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PROSPECTIVE REIMBURSEMENT
(SB 698)

The current method of reimbursement to hospitals and nursing hone
facilities for Medicaid and General Relief-Medical (GRM/ ser.ices has no
incentive system for cost efficient health care. The State of Alaska
presently reimburses health care facilities for costs which arise from
the treatment of a Medicaid or GRM patient. Many critics of the present
cost reimbursement system believe that, in many instances, more tests
and more expensive procedures are used than may be necessary since the
government is paying for the services. As the Battelle Study points
out, by changing the incentives, Medicaid services can become more
efficient and cost effective.

One alternative to the present payment system was proposed in
Senate Bill 698 which called for prospective reimbursement to health
care fTacilities. With prospective reimbursement, a budget or rate is
established prior to the beginning of the fiscal year and approved by
the state. The major difference with this form of reimbursement is that
the price is fixed at the beginning of the year prior to the serv res
being performed. “Tie incentive is built in to perform all tjedicaid and
GRM services as efficiently as possible because if a hospital can keep
costs belew the accepted budget, it may accrue extra revenues. |If there
are higher costs, the hospital, under SB 698, could have t-.e option of
proposing an amended budget which would have to be revievod and accepted
or rejected by the State.

According to data in the Battelle Study, prospective reimbursement
could save Alaska 2.5% to 4.6% in Medicaid hospital payments or
approximately $270,000 to $500,000 per year. The state could save even
a larger amount from nursing heme reimbursement payments, approximately
$1.15 million or 11% per year.

SB 698 provides a framewrork which would be used in setting a
reimbursement rate. “Hie reimbursement rate to a health facility would
be based on a "fair rate for reasonable costs that are incurred by the
facility.” The facility could reflect in its proposed budget a
reasonable return on its investment. The budgets would be examined and
approved by a newly created Medical Assistance Budget Review Ccmnission
which would consist of five non-paid members.

The rate system developed in SB 698 is onl> one method of prospec—
tive reimbursement. Alternative programs can differ in specific details
as to what costs may bo reimbursed, method of budget review, whether the
program is voluntary or nvmdator>, legal sanctions, if any, and mode of
setting the rates. The main point, however, in prospective rate
setting, is that the rate is set prior to the beginning of the period.

One important question which did not seem to be addressed in tiu?
studies cited in the Battelle Study war. whether the savings and
reductions in costs on Medicaid services resulted tram more efficient
efforts or tram a reduction in the quality ot care. There may need to
be a quality control mechanism developed to ensure cost effectiveness
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without a significant reduction in the quality of health care provided
to the Medicaid and GRM patient.

The Alaska Hospital Association and the Department of Health and
Social Services®™ Advisory Ccnmittee to the Alaska Comprehensive Health
Care and Financing (Battelle) Study both expressed support for a
prospective reimbursement program. Savings in Medicaid and General
Relief-Medical payments could help to facilitate the continuation of
many health care benefit programs which the state is new being forced to
provide because of the Federal budget cuts.



STATE HEALTH INSURANCE
"ICS HB 41)

According to the Battelle Study, approximately 29,000 Alaskans or
9% of the non-Native population are not covered by some type of health
insurance (all Natives are covered through the Alaska Area Native Health
Service-AANHS). Of these 29,000 Alaskans, approximately 59% are
employed, 8% are unemplo/ed and 33% are not in the labor force.
Dependent children carpr..se 43% of uninsured Alaskans. Studies have
indicated that, of those employed, certain kinds of workers are less
likely to have insurance of some type. They are hourly workers,
part-time employees, non-union laborers, nor-office workers, the very
young and old in the labor force, employees in a small business, and
individuals with a lew income.

The Battelle Study lists five reasons in support of the need to
provide insurar. e for the uninsured:

1. Many cannot afford the expense of individual health plans.

2. These persons and their families do not receive adequate health
care.

3. Illlness in these families can cause extreme financial haidship.

4. The state sometimes ends up paying for their care through
catastrophic illness or other public health service programs.

5. Bills unpaid by people who cannot afford to pay them raise the
cost of health care for everyone else.

In order to provide access to adequate health care for all Alas—
kans, the State may wish to intervene in order to cover the uninsured
residents. Two basic options the State has for making insurance avail—
able to the unim rred are to provide incentives for an employment-based
program or to have a state-sponsored licalth insurance plan. Problenms,
both conceptual and philosophical, can be found in either option.

The cnploymcnt-based insurance plan Zould provide a state subsidy
to employers to extend their current cover ge to enployees who in th
past were not covered and to encourage an employer with no insurance
package to purchase one. Many of the uninsured, employed population are
working for employers wlx) do offer an insurance plan; however, because
of the type of work or type of worker involved, they are not included in
the insurance program (e.g., a part-time or taiporary workers). Under
this option, the state would subsidize or provide incentives to
enployers; no that these workers would be covered under the currently
available insurance programs.

The employment-based option, altliough it would cover much of the
targeted population, would not necessarily address the unemployed and
those not in the vork force. A state-sponsored insurance program could
be made avail.ible to all Alaskans who do not have an insurance program
or some type of coverage avail<iblo to them. They would have an option
to purchase a policy. In the case of those wlvo could not financially
afford the premiums (the very poor are already covered through Medicaid
and GHM), portions of tIx* premiums could be subsidized by tIx* state with
a sliding scale according to income.
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The Senate HESS Conmittee®s amended version of House Bill 41
provided for a state health insurance program to be established through
the Department of Administration. The program would be underwritten by
a contracted firm and the administration of the program could also be
contracted out. The state would pay all or part of the premium cost for
those residents who qualified according to their adjusted gross :ncane.

Problems occur in both options. There may be some concern as to
whether a state-sponsored insurance program will be in competition with
private insurance companies. In the employment-based option, the cost
of insuring those who were not previously covered is expensive,
especially since this type of pro/ram would try to extend to those
enployed by businesses which do not have an insurance program (e.g
small, independent businesses with one or two enployees) which is
difficult and also includes an additional expense on the employer.

If the method proposed by SCS HB 41 is not adopted, the legislature
should look into some system which will guarantee that all Alaskans,
including the 29,000 individuals now without health insurance, have
reasonable access to health care.



REGIONAL HEALTH PLANNING
(SB 754)

In 1974, Congress believed that health care in the U. S. was waste—
ful, inefficient, short of efforts to prevent disease, unevenly distrib—
uted and not meeting the needs of the citizens. For these reasons they
established a planning mechanism, Health Systems Agencies (HSAs), to
deal with the problems found in health care. Three HSAs were formed in
Alaska in 1976. Their mandate was to offer direct technical assistance,
identify problems and offer solutions, provide a regional center to
disseminate current health data, emphasize health promotion and
preventive medicine, coordinate the development of services among the
various providers in the state (AHNS, state, military, non-profit
corporations, etc.) and address unmet and future needs while containing
the cost of health services.

In an effort to assist the regional HSAs in their endeavors, Alaska
established the State Health Coordinating Council (SHCC) and the State
Planning and Development Agency. HSAs were also partially funded by the
state with 27.3% of the total funding coming from the state government,
70.2% from federal funds and 2.5% frcm other sources. The Federal
government, however, established the regulations which defined the goals
and guided the actions of the HSAs. Critics of the USAs believed that
these Federal guidelines where not always adequate to provide solutions
for seme unique state problems.

Recently, the Federal government drastically cut funding to the
USAs which means that either the HSAs will lie dissolved or funding must
ccme from other sources. Twenty-seven states have reported that they
are contemplating an USA phase-out and many are replacing the HSAs with
a state system of health planning, funded by the state and controlled by
state regulations which, they believe, will produce more of a local
planning scheme appropriate to ~he individual state needs.

Presently, Alaska is in a phasing-out stage with respect to the
Federal HSAs. In a letter to the Governor, Dr. Charles M. Kaltenbach,
Chairman of the Alaska Health Coalition, states that the Department of
Heal til and Social Cervices lias proposed to eliminate all funding for tie
HSAs in the FY84 budget. This, without any additional legislation,
would in effect leave Alaska without regional input in the health care
planning field.

Senate Bill 754 would have established a regional health resource
system fancied and regulated by the state. Since much of the opfxisition
to HSAs was because, by law, they administered the Certificates of Need
(CON) which had to be approved prior to major expansion or {>urchase of
equipment by health facilities, the three new Regional Health Resource
Organizations (1IRDsS) woulc not perform this function. The HROs would
provide technical assists, and health planning services to the same
USA service areas which new exist. TI>e state would contract the servicer,
of non-profit organization to operate the HRDs and each HRO would be
governed by a board of directors with representation frcm each borough,
municipality and regional nonprofit Native corporation within the health
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service area. In addition, the board would consist of members of the
public representing consumers as well as providers of health services in
the area.

The question as to whether or not regional health planning agencies
should be totally eliminated has not been settled. The success of the
HSAs in Alaska, as Dr. Kaltenbacn states, can be documented in "savings
to the State of several hundreds of thousands of dollars each year by
preventing duplication of services, increasing continuity of care, and
preventing the development of unneeded services.”" |If HSAs are
eliminated, would the Department of Health and Social Services continue
to provide the technical guidance and health planning services on a
statewide basis? By providing an alternative viewpoint, the HSAs (or
any regional agency) help to decentralize the health planning process
and no longer leave everything up to the Depiirtment of Health and Social
Services in the capital.



CERTIFICATES OF NEED
(SB 760)

The Certificates OFf Need (CON) program, which is set forth in sec.
1527 of P.L. 93-641, provides a method of controlling and regulating the
development of health care facilities®™ capital projects. A CON must “je
authorized before a group may construct a health care facility, alter
bed capacity, add or eliminate a category of service, or acquire major
medical equipment. The CON was formed to alleviate duplication in
services in local areas and to help maintain affordable as well as
quality health cere to residents.

When Alaska, under the threat of losing Federal funds, established
OONs in 1976, the Federal government strictly regulated the dollar
thresholds above which a CON was necessary and required that the Health
System Agency (HSA) was to be the agency which reviewed the CON
applications. Since the legislation v/as adopted, six years of inflation
have made the original dollar amounts unreasonably lew; opponents to
CONs state that health care facilities have to get approval for almost
any equipment purchase or minor expansion which they need. Therefore,
the Federal government has recently amended P.L. 93-641 to allcw for
higher CON thresholds and to authorize other agencies to administer the
program.

Senate Bill 760 was drafted to bring the state statutes regulating
OONs in ccmpliance with tire Federal laws. The bill would not only raise
the minimum dollar amount needed for a CON to match the federal
threshold but also place the CON program under the auspices of the State
Health Planning and Development Agency. Since the HSAs are being phased
out, this legislation in conjunction with SB 754 would separate the CON
function frarr the regional health planning function. Both functions had
previously been found in the HSA.

In order to make the CON program more responsive to the rising cost
of health care capital expenditures, the State should utilize the new
Federal thresholds. Without legislation such as SB 760 and in light of
the fact that HSAs are being phased out in Alaska, the CON program will
not only be very Lurdensane with the low thresholds, it will soon be
without an administering agency. The future of the OON program needs
close attention in the next legislative session.



Long Term Hospital Capital Plan
(SCS HB 844)

Health care is too essential to be subjected to the shifting
political balance of power. Presently, funding for construction of
health care facilities is in the political arena; funding for major
projects depends on the political clout ol the elected official repre—
senting the respective area. In order to have a truly integrated and
equitable health care system, a comprehensive, statewide plan relating
to health facility improvements and maintenance should be developed by
an apolitical group. Current legislative methods of funding health care
facilities results in a fragmented and many times inefficient statewide
health care systt-...

To continue in efforts toward the development of a comprehensive
health care plan, House Bill 844 was amended by the Senate HESS
Committee to provi.de for a long term hospital capital plan. As stated
in the "Findings and Purpose"” section of the bill, "healtn facilities
constitute an integral part of the health services of the state..."™ and
the act was designed "to assist health facilities in securing the
capital necessary to improve and maintain their physical plants so that
they can continue to provide quality health care.™

The bill originated in the House and, in its original form, only
provided a plan fcC financing rural health facilities. Hcwever, the
health system in Alaska is too integrated and interdependent to have
health planning inly in non-urban areas of the state. Patients nay
originally be served by a village health clinic, sent to an inpatient
facility in a neighboring city for stabilizing and then transported to
one of the hospitals in the larger cities for major medical procedures.
A more comprehensive, statewide plan was needed to effectively
facilitate the fulfillment of the objectives of the legislation;
therefore, the Senate HESS Committee amended the bill to provide for
such a plan. This statewide plan for financing health facility
improvements and maintenance then passed both houses of the legislature.

The legislation would have established a health facility
improvements and maintenance fund in the Department of Health and Social
Services. Follcwing the guidelines set forth in the bill, the State-wide
Health Coordinating Council would conpile and submit a list of recom—
mended priorities of health care facilities needing a state grant or
loan. The Council®s itemized priority list would be divided into four
categories depending on the bed capacity of the facility and community
size. The legislation required the four categories to < nix that all
areas of the state arc considered in the prioritization. After
receiving the prioritized list, the commissioner of the Department of
Health and Social Services could rake changes in the list if these
changes were submitted to the Council in writing. The commissioner
would then provide the governor with the finalized prioricy list for
appropriations from the health facility improvement and maintenance
fund. In this manner, the priority list is not subjected to the radical
change.l; which the proposed executive budget routinely undergoes in the
legislature.
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One of the reasons for the veto cited in the Governor®"s message was
that the he found direct grants to non-profit agencies unacceptable.
Legislative authority to appropriate money to non-profit organizations
has been a bone of contention between the executive branch and the
legislature for the past few years. It is entirely possible that the
new governor will not have these problems with direct grants. If this
continues to be a matter at issue between the two branches, a ccnpianise
can be worked out similar to that in existence for the past few years
where the appropriation is given to the municipality to be passed on the
the health facility.
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Office of (fie President SJtXLi

Official Buaineu Juneau, Alaaka 99811

November 9, 1982

Senate Charles H. Parr
950 Cowles, Rm. 224
Fairbanks, Ak 99701

Dear Chanflta&”r*v~

Thank you fojvyour recent letter concerning the health activities of the
Senate HESS Committee. I have noted your concerns and will consider
your ideas when the legislature addresses this and related topics during
the next session.

I would like to express niy sincere appreciation for the dedication to
service you have demonstrated as chairman of the Senate HESS Committee.

Best wishes for your future.

Sincerely,

JK/st



PLEASE NOTE: THE-FOLLOWING PAGES WERE TREATED
AS A UNIT IN THE ORIGINAL DOCUMENT.



SR Box 0699
Fairbanks. Alaska 99701
(907)456-5029

DATE: August 18,

1981

CHARLIE PARR

ALASKA LEGISLATURE

Fairbanks

545 Third Avenue, Suite D
Fairbanks, Alaska

Interim Office

(907)456-8925

T0: All interested parties

FROM: Senator Charlie Parr, Chairman 0%

Senate Health,

Education and Social

SUBJ: Forthcoming public hearings

The Senate Health,

Education and Social

Services Ccmmittee

Services Ccmmittee will

99701

pouch V
Juneau, Alaska 99811
(907) 405-4907

"jnduct public hearings

in the following ccmnunities during the interim to consider aspects of health care and
health care delivery systems within Alaska.

All interested parties are

For further information,

Nancy Deitrick in Juneau at 465-4907.

FAIRBANKS

KENAI

NOME

BETHEL

ANCHORAGE

CHP:drn

Saturday,
9:00 a.m.

Saturday,
9:00 a.m.

Saturday,
9:00 a.m.

Saturday,
9:00 a.m.

Thurs., Friday,

9:00 a.m.

Saturday,
9:00 a.m.

September 12, 1981

- 5:00 p.m.

September 26, 1981

- 5:00 p.m.

November 7, 1981

- 5:00 p.m.

November 14, 1981

- 5:00 p.m.

- 5:00 p.m.

December 11, 1981

- 5:00 p.m.

invited to attend and present testimony.

City Hall

Borough Building

please contact Sandra Stringer in Fairbanks at 456-8925 or

Borough Assembly Chambers
520 Fifth Avenue

Legislative Information Office

December 9-10, 1981 Ccmmittee work sessions only

Legislative Information Office

Public hearing

Legislative Information Office

1024 W.

6th Avenue



LEADING CAUSES OF DEATH BY REGION

KETCHIKAN

1. Heart disease and hypertension
2. Accidents

3. Malignant neoplasms

4. Vascular lesions of CNS

Degei.erative diseases
WRANGELL-PETERSBURG

Heart disease and hypertension
Accidents

Malignant neoplasms

Suicide

Vascular lesions of CNS

ITKA

Heart disease and hypertension
Accidents

Malignant neoplasms

Vascular lesions of CNS
Alcoholism/diseases of early infancy

5

|

2

3

4

5

S

1

2.

3
4
5
JUNEAU

1. Heart disease and hypertension
2. Accidents

3. Malignant neoplasms

4. Vascular lesions of CNS

5. Respiratory/ill-defrned

CHUGACH

1. Accidents

2. Heart Disease and hypertension

3. Malignant neoplasms

4. Influenza pneumonia/Respiratory

5. Vascular lesions of CNS/Cirrhosis
AHTNA

1. Accidents

2. Malignant neoplasms

3. Heart disease and hypertension

4. Diseases of early infancy/lll-defined
5. Suicide

COOK-INLF.T

1. Accidents

RATE PER 100,000

157.1
107.6
§2.9
44.%
21.0

173.0
150.0
110.4
29.4
22.1

114.2
108.3
93.7
32.2
23.4

122.0
104.1
75.1
32.4
17.1

173.8
120.8
108.1
21.2
17.0

160.9
47.3
42.6
23.7
14.2

125.5



2. Heart disease and hypertension
3 Malignant neoplasms

4, Vascular lesions of CNS
5. Ill-defined

ANCHORAGE

1. Accidents

2. Heart disease and hypertension
3. Malignant neoplasms

4, Suicide

5. Cirrhosis

KONIAG

1. Accidents

2. Heart disease and hypertension
3. Malignant neoplasms

4. Alcoholism

5. Vascular lesions or CNS
ALEUTIANS

1. Accidents

2. Heart disease and hypertension
3. Malignant neoplasms

4. Vascular lesions of CNS

5. Diseases of early infance/lll-defined
BRISTOL BAY

1. Accidents

2. Heart disease and hypertension
3. Malignant neoplasms

4, 1ll-Defined’

5. Vascular lesions CNS/Respiratory
CALISTA

1. Accidents

2. Heart disease and hypertension
3. Influenza Pneumonia

4. 1ll-defined

5. Diseases of early infancy
BERING STRAITS

1. Accidents

2. Heart disease and hypertension
3. Malignant neoplasms

103.7
81.3
24.3
22.4

4.9
54.6
46.2
16.5
13.1

191.8
93.7
56.7
26.1
21.8

§1.4
65.1
32.5
24 .4
10.8

204.0
61.9
51.0
32.8
25.5

181,7
43.7
31.0
29.6
26.8

258.0
105.0
96.0



4, Suicide
5. Homocide/lll-defined
NANA
. Accidents
. Suicide
. Heart disease and hypertension
. Il-defined
. Malignant leoplasms
0YON
. Accidents
. Heart disease and hypertension
. Malignant neoplasms
. Homocide
. Suicide
AIRBANKS
Accidents
Heart disease and hypertension
Malignant neoplasms
Vasculer lesiona of CNS

1
2
3
4
5
D
1
2
3
4
5
F
1
2
3
4
5. Diseases of early infancy

Average annual rate 1974-1977 per 100,000 from
1977 LEADING CAUSES OF DEATH - UNITED STATES

1. Diseases of the heart

2. Malignant neoplasms

3. Cerebrovascular disease
4, Accidents

5. Pulmonary disease

6. Pneumonial/lnfluenza

7. Diabetes mellitus

8. Chronic liver disease
9. Atherosclerosis

10.  Suicide

57.0
30.0

149.2
8.8
66.3
45.6
51.5

142.1
12.9
37.1
27.2
21.0

16.H
68.7
54.5
20.0
17.3

DHEW statistics

RATE PER 100,000
331.3
183.5
6.9
479
22.7
20.0
15.0
13.6
13.0
12.6



CAUSE OF DEATH

Congenital Abnormalities
1. Nana
2. Sitka
3. Calista
A Bristol Bay
5. Doyon
Vascular Lesions
1. Ketchikan
2. Juneau
3. Sitka
A Bristol Bay
5. Aleutians
Accidents
1. Bering Straits
2. Bristol Bay
3. Koniag
A Caliita
5. Chugach
6. Ahtna
Homocide
1. Bering Straits
2. Doyon
3. Calista
A Nana
5. Arctic Slope
Suicide
Nana
Bering Strait6
Wrangell-Petershurg
Calista
. Doyon
Icoholism

Koniag

Sitka

Nana

Ketchikan

Bering Straits

Ol OO > o

RATE/100,000
ALASKA

12. A
11.7
11.3
10.9
9.9

AA. S
32. A
32.2
25.5
2A.A

258.0
20A.0
191.8
181.7
173.8
160.9

RATE/100,000
u.s.

6.0

3. A

ATT

9.1

13.3



Tuberculoil*

Other Infection*
Ihflevmetory Dt*t*»e* of CNS
wettrlti* end Inleritit
Influent* end Rneueonle
Other Retplretory

Heitmel

Congrnltel Abnormel (tie*
Dltettei of lerly Inftncy

lil>Deflned

Hurt Dtiette end Hypertenilon

Heltgnent Neopletaf*
Olehetet ’

retcvler letiont Ol the ors
Oenere) Aruriotclerotl*
Chronic hephrltie

Clrrhoti* of liver

Other Degenerative

Accidenit

Suicide

Hoa.clOe

Other Cetemel Ceutet

Alcohol!la

All Other Ceutet

TOTAL

O — O w

58

31

312

133
6

29

16

336
51

13
1S

133

]

72

717
73
71
32
21

43

1.040

27

20

30

1

23

357

50
a7

22

22

1.126

Rete per 100.000
Two leer Average

'.977 end 1978

02*

00
0?

7.8

4.9
14.2

16.5

96.0

64.9

20

14.2

5.6

Qe
100

27.3

166
120

6.4

14.t

4%4.0

“lute iiied ta auaber lee* thee 5.

Sevrct;

Statistic*.

Tuberculotl*

Other Infection*
Inflemetory Diteetc* of CNS
Geitrtttl end Interltl* ’
Influence end fneienor *
Other Respiratory

Hetemel

Congenital Abnomelitiet
Olteetet of tirly Infancy

II-Defined

Kcerl Dlteett end Hypertension

fal tgnent Keep)****
Diabetes

Vetculer Leilont of CHS
Uenerel Arterloicleroti*
Ch'-onic Ne*eirltlt
Clrrhott* of liver

Other Degenerative
Accident*
Suicide
toatctde
t

Other [aternil Ceutet

Alcohol I*«
All Other Ceuie*

TOTRL

;| Intel eubuletton.

95

16

59

FWJ

Number of Death*

1978

1 3
10 16
3 4
0 0

IS IS

=
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IS IS
27 28
al 99

1)6 1)7

s S
27 3%
9 4
I 0
20 13
20 It

71 %
16 9

17 |

29

546 577

Office ef lafometl** Syitea*. Alette Lett, of neilth tad Soclel Servtcei. Alette TUti
1956 end 1977j e*d IttidIIKM d 0*U. 1979. Refutation by tee aerived 6/
«P?l/»n3 197C ice rule to 1977 *nj \\|

Sms

Rete per 100,000 Rete per 100,000

Two leer Averege
1977 end 1978

50 3

6) 7

16 7

16

795.9

Two leer Averege
1977 end 1978

06
16
ig

100

02

7.8

7S.2

61.4
2.3
153
4.6
0.4*

9.2

9.1

98.6

17.9

116

8.6
58

16.2

399.2



AR B AEBAE

Alette Rativet

1976-1976 Tzl_—f‘L
HON-IUTIVES RACES
Hurber of Deetht Rete p r 100,000 _
Two te-r Averege Nuaber of Deeths Rate per 100.000 | Ret* per 100.000
Two Tear Average Two tear Averape
% 1976 1977 1976 1977 end 1978
1976 177 1976 1977 and 1978 1977 and 1976
Tuberculosis ' 2 2 2.9% tuberculosis 2 0 1 0.1% 0.6
Other Infection! B 6 16 16.0 Other Infection! 9 8 26 4.9 7.0
Inflamatory Olttsses of CNS 7 S 0 ).6 InfleiaMiory Diteetet of CNS 4 2 6 12 1.6
Gastritis end CnUrltll 1 0 0 0.0* Cettritli end Enteritis 1 0 0 0.0* 0.0*
Influents end Rneueonla 26 B 25 24.1 ‘Influents end Fneueonla 22 20 29 7.1 10.0
. - *
Other Atsplraiory 9 v 10 17.4 Other Respiratory 19 25 23 7.0 7.9
Hate m il 0 0 0 0.0* Maternal 0 1 1 0.3* 0.2*
Congenl U 1 Abnormalities » f 4 7.) Congenital Abnormalities 26 26 25 7.4 7.5
Distant of lerly Infency 21 10 1) 16.8 Diseases of Early Infancy 26 2 39 10.3 114
ID-Defined 26 27 17 321 I-Defined &’} 4) 40 11.7 15.2
%
. . t
Heert Disease end Hypermnsnon 69 s7 65 89.0 Heart Dtietie And MyfxrUnitgn 24) 256 244
Ss @ 54 B3.2 nellpnent Neoplasm 178 188 222 59.4 63.4
Diabetes 2 1 1 1.5* Diabetes 10 7 10 2.5 2)
Vascular letiont of CNS IS 19 1) 23)) Vascular letiont ef ONS 51 42 5) 13.6 1S.)
General Arterlotclerotit J 4 2 4.4 Central Arterlotclerotlt B 2) 9 4.6 4.6
Chronic Nephritis 1 0 1 0.7* Chronic Nephritis fy 0 1 1 o.r 0.4*
Clrrhotlt of Uver 19 10 12 16.0 Cirrhosis of liver 32 27 27 7.8 9.2
Other (eftneretlve 7 1S 6 IS.) Other Depeneratlve 20 27 3) 8.7 f.l
01 1 »ai |
Accldentl N1 110 122 169.2 - Accidents W7 296 255 328 , 644 98.6
Suicide 21 28 1) 27.7 Suicide A 64 . 159 e . 179
T T *.. \>A . <2 ?‘ e A % o * e *» ' '
Hoalclfe 20 1 25 26. Hoaldde i « - , . ' 25 '
) . ! -alp. .a h» 31 5 ¢ - 116
Other (atemet Ceutet 9 2) 7 21.9 Other (eternal Ceutet 10 21 - 20 5.9 6.6
* w o Jf
Alcohol Is 22 17 10 19.7 Alcohollsa ~ -« - | 14 7. ).0 6.8
g < * m%
! JE( K i.— $r. L
AD Other Ceutet 14 24 19 )14 AIT Other Ceutet k- ® -a4 40 51 32 *uo | 1 x 152 ‘
o . Ift-r. .
TOTAL 497 447 a4y7 644.6 TOTAL v/ 1117 1.156 1.257 *9.5 399.2

*HiU M ill on njaber e»» *nan »
Source) OfMct if lalonatUa Sytlw . Alesti Oept. of Health and Social Urvitet.
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RATE PER 100,000 POPULATI@N BY YEAR

PROFESSION 1950 1970 1975 1979 1981
U.S U.S. AK U.S U.S. AK.
PHYSICIAN ''134.0 148.7 166.7 185.1 140.0
PHYSICIAN ASS'T J 12.0
R.N. 218.1 363.9 448.1 520.8 831.0
L.P.N. 252.0 238.3
PSYCHOLOGIST 5.1 15,2
CHIROPRACTOR 10. 0 8.0 11.0
OPTOMETRIST 9.6 8.8 8.9 5.5 9.3 9,7 6.2 6.3
DENTIST 49.8 46.5 47.1  42.0 50,3 54.0 47.3 49.1
PHARMACIST 56.6 52,5 54.4  46.0 56,2 62.4 56.4 43.1

All figures from DHEto Statistics encept 1981 Alaska statistics which | took from th<
Division of Occupational Licensing(removing all non-residents from figures),

Figures seem to be besed on all licensed professionals, including those residing out
of state and those not in active service,



TYPE OF ACCIMNT
0

Other Transport

Hotor Vehicle

Water Transport— Drown
Water Transport-Other
Aircraft

Poisoning

Falls

Fire

Exposure

Other Environment
Drown—Non-transport
Suffocation

Firearws

Other Accidents

TOTAL ALL ACCIDENT

Source: Office of Information Systems, Alaska Depercrwnl of Health and Social Services, Unpublished Data.

