carc programs (see preceding 
sxory) and orhcr efforts ro control spi- 
raling health costs, physicians’ free­
dom to prescribe whatever treatment 
they deem fit—and to be paid for it— 
is being constrained.

The medical business isn’t taking 
the challenge lying down. Doctors, 
hospitals and other health carc pro­
viders are lobbying the staccs ro regu­
late the people hired by employers 
and insurers to screen for unnecessary 
care. “We expect up to 26 states to 
take up the issue, and up to 15 of these

to pass a law this year," worries Mar­
guerite Snyder, government affairs 
director of the American Managed 
Care & Review Association.

At issue is the so-called utilization 
review process. Under it, a review 
nurse looks over the course o f treat­
ment a doctor wants to prescribe for a 
patient. If it doesn’t fit set standards 
for appropriate care, the nurse passes 
the case on to a doctor who may try to 
whittle down the physician’s propos­
al. Docs the patient really need to go 
into the hospital at S775 a day? Can’t 
this procedure be done on an outpa­
tient basis? About four out o f five

companies now require workers to 
gcr prior approval for a noncmcrgcn- 
q' hospital stay, up from about 5% in 
1984, according to a survey by con­
sultant A. Foster Higgins £< Co.

What’s wrong with some intelli­
gent question-asking? The doctors claim that too much of the time the 
questions arc unintelligent and time- 
wasting and that cost-conscious re­
viewers can be a hazard to patients’ 
health. Unsaid is that they also threat­
en doctors’ wealth.

Dr. John Kelly, director o f quality 
assurance for the American Medical- 
Association, claims that the main rea­
son there has not been “wholesale 

I  abuse o f patients” by the review pro- 
g cess is that doctors have fought long 
 ̂and hard with the reviewers to have 
carc approved. Dr. Robert Becker, 
founder o f Downers Grove, 111.- 
bascd Healthcare Compare Corp., a 
successful, publicly owned utilization 
review company (FOR.BES, Mar. 21, 
1988), acknowledges that there have 
been problems with seme of the hun­
dreds o f review con,panics. Says 
Becker: “ Doctors have had to wait too 
long on the phone to talk to poorly trained people.”

Overall, however, there is no evi­
dence that utilization review reduces 
the quality ofcarc. A 1989 Institute of 
Medicine study found no “document­
ed anecdotes or other information to 
suggest that prior review programs 
arc jeopardizing patient safety” ; the 
study concluded that “premature or misguided regulation could stifle 
worthwhile innovations" in utiliza­
tion review. In any case, with regula­
tion looming, the review industry is 
developing its own voluntary accredi­
tation standards, which should help 
weed out poor performers.

Nonetheless, politicians in a score 
of states, pressed by the medical estab-
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Poor doctors

lishmcnt. have passed laws that heavi­
ly regulate the reviewers. These 
laws—half of them not yet imple­mented—will increase reviewers' 
costs and in some eases interfere with 
review. Some examples:
•  A new Georgia law requires that reviewers base some decisions on lo­
cal medical practices. That negates a 
key principle o f review, which is to 
look extra hard at local pockets where, 
say, patients arc kept in the hospital 
longer than average.
•  Virginia has drafted regulations 
stating that only a board-certified spe­
cialist can deny coverage for a proce­
dure performed by another specialist. 
Thus, for example, a cardiologist 
could not review a surgeon’s decision 
to do a coronary bypass.
•  Maine’s rules state that an insurer 
can’t reduce payment for any state- 
mandated mental health benefit even 
if a patient refuses to go through the 
review process. But the threat o f re­
duced insurance coverage is key to 
getting an employee’s cooperation.

Mental health is, in fact, one of the 
trickiest areas. Costs here arc growing 
so fast that many companies now 
monitor mental health carc more in­
tensively than other carc, requiring, 
for example, prior review o f outpa­
tient mental health services but nor 
other outpatient carc. That’s bad 
news for the earning power of psychi­
atrists. But the American Psychiatric 
Association is defending its members. 
It is circulating to its state affiliates a 
draft state law that would make it 
illegal to apply different review proce­
dures to mental health carc.

