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T ab le  H

E m p lo y e r  A ’s C a lc u la te d  1 9 8 8  P e r  C a se  R a te s  f o r  H o sp ita l X

T h e  e m p lo y e r  m a y  t r a n s fe r  m o re  
r is k  to  the h o sp ita l b y  n eg o tia t in g  
b ro a d  based p e r  d iem  ra te s  w ith  a 
m uch  h ig h e r s to p - lo s s  le v e l. W e  w ill

(
!u m  to  the issue  o f  s to p - lo s s  p ro v i- 
j .o n s  la te r .
H o sp ita l X  s h o u ld  c a lc u la te  E m ­

p lo y e r  A's b r e a d  b a s e d  p e r  d iem  
ra te s  based  o n : < \ ; th e  e x p e r ie n c e  o f  
a ll p a tien ts  a d , It te d  to  its fa c ility ; 
a n a  ( 2 )  the e x p e r ie n c e  o f  th e  E m ­
p lo y e r  A  em p lo y e e s  a d m it te d  o v e r  
the  p a s t s e v e ra l y e a rs . R a te s  b ased  
o n  th e  e xp e r ie n c e  o f  a l l  p a t ie n ts  w ill 
g ive  th e  h o sp ita l th e  m os t s ta tis ti­
c a lly  v a lid  p e r  d iem  v a lu e s . T h e  h o s ­
p ita l s h o u ld , h ow e v e r , a ls o  h ave  a 
g o o d  id e a  o f  E m p lo y e r  A ’s in p a t ie n t 
costs p e r  d iem ; th e se  ra te s  c a n  be 
c a lc u la te d  i f  th e  h o s p it a l ’s c la im  sys­
tem  u ses an  id e n t i f i e r  th a t tracks  
e m p lo y e r  g ro u p . W e re  the e m p lo y ­
e r's  b ro a d  b a sed  p e r  d iem s  g re a te r  
th an , e q u a l to  o r  le ss  th an  H o s p ita l 
X ’ s o v e ra l l p e r  d iem  v a lu e s ?  T h is  
c om p a ris o n  g ive s th e  h o sp ita l som e  
b a se lin e  in fo rm a t io r j o n  the  sev e rity  
o f  i l ln e s s  and  c a se  m ix  o f  E m p lo y e r  
A ’ s em p lo y e e s . A ls  '• b y  c a p tu r in g

C
. e r a l  y e a rs  o f  e x p e r ie n c e  d a ta , 
o sp ita l X  c an  d e te rm in e  w h e th e r  

e m p lo y e e s  s e e k in g  c a r e  h a v e  in ­
c re a sed  o r  d e c re a s e d  th e ir  o v e ra l l 
s ev e rity  o f  i l ln e s s  a n d  case  m ix  c om ­
p o s it io n  o v e r t im e .

A f t e r  o b t a in in g  a n  e x p e r ie n c e  
c la im s  tap e . E m p lo y e r  A  a ls o  c a lc u ­
la te s  b ro a d  b a sed  h o sp ita l p e r  d iem  
ra te s  ( r e fe r  to  T ab le  I ) .  T h e  m ed ic a l 
p e r  d iem  is S 7 6 4 . su rg ic a l is S 1 .9 8 3 . 
g e n e ra l m a te rn ity  is 5 1 .3 3 1 , m e n ia l 
h e a lth  is S 5 70 . a n d  a lc o h o l a n d  d ru g  
a b u s e  is 5 4 7 0 .  S e v e r a l  o f  th e s e  
b ro a d  based  c a te g o r ie s  a re  d iv id ed  
in to  m o re  re f in e d  su b c a te g o r ie s . F o r  
e x am p le , s u rg e ry  is d iv id ed  in to  c a r ­
d io v a s c u la r  o p e ra t io n s  (S 6 ,3 8 8 /d a y ) 
a n d  o t h e r  s u r g i c a l  o p e r a t i o n s  
(5 1 .7 8 4 /d a y ) .