RESIDENT DEATHS BY ACCIDENT

Alaska 1:174-1978
(Rate per 100,000)

1974 1975
0.0% 0.0
20.5 29.4
8.3 12.1
0.6* 0.5+
14.5 16.8
4.0 *7
6.3 3.0
10.5 5.4
1.1 2.5
6.8 3.0
13.7 9.1
2.8 2.5
8.3 4.0
13.4 7.9 :
110.8 101.3

1976

0.2

21.6
1.1

1.0*

14.5
5.1
5.6
5.6
3.6
1.5
1>..6
1.7
5.8

13.8

104.3

1977

0.2*
32.3
1.5
0.2*
10.2
2.7
5.8

54 .

2.9
1.0
B.e
0.5*
2.4

8.8

88.8

1978

0.2%

29.1 .

14.4
0.5*

23.8
3.6
4.1
4.8
17
2.2
8.2
k.2
4.1

9.6

106.3

u.s.

0.4
22.9
0.6

0.0
0.8

2.2

O PO
wW O

o
o

0.9

5.5

47.7

1977



RESIDENT DeATHS ST cause )o7s RESIDENT DEATHS BT CAUSE 1977

(R»te per 100,000) (Rete per 100,030) RESIDENT DEATHS BT CAUSE 1978
ALASKA . (Rete per 100.000)
HU
HSA HSA
CAUSE OF DEATH PERCENT DIFFERENCE PERCENT DIFFERENCE
1974 1975 £2 sc N u.s. SE ¢ N us. SE < N
-

1 2.1 1.5 Tuberculosis 2.0* 0.7* 1.2% Altske 331 liner 1.9* 0.4* 0.0* Alesle 64: lower 0.0* 1.1* 0.0*
1.7 2.7 Other Infections 9.8 2.5 5.9 Alesle 35X lower 1.9* 3.9 4.1* Alesle 451 lower 5.5* 10.0 14.6

1.1* 1.5 ~InflenrMtory Olseese of CNS 0.0* e 3-2. 2.4* Alette 271 lower 0.0* 1.8 2.7* Atesle 501 lower 0.0* 1.1* 3.6*

' 0. 0.7* Cmrltls end Enteritis 0.0* 0.7* 0.0* N/A 0.0* 0.0* 0.0* N/A 0.0* 0.0* 0.0*
u.2 11.6 Influenza end Pneuionle 19.5 10.4 10.7 Alesle 60: lower 13.2 4.6 13.8 Alette 71: lower 11.0 11.8 19.4

10.0 10.9 Other Resplretory 11.7 7.2 2.4% N/A 11.3 8.1 4.1% N/A 16.5 6.4 7.3

O o 0.0* Hetemel 0.0* 0.0* 0.0* Alesle 1001 lower 1.9* 0.0* 0.0* No difference 0.0* 0.4* 0.0*

5.7 5.4 Congenital Abnormalities 9.8 9.0 8.1 Alesle 481 higher 11.3 6.7 10 8 Alesle 33: higher 7.4 7.9 3.6%

19.1 12.6 Disreses of Early Infancy 5.9% 12.6 10.7 Alesle  2: lower 5.6* 9.9 14.9 Alesle 61 lower 184 125 B.5

14.0 12.6 Ill-Defined 9.8* 13.7 21.4 Alesle 31 higher 20.7 12.3 29.7 | Alette 111 higher 5.5* 143 18.2

| 81.7 64.7 Heert Olseese end Hypertension 156.1 : 63.0 67.7 Alesle 781 lower 131-7 . 68.7 64.5 Alesle 771 lower 136.0 61.9 75.3
51.0 52.9 Kellgnant lleoplesns 95.8 50.0 Si 5 Alesle 681 lower 884 . 58.1 50.0 Alesle 661 lower 01 65.4 535

4.1 3.5 Diabetes S.9* 1.4% 5.9 Alesle 821 lower 1.9% 2.1 1.4% Alesle 88: lower 3:7* 1.6 4.9

1 27.1 IB. 1 Vescwler lesions of CNS 50.8 11.2 10.7 Alesle B2t lower 26.3 11.6 189 Alette 821 lower 31.2 13.2 146
2.8 3.5 (mere) Arteriosclerosis 17.6 0.7* 0.0* Alesle 801 lower 26.1 2.5 8.1 Alette SO' lower 5.5* 1.4* 4.9*
0.6* 0.5* Chronic Nephritis 0.0* 0.4* 0.0* Alesle 941 It™~er 0.0* 0.4* 0.0* Alesle 94: lower 1.8* 0.4* 0.0*

105 12.1 Cirrhosis of liver 195 13.7 1.6* Alesle 161 lower 9.4 8.8 95 Alette 371 lower 14.7 7.5 127

8.5 7.9 Other Degenerative 11.7 6.5 3.6* N/A 18.8 9.6 6.8 N/A 20.2 8.2 6.1

110.8 101.1 Accidents 101.6 108.7 90.3 Alesle 122: higher 75.2 83.8 117.5 Alette 86: higher 1)9.5 115 89.9

( 122 8.1 ; Suicide 7T 166 18.0 10.7 Alesle 101 higher 72.6 21.6 71.6 Alette 671 higher 165 lie. / 7.3
1 9,1 6.4 Hoalclde 1.o" 15)) 9.6 Alesle 17: higher 0.0* 9.6 12.2 Alesle 31 lower 9.2 17.6 24.3
1.7 2.2 Other Cetemel Ceutet 3 9* 0.7* 154 Aleike 861 higher 11.1 1) 203 Alesle 4)0: higher 3.7* 0.7* 27.9
10.0 114 Alcohol 1ta 13.7 6.1 4.8* Alesle 1811 higher B.8_ 12.2 Alette 2)21 higher 7.4* 4.3 1.2+

- 4
f S
14.8 13.6 All Other Ceutes " t 25.4 10.8 16.4 NA o = 155 21.6 NA . - 184 111 122
, n
1 376.1 TOTAL 590.2 168.9 154) Alette 561 lower 5767 3517 . 4418 Alette 561 lower 642.3 381) 409.6



Bp N

ro. . ] . Alaska U.S. X Difference
LEADING CAUSES OF DEATH BY AGE
Alaska and U.S. 1976 i 1977 AGE 25-34
(Average Annual Rate* per 100,000" 1. Accidents 151.9 43.8 Alaska 247X higher
2. Suicide 36.6 16.8 Alaska 118X higher
3. Homicide 13.6 16.5 Alaska 17X lower
4. Malignant Neoplasms 9.5 14.5 Alaska 34X lower
Alaska U Ss. Difference 5. Heart Disease 4 Hypertension 8.1 8.7 Alaska 7X lower
All causes 253.6 136.2 Alaska 86X higher
UNDER AGE 1
1. Diseases of Early Infancy 546.3 778.6 Alaska 30X lover ACE 35-44 . _
2. lll-Defined 362.2 174.3 Alaska 108X higher
3. Congenital Abnormalities 319.2 271.0 Alaska 18X higher 1. Accidents 90.0 37.4 Alaska 141" hioher
4. Influenza and Pneumonia 73.7 59.0 Alaska 25X higher 2. Heart Disease 4 Hypertension 36.0 50.7 Alaska 29X lower
5. Accidents 55.2 39.2 Alaska. 41X higher 3. Malignant Neoplasms 23.7 51.2 Alaska 54X lower
4. Cirrhosis of Liver 16.4 16.1 Alaska._ 2X higher.
All causes 1,540.8 1,540.3 Alaska <1X higher — 5. Homicide 14.7 11.4 Alaska  2X higher
All causes 243.0 250.8 Alaska 35 lower
AGE 1-4
1. Accidents 56.5 258 Alaska 1055 higher ACE 45-54 T
2. Homicide 9.2 . Alaska 254X higher
3. Congenital Abnormalities 6.1 8.9 Alaska 325 lower 1. Halignant Neoplasms 127.8 182.2 Alaska 205 lower
3. lll-Defined 6.1 2.6 Alaska 135L higher 2. Heart Disease 4 Hypertension 125.1 198.4 Alaska 375 lower
& 2. Accidents 125.1 40.1 Alaska 2125 higher
All causes 109.9 69.4 Alaska 582 higher 3. Cirrhosis of Liver 46.2 34.4 Alaska 345 higher
4. Suicide 20.4 19.0 Alaska 7X higher
4. Homicide 20.4 9.9 Alaska 1065 higher
AGE 5-14
All causes 589.9 627.8 Alaska 65 lower
1. Accidents 23.9 17.2 Alaska 355 higher
2. Maligrant Neoplasms 3.9 4.9 Alaska 20X lower
3. Homicide 2.2 12 Alaska 83X higher ACE 55-64
3. Suicide 2.2 86 Alaska 4505 higher
3. Congenital Abnormalities 2.2 . Alaska 105 higher 1. Heart Disease 4 Hypertension 469.5 544.9 Alaska 14X lower
3. Inflammatory Diseases of CNS 2.2 0.3 Alaska 6335 higher 2. Malignant Neoplasms 389.7 439.4 Alaska 11X lower
3. Accidents 168.3 47.8 Alaska 252X higher
All causes -. 433 34.7 A aska 25X higher 4. Cirrtiosis of Liver 67.9 46.5 Alaska 465 higher
5. Vascular Lesions of ONS - 47.2 82.6 Alaska 43X lower
AGE 15-24 All causes V- 1,491.0 1,455.2 Alaska  3X higher
1. Accidents-1 r 149.1 61.2 Alaska 144X higher
2. Suicide 32.1 12.6 Alaska 155X higher ACE 65+ e jiv,V.V- - V.
3. Homicide™ 11.9 12.6 Alaska 6X lower
4. Malignant Neoplasms * e 7.1 5% Alaska 9X higher 1. Heart Disease 4 Hypertension 1.801.9 2,383.3 Alaska 24X lower
5. Heart Disease 4 Hypertension 2.4 Alaska 8X lower 2. Malignant Neoplasms 1,097.3 983.8 Alaska 12X higher
Ih »n 3. Vascular Lesions of ON\S 433.2 676.2 Alaska 36X lower
All causes t 218.0 115.3 Alaska B9X higher 4. Acclden-s 196.4 103.5 Alaska 90X higher
5. General Arteriosclerosis 179.0 119.3 Alaska 50X higher

All causes 4,880.2 5,357.7 Alaska 95 lower
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0

15

25

35

45

55

65

All

+

4 years
14 years
24 years
34 years

44 vyears
54 years
64 years

years

age groups

ALASKA & THE U.S.

Age-Specific rate per 100,000

Alaska

635.8

56.4

221.2

217.5

3S81.9

785,1

1657.1

5346.4

476.4

Source:

1370

Alaska KU.S". 1977.

(Age-Specific Rate per 100,000)

U.S. In Age-AcLiusted Rate-~
494 .7 "Alaska 29% higher Age Alaska
41.4 Alaska 36% higher <1 1,480.1
1- 4
. 106.3
126.7 Alaska 75% higher
5-14 . 39.4
159.8 Alaska 361 higher
15 - 24 207.4
314,1 Alaska 121 higher
724.9 Alaska 8% higher 35 - 44 555 8
1662.4 Alaska IS lower 45-54 549.4
5 - &4
5890.1 = Alaska 9% lower % 1,450-.1
65+ 5.003.4
9A0.4 Alaska 49% lower Age Groups 390.6

Office of Information Systems, Alaska Department of Health and Social Services,
Alaska Vital Statistics for Health Systms Agencies, 1977. Office of State Health
Planning and Development, Alaska" Dopartment'of iiealth and Social Services, Un-
published Data, 1979. National Center for Health Statistics, U.S. DHEW tenthly
Vital Statistics Report, final Mortality Statistics. 1977.

uU.S.
<+,485.6
68.8
3h.6
1171
136.2
247.5
620.7
1,434.9

5,288.1

878.1

Alaska

Alaska

Alaska

Alaska

Alaska

Alaska

Alaska

Alaska

NeAlaska <1% lower

55; higher
14; higher
77S higher
97X higher
33 higher
11; lower
IS higher

5; lower

Alaska 56X lower
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SELECTED CAUSES OF DEATH 1950

Tuberculosis 177.0
Oilier Infections.....ccceinineene. 31.1
] Inflammatory Diseases of CNS - 6.7
[Gastritis and Enteritis -------- |*2
IInfluciwa ond Pneumonia 57 0
[Other Respiratory....... 9,6
Iflaternal ... 6.7
ICoitgcn 1ta 1 Abnormalities 10.*1
[Diseases of Early Infancy '15-2
1111 Defined....ieicicecceens 31.0

Heart Disease and Hypertension 169.6

[lallguant Neoplasms -------------- 66.7
Tlahetes---—-——--mcmmmem - 3.0
/ascular Lesions of CNS  ———-
jfcr.eral Arteriosclerosis ----- 5.9
Chronic Nephritis-----------——- 3-7
Ilrrhosls of LI e r—-—-—-—mmu- -.2
Ither Degenerative ... '2*6
Occidents*------------ 155.6
Suicides — . £4.4
lomlclles 1
ilcohol Ism -—-—-——————memm 0.1
Il OTHER CAUSES 10.7
IOTAL 910.0

\Ag -

1
1951 1952
145.7 97.4
10.9 17.3
6.7 51
3.7 4.1
40.2 25.5
13.4 12.0
2.4 2.6
12.0 13.3
63.4 50.0
41.5 32.1
139.0 111.2
43.9 42.3
2.4 3.1
41.5 30.0
0.5 4.1
4.3 4.1
. 0.7
]iJO 12.2
149.4 117.3
16.5 16.3
9.1 6.6
15.2 10.2
39.0 24.0
040.0 659.2

Source;

eUccausc Accidents and Other External

1955

24.4

7.7
2.3
3.6
29.4
18
12.2

57.0
25.3

106.3
= 394
e 2.7
29.9
3.6
5.9
5.4
12.2

129.9
16.3
7.2
6.0
10.1

566.1

1956

22.7
19.1

e 27

6.P
36.0
14.5

2.3
10.9
64.5

e 214

103.6
47.7
3.6
27.7
2.7
3.2
5.9
10.0

109.1
14.5
10.5

55
17.7

563.6

1957

24.6
7.1
4.0
6.6

39.5

10

12.7

64.0
211

96.0
50.0
3.5
32.0
6.1
4.4
7.0
12.7

1

211

561.0

B)ESIDtNT DEATHS DY CAUSE

1 ALASKA 1960 - 1970

IP 61 1962 1965
0.0 0.1 70 53
6.1 12.7 144« 9.4
3.9 55 6.6 3.4
10.5 5.5 . 6.2 9.0
13.4 31.0 27.1 25.9
12.7 . 14.0 14.7
0.4 ié 21 - 11
17.5 12.3 9.5 15.0
63.1 59.0 49.7 40.2
19.7 21.2 10.5 12.0

103.5 109.3 103.7
50.9 51.7 50.6 62.0
3.9 3.0 3.3 2.6
29.0 23.3 44.0 20.6
0.3 12.7 115 9.4
1.1 3.0 3.3 1.1
6.1 3.4 9.9 7.9
10.5 10.2 9.9 16.5

107.3 95.4 104.5
14. 16.5 16.0 17.7*
68 10.2 4.5 0.6
7.0 4.1 6.4
10.9. 24.2 20.1 100

544.3 537.6 526.1

1966

3.7
6.2
3.3
1.5
22.7
9.5
0.4
12.4
34.3
10.6

07.7
w44
3.7
24.1
ou
1.1
0.0
9.1
125.7
17.7
9.5
5.5

20.1

407.0

1967

3.6
53
53
3.2
13.9
0.5
0.7
11.4
34.1

22.0

94.6
54.4
3.9
30.9
9.6

16.4
o
15.6

461.1

Office of information Systems, Alaska Department of Health and Social

Services,
data 1977,1970.

and Other External

Alaska Vital
1979.

Statistics.

1966, 1974-1977 and unpublished

1970

3.0
3.6

1.3
179
13.2

. 7
12.9
25.5
14.2

07.3
61.5

2.6
26.1

7.6
- 1.6
11.2

iL3.9

116.7
13.2
10.6
10.9

15.9

473.3

1971

19 72

19.2

455.4

1975

Causes are grouped together In early Alaska mortality data, Accidents

C.uses are grouped together4 In this table.

1

1976 1977 1970
‘
1.0 5 0.7
4.1 3.6 10.3
2.7 , .
PR I
11.6 0.0 132
6.% 7.8 6?
9.0 0. 7.0
11.4 10.2 12.5
14.8 16.5 13.9
75.5 76.1 74.2
56.4 60.6 * 68§.3.
2.9 1.9 ?g
16.0 14. 15.
S A R
Vi 2 0.5
12.3 9.0 9.4.
165i 10.2. 9.4
ti i1 el
100.4) 99.5'+ 1148
16.2%: 26% , ii-i
12.3" 0 . -
661 o
13.5 102 Vv 122
391.3  390.6 407.0
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COKKUNICABLE DISEASE BULLETIN
SECTION OF COMMUNICABLE DISEASE CONTROL

STATE OF ALASKA

DEPARTMENT OF HEALTH AND SOCIAL SERVICES
Rocr.i 313 - ftocKay Building
333 Denali Street
Anchorage, Alaska 99501

(907) 272-7534

COMMUNICABLE DISEASE BULLETIN
WEEK ENDING SEPTEMBER 3, 1982 - NUMBER 16

RECOMMENDATIONS - INFLUENZA VACCINE FOR 1982-1983

Influenza vaccine for 1982-1983 will consist of an inactivated trivalent preparation of
antigens representative of the influenza viruses expected to be prevalent. The specific
antigens and their potency in the vaccine will be the same as in 1981-1982: 15 each
of hemagglutinin of A/Brazil/78 (HIN1), A/Bangkok/79 (H3N2), and B/Singapore/79 viruses
per 0.5 ml dose.

Adults and children areat.er or equal to 13 years old will req"ire only one dose. Children
loss than 13 years old should receive two doses of vaccine. However, children who have
already had at least one of the influenza vaccines recommended for use from 1978 to 1982
will require only one dose of the 1982-1983 vaccine. The influenza vaccine dosage schedule

for 1982-83 is summarized n Table 1.

TAUtE 1. Influenza vaccina* rfojaqc by #no. 1982-1083
GQID— e fautuo PoMtt V\mhalrofdoa—

<3 <y Who'n virign ty.hna viimi) 0 Bml

or tub virion tniilil viruil
3 1?ynar* Su'I vition Espllt virug| 06 ml on
il “month* Sub-vinon IviiM muil 026 mil jt

tinliinn hllom%rg |ol Alirfl/1 THIMINLI A Him koti/79(H3N2» and B/Smg*nw«/79 h«n«M lutMn

fom wMtl.or morn bolMnfon dox«, hnll doim frcommimdod lor Sﬂﬁod protKlior, Moy, il h
r"'cv«llkslltrj %llv%q at Ivast 11loin of any inlluan/a vaccina rticonimand?Rl from 1978 79 'lo 100107

i * *
Cgrzla»sﬂo%rlld“tm Ec%allr?w%l%ﬁn%]?a H'V'Q%?ﬁ'*%{ Cilmw]lﬁlnwpvuI5|0n it nmalnr for [hi* ton group tnaCiAl

>(-

Vaccine Usage
Influenza vaccine is strongly recommended for all individuals at increased risk of adverse

consequences from infections of the lower vrespiratory tract. Such conditions include:
(1) acquired or congenital heart disease, (2) any chronic disorder with compromised pul—
monary function, (3) chronic vrenal disease, (4) diabetes mellitus and other metabolic

diseases, (5) chronic severe anemia, (6) conditions which compromise the immune mechanism,
(7) older persons, particularly those over age 65.

A gcine Information
S'M past years, influenza vaccine is available to all physicians and other health care

providers from the State Immunization Program. In order to simplify distrubution, only
split virus vaccine will he stocked. The vaccine will be available 1in 5.0 ml, 10-dose
vial*. Orders should be submitted through regular supply channels.

During the 1981-1982 winter, influenza activity was widespread in Alaska although it was

generally 1low in the United States. The current vaccine contains antigens identical to the
antigens in the vaccine used 1in the past two years: 1980-81, 1981-82. There is little data
on the persistence of immunity from influenza vaccination beyond one year. However, there

is great \likelihood that individuals who have received influenza vaccine for the past two
years will he protected “or this year from influenza infection with the same influenza virus
strains.

the ter or Disease Contre” still recommends annual influenza vaccination in

gh i< fﬂGIVI(fuaT we feel that the benefit will be maximal in individuals who have
NOt. previously been vaccinated and that efforts should be concentrated among this group.
some additional benefit may he conferred on individuals who have previously received

;* wvaccine, ki anticipate that the benefit will be minimal in 1982-83 compared with the
yrnicction conferred to those individuals 1in past years. Individuals who have had influenza
v'reine in the past two years who still request it should be vaccinated, but major efforts

t| seek out these individuals for a repeat 1immunization this year are not necessary.
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Introducing the stand-alone Color Trend monitor from'
Burdick. It has its own computing ability and memory.

So it doesn't need to bE linked to acostly central computer.

In fact, the new Burdick M 565 needs only an
electrical outlet to give you computerized, intensive-cafe
monitoring wherever you needit. * o

The M 565 measures all these critkalparameters:

or numeric form. It can also compute a”d display a full-

range of- hemodynamic profiles

The operatorlhooses the information, type of display,
arvd alarm limits Dy using menus and simple instructions
that appear on the screen. With freeze-frame aMity and
printer, the M 565 can provide har'd copy of Smniisplay; It
even has a self-contained power source to asMBt40 hours

of data retention in the event of interrupted sfcM~U
Best ot all, you get all these unmatched featu™W '

for a surprisingly low investment. That's the BtirdicHI

commitment to deliver the latest technology for criti«(

care at affordable prices. 1%
Call or write for more information.

ECCwith heart rate, respiration with apnea alert, three
pressures.'two temperatures, plus cardiac output and
trending. It displays'them simultaneously in individual
colors with vivid clarity on its high-resoluti.on screen.

in addition, the M 565 Stores trend data on all
parameters for 3. 9 or 27 hours and displays it in graphic

- Our newbhedsice monttor
(0esnt need a central computer-
V- [tisone. o

- ‘l « % I‘_

| d_es

!-)) Lg b b’_ Mpl al '

ft u 1 ’.K”‘U4’k(\

—_—

B ;j»: IVIVIV.Av.'V i

Al A V Smf) e ER L
~ “"HI m= 1 tW 1
A — t t t r \ t

Il M 565



New directions
in health
become goal for
many states

Budget reductions.
changing . times
leading to increase
in innovations

Pages 10-39

New contracting
system holds
health attention
in California

Mcdi-Cal "crar"

Gu%/ gearing

orrole as
negonator

Page 12

[llinois hospitals
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A stand
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Statc-by-state
survey cites
iVsms affecting
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Five categories
of concern
are covered in
the summary

Pages 32-39

Dateline Washington 5 Medicare incentives pointing to a new direction in policy

Headliners 9 Congress approves tax hike, Medicare/Medicaid reductions
Opinion 25 Tennessee governor supports federalized Medicaid proposal

Commentary 26 Arizona plan to use Medicaid funding for the first time

Focus 30 Florida law puts CON responsibilities at the state level

State Government Update 41 Governors, legislators boost states’ leadership position
Regulator; Update 42 Hospital reimbursement: Will the states lead tlu way?
Regulatory Forum 44 New legislative changes may affect capital formation
Materials Management 48 New drug purchasing plan cuts costs, provides incentives
Health law Perspectives 50 Hospital reorganization: Putting all the pieces together
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FROM PATIENT TO PAYMENT,
CPHA SUPPORTS
YOUR REIMBURSEMENT

« Documenting your
reimbursement
appeals with
CASE MIX ANALYSIS,
using multiple case
mix measures such as
DRGs to describe the
expected resource
intensity of your
hospital's case mix.

le odev

The

NEEDS

Legitimizing

your prospective
reimbursement claims
with STUDY OF
PATIENT CHARGES,
case mix adjusted
charge information

on your hospital's
patient groups for
accurately linking

the patient's care

to the charges.

Preventing

dollars lost

through inaccurate
diagnosis and
procedure coding
with CODEFINDER™*,
the revolutionary
interactive
computerized system
for ICD-9-CM disease
and procedure
coding.

*CODBF1NDRR, a product
of Cod* 3 Corporation.

For support of your reimbursement needs
with accurate case mix adjusted

thers

patient care information, bring
CPHA's powerful PAS System

into your hospital.

Commission on Professional
end Hospital Activities

1968 Green Road
P.0. Box 1809
Ann Arbor, Michigan 48106
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Dateline Washington

By r\éicha.eIB Bromberg

xecutive Director ot~ ~
the Federation or American ﬁ-lospltals

Medicare incentives — A new direction in policy

C ongress has just enacted a major

change in Medicare payment pol-
icy. The growth in Medicare reve-
nues will be substantially slowed
Irom recent levels, but, under certain
conditions, hospitals with below uv-
cragc costs could receive payments
greater than their allowable Medicare
costs.

Under this new cost containment
program, hospitals would receive
bonus payments from Medicare if
they hold per admission cost in-
creases below a pre set target based
on a hospital market basket price
index (prices paid for goods and ser-
vices), plus | percent. To qualify for
the bonus payment, a hospital not
only must have costs below 120 per-
cent of average costs per admission,
but also its cost per admission in-
crease must not exceed a pre-set al-
lowable increase from its own base
cost of the prior year.