Where arc the lawyers in all this? 
Licking their chops. A recent Califor­
nia court decision implies that the 
utilization review firm may be held 
liable if, for example, a patient is 
released from the hospital early be­
cause of pressure from reviewers and 
some harm results. In fact, warns 
Richard Hindcn, a health carc lawyer 
at Chicago’s Althcimcr & Gray, an 
employer might also be held liable if it 
is negligent in picking its utilization 
review firm.

Perhaps the fear of litigation, de­spite the rapid growth of utilization 
review, explains at least partly why 
health carc costs arc continuing to rise 
much faster than the general rare of 
inflation. " ■■

How pe rseve ran ce  e a rn ed  PepsiC o the en v iab le  position 
o f M exico ’s la rgest c o n su m e r p rodu c ts  com pan y .

P e p s i ’ s  n e w e s t  

g e n e r a t i o n

By Claire Poole
Sometimes it just pays to hang in 
there. When price controls and peso 
devaluations persuaded multination­als like Nabisco and Anderson Clay­
ton to cut back their Mexican opera­
tions sharply in the wake of Mexico’s 
1982 economic collapse, PepsiCo 
elected to build. It is now cashing in 
on one of the world’s most promising 
economies.

To counteract the peso devalua­
tions, it started exporting wheat, later 
expanding to taco shells, frozen juices 
and pineapples—a business now 
worth S30 million in sales. In 1984 it 
added candy and gum to its basic line 
o f soft drinks and chips. .And this past 
fall it spent S320 million to buy nearly 
80% of Emprcsas Gamcsa, Mexico's 
largest cookie company. PepsiCo, 
based in Purchase. N.Y., is now Mexi­
co’s largest consumer products com­
pany, with an estimated SI.2 billion

in sales—larger than Procter & Gam­
ble or Colgate-Palmolive. Its proba­
ble pretax profits in Mexico last year: 
S I40 million.

Now price controls are casing, the 
peso has strengthened, and the gov­
ernment o f President Carlos Salinas 
dc Gortari is taking an enlightened 
view toward foreign investment. But 
it will take other multinationals years 
to catch Pepsi.

Michael Jordan, PepsiCo Interna­
tional's chairman and the man respon­
sible for Pepsi's Mexican strategy, ex­
pects PepsiCo to be doing S2 billion 
in annual revenues in Mexico by 
1995. “Mexico will be one of the 
boom economics o f the 1990s, with 
more explosive growth than Eastv 
Europe." says the 54-vear-old Jordan, 
a 16-year PepsiCo veteran who’s con­
sidered the strategic mind behind 
Dallas-based Frito-Lav, PepsiCo’s

I  Stocking 
|  Sabritas 
|  products in a 
* Monterrey sto,c 

A netw ork tr.v 1 
now supp lie s  
4 0 0 ,0 0 0  shops 
in M exico .
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Utilization ReviewManaging the Reviewers
A lthough the issue of utilization review is not new, 

growth in the number of private utilization review 
(PUR) companies has kept pace with rapid expan- 

: sion in the managed care industry. More and more
j frequently, hospitals and doctors are confronted
; with a maze of PUR companies, all clamoring for 

data and issuing determinations without the aid of 
! standardized guidelines. In an attempt to inject
j some organization and safeguards into the way uti­

lization review companies operate, state legisla­
tures and other groups have begun to take action, 
cither through the drafting of legislation or the de-  ̂ velopmcnt of guidelines.
Four states

Thus far, four states have adopted legislation 
to address the problem. In the forefront of these 

r activities is Maryland, which in 1988 passed leg-
.- islation, the major requirements of which include:
j tcriificaiionrof4slI-Teview-agents; submission to the

crcdentialling.body_of»rcviewers! standards and 
procedures for conducting reviews; process for ap- 

| peals of denials, and confidentiality of patient
• records. By addressing their legislation to the re-
'■ view organizations and not the providers, the
' Maryland law seems to have avoided any pre-
* emption through ERISA. The law also requires
' adoption of uniform standards for some aspects of
! PUR, including standardizing information forms.
j Implementation of the law still hinges on the adop-
t. tion of regulations by the state health department;
[ regulations are expected to be in place by this sum-
I mcr.
' The newest PUR legislation was passed in
| January in South Carolina. The law is similar to
I the Maryland legislation, requiring registration and
| certification of PUR companies by the Commis-
. sioner of Insurance. Utilization review programs
| must meet certain requirements, including: notifi-
L cation of adverse decisions within five days; pro­

cedure for consideration of appeal of denials; 
availability of reviewer by telephone 40 hours a 
week, during normal working hours, and types and 
qualifications of review personnel must be fur­nished to the Commissioner.