T h e  e m p lo y e r  c om p a re s  its c a lc u ­
la ted  b ro a d  b a sed  p e r  d iem  v a lu e s  
w ith  th o se  c a lc u la te d  by the  h o sp i­
ta l. T h e se  tw o ra te s  a re  e xp e c te d  to  
he som ew ha t d i f fe r e n t  b e cau se  the 

( lp lo v e r  and  h o s p it a l c a lc u la te d  
in e ir  v a lu e s  b a sed  o n  d i f fe r e n t  d a ta ­
bases. T h e re fo r e , th e  e m p lo y e r 's  n e ­
g o t ia te d  g ro u p - 'p e c i f ic  p e r  d iem s

In p a t ie n t
C a s e  M ix  C la s s e s  A d m is s io n s

M e d ic a l ’ 6 7
S u rg ic a l 31

C a rd io v a s c u la r 1
O th e r  su rg e ry 3 0

G e n e ra l m a te rn ity 4 2
N o rm a l d e liv e ry 2 2>■<«
O th e r  o b s te tr ic 2 0

M e n ia l h e a lt li 8

sh o u ld  f a l l  s om ew h e re  b e tw e en  th e  
h o sp ita l's  p e r  d ie rn  v a lu e s  a n d  its 
ow n  c a lc u la te d  v a lu e s .

Negotiating Per Case Rates
T h e  d a y -v o lu m e  re s p o n s e  c au sed  

by p e r  d iem  p a ym en t sys tem s can  be  
c o r re c te d  by  m ov in g  to  p e r  c ase  r e ­
im b u rs em en t . U n d e r  p e r  c a se  p a y ­
m en t , h o s p it a ls  a r e  r e im b u r s e d  a  
fix ed  p re d e te rm in e d  a m o u n t  b a sed  
o n  a  p a t i e n t ’ s r e s o u r c e  r e q u i r e ­
m en ts  —  an d  n o t o n  the  a c tu a l c osts 
o r  c h a rg e s  o f  re s o u rc e s  u sed  d u r in g  
d iagn os is  a n d  t re a tm e n t . T h is  g ives 
h o s p it a ls  a n  in c e n t iv e  to  r e d u c e  
bo th  le n g th  o f  s tay  a n d  th e  a m o u n t 
o f  a n c i lla ry  re s o u rc e s  u sed  to  t re a t 
each  case .

B e fo re  the  M e d ic a re  p ro sp e c t iv e  
p aym en t system  (P P S )  w as im p le ­
m en ted  o n  O c to b e r  1, 1 9 84 , A L O S  
o f  M e d ic a re  p a t ie n ts  w as d e c lin in g  
at a n  a n n u a l ra te  o f  a b o u t 2 % .  F o r  
e x a m p le , b e tw e e n  1981 a n d  1 9 8 2  
the  .A L O S  fo r  p r e -P P S  s ta te s  d e ­
c re a sed  fr o m  9 .7  days to  9 .5  days (a  
change  o f  2 . 1 % ) .  In  1984 , h ow e ve r , 
the A L O S  fo r  P P S  s ta te s  d e c lin e d  
9 .8 %  ( f r o m  9 .2  days to  8 .3  d a y s ) ; th e  
d e c lin e  c o n t in u e d  in 1 9 8 5 .(2 )

O th e r  e v id en ce  suggests th a t the  
P P S  a ls o  has h ad  an  e ffe c t  o n  the 
use o f  d ia g n o s t ic  a n d  th e ra p e u t ic  
tes ts  c o n d u c te d  in a h o s p it a l .  In

A L O S
T o ta l P a id  
C h a rg e s

C h a rg e /
C ase

75 S 3 8 2 .5 6 9 $ 5 ,7 1 0
5 .2 3 2 1 .2 6 4 10 .363
7 .0 4 4 .7 1 6 4 4 .7 1 6
5 .2 2 7 6 .5 4 8 9 .2 1 8
3 .3 18 3 .6 9 2 4 .3 7 4
2.1 7 8 .6 4 6 3575
4 .6 10 5 .0 46 5 .2 5 2

1 0 .1 4 6 .1 4 6 5 ,7 6 8

1984 , th e re  w e re  m a jo r  red u c t ion s  
in  ro u t in e  s e ro lo g y  a n a  b lo o d  c h em ­
is try  tests as w e ll as d e c lin e s  in  w e ll-  
e s t a b li s h e d  h o s p i t a l p r o c e d u r e s ,  
s u c h  a s  e le c t r o c a r d i o g r a m s  a n d  
t ra n s u re th ra l c y s to sc o p y .[3 ] T h e s e  
fac ts  s u p p o r t  th e  h ypo th es is  tha t p e r  
case  pa ym en t system s sh o u ld  red u ce  
len g th  o f  s tay  and  the  n u m b e r o f  a n ­
c i lla ry  se rv ices.