For the first lime since Medicare
became law. the link between cost
and payment has been partially sev-
ered. Depending on the details of the
program — especially the allowable
percent increase — the payment ys-
tern will rccogni/e. encourage and
reward efficiency.

The new system, effective October
I. >H2 will allow hospitals to keep
Mi percent of the difference between
their costs and tie r rgci up to a
maximum ol 5 percent of the target
Hospitals with cost increases jbosc
the tjrget will only receive 25 perccn:
of excess costs.

In addition to incentive payments.
Congress also mandated the de-
velopment of a prospective payment
system by the Secretary of Health and
Human Services tIIHSI in consults

tion with congressional committees.
This next step (one or two years from
now), in all likelihood, will include a
total incentive by allowing hospitals
to retain the entire difference between
their costs and the prospective or
target rate while receiving no costs
above that rate.

To underscore the significance of
this new policy direction and live im-
pact on hospital management, let’s
look at a few managerial options
under live old and new payment sys-
tems: . )

(].) Staﬁlng [ INtErNS: The option of
reducing FTE* jr restraining the
growth of FTEs is not a pleasant
chore fora hospital executive officer.
Under the old system. Medicare
reimbursement covets the cost of
staff salaries and benefits so that live
manager receives levs income if
payroll expenses arc reduced and
more income il these costs arc in-
creased. Under the new system, if
FTF. glow th is restrained mi that total
costs arc below the target rate, the
manager receives 50 percent of the
difference he'wcen his actual cost
and the target cost or the full differ-
ence under a future pntsprciivc rale.

@ Unhiatim oFAncnlary Ser-
um-and length of Slay: under the
old cost reimbursement system, a
shorter length of stay or restrained
use ol ancillary services per stay re-
sult in lower Medicare reimburse-
ment. Under the new system, il may
'mean bonus payments.

New system incentives

loi the first time since 1%5. the'
Medicare |irogram is willing to per
mil hospitals to keep wwite pari of the
rewards ol cost trducing manage
ment practices and innovations The

details of a prospective payment plan
arc all important und c..ald scuttle the
promise of greater reward for greater
efficiency. But the key point is that a
prospective payment system will dis-
criminate in favor of good manage-
ment.

These new general directions in
public policy arc in line with recom-
mendations offered by the Federation
of American Hospitals (FAH) for the
last dozen years or longer. The explo-
sion of Medicare costs since %5 has
largely been the result of two policy
errors (1) the absence of hospital co-
payments during the second through
ftOth day of care which has removed
consumer and provider restraint in
the use of benefits, and (2) the cost
reimbursement system which re-
moved economic incentives and re-
wards for restraint in expenditures.

Finally, them is a willingness by
the Administration and Congress to
try to correct at least one of these
policy mistakes through incentive
rcimtarscmcent followed by pro pec-
live payment.

Wc support the general change in
direction, but serious question\ re-
main about the details ol the prospec-
tive payment system Il would hedis-
appointing if live new system is cum
hcrvime oi bused on inaccurate data
resulting in another arbitrary regula-
tory system which is not a true lest of
economic incentives.

Finally, wc must not fall into the
trap of believing that payment reform
iv the full anvwer to Medicare’s
budget problem. Until beneficiary
cost during iv addrevscd in a hi
partisan manner, there can he no
satisfactory restraint in cxpcndilutc
iik reuse. O
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In Urologyy..

Bard isthe leading manufacture?- of
urological products In the world and
has maintained this position since
the Introduction of the Foley catheter
more than 40 yearsago. Everstriving
..never compboent..and In keepln%
with the corporate philosophy
t|O rrn I:r"l wefldos jnod, quall%, ‘
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The Divisions of Bard

Bard Urological

Ay e

Eard :
ardiopulmonary

Bard Biomedical

Bard Implant*

DavoT Surgloal

Irupiron Respiratory

Bard MedSytioms



Caring ..

At CPC Caring IS our business.

Caring... f°r our patients and their
loved ones, guaranteeing quality

treatment and understanding to those
£\ who come to us for he o.

Caring... about our over 4000 skilled
physicians, nurses, therapists, tcchni*
cians and managers who ensure quality
in every area of a CPC center.

y p Caring... internationally as CPC
initiates European operation of two
premier treatment centers in
London, England.

CPC owns and operates 20 acute psychiatric hospitals and treatment centers in the
United States and London, England and 19 dialysis centers throughout the United

States. CPC provides experienced management and consultation services to the
investorowned hospital industry.

Community Psychiatric Centers...Caring People Caring

2204 East Fourth Street, P.O. Box 15140. Santa Ana. California 92705
(714) 855*4535



Headliners | |

Congress approves tax

hike, $14.4 billion

Medicare/Medicaid cut

E< ongress has approved H.R. 4961 the
ITax Equity and Fiscal Responsibility
Vet of 1982, which includes a total of
>98.3 billion in tax increases and cuts
otalling $14.4 hillion in Medicare and
dedicaid. - _

Ofthetotal of $2.9 billion in Medicare
:uts for Fiscal Year 1983, about $700
nillion will impact hospitals.

Major changes

The new law makes these key changes
n Medicare reimbursement;

Expansion of 22i Limits: Ancillary
tervice operating costs will now be ir-
ludcd. The limit is set at 120 percent of
?roup mean per discharge for FY 1983,

IS percent for FY 1984, und 110 percent
hereafter. Appropriate adjustments will
k required for psychiatric hospitals and
ihosc serving a dispmponionatc number
iif low income or Medicare patients,
tural hospitals under 50 beds arc exemp-
cd. This provision is effective for cost
Q)ortmg periods beginning on or after

lohcr 1. 1982.

Establishment ofa Three-year Tar?et
(ate: Each hospital will have a target for
ncreased Medicare cost per admission
eI its prior year beginning with rcport-
ng periods on or after October |, 1982.
rhc target will equal the previous year's
mlowable operating costs per case (or
ifur the first year, the previous year's
orgel) plus an increase in the hospital
vagc and price index, plu: | percent for
ntensity. _

13k_incentive payment is 50 percent of
he difference between costs and the
urget —upto s ?ercent ofthe target. 13«
Kttalty isa disallowance of 75 percent of
osts above Ik target.

Prospective Payment: This provision
equircx the Secretary of Health and

Human Services (HHS) to submit a pro-
spective payment plan for Medicare
reimbursement to hospitals, SNFs and
other feasible providers within five
months of the enactment of the hill.

Nursing Differential: This provision
eliminates the 5 percent inpatient routine
nursing salary cost differential.

PSRO: The existing PSRO proglram IS
repealed, and the Sccrctury of HHS is
required to enter into performance con-
tracts for rcvi'w services.

Hospice Care: Medicare reimburse-
ment for hospice care is granted for a
ds%mciggt(iratlon period ending September

Prohibition of Payment: Tliix applies
to Hill-burton free care and anti-
unionization activities.

The Medicare voucher proposal,
sponsored by Congressmen Richara
Gephardt (D-Mo) and Willi* Gradison
w-o hio), was 'ejected by the Senate and

ouse conferees. However, they did ap-
Brove_a provision permitting Medicare

eneficiaries to enroll in HMO*. Tlk
federal government will pay premiums
equal to 95 percent of the AAPCC di-
rectly to the 1IMO.

An attempt by Congressman Henry
Waxman (D-Calif). chairman of the
House Energy and Commerce Subcom-
mittee on Health and Environment, to
expand Medicaid incentive payments for
s:ate hospital rale selllngS also was re-
jected by the conferees. States that hod
approved mandatory stale rate setting
Programs in effect by July 1 ,1981,_?ua||-
fy for a Medicaid bonus payment if they
iiKet certain performance criteria. Wax-
man wanted to include all states by
eliminating the July I, 1981, date. Since

the effort foiled in the Conference Com-
mittee. incentive payments arc limited to
the current seven states with mandatory
rate set_tm? programs. o

“Medica exPense deductions for indi-
viduals arc affected by some of the sev-
eral important tax measures approved br
C_ongi_ress. Here arc some of the tax bill
highlights in this category:

1) The deductible medical expenses
floor is raised from 3 percent to 5 percent
of adjusted %ross income.

(2) The $ 150 deduction for one-half of
health insurance premiums is eliminated.

(3) The | percent deduction for drug
expenditures is eliminated after De-
(cjember 31. 1983, except for prescription

rugs.

(g) Several restrictions arc imposed on
the use of tux exempt bonds for privulc
activities such as public hearings,
strain 14 line (rather than accelerated) de-
preciation for the property finance, and
periodic reporting to the Internal Reve-
nue Service (IRS} on bonds issued,
bonds for 501(c) (3) non-profit organiza-
tions and government units, however,
must comply only with reportm(i re-
quirements, “unless used for unrelated
trade or business. Small issue I1)bs will
be sunsclicd on December 31. 1986.

(5) The accelerations of depreciation,
scheduled for 1985 ami 1986. arc re-
pealed. _

(6) businesses arc required to reduce
the basis of assets by 50 percent of the
amount of reqular, energy und ccnified
historic rehabilitation Investment tax
credits. .

(T3k final tax bill and conference re-
port arc printed in the Congressional Re-
cord. Fart II. of August 17. 1982. To
order the publication, send $1.00 to the
Superintendent of Documents. Govern-
ment Printing Office. Washington,
DC.)O
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The States

New Directions In Health

coupled with some strong winds of political change, have
ed — and in certain cases, virtually have, forced — various
states to seek more economical and innovative ways of financ
mg[a_nd providing health care,
his Review Special Report, The Slates: New Directias in
Healith, takes a comprehensive look at new systems in a number
of states. gSome of the innovations have e,ner?ted considerabl
controversy, both in their formative an ,|m? ement! stages§
Also, thereé urc reports on wliat is happening to a few of the ol
systems — for example, the demise of hospital rate-setting in
Iflinois, legislatively-mandated in 1978 but never operational.
The focal Bomt 0l the Special Report is a State-by-State
Survey (see Pages 32-39), which highlights legislative and
{)egula(tjory issues uffecting the nation’s hospitals in 1982 — und

Belt-ti?hteni,n budget cuts at both the federal and stntc level,
led

eyon
, ¥he Review Sent questionnaires to all state hospitul associa-
tions, seeking information in these special cate?orles:
Medicaid. Contracting, Freedom of Choice, Health Pfanning
and State_Rate-SettlnP. , S _
This brief statistica summaq( provides an insight into what is
happening in the states: (Note: Totals may exceed the number of
states because some states are taking more than one approach in
certain categories: .
Mediicaid: 25 slates are cutting programs; 4 states by federal
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waiver, 18 states by administrative plan_change; 11 states b
legislative enactmént. Areas affected include: Benefits:
states; Eligibility; 13 stales; und Reimbursement; 16 states,
Contracting: 17 states are cither developing or conmde,nng
the development of a program for contracting for Medicali
hospital and/or physician Services. _ _
Freedom ofCroiice: 25 states report (hat their state insurance
code. or Medicaid statute currentIR/ have a Freedom of Choice
requirement. Five states report that erforts are under way. or
will be mode, to remove restrictions on the Blues or health
insurers’ ahility to contract for alternative Rayment plans,
Healith Plamiing: 27 states report HSA phase-outs ux either
underway or contemplated. Also, IS states either have gone, or
areplanning togo, * “asingle stale Iannlng authority; 21 states
have raised, or'plan to raise, the thresholds to current federal
levels, and 10 states have raised, or plan to raise, the thresholds
to other levels. o o
State Rale-Settirg: The majority of the states indicated that
there are no cuncﬁ or expected legislative or administrative
proposals for mandafory rate-setting. . . _
Lo_ckmg at some of thie stale innovations mdmduallkl, there is
considerable interest in California’s unique but controversial
contracting law, u revolutionary pro%ram that 1 expected to
bring quick and dramatic changés in the way that health care is
financed in the state. (See Page 12)



A SPECIAL REPORT

The plan, which became effective on JuI%/ 1, 1982, but won't
become olperatlo_nal uni'l and unless, federal waivers arc
ranted, f ) provides that the exclusive way of participating in
edi-Cal programs for inpatient hospital services is by contract,
and (22 allows Blue Gross and commercial insurance comPames
to contract with hospitals and physicians to provide care at a low
cost option for policyholders. , o _

Critics of the contracting p_rogram claim that it will result ina
two-tier health care system in the state.

William A. Guy, vho has been appointed by Governor Ed-
mund Brown, Jr. o be the chief Med-Cal n_eg%onatorforthe first

ear of the program, says, in an exclusive interview startln? on

age 13, that the new contractm% system *‘represents one of the
maost massive and challenging changes in health care financing
in the state’s history." =~ ° ,

Guy, who retired earlier this year as president of Blue Cross
of Southern California, acknowledges that "we are treading in
uncharted waters." He expresses confidence, however, that'the
basic obﬁctl_ves of the new system can be accomplished "but in
amold that is new for most o us who have dealt with the health
care field over a number of years."

He said that contract negotiations with hospitals could start as
soon as the federal waivers arc granted. He concedes that “the
biggest job at this point is working with the Feds to obtain the
necessary waivers under the Medicare/Medicaid programs.”

While California prepares to encounter the unknown, Illinois
hospitals are [E%OIC[ ng over the demise of the state’s rate-setting
program, which will™sunset™ by statute on Qctober 1, 1982.

e Ilfinois Hospital Association (IHA), led by its president,
Robert O'Lcury, maiked up a notable political victory by lead-
ing the opposition against Governor James Thompson's fegisla-
tion to extend the Iite of the Illinois Health Finance Authority
(LHFA) for five years Past the scheduled "sunset” deadline,

The IHA supported the orl%mal legislation in 1978 but with-
drew that support and started campaigning for an end to the
program on its “sunset" dutc, A briefaccount of the IHA's role
|lnghalt|ng the program before it was ever activated startson Page

In an exclusive interview (beginninngn Page 22), President
O'tl-cart)t/_ reveals the story behind IHA's position change on
rate-setting.

Noting gnat "hindsight is such a great provider of wisdom."
0’Ixary says that "there were signs of trouble ahead almost
immediately upon signing of the rate-setting legislation." He
explaing that it took nine months for the governor to get around
to appointing the hoard of the authority.

“From February, 1979, to June, 1982, the authority went
through the Prqcess of studying and researching, educating,
drafting regulations, deciding whut sort of computer forms they
wanted for data, etc." O'Leary recalled, "Essentially, they
strung out for nearlkl_ three years a Brocess that was supposed fo
last a'year. By the time June, 1979, rolled around, they barely
had appointed some of their staff and decided where their office
was going to be." o _

O'Leary also discloses in the interview that IHA did not
support an attempt to repeal the rate control progzram inthe 1981
Ier%lslatlve session because of its ""commitment to support this
activity from the beginning, and that commitment included the
bill as°il was passed — which provided for a ‘sunset’ provision
‘on October I. 1982." _ _

' Switching to the Sunbelt from the Midwest, the focus is on

Arizona, which is ready to be_gln an innovative health experi-
ment featuring com]petltlve bi dlntg, contractmg and prepaid,
capitated services. The article stars on Page 26. =~ |

Addln%to the uniqueness of the three-year experiment is the
fact that Arizona, the only state without'a Medicaid program,
will use Title XIX funds for the first time in implementing the

rogram. .
P Arizona Governor Bruce Babbitt says,in an interview with the
Reviewthat “ the premise of the system is that we will introduce
some Qomgetl_tlon, and we will ask for predetermined prices on a
captation basis." . _ _

Babbitt notes, “There is an enormous amount of interest
among governors of other states in our new system for obvious
reasons. State Medicaid costs have been going out of sight at the
very time that the federal government AdminiStration isattempt-
ing'to scale hack its level 0f commitment. This has put states ina
very difficult position. ,

“It is.the feeling on the part of many that some kind of
competitive cost containment is the only dlternative to massive
reduction incoverage. | believe that everybody understands that
the escalation of costs, given the fiscal realities in this Country,
cannot continue." ,

The article also takes a look at some of the potential problem
areas of the so-called Arizona Health Care Cost Containment
System, (AHCCCYS) as seen_bY_ Ronald D. Krause, Pre3|dentof
the Arizona Hospital Association, and Sandra Speliman, who
heads the association's activities related to the program. The
association has mounted a $200,000 information and technical
assistance campaign to help hospitals prepare for the new sys-

em.

Speaking of Medicaid, Governor Lamar Alexander of Ten-
nessee, (In"an article on Page 25) expresses the viewpoint that
the program should be federalized under President Reagan’s
Proposed New Federalism plan because “ the program is o big
hat only the natjonal gover ..'tent can afford to oi)erate it"

Alexander, who isa member of the National Governors
Association (NGA) New Federalism team negotiating with the
White House, noted that there were still a number of persons in
the Administration — not the President — "who arc reluctant
for the federal government to assume all of the rcsponle|I|t¥ of
the Medicaid program.” These people, he notes, believe that
Medicaid "is a so-called welfare program and more properly
belongs with slate und local governments."

For hquit_aIs in Florida, health planning reform was one of
their legislative highlights of 1982.

Special features of the new planning system re discussed in
an uriiclc, starting on Page 30. The law authorizcs(i) replace-
ment of Health Systems Agencies (HSAs) with local Health
Planning Councils, and (2)"placement of Certificutc-of-Necd
(CON) responsibilities at the state level, with the State Depart-
ment of Health and Rehabilitutive Service.

Floridu Governor Bob Graham cxpluins in an interview
"Whut Florida has done in reaction to the retreat of the federal
government from Heulth Systems A,%enmes IS t0 set up a state
planning mechanism, particularly with responsibility for_carry-
Ingout Certificato of- Need requirements. There will continue to
be a local initial point of contact, but more of the final decision
will be made ul the state level.'

In uddition to the Special Report, some, of the Review's
regular columns are devoted. to_commentaries on state level
legislative und regulatory activities. [
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California hospitals
girding for the
start of state’s new
contracting plan

alifornia’s unique and controversial contracting law, de-
Cs&med to bring reforms to a flnanmally-strzzfpe Medi-Cal
(Medicaid) system, has produced a Quandar
hospital industry. _ , ,
ic revolutionary ﬁrogram Is expected to_bring quick and
dtratmatlc changes in the way that health care is financed in the
state.
_ The law became effective on July 1, 1982, after the Ieg%lsla-
tion won speedy approval in the State Legislature in what one
critic described as “under very unusual and undemocratic con-
ditions, in haste and without the usual hearings, by policy and
fiscal committees." However, the program Will “not hécome
operational until federal waivers are approved by the Depart-
ment of Health and Human Services (HHS). This Could come at
any time — or not for quite a while. For'example, the Health
Care Financing Administration (HCFA) recently requested
more details on certain items in the program. o

Meanwhile, hospital executives arc watching and waiting —
and their questions about the system arc piling up. There arc Tew
answers hecuusc program officials arc in thé process of setting
up the machinery and haven't finalized their start-up plans. The
California HosBﬂaI Association (CHA), a leading critic of the
new law, has been conducting regional meetings to acquaint
members with the intricacies of the contracting concept and
advise them on potential problems. _ _

Actually, there arc two parts of the contracting law. The first
(which isincludrd in the State Bud et_ActR provides that the
exclusive way of partl_mBatlng ina Medi-Cal. Program for inpa-
tient hospital services is by contract, which will bé negotiated by
the chier Medi-Cal negotiator, workln,g out of the Office of the
Governor. He will continue to do thiS until the ninc-membcr
California Medical Assistance Commission (yet to be ap-
pointed) assumes those duties on July 1, 1983,

The second part of the luw is an_amendment to the, Stale
Insurance Code, which allows Blue Cross and commercial in-
surance companies to contract with hospitals and physicians to
provide care at a low cost option for policyholders.”

The process of "cIeanln%up" the legislation has started in the
Stutc Legislature, The CHA. for example, is urging its hospital
memberS to push for the passage of at least 17" safequards,
including (1) mechanisms for an orderly transition fiult cost
reimbursement to contracting; (2) definitions of emergency ser-
vices and procedures for non-contra_ctm% hospitals, and (3)
immunity from state and federal antitrust liability for group
negotiations und contracts. . o _

illiam A, Guy. who retired earlier this year as [Jre3|dent of
Blue Cross of Southern California, has been appointed by Gov-
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y for the state’s

ernor Edmund Brown, Jr. to the key position of chief negotiator
— or Medi-Cal "czar" as the job has_been_ labeled. (Guy
discusses his views on the program in an interview, starting on
the opposite page.) o _

The state Hospital Association has described the Rrogram as

the dlsmant_lln? of mainstream medical care for the poor by
shifting medically indigent adults to the counties by moving
toward a system of Med-Cal contracts,” and "thus, the state IS
flrm(ljy committed to two separate systems of health care and
freedom of choice of provider will Soon be a memory for the

or.

"The two bills," the CHA noted, "will have more impact
upon hospitals and physicians than any other legislation since
the enactment of the Medi-Cal program'in 1965. Qur health care
financing system has been fundamentally altered. No longer is
the primary motivation to provide all the services needed by the
patient, within medical judgment, with secondary concern for

cost,

Paul D. Ward, the CHA president who has been a sharp critic
of the new plan, has, been urgln? hospitals “to examine_ the
state’s contract terms in minute defail and to satisfy all amblgiu-
0us or questionable terms before mgmng," hecause “ the health
of our Institutions and our patients is at stake." _

Ward recently wrote to Secretary of HHS Richard Schweiker,
expressing the CHA's concerns over the program. He said;

‘Contrary to various reJ),orts in the media and press, CHA did
not ‘bitterly oppose’ Medi-Cal contracting, and, in fact, sup-
ported the 1mplementation of a contra_cth progiram. Qur con-
cern has ulways been that a hastily implemenited and poorly
demgned contracting system would result in a chaotic, patch-
work Medi-Cal pro%ram. Such ascheme would be bad not only
for hospitals, but Tor beneficiaries und government puyors,
res%tln I|n the possible collapse of a promising new payment
methodology.

Carl Wc?s%burg, executive director of the United Hospital
As,?joaatlon (UHA), representing investor-owned hospitals,
said:

"Wc have not opposed Medi-Cal contracting us a concept.
What we were opposed to was the full-blown manner in which it
was proposed and is now being blanketed across (lie state. It all
came into being with u stroke of the pen rather than being
phascd-in. Wc were not successful in ?ettlng a number of our
proposed safcguunls in the griginal bill. Wc are trying now to
rectify some of those omissions in the clean-up bill. ,

, Welssbu_r%comm_ented: "“The onl%thm that Is safe to predict
right now is that things ar %ng to'e different, but wc are not
certain to what extréme.”
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Chief negotiator gearing
up for the *“czar”
role in California’s new
contracting program

alifornia’s bold, new contracting program represents one of
the most massive and challenging changes in health care

financing in the state's histor%, according to William A, Guy,
e

who, as chief negotiator, has been labeled the Medi-Cal
(Medicaid) "czar.”
Guy, who retired earlier this year after a long tenure as
Bre3| entof Blue Cross of Southern California, is credited with
eln% a leading architect of the controversial Plan in which
health care coveragle for Medi-Cal recipients will be negotiated
and contracted with hospitals and later with physicians and
others in the provider community. ,
. Guy, who operates directly from the Office of the Governor,
is charged with the respon5|b|||tK of organizing and running the
R/Eog,ram until July 1, 1983, when a ninc-mombcr California
edical Assistance Commission (ﬁo be appointed aft r January
I, 1983) assumes control under the law.

Conceding that "we arc treading in uncharted waters."
GUY expresses confidence that the basic ob{ectlyes of the new
system can be accomplished but "in a mold that is new for most
of us who have dealt with the health cure field over a number of

ears.
/ The Medi-Cal "czar" told the
Review recently in an exclusive in-
terview: o

"My me saPe to hospitals is that
change isabso uteIY_ necc.-.sary, and | f
personally would

, ke to seé them
enter thisera of change in a positive
way — a proactive way rather than a XS *
reactive way. | believe that the v '
whole method of financing health W
care is going to be changed Substan-

tially. Therefore, we must lcam how

to look at and assess the total finan-

cial picture in @ way that we have

never had to before." ,

~Guy Mid that contract negotl_a-
tions "with hospitals could begin
within 30 days alter federal waivers

Medicare/Medicaid proqrams," he explained. "1 wish | knew
how long this process will take, The federal government has 90
days from the time that the waivers are requested. However, if
additional information is requested, this could stretch it out for
another 90 days. o
"W e are gearing up to be able to actually start negotiations as

s0on as wc receive the federal waivers. | hope that we will have
our first contract with hospitals within 30 days thereafter. Of
course, that doesn't mean with everybody because we obviously
can't cover the entire state that fast." =

_Guy_ made these comments in his question-and-answer ses-
sion with the REVIEW.

Question — How do you perceive your role as Medi-Cal czar?

Answer — | sec it as a role of putting this program together
within the framework of several basic objectives. | don't Intend
to create Medi-Cal hospitals. | intend to"improve the access of
cure for Medi-Cal recipients. | intend to maintain the quality of
that care and try to make it cost effective for the slate. By the
time | wind up myjob. | hope to have in place a program through
which we can offer Medi-Cal reci-
Plents a choice as to how they wish
heir health care delivered, In other
words, | want to Set in motion a base
by which each Medi-Cal recipient in
an area could opt out of the state
pr%lgram that | cm putting together

nd opt into a Kaiser program,
'mother HMO program, or a pro-
gram that is insured by an insurance
company or a group of insurance
companies.. We Want to have a sys-
tem in which Medi-Cal recipients
have a choice.

«

/'% &

uestion — What major problem*
0 you anticipate in implementing
the new Medi-Cal contracting pro-
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my intention that every hospital be offered an opportunity to
ﬁarnqpate._Ob\_/lously, | believe that a very large number of

ospitals will wish to enter into negotiations with the state. So,
the whole timing process becomes critical in moving with full
speed to get the program going. | foresee a logistics problem as
much as anything.

Question — What problems do you anticipate in overcoming
opposition from some provider groups?

Answer — lam not sure that we are going to have all that much
opposition from provider groups. Remember, | am dealing with
hospitals only at this point. Eventually, we also will be _dealmg
with professional providers, and some of the other pilot an
countywide programs. But the'initial thrust is with the hospital
community — and only involving inpatient care. Now the
hospital community basically has said that it wants a competi-
tive approach — the economic approach. This new program
gives Itto them. Therefore, | am notassuming any great opposi-
tion from the hospital community. | do think, however, that it is
going to be hard for them and for us, too, to get the program
under way. There, ofcourse, *rc issues that will surface and beg
for answers for the next several years. For example, there is the
whole issue of medical education, and who should pay for it.
This question will come up as a result of dealing with price ina
negotiated hase with the institution. Also, there will be the issue
ofhospital-based Physm’ans and how they will be reimbursed. |
believe that the old Issue ~fphysician profile practices within
hospitals will lend to surface in‘a number of ureas. Remember,
for the first time, price will be a driving force, and. as a result,
our thinking changes in the way that we historically have ap-
proached payment for hospital care.