In addition to Maryland and South Carolina, 
legislation has been adopted in Maine and 
Arkansas, basically requiring certification of com­
panies meeting certain requirements to do business 
in the state.

A number of other states have either already 
introduced bills into their legislatures, or such bills 
are drafted and awaiting introduction. At this writ­
ing, these states include Pennsylvania, Georgia, 
Virginia, Massachusetts, Illinois, Florida and 
North Carolina. Most of the bills contain aspects 
of the Maryland law as well as the guidelines 
adopted for use in Tennessee.

The Tennessee provider groups have been 
meeting with representatives of the managed care industry, and have developed a set of standards for 
utilization review agents. These standards address 
certification of agents, description of the review 
process used and an appeals process to be used in 
the event claims are denied. The standards do not 
address the problem of retroactive denial of 
claims. It is expected that these standards will be 
put in place in Tennessee for at least a six-month 
period, after which time their effectiveness will be evaluated.
National level

At the national level, a number of groups are 
developing guidelines designed to satisfy not only 
managed care companies but also health carc 
providers. Working together, guidelines were de­veloped and published by the American Medical 
Association, Blue Cross and Blue Shield Associa­
tion and. the Health Insurance Association of America. Entitled "Guidelines for Health Benefits
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■' Administration," they address both prior authorization and 
claims submission and review. These guidelines are cur­
rently under review for possible re­
vision by the groups involved.Most recently, a coalition of ------------------leading U.S. utilization review 
companies announced the forma­tion of a naridrial*2r?!3entftlling, or­
ganization and’developmcnt.pf na­
tional voluntary reviewstandards.
The newly formed Utilization Rc- 
.yiew Accreditation Commission 
(URAC) will encourage voluntary 
compliance with the national re­
view standards. The standards de­
veloped by URAC include guide­
lines that address such UR areas as: 
the role of UR organizations: the 
scope of inpatient UR review and 
responsibility of those parties in­
volved; the process of notification 
and appeal of determinations; con­
fidentiality of patient records, and 
qualifications of review company 
staff. ------------------On?.group has developed draft 
model state legislation. The Na­

tional Association of Private Psy­
chiatric Hospitals (NAPPH) convened a special task force 
to draft the model bill, with the objective of "bringing 
about a means of establishing a level of uniformity and ap­
propriateness in the conduct of utilization review.” The 
model bill's requirements include: certification of review 
agents; provision for utilization review plan, including cri-

T h e  n e w l y  f o r m e d  

U t i l i z a t i o n  R e v i e w  

A c c r e d i t a t i o n  C o m m i s s i o n

( U R A C )  w i l l  e n c o u r a g e  

v o l u n t a r y  c o m p l i a n c e

tcria used in evaluating care; provision for process for ap­
peals of denials by providers or patients; descriptions of re­

quirements necessary to be a re­
viewer; use of physician-specialists

------------------  to make the final determination ofwhether prescribed care is inappro­priate; reasonable access to review 
agents during normal business hours, and confidentiality of pa­
tient records. The model bill also 
woul^ prohibit reviewers from in­
terviewing patients without ap­
proval.of the admitting*physician; 
and prohibit payments to reviewers 
based on number of denials.

w i t h  t h e  n a t i o n a l  

r e v i e w  s t a n d a r d s .

Trends
A crystal ball is not necessary to 

see that the trend in health care is 
toward managed care — not just 
for medical and dental care, but for 
psychiatric, alcohol and drug abuse 
treatment as well. And key to any 
successful managed care program

-----------------------  will be the cost-effective utilization
of available services, together with 
the review of that utilization. Some 
form of regulation of the reviewers 

— whether by legislation or guidelines — is the logical 
next step. The coming months will bring a clearer picture 
of just how such regulation will occur.

The Federation is working with those national organi­
zations developing voluntary guidelines, as well as moni­
toring the possible need for state legislation. ■
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