Question — Do you foresee any malorchanges occurring in the
legislati e clean-up of the new law?

Answer — At the moment, | see no real ch_ange to the basic
thrust. In my view, most of the clean-up will be echnical in
nature.

Question — Do you sec any antitrust implications in the new
contracting law?

Answer — No. | don't — unless hospitals attempt to get
together in grougs on their own to discuss price or what they
intend to do. Then, | sec heavy antitrust implications. The
Legislature has made it perfectly clear in tl e law that groups of
hospitals may present plans to the negotiator if they arc re-
quested by him. Therefore, in those instances, they are exemp-
ted from antitrust implication.

Ques_tion — How do ¥ou intend to cope with u possible maldis-
tribution of facilities for Mcdi-Cal recipients?

Answer — | don'tintend to have Mcdi-Cal hospitals if this can
« avoided. It is my plan in each area to contract with enough
capamty to assure adequate access for Mcdi-Cal recipients. For
example, if | knew that | needed *V number of patient days
worth of facilities within a given area, | would contract with
V' plus 10percentor IS percent. Inotherwords, Lwill contract
with enough institutions to assure capacity within each area that

Is designated to handle Medi-Cal recipients.

Question — Some critics of the new plan say that it establishes
a twov-tler health care system in Calil®mia? What is your view-
point’

Answer — | don't agree with that atall. The new system would
be a failure if | permitted such a thing. | consider "two-tier" the
same kind of scare words that are used when we hear talk about
rationing of care or some other horror. I don'tintend to permit a
hospital — through a contract — to set aside any]glven wing,
floor or any other areajust for Mcdi-Cal recipients. They will be
apartofthe reﬁular normal flow of a hospital's patients. So, let
me say again that we will not create a so-called two-tier system
for Medi-Cal recipients.

Question — What safequards are there in the new program to
assure that the medically needy of California will receive
adequate health care?

Answer — Qur safeguards are based on the fact that we intend
to contract with enough institutions. Remember, price is not the
only hottom line involved. We plan to contract with the appro-
priate number to guarantee access. We are committed to do that
through our request for a federal waiver. In fact, | have been
pomtm? ’l\J/P the fnct that we will improve access. Now, we have
u lot of M'di-Cal recipients who ure bounced around smplﬁ
because j hospital, on a given day, won't accept them. Eac
individual hospital makes that decision on a daily basis. When
hospitals sign a contract with the state, they will commit them-
selves to accept Medi-Cal recipients, who will know, in ad-
va e, that they will be accepted. Therefore, | believe that we
actually will improve access to core for them.

Question — Do you foresee a number of hospitals dropping out
of the Mcdi-Cal program as a result of this new system?

Answer — | do not anticipate as many hospitals being in the
Mcdi-Cal program under the contractmg system as we have
today, but there are no magic numbers. 1don't know how many
will opt out.

Question — What are you doing to gear up for the start of the
program?

Answer — We arc spending u great deal of effort in working
with the federal government on the waivers so that we can
satisfy all of the required needs. We arc building a small suff to
handle the actual negotiating process. At the same lime, we are
developing the protocol that will be followed in the contracting.
Obviously, this means that we had to collect all of the data
needed to address, the issue adequately. We plan to divide the
state into various areas after we have studied the demographics
on the number of Mcdi-Cal recipients and the types of hosrltal_s.
In negotiating with the hospitals for contracts, we RJAr/obab_r will
not follow the same procedure in every area. We will use
different methods of reimbursement. Fcrexample, one method,
hopefully, will bejustastra|(_1ht bid anroach. nother will be a
negotiation approach that will take place through the hospitals.
Also, | hope to find an area where we can use the capitation
approach.
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?Llje%stion — When do you hope to start contracting with hospi-
als’

Answer — We arc gearing up to be able to actually start
negotiations as soon as we receive the federal waivers. | hope
that we will have our first contract with hospitals within 30 days
thereafter. Of course, that doesn't mean with everybody be-
cause we obviously can't cover the entire state ii.ut fast.

Question — What is your opinion of that part of the new law
pertaining to Blue Cross and commercial health insurers?

Answer — | must say that | was most intrigued with that
legislation. | believe that (he Blues and the commercial com-
panies were exactly right in requesting permission to get into the
ne_ﬂonatmg business. Quite frankly, | feel that this potentially
will have as deep — if not deeper — impact than the Mcdi-Cal
contracting program. Obvmuslﬁ, Mcdi-Cal is the lead program.
It is a government program. | believe, however, that what the
private side of the equation can do is of extreme significance in
the whole financing of institutional care in California. It is my
intention to prod the commercials and the Blues to gel into the
act by negotiating and offering packages in the marketplace.
What th-y do — along with what government docs — should
change the whole mctnod of payment for institutional care in the
state. This is extremely significant, and | don't underplay the
potential of what the private sector can do.

Question — As the Fledi-Cal c/nr, do you have a role in the
Blues7 and commerci',L insurers’ phase of the contracting pro-
gram’

Answer — Ihive the a "hority under the law to run acouple of
Pllot programs contract.. 2 with HMOs or insurance companies
or the Mcdi-Cal program. | intend to encourage them to de-
velop their packages. | believe that we have an opportunity to
see. under a government program, U qood balance between
government and the private sector. | would like to see Mcdi-Cal
recipients have a much wider choice of covcraje within the
private sector. | believe that we can do thisonly it the 'nsurance
companies and (he Blues respond to the needs in negotlatlng
contracts with providers. Before | complete my tcnu e, | woul
like to have a couple of programs in place when Eywe are
actually contracting with insurance companies or th< Blues and
HMQs for the provision of care to Mcdi-Cal recip.ents.

Question — Some have described the new contracting s;rster_n
as just a different methodology for state rate control. Wlial is
your opinion?

Answer — | believe that there is a cry broad deference
between st|tc rate control andconinunng. Eiom my perception,
rate control tends to keep the cntiie institutional cire Ehospnals)
in what | perceive to be more of a tocial mood. Actually, our
hospitals developed ar a social sys cm. not an economic system.
Therefore, the public utility or rale regulation approach re-
sponds more to a social system. This is quite different than a
direct, price-driven, competitive economic system — which is
what we are now establlshlnﬁ in California. It will be each
hospital negotiating individually with heavy price-driven over-
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tones. This is quite different than all hospitals coming before a
Pubhc utility-type commission it get their rates approveJ. |
oresee, under the economic, competitive system, that hospitals
will have a multitude of rates to negotiate with different carriers.
To me, this is a whole different foundation — a whole different
phase — a whole different philosophy than the public utility
approach.

Question — What happens after the nine-member California
Medical Assistance Commission is created in 1983?

Answer — The commission members will be appointeu .ornc
time after the first of the year, and they have from that time until
July | to study what I will have been doing. It will be an
education process — a period of understanding the issues in-
volved and what the negotiator's office is doing about them. The
commission takes fu.l authority of the programon July 1.1983.1
am hoping, of course, that those appointed arc extremely
knowledgeable persons in the whole environment of health care
fmanc_mg and delivery because they are going to hold an awe-
some job,

Question — What happens when physicians come under the
auspices of the new contracting law in" 1983? How will they be
involved, and what type of problems do you foresee?

Answer — The Department of Health Services has the respon-
sibility for professional care at this time. | am not sure how that
will be folded in under the Medical Assistance Commission
other than the pilot program authority contained in the law. But,
down the line, there is no question in my mind that there will be
ne?'onan.t as for all of the various elements of health care in
California under the Mcdi-Cal program, whether it be phar-
macy, physicians, ambulance service, etc. | believe that the
negotiations with the physicians will follow a patient already
established in California, and that is by groups of f)_hysmans and
not by individuals. Call It preferred provider, call it HMO — or
whatever You I|i». but people will be given choices amon_ﬁ
systems of ca-C, and negotiations in the Medi-Cal area wi

involve thos' systems.

Question — There has been criticism from elements of the
provider community that the contracting lei- slation was de-
veloped "under very unusual and ondemoa sc conditions in
haste and without the usual hearings by policy und fiscal com-
mittees in both Houses ol lito Cr'ifomia Legislatuic? What is
your comment? Do you plan nny type of education program for
providers?

Answer — Let me be blunt. | don't plun uny kind of massive
eJucation ProgTram for providers for something that they virtu-
ally asked for. The debate hasbeenlgom on foryears. I am fully
aware that the legislation was developed rather quickly. But we
have been debating this issue in rather intense fashion in
California for the past five or six years. Providers have had an
a nplc opportunity for input. Therefore, | don't see uny real
surprises. | ustdon’_tacceﬁt the theory that all of a sudden on
some Monday mornm%, they woke up und discovered that a
whole massive change had taken place in California. There has
been so much opportunity that | just don't accept the premise
that this was some kind of huge surprise..J



Illinois hospitals hail

“Year of the Sunset’

In legislative victory
over rate control

For lllinr s hospitals, 1982 probabl, will be remembered as
thr Year of the Sunset. _ _

On October 1, 1982. lllinois’ controversial hospital rate-
setting program, which was legislativcly-manda ed in 1978,
will "sail into the sunset" and into oblivion with the dubious
distinction of never having hecome operational. o

The hospitals — !cH by the lllinois Hospital Association
(IHA) and 1is president, Robert O'Leary — achieved a notable
politica’ victory earlier this year when 'he lllinois Legislature
rejected legislation to extend
the life of the Illinois Health Fi-
nance Authority (IHFA) for five
years, past the "sunset” date
set b% law. the aforementioned
October I, 1982.

The extension legislation wus
proposed by Republican Gov-
ernor James Thompson, who,
earlier in 1982, requested the
IHFA to postpone the scheduled
start-up of the program from
May I, 1982, to December I,
1982 — two months after the
"sunset date." In anrouncing
the postponement, IHFA
Chairman  Martin Koldyke
noted that the govi r lor said the
state budgietcoo'a not tfford 'he
additional cest of between $25
million und MO millio i to im-
plement the pi >erom '-ccause o f
the state government's LY
economic crisis. Association tal
armed with arguments against €9
state rate-sett_m? -+ flocked to
the state capital of Springfield .
by the hundreds during the height of the nip-and-tuck struggle to
fkill the extension bill. The mobilization effort was directed by
the IHA. which had made "sunset” of the luw one of its major
goals of 1982. o _

~ The IHA supporlcd the legislation that established the IHFA
and the rate-settin aEJparatus in 1978 but formally withdrew its
ing in early 1981 — and then launched its intensive cam-
ntoke ptheprogram from being implemented and to let the

ic statutorily.

Robert O'Leari (right), president of the Illinois Hospital
s with State Senator Philip Rock (D-Oak
Hospital representatives — Park?, Senate President, who helped lead the defeat of .
ation to extend the life of the slate's hospital rate ing to hundreds of their phone

controlsystempastits October I. IVH2, "sunset" detuiline. ?

The intensity of the battle is emphasized by the fact that the
extension bill was aﬁprove_d by the Illinois House by a very
narrow margin. But the legislation’sdoom was sealed when the
Senate Executive Committee defeated it by a vote of 15-2.

Here is how the IHA described th. "eath 0f rate-setting for its
members: _ o

"House Bill 2474 that would have given the Illinois Health
Finance Authority five more years in which to implement its
hospital rate review program was left dead at the close of the

82nd Illinois General Assem-

Y. I

*The defeated bill brings to u
close another Ion? and hard in-
dustry hattle to defeat the eriorts
of the state agency "0 extend its
|'fe and ogeranon.*. .

"H.B. 2474 waskilled by the
Senate Executive Committee
with a 15-2 vote on June 8 fol-
lowing an extremely narrow
House passage of the measure
on Mny 13. Desgl_te repealed
warnings that the bill would lie
resurrected before the close of
the session (June 30), those ef-
forts proved futile for the
agency that has failed to set a
single hospital rale since it was
created in 1978, _

"Hospital representatives
plnyed “a crucial role in
stafewide efforts to convince
legislators of the necessary de-
feat of the legislation. Accord-

calls and letters to reﬁresenta-
_ tives, u renewal of the failed
rule review program would do nothing to contain hospital costs,
as is proven in other states, or creute equity utnonq ﬁa jora of
hospital cure. Both were original goals set by the Health Finance
Authority's enabling legislation.

"Business and community leaders also called for an end to
the agency. According to Senate President Philip Rock (D-Oak
Park?, the proposed rate review program was “a noble experi-
ment that failed.” , _

"H.B. 2474's defeat means the Health Finance Authority's
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enabling legislation stays intact. That law schedules the agency
to die on October | of this year."
~ Second state to drop program _
Illinois is the second state in two years to become disen-
chanted with its mandatory rate control program. Colorado

“Thanks to a sunset,Prov,lsmn In the
1978 bill creating it, lllinois can
now back out of this well-intentioned
but m_|s?U|ded attemL)t to control
hospital costs.” - Chicago Tribune

repealed its law in 1980. Unlike the IHFA. which never became
operational, the rate-setting Colorado Hosp:' " Commission
functioned for nearly two years. However, like the IHA, the
Colorado Hospital Association supported (he original legisla-
tion, later withdrew, and then became the leading opponent
against the system. o o

In fact, it was a prime legislative sponsor of the original bill
gsettmg up the Colorado system), who labeled the pr_o?ra_m "a
ureaucratic nightmare” and then introduced the Ie(_1|s ation to
repeal it rather than to ullow it to ‘sunset’ statutorily.”

The Chicago Tribune, one of the nation's most powerful
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newspapers, has been a leading editorial voice against rate-
settlng or hospitals. ItoPpo_sed e legislation in 1978 and then
helge lead the clamor for its * sunset” death.
orexam_Ble, while the legislative battle was %alnlng momen-
tum, the Tribune, under the headline: Let the Sun Set on This
Law, said editorially, in part: _ o

“Thanks to a sunset provision in the 1978 bill creating it.
Illinois can now back out of this well-intentioned but misguided
attempt to control hospital costs. _

~“lire authority, which has spent four years and several mil-
lion dollars Pettln its r*d tape in order, has yet to go into
operation. Although the problem it was intended to solve —
runaway hospital mkts — is acute, the authority would do little
more than add a new and costly layer of bureaucracY.

"Seven states have a form of mandatory rate controls. Advo-
cates <ay these plans have been successful. But the Illinois
Hospital Association (which originally supported (he authority
as an altemrtive preferable to the federal controls proposed by
President Carter) finds statistics to show just the opposite. And
the proposed Illinois budget review process is so full of excep-
tions and loopholes that it's hard to see how it could keep
hospitals from continuing to raise costs in one way or another.

“The best reason to let the authority die is that government
consol isn't the solution to the problem of hospital costs. In
effect, the authority would rubber stamp the inefficiencies of the
current system and lull those in a position to lake effecrive action
into assuming it was no longer necessary... The only realistic
?nd vxorkable way to control hospital costs is through market
orce*.”

The Stale Joumai-Register of Springfield also added its
editorial support against the rate-setting scheme.

The newspaper said editorially, in part:

“ It seemed like a good idea four yean ago when the agency
was created by legislation, to have the stale actively involved in
trying to curb soaring health care costs. The Illinois Hospital
Association led the way in pushing for the authority's creation.
Business, labor, insurance and consumer %roups joined in en-
couraging the General Assembly to pass the bill.

"Now, after a couple of million dollan have been spent
without a single hospital rale having been set, and with the
hospital association havmgi taken the agency to court over some
ofits projected rules, the bloom is off the rose., .Certainly there
are extreme health care cost problems, but continued opcrati n
of the Illinois Health Finance Authority will onlx serve to
complicate those problems .. It is another bureaucratic solution
that has not worked and will not work."” _

On the other side of the issue, the Chicago Sun Timet has
been a strong editorial supporier of the rale-setting prp(];ram.
The _newspaPe_r said in an editorial at the clooc of the legislative
session that Illinois Governor Thompson * caved in to the hospi-
tal lobhy" on the issue of Medicaid cuts.

The Sun Times editorial sAid, in pari: _

“In return for biting the billion dollar bullet, hospitals gﬁt
what they really wanted from Thompson: the death of the
Illinois Health Finance Authority, the agency responsible few
controlling hosPnaI rales... Thompson contend* he was power-
less to prevent legislators from Killing the health authority. even
though it had the support of the state’s Chamber of Commerce,
AFL-CIO, Fann Bureau, pnvale health insurers, consumer
groups and one House of the legislature. If the governor can't
(sja\ée” an agency when it had that kind of backing, what can he
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IHA support withdrawn in 1981

Afterthe Health Finance Authority conducted gubhc hearings
on proposed rules and nrgulations in January, 1931, the Hospital
Association decided to withdraw its support of rate- -setting and
to take legal action, if necessary, to stop implementation of the
prui ram.

Yh: IHA board of trustees me: in asix-hour executive session
on Pcbruay 27, 1981, and voted unanimously to withdraw its
endtorsement —'and vowed to oppose implementation of such a
system

The IHA explained its position this way at the time:

* According to the resolution adopted by the board, although
[11A has had a long-standing commitment fo assist the Authorlty
to develop aworkable prospective rate review system, national
and state economic conditions now indicate (hat a rate setting
system, as originally intended in the Illinois Health Finance
Authonty Act, may never be realized. Other resolutions adopted
at the meetlng allow for aE)proprlate legal action to be taken, if
necessarg to oppose implementation of the system.

The board withdrew its support only after a lengthy review
of the evolution of rate review in Illinois and IHA'S on%omg
involvement with it. Prior to the passage of the rate review bill in
September. 1978, IHA hod made the commitment to work with
both the stale and third party payors townid developing an
accei)table system. The commitment was part of IHA's success-
; | 1977 out-of-court settlement of the 18-month Medicaid
reeze.

“ According to the board's discussion at the meeting, other
pressures that compelled lllinois hospital* to support a rate
review system during that time were the proposed 1977 Carter
cost cap on hospital revenues; the lllinois Departn:.nt of Insur-
ance director's rate order requmng renegotiation of the emstmg
hospital/Blue Cross contract, and a proposed HFW-approve
Medicaid alternative reimbursement system that was even more
crippling than the existing Medicaid program.

After the rale review bill was passed. IHA made a second
pled?e to the Thompson Administration, the Finance Authority
and TIIA membership indicating that once final proposals had
» been made and the system was examined according to its impact

. 0n health care delivery in the state. IHA would re-evaluate it*
* position.
Ep “In evaluatmq and subsequently altering that position, the
m(HA board closely examined both stale and” national economic

and Polmcal conditions affecting rate review, and particularly

I'the forecasts stemming from the Thompson ‘Administration’s

proposed 19R2 Medicaid budget cuts. The hoard also considered

the broad-based |11 A membership opposition to the system as it

was finally proposed

“ The final decision to withdraw endorsement of rate review,

I the board indicated, reflects the association's concern that the
| system proposed by the Illinois Health Finance Authority will
mnot adequately assure the financial needs of Illinois hospitals
Rluring this decade."
k  From that ?omt on. the 1A held meetm%s statewide and
mmarshaled its forces for the 1982 Ieglslanve battle and cffotts in
u cef) the Program from bem(‘; implemented,
fv'ft'The hattle that ensued ran the full gamut of political intrigue
especially behind-the-scenes in the legislature), challenges
m jilvfcounterctullenge*. some legal action, and election-fever
KunraJgning by hospital representatives on the ooe side, and
STsfoeillativey of iKisiness. labor jiml agriculture on the other
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O’Leary tells story behind IHA’s position change

Robert O'Leiry, the IHA president who is credited with
uarterbacking me hospitals* strategy with the support of the
IHA leadership and key staff, says, in retrospect, there were
signs of trouble ahead almost immediately upon signing of the
rate-setting legislation. o

O'Leary told the Review recently, * Hindsight is such a great
provider of wisdom. Almost from the day that the bill was
signed, there seemed to he a dragging of the feet on the part of
Administration. It took some nine months for the governor to get
around to appointing the hoard of the authont?/_.

"From February, 1979 (when the board was finally selected)
to June, 1982, the authority wen? through the process of study-
mg and researching, educatmﬂ, drafting regulations, deciding
what sort of computer forms they wanted for data, etc. Essen-
tially, they strung out a process for nearly three years, a process
that was supposed to last a year. By the time June, 1979, rolled
around, they barely had appointed some of their staff ami de-
cided where their ofTicc was going to be. _

"The really very serious danger signs started to appear in the
summerof 1980 when the authority started to make decisions on
its draft _re%ulat_lons which were being prepared for publication
and public hearing. It become clear that they were going to make
some substantial deviations from the law in the area of the
definition of hospital costs and hospital .etvices. They were not

~ Coastal provides the
highest quality emergency
services available.

Coastal monitors physician effectiveness with a
formal Quality Assurance Program and strong
physician management. llldily qualifi-d physicians
are ready to meet the needs of Four hospital: full
time, nights, weekends and holidays.
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RobertO’Learyéleft), presidentofthe lllinois Hospital Associa-
tion (IHA), and Steven L. Seiler. Immediate past chairman, are
shown during one of the many public hearings on the lllinois
rate control nttem.

going to include hospital-affiliated nursing homes, home health
care and that sort of thing. Also, there wasa mag)ordewatlon on
the itsuc of cross-subsidization of departments between obstet-
rics and more Proﬂtable departments, Tha* i>x¢ " h¥re*- dealt
with specifically on the floor of the House tr, % Yet
they went off on a tan%ent and apparently *<*c*u<t? went
against the intent of the faw in that area. .

"It alto began to emerge that they were g1|vmg serious con-
sideration to gran_tlngz walvers to the federal government with
discount rales. This, too, became a madorconcern to the Hospi-
tal Association in the summer of 19R0.

"Coming into 1981, we saw no receptivity on the pan of the
IHFA to our concerns. They published final regulations which
included provisions that we ilwught were substantial deviations
from the law and quite objectionable lo us."

0'Leary recalled in the interview that the IHA did no! support
an attempt lo refral the IHFA in tic 1981 legislative session.

“ A stair rePn_-sentanve intticJucrd legislation lo repeal the
rate-se tmg autKirtry Ourboard, however, made a decision ivt
to support the repeal. It was out viewpoint that we had made a

* Hindsight Is such u great
provider of wisdom."*

R 4

.ommitmrnt lo suppitfl this activity from the bedginnin%and that
coonnMiaeM included the bill as 14 was passed - which pro
sided for a "sunset’ provision on Octohrr |, 1982
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"W ¢ did decide at this time to support the non-gxtension of
the rate review law beyond its nonnal ' sunset' date. The Legisla-
ture adLo_urned June 30, 1981, without passing repeal and with-
out making any changes in the rate review program'’s statutory

It became very clear to us and
any thinking person that the state
could no longer afford to participate in
the rate review program as it was

originally designed.”

origin. He vcver. 1981was significant because the slate's grow-

Klg fiscal problems became a major issue for the Thompson
ion that year. _ .
"Overand above all of the concerns with the regulations and
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ministration, which cut the Medicaid program by $106 mill-

deviations from the legislative intent of the authority, it became
very clear to us and any thinking person that the state could no
longer afford to participate in the rate review program as it was
ongl_nally designed. They had only one of two options: (1)
publically announce that they could no longer affonl the pro-
gram and back away, or (2) adopt rules and regulations to
produce a result that they could live with financially."

TV granting of federal waivers to allow the IHFA to proceed
toward implementation produced a donnybrook that resulted in
the [HA going to court to obtain an mlunctlon.

The intentof the suit, according toQ" ea’(X. was "to stop the
authority from %antlng_dlscounts for the Medicare/Medicaid
programs until the hospitals received formal notice and had a
chance to present their views," and also "to prevent implemer -
taiion of the program on May I, 1982. _

O'Leary noted that it was within this time frame — the winter
of 1982 — that the Thompson Administration called for a
postgonement of the implementation from May, 1982, lo De-

ember. 1982, and asked the Legislature to extend the law for

Five years. . :
' ~ Divide and conquer (Plogl fails

One political manucver that tailed, O'Leary taic* was an
amendment lo the extension bill to exclude from the rate setting
progrram all hospitals with revenues under $7 million,

"This wasapoliticalmove," 0'Leary commented, "lotry to
divide and conquer the hospital industry — essentially to try to
take away our strength, especially among the down-state hosw-
tals where their legislators are very close to the institutions. The
rate review proponents thought that by exempting those smaller
hospitals, they would have eliminated about 120 hospitals from
the program. They thought that this would have diffused the
interest of those hospitals. However, | don't believe that we lost
a single small hospital because of that attempt. They stood with
us and help d us present a united front. 1don't think the divide
and conquer ploy was even mmmallg effective.”

O'Leary believes that attempts will be made in future yean lo
establish “rate review-type" programs but not on the order of
the IHFA. o _

He was askid in the interview with the Revi*w: ,
~ What about the fu'ure? After registering a spectacular legisla-
tive victory, what Joes the IHA plan lo do as far as cost
containment is cor cmed? _ o

O'Leary said. " he major focus of attention now is in the
SiedKaid program The resolution of the Medicaid situation it a
dramatic cutback in cash flow to hospitals and an IB percent
statewide cutback in utilisation. Wc ate going to be wotking
with our hospitals lo help them It is a really devastating cut-
back. There are a number of inner city hospitals with high
Medicaid loads that will he very much in danger

"0n theother hand, we must [ook beyond 19BJ. Asaresultof
this past Ie%lslatlve session, there isa commitment to work on a
restructured Mrdtcaid program  The hospital industry in lllinois
already has indicated its willingness lo work with the next state
Administration lo develop a process of addressing the Medicaid

"0 f course, what we do will he accentuated very much by
what happens in Washington with the Medicare program The
combination of Medicare and Medicaid cuts ta going to be a
powerful double whammy, especially on a lot of our rural,
down state hospitals. And. of course, the news out of
Washington isn't good." CJ




A SPECIAL REPORT

Tennessee governor favors federalized Medicaid

mkovemor Lamar Alexander of Tennessee, a member of the
J National Governors Association (NGA) New Federalism
am negotiating with the White House, believes that Medicaid
tould be federalized in view of the fact that * the program is so
ig, only the national government can affon| lo operate it.”

~ Alexander made this comment recently in a conversation
'ith Thomas Frist. Jr., M.D . president and chief executive
fficcrof Hospital Corporation of America (HCA )of Nashville,
enncssce. during the NGA't 74th Annual Meeting at
hangri-La in Oklahoma. Dr. Frist attended the me_etm? at
lexander's invitation and spoke on corporate strategic plan-
ing before the NGA*s Committee on Executive Management
ad Fiscal Affairs, chaired by the governor.

Alexander commented. “There is not much difference be-
*ecn Medicaid and Medicare in terms of their ul.imate purpose,
hercfotc. | believe that they can be related more easily if they
re managed by the same level of government. In this way, cost
ontrols can be mare effective, and the funds will go to help the
cople who need it th. most.

'‘Most governors believe that
scomc maintenance programs
ught lo be a national responsibility
> and that there ought not be d
tate-hy-state variation in teitns of
ow much we are willing lo pay for
omeone's illness just because that
crson happen' *olive in Mississippi
s opﬁ)osed to California."

Alexander, who was n-»med rc-
ently lo the NGA's nine-member
xccutive committee, conceded that
'there arc still a number u* persons
nthe Reagan Administration — not
he President himself — who are re-
actant for the federal government to
issume all ¢.’ the responsibility of
he Medicaid program "
~ "These people," he added, * be-
ickc that Medicaid is a so-called _
welfare program and more properly belongs with state and local
[ovemmrnls"

Alexander, a lawyer who formerly worked at the cdcral
evel a*anaide and counsel lo Senator Howard Baker (R-Trnn),
ow the Senate Majority Leader, also made these cxwnments in
IS conversation wit'i Dr. FttsC

Duestion — There isamove in the health care industry to inject
arkciplace competition into the delivery s>sirm as one of ihc
ns*cr» to the cost dilemma rather than more regulation This
0cs nut necessarily mean prtlirg hospital against hospital but
ringing alternative health delivery systems into the picture —
erptnﬁ the patient out .'l the hospital tf he doesn't need lo be
Sere through home health are, ambulatory surgery, outp[anent
:sting, etc. Do you see U s as a positive type of thmg

Vnss-rr - Thrliesc thatihit it tomctomg which really ought In
ajdorrd. llisotivic. »»meverypromisingwaytoonlylinui

Govtrnor LamarAlexander (right) emphasizes a point
Ina conversation with Thomas Frist, Jr..M I%. .presi-
dentan) chief executive officer of Hospital

lion of America (IICA) at the annual meeting of the
National Governors Association.

spending (although wc arc still going to spend a lot of money on
health care) — butalso to focus the emphasis on those who need
the heIP. State governments can be helpful in this regard. For
example, in Tennessee, we are focusing on early childhood
development and what happens to children when they are bom.
VIe know that licalth care tor mothers before children arc bom
— or for _ch||dren|ust after they arc bom — isabsolutely crucial
to the child's healthy development. Wc have discovered that a
qr:eat many childrenaren't immediately tied into a doctor when
they are bom. If we could do this with every child in Tennessee,
then wc might find many children, especially from Foor
families, not being taken to the emergency room when acall toa
Pedlatnma_n might have saved the trip and saved the dollars for a
ater experience when the child wasreally sick. Something like
this wouldn't cost us much money as a state, but it might reduce
health care costs or focus dollars on those who arc really sick
rather than those who feel bad and really don’tknow what lo do

about it. |

Question — It seems that the major
share of health plannln? IS revelImP
to the states from the federal level.
What is your viewpoint?

Answer — Health planning is im-
_portant, in my opinion. | feel that
17 states can operate such a program as

well'as amixture of federal and state
agenmes. As governor, it has been
ansolutely mystn‘zmg tomelo try to
flﬁure_ out all the various health
planning aﬂenmes that people have
to deal with. 1know the same must
he true with hospital companies,
non-profit hospital boards and indi-
orora viduals, too. | believe that state

p health planning agencies are the
wave of the future. It is one of the
_ normal responsibilities that | antici-
pate states will he more active in during the 1980s.

Question — bunng the NGA meeting, we have heard gover-
nors appealing to their colleagues to explore cooperating with
the private sector in ajoint problem salving effort™ Do you set
some opportunities here frr the health care industry?

Answer — There ate hound to be ways that this can he done.
For example, if we are trying lo put state dollars into the
effective management of home hcalih catt (an area in which
many stales are esploring nowg, | believe that we would do well
togo lo acompany, suchas HCA, or apublic or private hospital
and ask how Ibely manage ihcir systems and request assistance in
helping us deve Oﬁ agiudcl Also, inTennessee, we are trying o
contract for health services. I happen lo think Ihat stale govern-
ments. and government iq general, aren't very good mar igen in
some areas. Any one sueh area may very well be mental health
institutions. CJ
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Arizona ready to start
health experiment
using Medicaid funding
for the first time

rizona, the only state without a Medicaid program, is read
Ato use Title XI1X funds for the first time as a pan of a bold,

health care experiment, featuring competitive bidding, contract-

ing[and Rre_paid, capitated services. _

he Arizona Health Care Cost Containment System
gAHCCCS, pronounced Access) was estahlished by the Arizona
tate Legislature in a special session last November. It will
begin operations on October 1,1982, under the watchful eyes of
federal, state and county governments and the ﬁrowder com-
(rjnumtg. The first competitive bidding already has been con-
ucted.

Tlic uniqueness of the three-year experimental program is
demonstrated by the mix of persons eligible for services under
the AHCCCS: _ _ _

O Indlgent persons with (for asingle person) incomes of less
than $2.500 a year with a net worth of less than $30,000. (The
$2,500 base is increased by 33VS percent for a spouse and an
additional 17 percent for cncii other dependent)

1 Persons mundatorily eligible for services under Title X1X
gf8|the Social Security Act. includ.ug recipients of AFDC and

0 Medically needy gersons with incomes (for a single per-
son) ranging between $2,501 and $3,200 a yrr. Medically
needy persons will pay coinsurance averaging 10 percent of the
cost.

J Stale employees, county cmplo)ces (at the option of the
countY boards of supervisors) und private employees may par-
t'cipale in the AHCCCS with no public subsidy (but the
I\HCCCS may not be the sole option offered to such employees
with the exception of small businesses with no access to other

affordable coverage_(. o

The AHCCCS will be funded from a combination of federal,
state, county and private (for business employees& contribu-
tions. It isestimated that the first year of the so-called "Arizona
cxjeriment" will cost between $100 million and $150 million.
Federal Title X1X funding will be made available primarily on a
Prepald capitation basis with adjustments at the end of the year
or the number of enrollees. The state will be "at risk” for the
provision of cost effective care.

The AHCCCS cites the following as some of the cost con-
tainment features of the new system:

1 Care will be provided as a result of a competitive hidding
Process on a prepaid or discount payment basis and on a fee-
or-scrvice basis only in the absence of adequate prepaid bids.

[ System administration will be provided by a private con-
tractor who will implement accounts and controls systems,
fraud prevention measures and quality control measures, includ-
ing peer review and utilization study of providers.

1 AM health care must be provided or authorized by a pri-
mary care physician.

[ Services may he adjusted by the system administrator to
guard against cost overruns.

CJWhat are some of the major di.Terences between the
"Arizona experiment" and traditional Medicaid? The
AHCCCS explains it this way: N

Eligibility — In addition to the Title XIX .nundutcd partici-
Pant'_s the AHCCCS has established an incur e/resourvc standard
or indigent and needy persons — and also allows for the
participation of state, county and business employees with no

* The premise of the system is that wc will introduce some
competition, and we Will ask for predetermined prices on

?0 FAHRovtow - Soptombor/OctotXH

a capitation basis.**

— Governor Brucc Babbitt



public subsidy. _ o
Program Operations — (1) A Fmvate administrator under
contract to the State Department of Health Services (DHS) will
provide much of the program operations; (2) Services will be
Prowded primarily on a prepaid capitated basis (on a * capped”
ce-for-servicc basis where necessary) as a result of a competi-
tive bidding process, and (3) The AHCCCS embodies other cost
containment features such as a primary care physician model of
entry into the system and mandatory copagment by participants.
_ Benefits — gl) The AHCCCS is establishing a comprehen-
sive but cost effective set of benefits directed toward acute care
services; (2) Long-term care, home health care, fam|l5{ plan-
ning, some EPSDT services, and acute care mental health ser-
vices are not provided by the AHCCCS hut arc left to the county
delivery system, and (3{ Inpatient services, outpatient hospital
and physician services, lab and X-ray services, prescription,
emergency dental care, medical supplies and prosthetics,
EPSDT services for children and medically necessary transpor-
tation services are provided. o
Arizona's resistance to the use of Medicaid funds has been a
political issue almost since the national program starred in the
mid- 1960s. The state’s 14 counties have been financing |nd|?ent
health care. Rising costs and other inroads led to the establish-
ment of the AHCCC, but not without a political battle both
inside and outside the Legislature. _
Governor Brucc Babbitt, who has championed the new pro-
gram, says that “ the prem:se of the system is that we will
Introduce some competition, and we will'ask for predetermined

prices on a capitation basis."

~ “Enormous” amount of interest

Babbitt said in an interview with the Review recently:

* There is an enormous amount of interest among governors

of other stales in our new system for obvious reasons. State
Medicaid costs have been going out ofsight at t*.e very time that
the federal government Administration is attempting to scale
back its level of commitment. This has put states in a very
difficult position, It is a feeling on the part of many that some
kind of competitive cost containment is the only alternative to
massive reduction in coverage. | believe that everybody under-
stands that the escalation of costs, given the fiscal realities in this
country, cannot continue.
_ “There arc only two ways to address the problem of escalat-
ing costs. One is to get the cost under control through some
modified market mechanism, the introduction of some competi-
tive modalities, or, two, to start cutting back coverage — which
is something that is not attractive to people in the medical
community, or anybody. It would be politically very difficult to
do. So, there is a sense that wc must make our system work
because the alternative is a very unhappy one.

“Now, let me say in all candor that we deliberately left out of
(he Arizona experiment a piece of Medicaid, which is perhaps
the most difficult ofall. That is long-term, intermediate care for
the elderly. We simply left that responsibility with the counties
— hut knowing that we will have to come back and address it.”
" There is no question that there is a trend toward the capita-
tion fixed bid contract system. The Medicaid amend rents of
1981 are clearly moving in the direction that wc worked out with
the Department of HHS through the use of its demonstration
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A SPECIAL REPORT

authority. | believe that the saying of 'the physician prescribes,
the institution provides, both after the fact, send the bill to the
taxpayer,’ is raﬂldly_dlsappea_rln_g.”

~ The Arizona Hospital Association (ArHA) has been conduct-
ing a massive information and technical assistance program to
prepare hospitals for the AHCCCS. Thirty-two hospitals par-
ticipated in the funding of the project, for which $200,000 has
been committed for the first year.

Looking at potential problems '

What arc some of the problems that the association foresees in
the start-up phase of the “ Arizona experiment?”

Ronald D. Krause, ArHA president, and Sandra Spellman,
who heads the association’s activities related to the AHCCCS,
expressed these viewpoints for the Review:

[ “ One of the big issues is that we have not heen able to
resolve our desire to essentially sequester financially the risk
of hospital participation in this program from other pieces of
hospital business. Where that becomes most important, obvi-
ously, is in the Medicare area.” _

T "As we get into the system, we are going to encounter
some of the same prowdcr\/ﬁayor interface, slow-pay difficul-
ties that prevail elsewhere. We ‘would hope that it would be less
cumbersome hecause of the way that this program is designed
with private administration. But only time will tell.”

1 * The program is so new and experimental that a lot of
ncwly-formed provider consortiums, actually corporations, are
emerging. There, then, is a fiscal solvency issue. Can profits be
derived In such an actuarial sound way within the context of
capitation that these organizations will, in fact, survive?"
3" Another philosophical question involves prepaid capita-
tion which is the emphasized mode of cau and financing under
the_pro%]ram. Generally, the data suggest that the real cost
savings have to do with minimizing the utilization of inpatient
services. One of the things that we will need to do is to identify
what (hat minimization Is and look ut it in terms of the need to
look at some alternatives to the traditional approaches to keeE
beds filled. Wc also see this as perhaps an opportunity to brea
our keys on this program on a much smaller scale that what wc,
as hospitals, may he forced to look at in the next two years with
prospective payment Medicare coming down the pike."

D "The system itself sug?ests all sorts of new issues to be
addressed, and problems that need lo he solved. The provider
consortium approach means that physicians and hospitals have
to work together rather than as adversaries to really make the
E_ro ram come off effectively. Wc arc seeing all sorts ol new

inds of relationships growing up between providcri and hospi-
tals, particularly Inthe rural arras of the state where we have a
more symbiotic relationship that is very different from what is
happening in our two urban centers (Phoenix and Thcson),
where competition is much greater." ,

1" The program is designed lo be an open market competi-
tive system. But we find (hat we don't have a competitive
market in a lot of the rural areas of tlic state, What impact docs
that lack of competition have on the ability to develop cost
contained capitation rates?" o .

The day-to-day management activities of the AHCCCS will
he conducted by a privately-contracted administrator, the
McAuto Health Services Division of McDonnell Douglas. The
{)mject director is Henry Foley, Ph.D.. former administrator of
he Health Resources Administration (HRA) in the Department
of HHS and formetly state Medicaid director in Colorado. CJ
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Florida’s new health
planning law puts
CON responsibilities
at the state level

F lorida hospitals have marked up health planning reform as
one of their major Ieglslatwe victories in 1982.
Earlier this year, the Florida Legislature approved significant

changes in the health planning process, including: _

(1R Replacement of Health Systems Agencies (HSAS) with
local Health Planning Councils (HPCs). (Membership on the
council consists of health care providers, purchasers and con-
sumers with a majority being purchasers and consumcis — and
consumer representation must include a re,ore_sentatl\_/e number
of person.* jver 60 with deference to Florida's high senior
citizen Populatmn). B -

(2) Placement of Certificute-of-Nced (CON) responsibilities
at the state level — with the State Department of Health and
Rehabilitative Services (HRS).

(3) Raising CON thiesholds to the current federal levels;
capital expenditure, $600,000; medical equipment, $400,000
and health care services, $250,003. _

(4) Providing review of CON applications (batching) by the
HRS noleu than four (rather than die previous two) limes ayear.

(5) Shortening the CON review
period from 90 days to 45 days. T

(6) Chan(ﬂng the name of the )
Statewide Health Coordinating 4
Council (SHCC) to the Statewide
Health Council (SIIC) and chang-
ing the membership to include the
chairmen of the local health coun-
cils in the Il HRS districts in the
state_—J)lus two inembc ach
appointed by the govrmor. House
speaker and Senate president,

(7) Funding local health coun-
cils through CON.. “kstion fees:
minimum. $500. and maximum. n
$4,000. |

Governor Dob Graham of r
Florida told the Review m an inter-
view recently: _

_“ What Florida has done in reac-
tion to the retreat of the federal

overnment from Hrallli Systems

gencies (USAS) Istos:«up astale
planning mechanism, particularly
with responsibility for carrying out

Certincate-of-Need requirements
There will continue to be a local
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Governor Bob Graham (tentedJ. thown riffling
Florida'! newHospitalLkemtt't. Cott Containment
amillm I'h PIannln%laW. tayi, "What Florida hat

the retreat ofthefederal govern-
ment from 1ISAt It to tel up a note planning
mechanhm. particularly with retporuibility for car-
rying out CON requirements

initial point of contact, but more of ihe final decision will be
made at the state level." _

Graham said that it would be premature to call the new Florida
health planning system a possible prototype for the country
because the new law only went into effect on July I, 1982.

"One of the roles that stale governments have traditionally
played inour federal system is to be laboratories for experimen-
tation." the governor commented. "And this would be one of
those experiments that other states might find adaptable to their
circums ,vcs.

Graham believes (hat most of the problems that might be
encountered f« the new system evolves "wiill be the carryovers
of the HSA» * _ o _

He also Lcls that the health planning reforms fit in well with
the state government's encouragement of the formation of
health carc coalitions of major public and private employers asa
means of trying tocontar costs. He said that the state had been a
catalyst for the formal' »of the coalitions "not as a regulator
hut hecause the state is the largest single employer, and. there-

fore, we are ver){ heavily affected

r by increased health care charges."
* "| believe," the ﬁovernqrsmd,
e moving to-

"that we ou%ht to
ward a health care system whose
economics puts more emphasis on
marketplace factors."

John McBryde, Premdent_of_the
Florida Hospital Association
(FHA). explained to the Reliew
some of the reasoning behind the

@ health planning chanPes:
"'IISAs have always been
S ' looked upon as federal agencies
y From that standpoint, state legis-

lators were quite willing to substi-
tute something in thelr_EIace, espe-
cially when it looks like they arc
going to be dcfundcd by the federal
ﬁovernment. And. of course, they

ave been defundcd to a large de-

ree.
! "There waa no strong support in
the Florida Legislature for the stair
to assume this federal function and
continue it In ill Present form

There were n vnnrty of reasons
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HSAs were clearly federal agencies. The money came from the
Feds — and where the money comes from usually governs a
great deal of the attitude of the agency itselfand what it is trying
todo. It was responsive to federal guidelines and developments,
rather than local. Legislators, in my opinion, do not respond
favorably to that sort of situation. Certainly, hosprtals did not.
We felt that it would be much better to have health planning in
the hands of local people rather than be under a fedcr.il agency." *

Noting the safeguards in the new law, M cllr Je said:

*‘The state CON law remains intact. The big uiffi rencc is that
there are no USAs. The state is now charged with the full
resEonsrbrlrty ofoperatrn% the CON luw. The state viii contract
with the local Health Planning Councils to do whatever is
necessary to provide input into CON requests. Bu: there will be
only one aﬁency making the final decision and recommenda-
tion, and that is the State Health Planning and Development
Agency (SHPDA).

"In the legislation, we have limited the public hearing to one
instead of the multrple hearrnPs conducted in the HSAS. Sub-
couocils, committees and the Tull board of the HSA could hold
several hearrngs onaCON af)plrcatron Now, this process has
been centralized at the state level and is limited to one public
hearing — and this can be held at the local level, if requested, or
at the state level.”

McBryde credited legislative approval of the new health
planning law “to a concerted cfTort of health lobbyists working
together in cooperation with one another at Tallahassee.”

'This,” he emphasized, "included, not only the Florida

Hospital Association, but the Florida Medical Association, the
Florida League of Hosprtals the investor-owned hosprtal or-
ganization, voluntary hosprtal organizations, plus many indi-
viduals who were interested in changrn(.i the HSA system. So the
victory was really a credit to the whole health lobby group.”

Jim Krog, president of the Florida League of Hospitals
E)FLH) which represents the state’s mvestor owned hospitals,

elieves that one of the stronthornts of the new planning law is
the concept and the role of the local planning council,

“The role of the local health councils,” he emphasized, "i
purely planning. The?; do not have authorrty at the local Ievel to
review a project. The only review in which permission is
granted for a CON will be done a the state level.

"The question, "Krog commented, "was not whether we
were going to abolish HSAs. The questron was — How are we
going to create a structure beyond the HSAs? | know there is

some support in Florida to go to a commission-type CON
program, similar to Texas, because of the controversy that
surrounds those types of decisions.

"However, over the next six months, there is going to be an
admrnrstratrve battle to make certain that the new statute is
implemented in a way that its philosophy is what the Ieﬂrslators
want it to be. And that is — planning and regulation ought not be
conducted t“)eople at the local level — nat they ought to be
planneis and decide for their community how they want their
community to develop — that the regulatory scheme ought to be
vested at the state level where you can have a consistent ap-
proach all the way through." C
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State-by-state survey
reflects leading
Issues iImpacting tbe
hospital industry

L e%isl_ative and regulatory issues affectin? the nation's hospi-
tals in 1982 — and heyond — are spotlighted in this state-

b?;-state survey, compiled by iheReview for its Special Report:

The Stales: New Directions in Health. _ ,

The information was provided by the various state hospital
associations in response to a special Review questionnaire (an
updated and expanded version of a questionnaire which was
used as the hasis for a state-by-state survey punished in the
January/February. 1982 issue of the Review),

The new survey is espemal(ljy t|me1¥ in view of the fact that
most State Legislatures have adjourned sine die for the year, and
those that convene annually won't be in session again until
January, 1983. o o

State hospital association officials were requested by the
Review (1) to list and briefly describe any significant legislative,
regulatory or judicial actions (involving health care) occurring
in their respective states since December 1, 1981, and (2) to
answer the following questions:

o ~ The Questions o
M edicaid — Did yourstate cut Medicaid? Or is it going tocut
Medicaid? If so, by approximately how many dollars, and
what is the percentage decrease over last year? In what areas arc
the cuts: Benefits? Eligibility? Reimbursement? If so, how:
Federal Waiver7 Administrative plan change? Legislative
enactment? Others?

C ontracting — Is your slate now developing or is there a
possibility it may develop a program for contracting for
Medicaid hospital and/or physician services? Briefly describe
the situation. Dacs your state insurance code or Medicaid statute
currently have a "Freedom of Choice" requirement? If so, is
there any effort so far, or likely in the future, to remove this
restriction on the Blues or commercial health insurers’ ability to
contract for ultcrni live payment plans? Please explain.

H ealth Planning — What state health planning changes are
_ occurrln_? in Vourstate: USA phase out? Single state plan-
ning authority? Increased/decreased slate funding? Hospital
plannm% fee assessment? is the state raising its thresholds to
current tederal levels? To other levels? Plcurc specify.

0 ther Issues and Comments — Arc there other proposals to

control horpital reimbursement for non-Medicaid pro-
?rams? Are there any current or expected legislative or adminis-
rative proposals to implement mandatory rate setting in your
state? If so, please explain ... Any other comments?

R

17 states ci
vclopmento ff
hospital and/or

Freedom of Choice
25 states report that their state insuranccvi‘odc Of
Medicaid statute currently have a Freedom ofCnoice ™
requirement. 5 states report that efforts arc under
wtly — or will be made — to remove restrictions on
the Blues or health insurers’ ability to contract for
alternative payment plans.

Health Planning
27 states report HSA phase-out either under way or
contemplated. 15 states cither have gone — or are
planning "0goto — asingle stutc planning authority.
2 L states have raised — or plan to raise — thresholds
to current federal levels. 10 states have raised — or
plan to raise — thresholds to other levels.

State Rate-settin
The majority of the states indicated thit there arc no
current or expected legislative or administrative
proposals for mandatory rate-setting.
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State-y-state summary

ALABAMA

dicaid: Funds cut by $2.5 million, a 3 percent decrease.
Ltaken by administrative plan change to prospective reim-
nent method with caps based on size of hospital and
erit is rural or urban, .

itracting: No. Freedom of Choice: No. _
dth Planning: HSAs phased out. Single state planning
|ta/ established. State CON law revised, rairing thresholds
10,000 on capital and $200,000 on medical equipment.

ALASKA

dd: Program reorganized, including
slate

te without a
Health Care
52a modified

d around a
t providers.

a bill repealing
vc been raised to

chunging the patient
;cnt%f %he So%thern

ntracting: No. Freedom of Choice: Y t. Effort may lie
to remove restriction on BluesfHchimiu-icial health
:u* ability to contract for alternative T*mcnt plans,
alth Planning: HSA Fhase_—out. Change to single stale
ing authority. Thresholds raised to federal levels,
mmenU: Blue Cross of Arkansas has formed a CV 1 Con-
enl Study Commission, and state rate setting may be one
recommendations.

CALIFORNIA

(dicaid: Funds cut up to $500 million in areas of benefits,
ility and reimbursement. Action taken by federal wuiver,
mtrative plan change and Ie%:slat|ve enactment,

ntracting: New law establishes a prospective payment
n, allowing the state Mcdi-Cal (Medicaid) p*igrmn to
late contracts with hospitals and physicians to provide
res to the poor on a prepaid basis. Initial program to be
listercd by a negotiator, called the "M cdi-Cal Czar,” who
Pe replaced in July, 1983, by the yct-to-bc appointed
wnia Medical Assistance Commission, established by the
Remedial legislation needed 10clarify ' ‘gray'* areas in new

l/\

law. An amendment permits commercial health insurance car-
riers to enter into contracts with hospitals and physicians. Free-
dom of Choice: No.

~ Health PIannmP: Two HSAs phascd-out thus far. State fund-
ing decreased. If federal planning law is repealed, state
thresholds could go as high as $7.25 million. Project review
requirements also would be changed.

COLORADO

Medicaid: No current plans to cut program. .

Contrs ting: Slate working with two HMOs forcontrac_tmg
to provide services to Medicaid patients. State has receive
walver for Medicaid to requite lecipienu to contract with an
HMO in one county as an experiment. Program h-> not been
implemented. Freedom of Choice: Yes. o

ealth F_’Iannmﬁ: Two HSAs phascd-out. SHPDA is single

state planning authority. Thresholds raised to $750,000 with
annual index capital expenditure; no operating expense
threshold, and no review on non-clinical services. =

Comments: Blue Cross contracts for 1983 may contain pro-
posals to control hospital reimbursement for non-Medicaid pro-
grams. Colorado epcalcd rate setting law in 1979, but there are
rumors of @ new move to try 10 pass legislation in the next

Legislature.
CONNECTICUT

Medicaid: No cut in funJs. .

Contracting: No. Freedom of Choice: No.

Health Planning: HSA phase-out. Thresholds raised to fed-
eral levels. o . _

Comments: Legislation (supported by Connecticut hospi-
tals) approved to permit hospitals, which can keep expenses per
admission below inflation plus 2 percent, to be exempt from
budget review by state rate setting commission, Half of Con-
necticut's hospitals were exempt from the commission's review

for next year.
DELAWARE

Medicaid: Funding increased $3 million, but Association of
Delaware Hospitals believes increase is lost because of program
restrictions placed on Medicaid reuﬁle_nts. o

Contralting: No. Freedom of Choicr: Yes. Modifications
under consideration. o

llealth Planning: No HSA phase-out. Consolidation of HSA
and SHCC considered, but no action likely for at least a year.

Comments: In juuxrial action, Delaware State Supreme
Court ruled inat if a hospital did not have a signed contract with
Blue Cross, then Blue Cross did not have to pay a patient's bill.

FLORIDA
Medicaid: No fund cuts. _
Contracting: No. Freedom of Choke: Yes. Applies to

Medicaid only. o o _
Health Planning: Slﬁmflcan_t legislative changes made, in-
cluding replacement of HSAs with local health councils; placing
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CON responsibilities with the State Department of Health and
Rehabilitative Services, and raising CON thresholds to federal
ievels. Elr-en local health councils to be established under new
aw.

Comments: Legislation passed to allow the Florida Hospital
Cost Containment Board to study third party reimbursement
mechanisms and their efVcct on health care costs. Also, the
Legmlature established the Florida Task Force on Competition
and Consumer Choices in Health Care to make a two-year study
of the state's hcclth care system. Rate re%ulathn will be in-
cluded in the study. Ton reform aimed at malpractice rcli. f to be
a major health goal in the 1983 Legislature.

GEORGIA

Medicaid: Program cut by $68 million, a decrease of 10.S
percent in the areas of eligibility and reimbursement.

Contracting: No. Freedom of Choice: No, _

Health Planning: Two of state's seven HSAs terminated,
and SHPDA conducting review process. CON regulations re-
vised to eliminate from review: ([I) capital expenditures of less
than $150,000 which neither alTcct bed capacity nor change
services; (2) expenditures for replacement of diagnostic or
therapeutic eqmpment which is uneconomical to repair and/or
technologically obsolete; (3) expenditures solely for repair of
physical plant, and repair or replacement of equipment for
phzsmal plant. _ _

omments: Move under way to try to establish rate setting
system. Georgia Hospital Association has adopted a position
opposmﬁ hospital rale regulation as a solution to (he increasing
tost of hospital care.

Also, the Georgia Department of Human Resources has
started a program of recognizing JCAIl or AOA statusof Geor-
gla hospitals for license purposes. This Cooperative Hospital

urvey Program will reduce the number of hospital surveys in
that no additional departmental inspection of a previously
licensed hospital will occur except in certain cases.

HAWAII

Medicaid: No cuts in program, but reductions arc possible in
areas of eligibility and benefits. _ _

Contracting: The State Department of Social Services and
Housing is investigating a number of reimburscm :nt plans,
including those which would call for negotiated rates to furnish
services to DSSII beneficiaries. Freedom of Choice: Yes.

Health Planning: Thresholds raised to current federal levels.

Comments: Massive reaﬁportmnmcnt to affect makeup of
State Legislature. Future philosoph re%ardlng health, other
services may depend on outcome of 198

IDAHO

Medicaid: Cuts planned, but impact not known.
Contracting: Not at present time, but possibility in the fu-
ture. Freedom of Choice: No

Ilralth Planning; HSA phase-out. Thresholds raised to fed-
eral levels.

fyw -’ ILLINOIS

* "Medicaid: Pund cut Of $46 million, a 7 percent decrease, by
federal waiver, administrative Pla_n_c_hange and legislative
‘nactmett Inf*ras of benefits, eligibility and reimbursement
(GoverhoPpmposed $300 million in Medicaid cuts, but Legists-
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elections.

ture restored $185.5 million.) _

Contracting: No. Freedom of Choice: Yes. Removal of
restriction on ability of Blues and commercial health insurers to
contract for alternative payment plans is likely, but nothing
specific yet. .

Health Planning: HSA phase-out. Thresholds raised to
$'* 0,000 plus inflation for construction and modernization, and
$400,000 for e(iu_lpm_ent. _ o

Comments: [llinois rate review pro%ram abolished in one of
the major legislative battles of the 1982 session.

INDIANA

Medicaid: No fund c1j. _

Contracting: No. Freedom of Choice: Yes. No move made
toremove thisrestriction on Blues or commercial health insurers
to contra lt’rmalff‘"wm\?aﬁ/ment plans.

Hcalth:Plturning: t>TVphase-out, to.aiogjcsutc plamunc.

Fauthoritj.'éhr§h d:i(rais (;I (;o thu)lbr\cii éedérﬁl\w\w o

Mrdicald: Nodecrcxvein total_paéments, buirate ofincrease.
m Il be less. Departmentof Social Service* budgeted fora 10
IK-nent irrrcase in hospital payment* in; FY.1982-83? State;
| egislature mandated a ftin hospital pay-
meats for three months tiyojf ' "

Contracting:

Health Panning: 6ne V
others Luve reorganized, t.
lirasc CON thresholds I(?|

Comments: The State Insurance .
Blue Cross "jelmbunemcni cootradt, vetnoCs Commission
on llc.ittlt C.ire is recommending In reimbursement

o KANSAS

“Medicaid: The FY 1983 budgetm ftdicaliTw*s $1Z miflon
higher than FY 1982. This is aﬁprommately a6 pfrccolincrease
in budget dollars, hut due to high inflation, there*!* acionlly a
decrease in buying power. Most reimbursementlcuts in
Medicaid program have t en allowed by federal requlation.”

Contracting: Program it being considered, possibly via a
"primary care network" and/or contracting with certain ho* pi-
lalt for specific serwces_?_l.e., psychiatric, alcoholic treatment,
etc.). However, no specific program has beer, developed Free-
dom of Choice: Medicaid statu-a docs not require “freedom of
choice." The State Insurance Code does require, however, that,
|rr1] an IIMO agreement, the participant must be offered a dual
choice.

“Health Hanning: HSA Phase-o_ut by .J83. CON and plan-
ning to phase out in 1983 unless legislature extends them in next
session.

Comments: A hill which would have imFIemented a stale
rale review program failed in the 1982 legislative session

Several groups in the state have rs pressed interest in forming

business coalitions.
KENTUCKY

% Mrdicald: Program funding cut by about 10 percent from
expected hospital inpalrenl expenditures of § 110 million for I-Y




'82. The State Medicaid Division has implemented a fixed
ospcctive inpatient rate Sgr. ps of hospitals). Covered days
Ive been reduced from 21 to 14, and the number of recipient
ductions is about 30,000 from a FY 1981 base of 328,000
cipienls. Action taken through administrative plan changes.
ontracting: The Kentucky State Medicaid Division is in the
occss of implementing a "Citicaie" plan, premised on a
pilalion basis of payment via physicians. It is'a modification
‘the HMO concept. Primary care physicians arc eligible to
inicipatc. They are obligated to provide primary care and
range for all other covered services such as hospital and
ccialty care for each client enrolled in his/her Practlce. Effec-
tt October 1, 1982, all AFDC and AFDC-relatcd Medicaid
neficiaries will start (he phasing in process to receive medical
rvices under * Citicaie.” Other Medicaid ben Hclano fvill be
m5|dTred ‘or eprollment later. Freedom of Choice™ Ves.
H%ath Planning: HSA phase-out. State CON and
w Dalbeen amended to raise thresholds to fc
atufory reference* to .HSAs and SHCC removed i
. terras * local “health, planning agenda!" and

ng council, Iwill be rcsponsjble for

health Plan " _
.Comments; Bluet hiJng a air
ept Rragticgs on a per-
Iy'T fléatlﬂ-l i perce%t,
C regulatory

sion,
jation offi-

ha program is

cn). Freer Om of Chok e: Yrs. No pl.ms to remove
mtotv B f.fi or Cothinrr lai health earners
ial\a nlans. _ _
~'anning: HSA ph se-0  Single state planning au-
Jifibloliefl. Loutsir.it has levrr enacted state CON
Reviews are«r nducted in titxordancc with Section

tinfflt'r kmce setting legislation hak.been discussed but
it not h en formally introduced.  iflj

MAINE

Mtdkald: Program cut by $2.35 million, a 2.8 percent
Cr ™, by administrative plan change in arras of benefits and
Imturscmint _ _ o
ontracting: Prospective bu_dﬁetlng process anlicipaicd —
be effected 1 conjtfnctlon with @ mandatory budget review
ogram. Freedom Of Choke: Yet. _
ealth Planning: HSA phase out. Single plan_nm? agency
tablishcd. Thresholds changed in: $350,(UU, cagnal acilities;
100,000. major medical equipment; $125,000 and over a
iriod of years to $145,000, new service*.
Comments: Maine Hospital Association says that the stale
jirould like very much" Us pul hospitals under a "cap" of
>and "we will object.”

MARYLAND

Ucaid: Funding cut by $25 million, a decrease of 5
1st by administrative plan chan?e inareaofreimbursement.
‘bntracting: No, but stale is etplunng various options.

Freed?m Bf Choice: Yes, _
Health Planning: No HSA phase-out. Thresholds rai'sd to
current federal levels. Legislation approved in 1982 to change
the health plannln? structure and process. HSAS to be de5|(_11-
nated as local health planning agencies, and the State Healt
Resources Commission becomes the state health planning
agency.

gCor_%ments: Other actions involving health care include; (1)
establishment of a 20-day limit on inpatient stays; (2) initiation
of preadmissio: xview, and (c) identification of procedures that
must be performed on an outpatient basis.

MASSACHUSETTS

_Medicaid: Program funding cut $30 million by administra-
tive plan change in areas of eligibility and reimbursement.
Federal tightening of disability screening and a cut in AFDC
%Iégdtdlollty have reduced the caseload of eligibles by about
Contracting: The (caching hospitals of Boston — in .ombi
nation with Boston's neighborhood health centers — have de-
veloped a "managed medical care system" that would essen-
tially be a single entry and capitation a ﬁroach to delivery of
care to the AFDC casgload  in Bo?tonh [he plan is stiil in the
development phase. Freedom of Choice: Yes. The Mas-
sachusetts Hospital Association believes there would be an
abridgement of* freedom of choice” if the * managed medical
care” plan Ias described, is implemented. o
lic'dth Pannlng: No HSA phase-out. State fundm% in-
creased Uom "zero™ t0$300,000 a year to support 11S As. State
ra|8nﬂ thresholds to federal level. , .
0N ments: Massachusetts his enacted into law a six-year
plan under which hospitals will be paid prospcctively for Medi-
care, Medicaid and Blue Cross services. The state is seeking a

tocontracMedicare and Medicaid waiver. Under (lie ﬁlan, hospitals would

be required to adhere to their budgets, which would he estab-
lished according to cost definitions that government payers and
insurers would honor. Hospitals would be allowed to Lccp
excess funds if budget appropriations exceed costs. However,
hospitals would have to absorb the loss if they exceed their

budgeis.
MICHIGAN

Mrdkald: Funding cut *50 million, a decrease of 10 percent,
through administrative plan change i\nd legislative concurrence
with executive order cuts, in areas of reimbursement prii .rily

an%eli?ibilily. _ _ _

~Lon ractlng: Yes. Primary physkian-spontored plan — lim-
ited to Wayne County (Detrth— tics Medicaid beneficiaries to
a specific physician'who, for benefit purposes, must render all
non emergenc carrE This program is currently only an experi-
ment. Freedom of Choke: Yes. Preferred prowdercpntr_a_ctmq
— d negotiated arrangement hetween the state and individua
hospitals has been cited as an important option for future consid-

eration. .
, af’\annlnq; HSA phase-out. No single state planning author-
ity. Legislation mtrodu&ed to raise thresholds for capital expen-
ditures to $600,000 and annual operating expense thresholds to
$125,000 for new services. * _

Comments: Significant executive order actions have been
made to balance Mkhigan's budget (which is constitutionally
required). For hospitals, this hat meant significant changes in
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inFY 1982-83. A new utilization review program for all inpa-
tient hospital admissions under Medicaid is expected to save
$16.8 in state funds. Other cuts involve nursing home reim-
bursement and the AFDC program. _

_Contracting: State Department of Public Welfare has been
directed by the Legislature to develop a detailed plan for an
optional alternative to cost-related reimbursement for medical
assistance with the system for paymentcw hospitals to he hased
upon a negotiated all-inclusive capitation rate. Hospital Associ-
ation of Pennsylvania says it will work closely with the DPW so
that the system can be implemented nguIy 1, 1983. Freedom
of Choice: Yes. (Medicaid) Also, HAP says, "W e do not know
ofan?; state statute which would restrict the Blues or commercial
health insurers'ability to contract for alternative payment plans.”

Health Planning: One HSA (of nine) phased-out. No move
forasingle stale plannln? authontg. State's CON law allows an
automatic “ floating" of thresholds based on federal law.

Comments: Commercial insurance industry supported legis-
lation in 1982 that would affect the discount given by hospitals
to the Blues. Also, Blue Cross Plans in state have placed in some
of their hospital contracts optional prospective reimbursement
mechanisms. Also, governor has created a task force to stud,

rising health costs.
RHODE ISLAND

Medicaid: Program funding cut by 2 percent.
Contracting: No. Freedom of Choice: No.
HSI-Aealth Planning: Rhode Island always a waiver state. No
Comments: The Legislature created a commission to study
hospital capita! expenditures and the impact of those expendi-
tures on health care costs.

SOUTH CAROLINA

Medicaid: Program fundingcutby$l.29milli>n.adccrea*c
of 5 percent, b'Y' administrative plan chanﬁe in the areas of
benefits, eligibility and reimbursement. The South Carolina
Hospital Association appealed the U.S. District Court denial of
a request for a permanent injunction against Medicaid cutbacks
in hospital services. Fourth Circuit U.S. Court of Appeals heard
arg menls in July, 1982, . y

Contracting: No. Freedom of Choice: No (not specifi-

cally).
I-Yga_lth Planning: No HSA phase-out. Single slate planning
authority proposed. Thresholds raised locunenl federal levels,
Comments: Rale setting proposed but not seriously consid-
ered by legislators.

SOUTH DAKOTA

Medicaid: Program funding reduced "y legislative action.
Contracting: No. Freedom of Choice: Yes.
Health Planning: Thresholds raised to current federal levels.

TENNESSEE

Medicaid: Stale is restricting benefits and limiting the pro-
gram growth. _ o

Contracting: Yes. Enabling legislation has been passed for
stale flexibility as allowed by the Omnibus Reconciliation Act
of 1981. Freedom of Choice: Yes. There is no known move to
remove the restrictions on the Blues or commercial health insur-
ers to contract for alternative payment plans. The Tennessee
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Hospital Association says that "we do expect some movement
go eliminate freedom ofchoice on Medicaid, at least to a limited
eqree.”

ealth Planning: HSA phase-out. Establishment of single
state planning authority. Legislature expected to raise
thresholds in 1983, _
_Comments: Introduction of rate setting proposal "very pos-
sible” in the 1983 Legislature, according t. the Tennessee

Hospital Association.
TEXAS

Medicaid: No program cuts now, but possible reductions
anticipated for FY 84-85 — possibly $80 million, an 8 percent
decrease. o _

Contracting: Yes. The Texas Medicaid pr(;\?ram IS con-

tracted through rangement through National Hcri-
tage Insu . _ .
ironic_DaUNE tion (EpS)iFreedom of Choice;-
Yes. Efforfi mtrictions 00 Blues and comroer”
cial health ii ct ff2radlo$aliye payment plans.

Heaf

Wi ¢+

more

Med

Com
Also, efc
and commerci
men! plans

change is needed

the 1983 Legislature. _ _ _
Health Planning: HSA phasc"WWiMglc sMiOplanning au-

thority phasing-in. Thresholds raised to cuncnt federal levels

VERMONT

h.cdicald: Program cut by $1.S million, a decrease of 7
percent, in the area of reimbursement. o

Contracting: Yes. The Vermont Hospital Association says
that there is some "serious talk about developing a primary care
network of physicians for the Medicaid recipients." Freedom
of Choke: Yes, but no effort being made to remove restriction
on Blues or commercial health insurers to contract for alterna-
tive payment plan. _

Health P_Iannln(}]]: HSA }r)hase-out. No move toward a single
stale planning authority. The Vermont Hospital Association
says that the HSA is "phasing outdue toacut in federal lunds —
but was successful in obtaining some stale funds that will only
prolong the inevitable." _ o

Comments: The Vermont Hospital Association notes: " (U
we have a budget revkw program with Blu** Cross/Blue Shield
that is going to be ||gihtened up; (2) we are utking about a
prospective paYment plan for the Blues, and (3) th* Department
of Health would like a rate setting commission  ut we do
think it will fly in this state. Too much bureaucracy."
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VIRGINIA

Medicaid: Program funding cut to $118 n.dlion, adecrease of
g]oerc_ent,_through federal waiver, administrative plan change
d legislative enactment in the areas of benefits, eligitpfty and
imbursement. _
Contracting: No. Freedom of Choice: No.

Planning: Thresholds "generally cor

tma
continu-

ity $10 mil-
ministrative
sof benefits,

M i fate pIannin% au-

nt federal levels.
Pptol Association is
component limiution

_itin area of reim-
, ion complained that
cut was "an illegal stale governn ision." The sute
toted the fundi as of July 1, 1982
Contracting: No Freedom of CholcW
m is considering plan, _ _
lealth Planning: HSA phase out. Single sute planning au-
nty established. Sute hasn't raised threshold levels.
‘ommenU: Sute rate setting prorosal is made annually m
lislature, and it is ¢ «cctrd hi cjwc up again in 1983,
llso, Blue Cross is establishing a payment denial on
W\llon/care not deemed appropriate under its quality assur-

i
oF |
L%E*?P'l,l

§S'cv

Medicaid pro-

tPORT: *

ancc review program,

WISCONSIN

Medicaid: Program funding cut. The Wisconsin Hospital
Association (WHA) says that there will be an absolute dollar
increase, hut the percentof increase will be reduced significant-
ly. The cutis by federal waiver, administrative plan change and
legislative enactment in the areas of benefits, eligibility and
reimbursement. _

Contracting: No. but the WHA 7 that legislators are
rewewmg alternatives for revising Wi.  sin’s Medicaid pro-

am an "{hls could be one of the proposals considered.”
Freedom of Choice; Yes for Medicaid, and no for other health
insurance policies. The WHA notes that the sute recently re-
ceived awaiver tocontnct with certain HMOs to provid - health
care services to certain Medicaid rccipienu.

Health Planning: HSA phase-out (two of seven HSA closed
recently). An increase in the annual licensing fee has been
proposed to increase sute health planning revenue. Adjustment
0f CON thresholds has heen postponed pendirg the conclusion
of a CON moratorium in the sute. _ o
~ Comments: More restrictive hospital rate setting legislation
is "a distinct possibility," according to the WHA.

WYOMING

Medicaid: No program cuu. Sute plans to mainuin previous
levels, but if cuu become necessary, administrative reductions
in eligibility appear to be the starting point, according to the
Wyoming Hospital Association. . .

ontracting; No, Freedom of Choice: No. The Hosgl |
Association notes that 1 erg %astatuto provaq n agan 4

Iscount” Ot C arges mfl € Dy a US-Su 8%rte Jcou é)r
distric oSPnaI,an the Blues afe seeking to have it repealed

Health Planning: HSA phase out and tingle sute planmn_ﬁ
authority. Wyoming is now out of CON compliance, but wi
probably ituin CON "regardlew," and raise limiu to around

7*>,000, according to the hospital association. The Wyoming
| nnium budget provides si te source revenue to continue
* inimal health planning and CON. [

Saptambar/Octobar
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ADVANCED HEALTH SYSTEMS. INC.

A Paid Advertiseme/nt

Some things never change ...

l« tk n.fdon, Adminktrtlof, 194*-IMS
NiMtk Hilh Sanka/tum
_Poctkad, Ortgws _
(lalar. RiM |k HUSI Treatnwm Crain)

T hetcopc of health care hat changed dramatically over the
tut 40 yean. Medical knowledge hat increased hundred*

fold _glncompassmg techniques and procedures never dreamt

possible. o _

But. there are some things in health care which never
change. They are the compassion, undemanding and caring of
its people. .. the health care providers N

Yean ago, when Larrae llaydon became administrator of
the Tint Raleigh Hills treatment center for alcoholism in
Portland, Oregon, its employees knew the facility existed only
because of the dedication and concern of its founders People
like Larrae turned that concern into action. _

(Rale|%h Hills Hospitals, including its outpatient alcoholism
treatment centers, is a wholly owned subsidiary of Advanced
Health Systems, Inc.)

In the alcoholism treatment Held, Larrae and his colleaﬁues
learned by doing. You see, not much knowledge was available
about the disease of alcoholism is those days. Yet, a genuine
desire to help patients overcome a life-threatening illness
helped the treatment center prosper. And, some of the facility's
ptients can still attest to that fact after many successful years
of sobriety.

In the 1940, Larrae had to wear many hats. Not only was
he the administrator, but he was also a counselor to the
facility's patients. He did the paperwork, and probably much
of the legwork. _ o

Today, the health care profession draws a much finer line
between the role of administrator and counselor. Administra-
tors often have advance degrees in health care administration
or business administration. They are sometimes financial
wizards, overseeing many departments and solving many
problems thrpu?_hout_ the course of the day. Yet, in many
ca?es,tthey still Tind time to be a friend and counselor to the
pJ.tent. : .

The role of the counselor, too, is more 3ﬁe0|al|zed today.
Counsck-rs can play a vital role in quiding the patient to the
treatment program best suited for him or her. Families often
depend on the counselor for advice and direction in time of
crisis. Sometimes, just as importantly, a counselor listens-—-
lends an understanding ear to the problems a patient, or a
spouse, may need to air, _ _

Because knowledge in the health care field has increased,
counselors can now draw on years of experience in the area of
alcoholism. They have available numerous documented
research studies and case histories from which to learn.
Training programs are available and enable the counselor to
l«comc more proficient in every aspect of thejob. In addition,
alcoholism counselors arc striving toward a process of
credentialing. giving them increased credibility in the health
care field.

We, at Advanced Health Systems, Inc., arc proud to say
that modern technology and academic learning have not
gotten in the way of that genuine caring and concern our staff
members have for their patients. No matter what tasks
administrators and counselors are asked to carry out, they do
so not only with utmost professionalism, but with the same
dedication and commitment people like Larrae Haydon
demonstrated in the early days of Raleigh Hilts Hospitals.

People are the most important ingredient in the success of
the services Advanced Health Systems provides . . . people
who provide the service, and the people who receive it.

ADVANCED til At 1l SYSTEMS.INC. [TMI Can»n*N Road. Iron*, <aW.xma W7l4



Governors, legislators

boost leadership

position of the states

Assista}ggd[girec?grﬁystténd-cl)%%nment elations

T he mest si?nificant political de-

velopment ot 1982 on the stale health
scene may be the clear emergence of the
National Governors' Association ?NGA)
and the National Conference of State
Legislatures (NCSL) as strong, active
leadership organizations for state in-
terests and concems.

It is a development that could have
potential dramatic |mP_act on the organi-
zation, delivery and financing of health
care throughout the nation.

Individual state stones have grabhed
the spotlight. These include: decisive de-
feats for hospital rate setting in Illinois
and West Virginia: innovative Medicaid
experiments in Arizona and North
Carolina; drastically revised sute health
planning systems in Florida and many
other states, and statewide hosFi_tal_c_on-
tracting for California's multi-billion
dollar Medi-Cal, Blue Cross and com-
mercial health insurance programs. All
of these have been covered in previous
State Government Update columns in the
Review this year. _

However, the real »tsie health story ol
1982 — with crucial and determining
nationwide influence on the shape of the
hospital industry for yean to come —
appears to he a .datively quiet but far-
reachlng development on the political
scene. For want of a better description,
we shall call il — Son of New
Federalism.

_ The Reagan proposal

Outlining what he lemied as hit Ad-

ministration's "bold initiative," Presi-

dent Reagan called for a New Federalism
inhis 1982 Sute of the Union adires* toa
LF”.” session of Congfiaa in JamMry.

his concept was based on returning a
wide range of domestic rcspoaaibtlitirt.
programs and funding source* to the
sates — which, according to theory,
were the closest level of government rep-

ration

mentation to the people, and. therefore,
were in a much better position to know
and respond appropriately to the needs of
the local citizenry. o

U?on ‘more thorough clamination and
careful fiscal evaluation, however, tome
observers began to suggest that perhaps
the New Federalism was. infact. * return
to the Articles of Confederation rather

that, the bulwark of fundamental princi-

ples enunciated by the natron's cunstitu-
Itonal Foundln% athers
Ne?o lating Impavie

After nearly s.s months of negotiating
with a lOB level While House team
headed by Presideuual Assistant Richard
Williamson. Governor Richard Snrllusg
IR-Vermont!, the retiing NGA chair-
man. and Stair Senator Rost Doyen (R
Kantas). president of thr Kansas, Stole
Senate ‘and renting. N fJI. president,
reached this conclusion

The Reagan Admiassantica'» ventun
of New Federalism - ptus the bud%et
slashm% prvprmitirs of OMB Dunetor
Dfawd tockman and tfe advene effect
of ai

fiscal soundaess of all future stale
budgets anl threaten a wholesale thsfl of
taa urdens from the federal to state
level. This, of courve. tt never a happy
er\l(%srﬁg%n for any carver-ortensed Mate

men *an Hospitals

Medicaid it a keg

The White House was unable to assure
&he NOA and NCSL negotiating teams of
he President't agreement toa full federal
assumption of financial responsibility for
Medicaid and other so-called income
maintenance and related food stamp
?rograms at part of the proposed New
ederalism program “"swap '

S0, at their annual meetings this sum-
mer, both national organtrations adopted
similar resolutions ackn_owledgln\gl thr
negotiating impasse with the White
House oa New' Federalism. They ex-
pressed willingness to continue discus-
sions while reaffirming Uatartc NGA
and NCSL principles ar. the federal gov-
ermeal's primary responsibility” for
fimdiag Medicaid and other ircome se-

Continued lewdership

The new leaders of the two organ*/*
Hunt — Gomwor Scott Mathew* (D-
Utah). NOA chairman, and AssembIY
man William Passaanantc. Deputy
Speaker of toe New York Stotr Assembly
and NCSL protocol - ar* npactrd to
“ontiane (heir predecessors' active lead-
ership role* as strong, artxulaar spoke*
mm for state interests and concern
. Mathrsnn already has appointed In i
fing it sIKMe p W w iwgwew eBi
the NOA New Frdrralnm Action Plav.
whschwas adopted reoendg atthe NGA*

Mran-Mr. NCSL Ptestom| Patten
naat* has aPpmnth a fegfcIrtel Con
, ons* Team, cnmgsun| «f
Istate IrgMUtrte fetors - mefed

ers The team has hem dmectrd to e*-
pmd NCSL contact artiass thr hoard and

wtto the NOA. dn Whna Ifema and
w afes of Congress O

|A tiffevtow - ¢/M



Regulatory Update

Hospital reimbursement

ecent passage of the federal budget
RW|th no fund* rental reform of retro-

spective reimbursemc-t implies that the

issue will remain in limbo for at least one
additional year. . o

This occurred despite frenetic activity
to accomplish a signiOcant change War-
ring factions managed to obliterate each
other's proposal in"the pell-mell rush to
complete the 1910 federal budget.

However, the pressure for reimburse-
ment reform it not likely to diminish.
The arena of debate may ‘sunply change
as state governments attack their own
budget problems

One underlying tenet of the Rragart
Administration it ctfunded rtipoanbil-
ity for the states hi numerous program
areas currently under federal control.
While many aspects of "new federal
not" have faded to _tﬂam congressional
approval, changes still have been rudc
?raduall — patticularly regulator}/] con-
rolt m those propaim"wtcre both fed
u.J and statu government thrn a finan-
cial bwdra
~ Mom prominent among these changes
is a fundamental restructuring of she
Medtcatd program, ihr stairs™ largest
metall crmaMmeul to hrahh seesies
And it is these changrs that could fotarr
f« am sweeping reform in
Medicare. (Hue Cross and
commercial health MMrancc

controls: Will the

states lead the way?

By Margo Vignola

tors have long advocated change in hos
psiai reimbursement and have “financed
soundest projects to lest alternative srv
terns It it this impetus that nurtured the
development of most state rale review
programs. _

CT'A continugs to provide ftnancul
support in several of the most prominent
rate review programs currently under op
rratton  While only a few States hase
sersnsnly rntmainrd rale review in the
last few’year. several key aspectsof the
hrahh care cod dcbuc ‘may spark in-
creased unreesl Adoption of Myh pro
grams by even a few stairs could IaY the
groundwork for npawled federal in-
solvemrul, flnancm? and. uhimalrly,
widespread patki)a M of Medicare

Thus, ihrsc stale frogman may ahu
pros Mr the conduit tfwiwgh which mnre

Id u's Sate — Margo Vignolan

director -d gp**raaueaul aflarre

U addHmn to miAMVrmmis
In the Mnhcaad pro-am. the
federal pnumrst has con-  lac
emetMfy IsaMiltidpwsi
of alternative rsethoda of
rumhursemrat throuqh its

varigus espeifmeuial au
duttim =°° ,
Thr MeahhCm* | otariag

PM’;)iersEQiini[%irstJM 1Jinc YAih :\Cfl
Ms urgaattattoael predr*e»-

42 fAHBmntw - htgnerrOre/Cdfchur

and nuittal >hc presideal of
American Mrdual laarrualunal.
JAMII the is based in
Wading**. P C aad tsrespunsi
Ne lor asalytrag and rrsntret*r.
fudrral and scale hcaMk legttiaum
and requiMttr i M r is sremary ut
hr lesqrrataonof Am*k m I[**p
Ula fPAHt Ptusldir Regulatory

radical, systemwide changes may occur.
The Medicaid connection

Cost-related reimbursement of hospi-
tals has been a feature of the Medicare
program since its enactment in 1963,
and. for the most part, the same is true o f
the Medicaid program at well. Until
quite recently, most states 5|mp|){ mir-
rored Medicare's rale of hospital pay-
ment. Federal regulations had prescribéd
4 2 HNM "+0'» Ibis -1 iQ | vrrui,
@ﬁgm appioved by the Secretary of

. States desiring {0 use a different

approach wrrg required to obtain a
waiver — a cumbersome process that
discouraged many from applying.

Passage of the Omnibus Budget Rec-
mcJiatioo Actof 1911. however, altered
this scenario considerably Under terms
adopted by Congress. stairs have been
freed from'the requirement of reasonable
coil relvied reimbursement — the Medi-
care system Stales tee now able to use
any system whtch assures "the rconnmsc
and efficient operation of hospstala,” a
deliberately nebulous standard of pay
ment Theonly other proviso n thai somr
consideralum must be madr for hoaprtals
withadnfrnprtijuir load of McdnaM
patimts

Prospect!™* rut* programs

As a result of this ttgml
cant c_han%e, may stairs have
alsaioard me 0f Mnbcere
Prsacsplm altogether  Those
hat had developed nheenanse
systrms under waiver audua

arts given addeirmt| an-
ihaeMy to p i Seed

Thu* far. several man —
sactwhig Akhs*a, tiesugsa.
Mnattotpft and Mnaamrt’ —
have muiautrd fanly rtforowt

__Jfor hnifuali unlw Mrdhitd.



While (he form and structure of these
programs vary significantly, they all
share one common objective — reduc-
tion of overall Medicaid hospital ex-
pen sa.

Most programs have constructed pro-
spective rates using an initial base
Medicare allowable costs. Hospitals arc
then grouped and average rates de-
veloped. Based on this standard, ad-
justed in some cases by volume or other
factors, rates of payment arc t'rvelopcd.
Hospitals exceeding the statdard for
their group arc generally held to the aver-
age. regardless of actual costs.

Thus far, the federal government, as
promised, has aj>provcd most alternative
payment systems. Only one, a proposed
6 percent cap on payment in California,
has been enjoined from implementation
by the courts.

Other legal challenges to
the new system have proven
fantkss. however. I thus ap-

ears that, at least as far as
edicaid Is concerned, these
programs are likely to he
maintained
Krstrknntq choke

In_a?dltlo 0 ‘anges in
hospital 1T Impmemeat, so
stalks are taking acvantage 0
another newly available fed-
eral option™ Under older
Medicaid requirements, stales had to
quarantee beacfictanca firrdom of pro-
vider choice Under another provision of
the 19*1 hodgiet w.t. N>»e¥cr., stairs may
restrict this Tieednm under certain in-

stances o
The Stale id California has recently
approved qulslatlon wfurh would hat!
tally restructure the entire pro?ram and
enure!) eliminate freedom of choice
Under the controversial provision
reacted this year, thr suae will contrad
far all Mrdi CaJ services. presumably «m
a competitive pnetng hmas .
Whdr details are not dear at dwi time,
the Chlr'l]([]e signals a radical departure
from Mcdicnd'% commitment to
“mainstream” medicine — ackmiwt
edging that, while the ro%;ram will pty
for”hrahh erne, mwtU alto dscusr the
arrong and provider California's esprrs
cnee will provide a Large scale view of
m prostdo magm nh whtch
other statm an torn to w«ath vndi in-
% 4
T |£|ssue,cower_nwc[; mod hmpoalsw
degree is which torn lysarsm are

[}
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adopted by other psyots. The Medicare
program, ‘in_some Instances, has pig-
gybacked its payments to state-
administered programs. However, this
option has usually been adopted in sta>es
with rate review. As long os the reason-
able cust-rclalcd basic standard exists.
Medicare wilt only be able to use such
systems on an exh)erlmental basis.
Hl_stoncaIIP/, the program has been
unwilling to follow what Medicaid dic-
tates. However, depending on the degree
to which savings are generated. Medi-
care's interest could be aroused enough
to consider these kinds of alternatives.
The interest of commercial payon and
Blue Cross has also been limited thus far.
However concerns over cost-shifting —
certainly exacerbated under these sys-
tems — may ultimately spur their interest

“ State health initiatives in reimbursement,  sures on
long overshadowed
fragmented and more visible Te
government, may ultimately lay the
groundwork for'massive change. "

a. well
In summary. Medicaid has rarely been
the pacemaker m either health care dcfiv
cry 0r payment mechanisms. The chang
mg heath care rn.mmmeni. however,
may find these stair initialises becoming
the foremanm of fundamental change
Stale rate revirw _
Thr nuwl prominent, if nut prevailsr.
form of stair hospital cmg contatnmrH is
sum rate srttmp Thru .eog[gams Pram
ally rev«wkcwy*»i rates or udgie SCMa
prospective basis end may apply to all
paK/tIJrs usa stair _ _
~Mtvictare parUcspatian. however, is
limned to kne stairs — Maryland. New
feneK., Wishingion end Connecticut
Wmhi'ftna'i m um U to a sxatr of
ht .x* York Sute has also appistd |
Such patticgmtinn is made on anesprrs

qnratly funds destk'pwsi .-sri.iKm
and ev afroisnm at rate —<«e pupru

M 9sT|l (UCfi M*V Vilkirmfu IIWIYM Ml
lg"tm

«TpwUtivKWa <o ' 'y r A
has_barn leery of nrnovtnm than far
These legislatively-mandated pro-

by the larger, less
deral

grams c y_entiall)( regulate hospitals as
public utilities. In some slates, institu-
tions have managed to survive, whereas,
in others, stringent controls have ulti-
mately closed down facilities.

Numerous studies have attempted to
evaluate the effectiveness of these pro-

rams but with little consensus on cither
the degree to which costs are restrained
or the ultimate impact on service quality
or availability.

Within live last three years, no stale has
adopted a rate review program, although
attempts have been made in California,
Michigan and West V|r8|n|a.

Tour stales — Colorado. Washington,
Connecticut and Illinois — cither have
repealed or substantially altered existing
programs However, despite this appar-
ent lack of interest in sute programs,

several facton may combine
to make them more attractive.
These include;
(1) Increasing fiscal pres-
s on Medicare and
Medicaid o
52) IrK reived availability of
*-geral funds to assist stales in
develoglng programs
(1) CoagrtsakM tl and Ad-
ministration interest in state-
controlled progrr ns.
m  (4) Commitment of com-
~mercial mwrers and. to a lea
set client. Blue Cross in espanded stale
rale review authority,

(Si- Growing concern over. cost-
shifting which ‘may ultimately interest
the private sector m mare rigorous con-
trols on health ten fce costs

A state rate review program wiuch
mandates that all payors me the same
rate of payment climituerv coat sh|ft|_n_?
Dcspte the increased tiuncial liahility
of public payors undo such a regime,
tome advosairs believe that itut is the
duly meansof providing fan payment lor
'men rendered

The tuuatton rrmami in Dus and ufc]
miariy may drprnd am mart radical re
‘arm 0of héalth cat* financing At that

jroctart, houu*;, rate review may he

come an incrommgl{y WKtm afcrraa
true - partmdarty 4 knger term rtfcnm

unmans rratiam to feu’(turoUlkd
SWt brakh MMiatms s Riahro-
mem. ku* osunhnhiwmi bY the larger
kro fragmrutn| and meev vtitMe federal
goseramem. may uhmsaUly lay tha
change Itkto

fAHProtow — Ingdurrgjur- CVtobro Al



New legislative changes

on capital formation

usinessmen krv./w trul capital forma-

lion depends almost entire!) on the

prospect of future positive cash flows.

Less easily understood are the multiple
ways in which government actions can
altér these cash flows. For csample.
changes in government fiscal and mone-
tary polices can influence future cash
flows as can government rrgufslion_ of
capital marlets and financial institutMins,
Moreover, government efforts to control
the How of capita’ info specific industries
(such as those embodied in the National
ifealth Plannln? and Resources De-
velopment Act of 1974, P.L. 91 M il can
he_important S
_The objective of this article is to iden-
t|f>{. the effect of a few rrcei.’ federal
policy changes on hospitals* abioty to
meet future capital needs. Specifically,
fed-raJ u tation. Medicare and Medicaid
reimbursement and Certificate of-Need

ON) controls on hospitals ate
rtamincd o

Before cmhirliag +« this topic, three
caveats should be ontadrred. _
_I..In comparison so other industries,
jwwtive and stable cash flows have been
Iriarnel* assured for hospitalt. although
significant changes ate In the offlog
Several factors ‘account for
th<s faviuaMe condnaun Ka-
trmive thud party hospital m-
suraacc plant insutaar cun-
luuun from dvr true cnu of
huspvtal tetwrs

headventof Mrduare and
V. dieaid in 19b) assured
paymrrt for Im pui wnsces
mwdnrd to the uM and thr

Edna's Soar - Warier | La
| ashumam. D

sithcare Kiuac )
AssAlailon tHFMAVL. lie alto
feeve* as a envaar a
mnkrtmq. fhnanclal aa
advisor
heahhccrnm andot?n hrahh care
argeaualiony  He

may have effect

By Walter J. Unger

Review 2
News * Plews

and incomes ,
In addition, the demand for hospiul
services is likely to continue to increase
duetoan aﬁlng population and a growing
sumher of diagnostic and therapeutic
technologies Furthermure, unlike other
American industries. U.S. hospitals are
Itargely insulated from foreign competi-
o,
beginning in the earlg 1970s. inves-
tors* “recognition of these favorable
economic factors contributed to opening
private capital markets to hospitals To-
day. these same factors give hospitals a
strong ability to attract capital
2 “llospdal capital formalton is more
directly influenced Inlay by private capt
tal matlets than by p n érament policies
Federal grants, fount and town guarantees

C.office o?thr
rsqtmrM

mm
ulncal m

0 hospitals, academic

uor. thereby redwing hmpi oy peote Ja
?al hd debts and chancy care asuwaM to t%r prrwmnt of fn)e Ja
itiitor to total costs There-  siuar of Hrdvat for marly five tf

tervsce* today is largely tmen-
sane to fWsutrmoi i pen

44 fAllftonow - SnpNrrftnriOchOKW

er it an aMociat irirecSor of

guch as those provided under the Hill-
urton program from 1946 through
1978) no'longer Play asignificant role’in
the capiul development of most hospi-
tals. Conse(iuen,tly, during the past dec-
ade. access to Prl\/ate capital markets be-
came extremely important A nearly all
types of hospitals — incLJ ng investor-
owned. tax-exempt and ven govern-
ment facilities.. _
_ AIthough private capital markets are
influenced_ by ﬁovernment policies, they
are more direcfly affected by the number,
mix and dollar requirements of investors
and scllcrt o

3. Predicting how the combination of
federal taxes, subsidies and capital con-
trols affect economic behavior is an in-
exact science. Reactions to changes In
government rules are compie- and defy
analysis _

Federal la cation

The Economic Recovery Tax Act,
adopted last year at President Reagan S
request, contains a number of provisions
dial are important to huipttai capital for-
mation Fust, by slashing individual an
corporate taxes hy an unprecedented
V411 bslima over ttiree years and by giv-
ing strong in. moves for increasing Sav-
ings and tniettmrnf. this his
tortr measure. taught to aid
capital formation genml|
_Investor-owned™ hospitals,
like all tax-Paymg entities,
hrnrin from thr new Acorfer
atrd Con Krvo-g) System,
which dramatically changes
the tysarmof tai drprrctataoa
and reatlz{aldseffectlve cap*-
tal formatinn  Improved*nts
made M several investment tax
credit prwis«ms and angina
non of "safr harbor leasing**
are alio fctlpfcf.

Taxetempt hospitals.



however, may have been somewhat
negatively affected by the 1981 tax act.
Although these hospitals do not pay fed-
eral taxes %exgept on unrelated business
income), the intert tt rates that they pay
on tax-exempt boni financings are par-
tially influenced by the marginal tax rates
of g_rospectlve bondholders.

ince the 1981 act reduced overall tax
rates and provided new incentives to in-
dividuals to set aside funds in tax-
sheltered pension arrangements, the tax-
free status of interest income on tax-
exempt investments diminished in value.
Consequently, the cost of capital on new
tax-exempt hospital bonds is increased,
thereby reducing the financing advan-
}]a_gles of this major capital formation ve-

icle.

In addition, lower ux rates may de-
crease taxpayers' incentives to make tax
deductible charitable contributions to
tax-exempt institutions. On the other
hand, some tax-exempt h05ﬁ|tals may
benefit in a small way from the new tax

Regulatory Forumjb|

credits allowed for charitable donations
?_y taxpayers who do not itemize deduc-
ions.

“The Tax Equity and Fiscal Responsi-
bility Act, as adopted by Senate and
House conferees on August 15, 1982,
would increase the tax burden on indi-
viduals and especially businesses by $98
billion over the next three years. If
enacted into law. these tax Increases
would eliminate about one-fourth of last
year's Ux cuts. For all hospitals, collec-
tively, this tax increase would have a
slightly negative impact on capital for-
mation. _ _

The Senate Ux bill also would restrict
deductions for medical expenses to 5
percent of adjusted gross income rather
than 3 percent, and would repeal lire cur-
rent deduction for half of health insur-
ance premiums up to 1 $0. This could
have a moderate dampening effect on the
demand for medical services. Funher-
morc, the Senate hill would place a
number of restrictions on tax exempt

bond> in_cludin% registration and report-
ing requirements. In addition, industrial
development bonds (esgemally used b
some Investor-owned hospital c_hams%
would require a public hearing aid ap-
proval by an elected official or legisla-
ture. These restrictions would negaively
affect capiul growth for all hospital.! that
use these devices. .
~ Federal reimbursement

Limits on Medicare and Medicaid out-
lays were necessitated by President
Reagan's overall budget objectives.
Since the President sou% t to simultane-
ously slow the ?rowth of federal outlays,
reduce taxes, eliminate deficits and shift
budget priorities in favor of increased
defense spending, nearly all domestic
spending programs had to be curtailed.
Inasmuch as Medicare and Medicaid ac-
count for 9 percent of the total federal
budget and were increasing at the rate of
20 percent per year, they were certainly
vulnerable to budget pruning.

After much debate. Congress ap-
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ﬁrove_d cuts in Medicare payments to
ospitals, caps on federal matc_hln_g pay-
ments to states under the Medicai Fro-
gram — and created four large block
grants which transferred 20 health and
social services categorical programs to
sute and local governments.

These changes are viewed by some as
a major watershed event that will funda-
mentally alter the alignment of health
care responsibilities and the availability
of health care resources. However, in the
short run, most hospitals adapted fairly
easily to these payment changes without
any noticeable adverse effect on their
prospects for capltaA growth. This result
occurred because hospiuls anticipated
these chan?es, planned and budgeted for
them, and found ways to shift part of the
Medicare and Medicaid shortfall onto
other payers. Moreover, operating mar-
gins on ‘services provided to Medicare
and Medicaid beneficiaries tend to he
s!gmﬁcantlﬁ less than on services pro-
vided to other patients.

Thus, even though these two programs
represent about 40 percent of a typical
hospital's total revenues, they contribute

verK little, ifanything, to the bottom line.
In the Iong run, hospitals with large Med-
icare and Medicaid patient volumes
would be affected adversely by further
cuts in these programs. o

So long as Medicare and Medicaid
continue to pay for hospital services
using a retrospective cost-based
methodology without limits or large con-
tractual adjustments, hosFmI investors
and lenders are reasonably assured of
positive and suble cash flows. Under the
present system, interestand depreciation
expense are recognized to be allowable
costs by the Medicare program.
Moreover, capital and certain other types
0f costs so far are exempt from Section
223 limits. Although (here has been con-
siderable discussion within the hospital
field about potential adverse effects of
future Medicare Section 223 limits on
routine hospital costs, so far these limits
have had relatively little effect on capital
formation. _

On the other hand, because Medicare
recognizes depreciation based on histori-
cal costs, inadequate depreciation re-
serves are created during inflationary

periods. In addition, Medicare docs not
recognize a return on equity for tax-
exempt hoswtals. For investor-owned
hospitals, where return on equity is al-
lowed, the return is inadequate when
compared to returns obtained by other
industries. The net result of these and
other provisions is that Medicare does
not pay hospitals their full financial re-
quirements for serving government bene-
ficiaries. _ ,

As mentioned earlier, major changes
are in the pffln?. The Medicaid statute
was significantly revised by the 1981
Omnibus Reconciliation Act to allow
states greater flexibility in determining
(a) payment rales to providers, (b) the
types of services provided and groups
eligible for Medicaid, and (c) when ac-
cess to providers can be limited (i.e.,
restrictions on ‘+freedom of choice” ).

Utilizing this new flexibility, the State
of California, for example, recently
enacted legislation that creates a state
“ czar" who isexpected tocontract selec-
tively with hospitals for the provision of
inpatient Medicaid services. These new
arrangements could adversely affect fu-

This announcement is neither on offer to sell nor a solicitation of on offer to buy these securities.

The offer is made only by the Prospectus.

$25,000,000

Charter Medical Corporation

16Vi% Sinking Fund Debentures due August 1,1998
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ture ca%ita_l formation for hospitals that
fail to obtain such contracts. On the other
hand, hqswtals with low Medicaid vol-
umes mignt improve their capital posi-
tions by not parUm,oatmg in the program.
It is still too early to predict the full
ramifications of the new latitude of ac-
tion available to states. _ _

An even greater unknown is what im-
pact there will be on capital formation of
prospectively determined rates as now
authorized under the Medicaid program
and as considered in the 1982 budget
measure for future adoption by the Medi-
care program. Clearlg{, any prospective
Payment system would tend to provide
ewer assurances for investors and lend-
ers than presently exist. .

Capital requirements along with
operating costs and mar%ms may have to
be met from asingle predetermined fixed
budget. Still it 1s too early to predict
whether a movement away from retro-
spective payments based on defined costs
will be a positive or a negative factor on
hospital capital formation.

Health planning _

In an attempt to moderate medical
costs increases, the National Health
Plannln% and Resources Development
Act of 1974 (P.L. 93-641) required all
states to adopt Certificate-of-Need
E:CON? laws by January, 1980. These

ON laws were intended to control the
allocation of capital resources to hospi-
tals and nursing homes by regurmg that
state agencies review and approve
changes in bed rapacity and major
equipment purchr es. _

“Initially, stales were required to re-
view any new capital expenditure of
§150,000 :
n ajor medical equipment of $130,000 or
rowe, or the start ot any new institutional
heillh services whose annual o eratln%
co tsequ.-Vd $75,000 or more. The 198
On nibus Reconciliation Act char%ed
the e thresholds to $600,000, $400,000
and $250,000 respectively. In making
thesr changes, the congressional intent
was 0 focus the resources available for
CON reviews on the most expensive and
future cost-generating new investments
in medical care. _

More recently, the Committee on
| Energy and Commerce of the House of
_Representatives aﬁreed to further
I hberalir * these thresholds. The commit-

tee's proposal would permit stales to in-
'lease th-te threshold limtU to $3 mil-
lioo. $5 trillion and $1 million, respec-

or more, of the purchase of any

Regulatory Forum <gg|

lively. However, if a state certifies to the
Secretary of Health and Human Services
E:H HS) that it can effectively administera

ON pro?ram with lower thresholds,
then itcould as well reduce these limits tc
not less than $1 million, $1 million and
$500,000, respectively. _

On the Senate side, a“ health planning
deregulation” bill endorsed by four Re-
publicans on the Committee on Labor
and Human Resources would eliminate
federal CON thresholds altogether and
would prohibit states' use of federal
funds for CON review programs. Even in
the absence of federal requirements,
most states are expected to keep their
CON programs.

For those who believe that CON ﬁ)ro-
grams were neverreally effective inalter-
Ing hospital capital investment decisions,

tion to acquisition.

_Fourth, like taxi medallions, the cer-
tificates awarded to hospitals became
valuable themselves and often provided
their owners with large premiums in the
sale of those assets.

‘Fifth, the CON programs added a cer-
tain economic — 1f not political — dis-
cipline to hospital _mana%ers’ thinking
about capital expansions that was not as
readily apparent prior to 1974, _

Thus, the changes in health planning
laws that are currently being con-
templated would moderate (and possibly
eliminate) the “franchise effect” for
existing ﬂrowders. For inefficient pro-
viders who counted on this protection
from competing entities, the prospects
for caﬁltal growth might be dim. On (lie
other hand, efficient providers who have

* Institutions that are inefficiently managed and
unable to_increase their market share are likely to face
substantial difficulties in preserving the real value of

their capital and in meeting their future capital needs.’

the liberalization or disappearance of
CON thresholds might logically be
viewed as having little effect either. For
those who thought that these programs
had an effect, they should expect some
increased compensatory cagnal_ spending
although this is likely to be limited by
current fiscal and capital market realities.
Neverthe'css, itseems likely that CON
programs did alter hospital ‘capital in-
vestment and financing decisions in ways
that are difficult to prove or measure,
Rat, the CON programs provided in-
vestors and lenden with tome comfort in
knowing that existing hospital providert
would enjoy some protection from new

market entrants and expansions by com-

peting providers.

Second, the CON programs may have
led to some redistributions of capital
from regulated investments to those that
fell below the thresholds.

~ Third, the CON laws caused man
investor-owned hospital chain* to shift
their expansion plans from new construe-

firm market niches should have a very
promising future. . ,
New economic environment
Medicare, Medicaid and other payers

are adopting more restrictive rules for
paying hospitals. The new economic en-
vironment will emphasize incentives for
operating efficiencies. Under this new
system, managers will have greater
latitude of movement than under the old
rules, hut they also will face greater busi-
nesa risks. Consequently, in the new en-
vironment, the quality of management
skills will make a difference,
Institutions that are inefficiently man-
aired and unable to increase their market
share are likely to face substantial dif-
ficulties in preserving the real value of
their capital and in meetmq_thew future
capital needs. Thus, the ability to gener-
ate positive and stable cash flows will
increasingly depend on management ex-
cellence In cost control and ability to
increase market share. Access to capital
— and ultimately survival — are at
stake. [
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New drug purchasing
plan cuts costs,
provides incentives

By Aane Mullendore, .
C%R%F%ﬁ%” c’Y] [ 8{] Burchasmg

ke other providers of hospital ser-
I_wces, Charter Medical Corporation

of Macon, Georgia, has adopted a new

arrangement for purchasing pharmaceu-
ticals” that not only reduces the com-
pany's total drug costs but also provides
Incentives and benefits to the other two
parties in the purchase transaction —
manufacturers and wholesalers..

The key to the system is that it allows
the hospital, in effect, to shift certain
significant "hidden” costs to the phar-
maceutical wholesaler. Thus, under this
system, prices may be higher, but total
costs are significantly lower, =

Perhaps the best way to describe the
new s%s em is to contrast il with the way
that Charter Medical formerly purchased
pharmaceuticals for the “nearly 40
psychiatric, addictive disease, general
aclite care and specialty surgical hospi-
tals il owns and operates in the continen-
tal United Stales. (Neither arrangement
applies to the hospitals that the comPan
owns or manages in London. England,
Puerto Kico and Saudi Arabia.

Under the éarewou_s system. Charter
Medical would negotiate a contract with
a manufacturer to purchase pharmaceuti-
cal products at a specific price for a
specific length of lime, usually from 12
t0 24 months. Under the master contract
that the corporation had with
the manufacturer, each Char-
ter Medical hospital was au-
thorized to buy dlrectlg from
the manufacturer. By uylng
direct, the hospital ‘receive
the lower contract price.
However, under this, srstem,
each individual fauhz ab
sorhed a surprlsmg_num er of
"hidden" costs which infilled
the real total cost of purchas-
{ng direct from the manufac-
ufer.
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edical Corporation

The major hidden costs involved under
Charter Med
cals purchasing were: o

Order Processing: Processing asingle
Eurchase order can cost between $25 and

50. A hogpital buying pharmaceutical
products directly from a manufacturer
may process as many as 15 to 25 purehase
orders a week. ,

Delivery Time: Direct pharmaceutical
orders may lake upto 14 days sobe deliv-
ered. Ten'days is noi unusual, long de-
livery schedules require a pharmacy to
carry a "long" inventory — up to 30
days' supply for_some products — to
avoid stock outs. This reduces inventory
turn and increases interest costs as-
§0(;|ated with carrying higher inven-
ories.

Editor's Note — Anne Mullen
, te_director of pur-
chasing for Oiailct Medical Cor-
Poratlon. has been associated with
he company since 1971 She di-
activities
, nited States,
Puerto Rico and Saudi Arabu She
it @ member of the Marketing
Committee of the federaltow
American Hospitals (PAH).

dore, corporate

[eCts various purchasin?

for Charier in the Uni

edical's former pharmaceuti-

Storage: When inventories are_larger
than necessary for efficient, quality pa-
tient care, it creates storage problems for
many hospitals. Additional space is hard
to come by in many facilities. Even when
it is available, it is costly. .

Receiving: When hospitals, buy di-
rectly from™manufacturers, il increases
the workload of the receiving depart-
ment. which has to handle and check ina
number of small, individual orders.

‘Remittance; When manufacturers'
bills come due, the hospitals must gener-
ate and mail several checks and maintain
‘rveral individual files,

Returned Goods: Additional costs ac-
crue when hospitals must return goods to
the manufacturer. Pharmacy personnel
have to pack and ship returned goods to
each individual vendor. That not only
takes valuable time, hut also the hospital
usually has to_absorb the shipping or
postage coils. Then, of course, there is
additional administrative work required
to assure that the credit was received and
properly recorded .

hese hidden costs help espiain the
statement — The price may be lower, hut
the cost is hlgher. By contrast. Charter
Medical's wholesalér/hospital charge-
back program may mran the company
incurs higher pneet relative to our old
system, hut we are convinced
that our total costs have been
reduced significantly

Negotiating Individually

Underour new program, we
neqotiate individual Contracts
with different manufacturers
for certain pharmaceutical
products ata sPecmc price for
a specific length of tune This
much is the Same. For exmm
pic, under the old program, if
We received a contract price of
$40 per bottle, MUill would he



$40 per hottle under the new ptogram.

The difference is that the manufacturer
now gives each hospital an alternative:
You Can buy direct from us at $40 per
bottle, or “you can buy from your
wholesaler af $40 per hottle, Rlusamutu-
ally agreed upon' service charge. This
charge usually is between 3 percentand S
percent, depending on the volume of
Purchases that the hospital makes. There-

ore, ifthe service charge were 4 percent,
the invoice price of the bottle of medica-
tion would be $41.60 under the new
program instead of $40 under the former
system. _ _

.Say that one of Charier Medical's hos-
pitals buys $25,000 of various Phar-
maceuticals per month — and that this
level of purchase means; the wholesaler
assesses a 5 percent service charge. Our
hospital would end up paying $26,250
or $1,250 more than if the facility had
Purch_ased the same drugs directly from
he different manufacturers.

However, closer analysis indicates
that the additional $1,250 is more than
offseﬁ by eliminating hidden costa. Here
IS why, . :
CTAIl the hospital needs is on*
monﬂ% purchase order.

C1The hosEltal needs to cut only one
moothly check. .

[1lite pharmacy inventory is sharply
reduced, freeing working, capital and re-
ducing Interest costs as Inventory tums
more groductlvely. _

[ Storage Space requirement* are re-
duced. _

1 Delivery time h shortened

Returned goods arc. picked up and
credited immediately without the loss of
tune and without stuffing charges. This
IS psrucularly advantageous in the case
of dru?s thaf are seldom used

All these factors more than offset the
additional $1,250 service charge by the
wholesaler, (|a fact, amice charges ma?;
not be as high at 5 percent. — whic
wmid mean even greater savings )

Inanutshell, owce acontract wsigned,
the manufacturer says to the hmpMal
Yon may buy direct from m at $40. <«
you may qu from the wholesaler at your
chose* at $40. plus hts service charge
[ If iha hospital selects the whoiwale*
option, the manufactures authorises ihr
m Mrnhttod tp tfst hospital $40,
){uu_u if h* haa to pay toe — —factum

V| ila the latter case, at the cod of Ihr
p d, the manufacturer would credit

nholaautcr $10 faraurh umt that toa

Materials Management

wholesaler delivered to the hospital
under contract because the contract nor-
mally would carry at least a one-year
price ﬁrotectlon for the hospital.) =

In this three-party arrangement, hosPl-
tals should be ‘suré that the wholesaler
meets ceruin conditions prior to con-
tracting with him. The wholesaler or dis-
tributor ,

C' Must have a comprehensive system
for order entry and inventory confrol.
. I Must offer emergency service or
immediate dellver¥ of drugs that unex-
pectedly arc depleted or which are pre-
scribed or ordered only infrequently.

ChefPharmochi Ken MitchellofChar,

ter Medtcal Corporation't Middle Geor-

?ia Hotpool at Macon checks pharmacy
nppltei lit the hotpttaTt pharmacy

C1Must have  formal bid purchasing
mechanism S

1 Must be willing to participate in a
partnership arrangenient, including shar-
mg% responswb;hty for inventory control
with the hogpital pharmacy, _

It goes without saying that the hospital
Pharmacy must make & commitment to
the contract and must mppurt the hasp*-
iI's half of the arrangement

Additional isnwfUs

There arc some important wMuiunal
benefit* of purchatlngl through drug
wholesalers Hie example.

[ Lets storage space IS required, act
aufy barest* inventory levels generally
are'more efticwai unde* ilws syStem, huit
alto hecause the hwpual can receive or-
ders daily rathr* thanc u t a week or levs
frequently Dm feature la to adJuton to
emergéency dritvenrs
0 "Our”(Outran With the wholesaler
includes parucqotiou to any volume or
pnmiXMMI discounts which the maw-
uta turn makes available. The*- special

pnee reductions arc over and above the
re%JIar cost-plus arrangement.

_The single vendor concept of pur-
chasing means fewer purchase orders are
issued and processed, further reducing
inventory costs. Under the_previous
method, most of Charter Medical's hos-
pitals purchased some of their drugs di-
rectly from manufacturers and some
from"wholesalers. This meant that they
?enerally carried a higher level of inveri-
ory than was required for efficient opera-
tion because of minimum shipping
terms, and it required more purchase of-
ders to be issued and more checks to be
processed.

[1The use of the wholesaler's com-
Puter_encouraﬁes efficient inventory con-
rol in the hospital pharmacy. The
wholesaler furnishes pre-prinicd price
sticken. visual inventory control reP_orts
and accurate cost ddta for patient
charges. _

We_expect our wholesaler to provide
moodily drug enforcement reports to our
hospitals and to keeP, track oT the move-
ment of pharmaceuticals by class. The
wholesaler also furnishes a monthly
purchase report — with all products
purchased during the period listed al-
phabetically by manufacturer This re-
Port includes suggested optimum inven-
ory levels based on computerized
analysis of factors, including past usage
and price, | _ ,

In"addition, the hospital pharmacist
receive* a current price catalog, showing
product availability, price chanqes, new
?n? discontinued drugs, and other de-
ails.

II'is impmU/U to Charter Medical's
h03ﬁ|tal medical stalls and pharmacists
to have a selection cd manufacturers'
roducts from which to make a choice.

* expect our contract wholesaler m
handle all brands require’ |u addition,
many drug manufacturers. sell only
dtfuwgh whotcsalen By having a prune
vendor agreement with a particular
wholesaler, soma of these pnwhK(t can
be \R/urchased at daxcount _

nrn (Tuner Metrical mititutrd this
wholesaler/hospital charg/]e_ hack pro-
gram. mm of the — — Mi qoals that
W Set was to increase average Inventory
turn to 10 timrs pre yea* withto a fatrty
short tune Although we are Mill my
aur«<f la our exprneure with the uew
program, preln- wary todtctotoua are that
dViS"is a realistic objective - and that
out savings will he significant. Q
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Health Law Perspectives

Hospital reorganization:

Putting all of the

mayjor pieces together

Editor's Note — This is the final article
in a three-part series on hospital reor-
ganization. The preceding articles dis-
cussed the potential advantages of reor-
ganization and the ?rocess_ by which the
optimum structure for an institution can
he determined. This last installment de-
scribes the steps necessary to bring about
the reorganization itself.
Reor?a_nlzatlon task force
he most important step in the im-
plementation process is the creation

of anappropriate task force at the institu-

tion, The task force has several functions
— the most important of which is to aid
in_designing the new strocturr. To do
this, the task force must identify the goals
of the institution, including all endeavors
which might he pursued in the future

_ S;?nl_flcant problems confronting the
institution also must be determined so
that the reorganization can focus on re-
solving thesé as well

~ The task force alio Serves as a sound-
ing hoard fur the adviion chosen by the
hospital to quide it through the reorgani-
zation process in order that the alterna-
tives presented by these professionals
can be ratsoruhfrd with the desires,
ohilosophy and littuuisnm of the instuu

n.

Athird fund** of the task force is to
fanuliarue divergent interests within the
facility with the“reorganization itself m
orderto solicit their cooperation and
allay any fears ika qught ante Varying
appro*hrt are required to carry owr this
procesa wah the governing board, nodi-
cal staff and employees Moreover, the
bra agproach to lake with each such
9roup «U vary from immutaui to Hutau
an. If propirty contained, the rear
FnUM]am fask " force will be ihr bra
aunn which to dmrmunr thrimng
and hew of dnensuons nub each of
these groups
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By Richard A. Blacker

The task force normally should in-
clude representatives of the governin
hoard, administration and medical staff.
In the case of religious institutions, it it
essential that members of the sponsoring
body also serve on the task force.

ask force members mud have ¢ con-
cerned interest in Rursumg their assigned
tasks and should he objective regarding
the concept of reorganization and alterna-
tive approaches

These individuals should be aware that
theY arc embarking on an rlfort winch
will require appmsimairly one year to
consummate — and should'be committed
tothe F[])rOJect through itscompletion Al-
thouc{; the total lime required G this
effort may not be ?rral. If is important
that each Individual be available for all.

The author

Richard A Blacker is a principal in
the Los Angeles law firm of
Wrisshsng A Aronson._Inc . which
acts as counsel to the Frdmtioa of
American llosp ah &F_AH) (The m-
forrarsonreputrQinthis article h not
intruded tobe legal advice and should
not be used to reSolve Ie%al pruMrrm
Foe Ie%al advtce. a health care mstau

taw should consult its attorney.)

or nearly all meetings of the gr>up. For
maximum efficiency, it is preferable that
the task force not exceed approximately
10 persons.
Designing the struclure

~ Although 1t is possible to design and
implement a reorganization with mini-
mal input from the institution, no profes-
sional can do his or her best work in such
avacuum. Rather, the optimum design of
the new structure depends on the task
force giving (he hospital's adviion the
best possible information as to the future
directions of the facility.

The advison themselves must ascer-
tain the relevant factual data_regarding
(he organization and its gpcnlions. Ihis
requires review of established pro?rams,
contractual arrangements, deeds, leases,
financial documents and the like. This
Process_ should generate acomplete lid of
he activities which must be accommo-
dated in the new structure and also is
intended to reveal the legal and practical
issues which need to be rrsolvn! in the
itorgani/ation Process. _

The design ot the new structure will be
based ,uP]on an amalgamation of the ?ods
tuabfished by the task force and the Tegal
and practical restraints determined by the
advison. o

lit almost an?/ institution, however,
severat potential mgani/attonal models
will he identified It is a further function
of the task force, therefore, to aid in
narrowing the number of alternatives by
determining those which are bed tuned
to the particular farilny. At that puun.
the task farce has atlead | aochotces (II)
11 may present several of thr better m ol-
dss to'the governing board for final selec-
tion. with'or wid*ml a recommendation,
or (_ZLthe task inter Mtrif may tried that
which n belirves to be the optimum new
drudurr and present that single model
far approval
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- Implementation process

The implcmenlation phase includes es-
tablishing the new corporate entities,
securing ull necessary approvals and the
actual Initiation of activities under the
new structure. Creation of the new cor-
Poranons must be accomplished early in
he process because muny of (he neces-
sary approvals must be sought by the new
corporate entities themselves, and hence
this phase cannot begin until these corpo-
rations have been formed.

The corporate irmation process re-
quires the filing t/ charter documents
with appropriate state authorities and
holding at least one meeting of the board
of directors of each new entity at which
bylaws are officially adopted and corpo-
rate officers are appointed and authorized
to seek the necessary approvals. After
these initial meetings, the new corpora-
tions normally will remain dormant dur-
ing the approval process — a period of
several months. _

The required consents rall into three
basic categories. The first constitutes in-
ternal approvals such as the authorization
of the reorgiamzano_n itself bg the govern-
ing bo,dro the institution Depending on
the existing legal structure, approval also
may be required by "members” of this
corporation. If other corporations also
exist, such as a separately incorporated
foundation, the approval o the boards of
directors and members of these entities
alio may he necessar¥.

The second group 0T approvals may he
characterized as "governmental approv-
als." These will vary from stale to state.
The transfers of assets required fur im-
plementation of the reorganization, for
eaample. may require the approval of
local Certificatc-of-Nccd (CON) or
"1122" authorities — or at least prior
notice to those agencies. Similar ap-
proval or notice procedures may be re-
quired by the slate rale setting aﬁency.

Necessary approval* also wi varY,
depending on the rsact new _curi)orae
structure Chosen The hospital itself may
continue_to he operated by the canting
corporation, nr us operations may he

*transferred to a newly formed entity. In
'the lanercase, rellcentunt;,the hospital «
the_name of the new entity may he re
quiitd, and recertify alma urider the
Medicart and Medicaid pwfntni also
grey he nec,es_sa?{. o _
I profit institutions will require ad
lapprovals Itisalways Prudent to
the consent of the Imcnul Kavrnue

Service (IRS) by requesting rulings that
the ncwly-formed entities arc entitled to
tax-exempt status — that the reorganiza-
tion docs not jeopardize the exempt
status of the existing non-profit entities
— that no taxation will result from the
reorganization under the "unrelated bus-
iness income” doctrine, etc. Similar rul-
ings usually should be sought from state
taxing authorities.

_Itis prudent us well for voluntary hos-
pitals to seek consent to the reorganiza-
tion from the state attorney general or
other state agency charged with oversight
respon5|b|I|t% for charitable institutions.

It should he emphasized that, in most
cases, little d_|f_f|cu|ty should he antici-
pated in obtaining all of the above con-
sents. Nonetl -"'ss. the approval process
must be initi  as soon as all necessary
information has been assembled — and
must be diligently pursued. N

The final group of approvals requisite
to full implementation of (he reorganiza-
tion may be denominated "private" ap-
provals. These constitute approval rights
which the institution has voluntarily es-
tablished. Such rights are found, for
example, in documents associated with
public bond offerings. The documents
associated with such offerings typically
contain restrictions on transfers of hospi-
tal property and operations and may re-
quire the prior approval of the trustee,
execution of a supplemental trust inden-
ture — or even, in a few cases, the con-
rent of the bondholders.

Consent requirements also may he
found in other debt instruments, such as
accounts receivable financing, and in
equipment leases, operating contracts,
etc. There consents are usually less dif-
ficult to obtain than those under public
bond offerings. _ _

A period of several months is required
to obtain the approvals These are all
sought concurrently. and the other neces-
sary preparations for consummation of the
reorganization are carried out during this
samie period. There preparations inclyde
applications for new licenses, drafting
amendments to cutting contracts, estab-
lishing books of account for the new en-
tities, etc. _

Once that the above preparations have
been made, and approvals have been re-
ceived. the implementation itself is usu-
ally canted out onasingle day rather than
in phases That is. a "closing" date is
selected, preparations are made fur im-
plementation as of that time, and all
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transfers of activities and assets arc car-
ried out on that date. _
The implementation steps are carried
out by the hospital administration and the
professional advisors without disruption
of normal activities. Some new proce-
dures will be required after the closing,
however, such as holding multiple board
meetings rather than the single meeting
to which the board mai/ have been accus-
tomed. The duties of professional ad-
visors should extend through a transition

period to ensure that all new procedures
arc well understood and, in fact, arc im-
plemented. S

_If the reorganization is properly de-
signed and implemented, there is litle, if
any, downside risk incurred by the In-
stitution. The costs involved, although
significant, arc non-recurring and arc
normally —offset by operational
economics. Reorganization is not a
Panacea, and it s not appropriate for all
acilities. It is, however, the only way in

which a hospital can create the flexibility
which isessential to coping with the com-
ing changes in health care while achiev-
ing the specific benefits discussed in the
first article or this series.

. Simply staud, it is essential that every
institution determine whether it has g1|ve '
sufficient attention to making its legal
structure as modem and appropriate to its
needs as its management structure,
Ion,?,-_range planning and physical
facilities. O3

Court decisions expand industry’s antitrust exposure

n four recent decisions, the Un'ted
States SUﬁreme Court has continued to
expand the exposure of the health care
industry to the application of the antitrust

laws.l _

In potentially (he most far-reaching of
these decisions, the Supreme Court, Ina
4-3 decision on June 18, 1982, rejected
the argument that the health industry
should not be subject to stringent per se
antitrust rules.

The court held that agreements among
physician members of foundations for
medical care to accept no more than
agreed upon maximum fees in full pay-
ment for medical services rendered to
policy holders of specified insurance
plans’were per se violations of the anti-
trust laws. _

_ Atissue hefore the court was the activ-
ity of two foundations_for medical care
organized by local medical societies. The
folindations’ key function was to secure
agreements among member physicians to
a maximum price schedule for sRecmc
medical services. Once a fee schedule
had been adopted, the foundations in-
vited private insurance companies to par
tkipaic by offering medical insurance
policies based upon the mniimum fee
schedule _

An insured under the foundation-
sponsored plan was free to seek treatment
from any physician. However, the insur-
ers provided full reimbursement to the
insured _if the billing physician was a
foundation member, if the insured chose
a physician who was not a foundation
member — and the bl exceeded the
foundation's maximum fee schedule —
the insured was liable far the excess.
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By J. Mark Waxman

In finding this arrangement violated
antitrust prohibitions, the court reaf-
firmed earlier rulings that: (I) agree-
ments among competitors to fix
maximum Prlces are as unlawful as
a8y -ments to establish minimum or uni-
for..prices, and (2) professionals, and in
particular physicians, are as subject as
non-professionals to the application of
_stnn([qent antitrust rules where prices arc
involved. .

The court rejected the argument of
foundation E)_hysmlans_that, because the
courts have little experience in analyzing
the economics of the health care sector, a
more thorough analysts should be under-

A Review

UPDATE

taken before finding the agreemenu un-
lawful on their face. Moreover, the court
was unwilling to maru,lre into the alleged
pro-competifive, etficiency-producing
and cost reducing effects of the agree-
ments. o
In reaching iu determination, it is
noteworthy that the court stated, ()
neither the peer review nor administra-
tive functions of the foundations were
belnq Qhallen?ed, (2) the physicians did
not claim that the quality of the profes-
sional services tendered was an iSsue, m
there may be professional activities tha
would be treated differently if they were
premised upon public service o ethical
norms, and (4) the foundations involved

A — R P

were “ not analogous to partnerships or
other joint arran%ements in which' per-
sons who would otherwise be com-
petitors pool their capital and share the
risk or lots as well as the opportunities
for profit... If aclinic offered complete
medical .coverage for a flat fee, the
cooperating doctors would have the tzpe
of partnership arrangement in which a
Prlce-flxmg agreement among the doc-
ors would be perfectly proper."*

While it is premature o determine the
full reach ot the court's decision in
Maricopa, the decision implies that the
following activities alto would be
viewed as per se violations of the anti-
trust laws, and. correspondingly, a de-
fense that these activities were based
upon a desire for cost containment or
other pre-compctitive results would not
be valid: .

(I2 Agreements among competing
health care providers to et maximum,
minimum or ranges of prices to be
charged patients or third paK payors.

(.~ Agreements among health care
providers to allocate geographic ter-
{!tortles in which they will"service pa-
lents.

(3) Algreements, absent government
approval, among providers to_allocate
kinds of services offered to patients

(4) Agreements among providers to
refine to deal with 1IMQs. ambulatory
care ccnim or other new entrants in the
health cart mdustrg.

On June 21, 1982, the Supreme Court
followed iu decision in Maricopa with
it/a* SkieUafVugiaiav. McCrtaly.* la
bus 5*4 decision, the court held that
healthcart plan lubvenben whoincurred



| costs for services rendered by clinical
I psz/chologls_ts had standing to.pursue an
| antitrust Claim where Blue Shield would
| only reimburse for those services if ren-
Ideréd by a psychiatrist or billed by a
| heating physician. ,
_ The Supreme Court held that the abil-
ity to pursue such antitrust claims was not
| limited to compgtitors directly injured by
| the anticompetitive scheme.” The court
| noted: "The injury (the patieru) suffered
| was inextricably intertwined with the in-
| jury conspiratdrs sought to inflict on
| ‘psychologists and the psychotherapy
| market." N
The McCready decision expands the
| ability of health insurance plan'subscrib-
| erato file private antitrust suits attackm%
| alleged anticompetitive practices. Healt
| careé consumers and employers,fundlnq
| employee health plans, who beligve tha
| their Realth care costs have bes.ii driven
| up by alle?ed anticompetitive practices.
now may find the courts more receptive
| to antitrust challenges, -
rOnJune 28, 1982, the cort decision
| Union Labor Life Insurance Company v.
Pireno.* At issue In Pireno was whether
he use of peer review committees to de-
t (ermine insurance company liability to
r pay ¢'reasonable” charges for "neces-
sary" medical care and services was an
activity which was the * business of in-
rsurance” within the meanlng of the
McCarran-Ferguson Act, and. there,
exempt_from antitrust scrutiny."
_The Supreme Court held that the func-
tions of a peer review committee, in ad-
vising an insurance company regardin
&he necessity and reasoruhlenest of par-
icular treatments and fees, were not the
business of insurance because:

(1) The practice did not have the effect
of transferring or spreading a policy-
holder's risk. ~ ,

(2) The practice was nut an integral

[ Part,ol the (xdkK relationship he'ween
| the insurer and the insured.

J) The practice was not limited to
entiles within the insurance industry.

While both the majority and the G»s-

The author
J. Mark Wasman n a principal In the
Los Angeles law firm of Wrtteiwrg A
Annum, which actsm counsel m the
Federation of American Moipiuls
(PAH)
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sent agreed that the claims ad{ustment
process was an integral part of the
Insurer-insured relationship, the majority
felt that the peer review process under
scrutiny was not a part of the claims ad-
justment orocess hecause the findings of
the committee were not binding. =~

The effect of the Pireno decision is
uncertain. Antitrust claimants attacking
peer review proccduies still will be re-
quired to prove an antitrust violation to
be successful. As the dissent points out,
however, the real problem is that the de-
cision may vastly curtail Peer review
simply because Prqfesswnas and those
companies employing professionals to
perform peer review may not wish to
expose themselves to potential antitrust
suits as the result of the peer review pro-

Cess,

Finally, ina4-4 decision, the Supreme
Court, inAmerican Medical Association
v. Federal Trade Commiuion*, affirmed
Federal Trade Commiuion (FTC) lUFIS-
diction over professional associations,
and the determination of the FTC that the
American Medical Association ac-
livities, through the iuuancc of ethical
opinions restraining advertising, solicits-

(ion, contract practices by Physu:lans and
certain types o f contractual arrangements
between physicians and non-physicians,
were unreasonable trade restraints.

While the FTC'sjurisdiction over the

rofessions is currently under attack in
Congress, affirmance of the FTC find-
ings may lead to an increase in competi-
tive acfivity by physicians and other
health care professionals.

Footnotcs

Prior decisions ftmoving tndakwul harrier, lo
imitnut enforcement inhealthcart tect>on include
Hospital Building C*. v.thu I M ofRea llutpi-
tal, 423 U.S. 738 (1976); Groop ljr. .od Health
Inturuar* v. Reyal Drug Company, 440 U.3.
203 (1979); aai N.ttoo.l Gerimedieal HouplUIl
and l.erontaiogj Center *. BlueCrom of Km u i
"My, us 101 S.Q. 2413 (1991):
set generally Removal OF Traditional Barrten Ex
porn HealthCan ladmtry to Atxitmu Bamgc.a
the' May/June 1991 war of the ftrrSrw.

'Slip Opaaaoa. a 22.

Doclel No. 11-223 (lee 21. 1982 _

‘Ooclct No. 81-389 (lens 28. 1982). The dsei-

"A dSerutttoaofAt MeCamo- Ferguaoataeap-
Uoe n contained !a the July/Asgvii 1981 itaee of
the Knfew at palses 42-

\COI Trade Heg RyU 164,616 (Mmfc 23.
1983,

First Washington Group, Inc

parent of

Psychiatric Institutes of America

National Medical Enterprises, Inc

Drexal Burnham Lambert

Lawii |. Kaufman, toe
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Investor-Owned Industry

HMMS buys AMI's
management group

H Yatt Medical ManaPement Services,
Inc of Encino, California, the U.S.
hospital management .ontract subsidiary
of American Medical International, Inc.
E)AMI) of Beverly Hills, California, has
|een sold to HMMS Health Services,
nc.

The sale was announced jointly by
Walter L. Weisman, AMI president, and
Maurice Lewitt, HMMC board chair-
m.i.

Hyatt Medical Management Services
was acquired by_AMI in September,
1980, as part of its purchase of Hyatt
Medical Enterprises from the Hyatt Cor-
poration. Prior to this, AMI was not in-
volved in managing hospitals in the U.S.
for other owners. Company officials said
that AMI would continue to own and
operate the acute care hospitals and other
health service divisions that it acquired
two years ago. Also, thr* transaction does
not affect AMI's continuing or future in-
ternational management contract opera-
tions.

The newly-formed HMMS is headed
b?/_Lewnt ald Marvin Strut, the senior
officers of hoth Hyatt Medical Fiucr-
' es and the AMI subsidiary, Hyatt
Medical Management Services, ]

hjward appointed

amue| H. Howard, vice president and

Streavlr_er of Hor | Corporation of
America (HCA).

has been named bK |

Secretary of Health [

and Human Ser-

vices (If1£S)

Richard Schwriter

aa a member of the

National Social

Security Advisory

Courol Himnd il

treasurer of thel

Federation  of

American Hospstah éF_AIf) ,
The |) <nember Advisory Gowned will

aaaut the HRS Secretary is formulating

pohcy pertalnln? to Médicare, old age

and * rvmws, fad disability programs

— with special emphasis on Mcdi

care. [

66 fAIt Ruvitrw [Odotmr

Thisisan architect's dtawing o fa neighborhood clinicfor the medically indigent
at Louisville. Kentucky, which Is being underwritten by Humana Inc.. headquar-
tered in that city. David A. Jones. Humana chairman and chiefexecutive officer,
says that the company is underwriting the capital cost o fthe centerand willabsorb
anyofiu ogeratmg loutsfor the nestthree vears. Theclinic, called ACCESS, will

b*” staffed

y University of Louisville physicians. Stale, county and city officials

ate cooperating in the project, thefirstofa series to be locatedin the undenerved

areas ofLouiMUe.

Hedrosian calls for Health Reform

ohn C. Bedroaian, president of the

Federation of American Hospitals

(PAH), belie*** that sweeping reform in
health cate reimbursement and wide-
spread competition among the nation's
hospltals and jautrancc companies rrprr
sen _underlymg solutions 'to spiriting
medical costs.

Bedmstan, caccubv* vice president of
National Medical Enterprises, Inc.
<NME). told the Eighth Annual Confer
ence of the National Association of
Nunc Recmitrn (NANR) at Chicago re
cenrty:

“ Theme: od usedtoreimburse Medi
care aaJ Medicaid costs hat creased prob-
lems for our indcstry and our society Ilia
an m?rnsm sad “inflationary tysarm
We, ata nation, can *o longer afford M*

Bedroitan card the need fur (11 reform
%revamp overnment reimburseracm,

) reform 10 diMmate abut* in heat*
can; 0) refoms to prmnoag the approfvi
ate level of care, and (4) reform lo

tchose* in health
*iano longer an

Hemal that<
eve far all

you consider the alternatives, il it the
only acceptable answer.”* [

FTC challenges HCA

he Federal Trade Coerauuion (FT,C{
Thas_BIed an administrative complain

against Hospital Corporation of America

&HC ) of Nashville. Tennessee, alleging
hat the company's acquisition of Hospi-
tal Affiliates International &HA,D and
Health Care Corporation <HCO in 1981
wouhl reduce competlt[on_amon%_ hospi-
tal and mpuikfU psychiatric facilities is
the Chattanooga. Tennessee, area.

Thr FTC clstim that HCA control of
b-spttalt increased from 10 Percent lo 12
p ictusin« I)-county area la Southeast
e-n Tennessee and Norther* Ocorgis,
oid that itscontrol of psychiatric services
increased from 7 percent to 38 percent in
the region _ _

Staunlthhat HCA hid hern singled out
by the FTC, because of Ms sue” as the
Iar%est hospital man”rmriM firm in the
U.S., company official! predicted that
fa* agency's antitrust challenge mould

HC4  -qubud Nashville hased HAJ M
August. 1911, and toe Chattanooga

hased IICC to tacM totf. 1981.
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