C a se -b ased  system s m ay  use o n e  
a ll- in c lu s iv e  p e r  case  ra te  (su ch  as 
th a t u sed  by  the C a li fo r . i ia  M e d i-  
C a l system  fr o m  19 80  to  1 9 8 2 ) o r  
b r o a d  b a s e d  p e r  c a se  ra te s . T h e  
m ost c om m on  e x am p le  o f  a  b ro a d  
b a se d  sy s tem  is d ia g n o s is - re la te d  
g ro u p s  ( D R G s ) ,  w h ich  c la s s ify  an  
a dm iss io n  in to  o n e  o f  23  m a jo r  d ia g ­
nos tic  c a te g o r ie s  b ased  o n  p r in c ip a l 
d iag n o s is . E a c h  a d m is s io n  th e n  is 
a ss igned  to  o n e  o f  o v e r  4 6 0  D R G s  
b a sed  o n  p a t ie n t age . p ro c e d u re s  
p e r fo rm e d  an d  c om o rb id ity  o r  c o m ­
p lic a tion s .

E m p lo y e rs  sh o u ld  n o t n eg o tia te  
a n  a ll- in c lu s iv e  p e r  c a se  ra te  f o r  
m uch  the sam e  re a s o n  they  sh o u ld  
n o t n e g o t ia te  an  a ll- in c lu s iv e  p e r  
d iem  ra te : a ll- in c lu s iv e  ra te s  e n c o u r 
age h o sp ita ls  to  a d m it o n ly  those  p a ­
tien ts  w h o  re q u ire  less in tensive  r e ­
sou rce s . R e tu rn in g  to  E m p lo y e r  .-A 
T ab le  I I  sh ow s th a t the a ll- in c lu s iv e  
ra te  fo r  H o sp ita l X  is 5 6 .4 0 3  case . 
O n  a v e ra g e , c h a rg e s  f o r  m e d ic a l

A lc o h o l a n d  d ru g  

T o ta ls

10

158

16.6 7 7 .9 8 4  7 .7 9 8

6 .6  S 1 .0 1 1 .6 5 5  S 6 .4 0 3
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1988 P e r  C a se  R a te s  f o r  H o s p it a l X  a t  D i f fe re n t  T h re s h o ld  L e ve ls

_________________STOP-LOSS T H R E S H O L D S

T o ta l < S 1 0 .0 0 0 < $ 1 5 ,0 0 0 < $ 2 5 ,0 0 0
T o ta l C a se T o ta l C a se T o ta l C a se T o ta l C a s e

C a se  MLx In p a t ie n t R a te In p a t ie n t R a te In p a t ie n t R a te In p a t ie n t R a te
C la sse s A dm iss ion s P a ym en t A dm is s ion s P a v ra e n t A d m is s io n s P a vm en t A dm iss ion s Pavm en i

M ed ic a l 6 7 $ 5 ,7 1 0 5 6 $ 2 ,9 6 8 6 0 S 3 .5 9 3 65 $ 4 ,9 3 1
S u ra ic a l 31 10 ,363 19 5 ,1 9 1 2 6 7 ,0 9 6 29 8 ,3 9 5

C a rd io v a s c u la r 1 4 4 ,7 1 6 0 0 0 0 0 0
O th e r  su rg e ry 30 9 ,2 1 8 19 5 .1 9 1 2 6 . 7 ,0 9 6 29 8 .3 9 5

G e n e ra l m a te rn ity 4 2 4 .3 7 4 4 0 4 ,0 1 3 4 2 4 .3 7 4 4 2 4 .3 7 4
N o rm a l d e liv e ry -n 3 .5 7 5 2 2 3 .5 7 5 2 2 3 .5 7 5 2 2 3 .5 7 5
O th e r  o b s te tr ic : o 5 ,2 5 2 18 4 ,5 4 8 2 0 5 ,2 5 2 2 0 5 ,2 5 2

M e n ta l h e a lth 8 5 ,7 6 8 8 5 ,7 6 8 8 5 ,7 6 8 8 5 ,7 6 S

A lc o h o l a n d  d ru e 10 7 .7 9 8 8 7 ,1 3 7 10 7 .7 9 8 10 7 .7 9 8

T o ta ls 158 S 6 .4 0 3 131 $ 4 ,0 3 5 146 S 4 .8 4 8 154 $ 5 ,6 6 1

c a s e s  w e r e  S 5 ,7 1 0 / c a s e ,  w h i le  
c h a rg e s  f o r  s u r g ic a l c a t e s  w e re  
S 1 0 .3 6 3 .  B y  n e g o t i a t i n g  a n  a l l -  
in c lu s iv e  case  ra te  o f  S 6 .40 3 /ca se , 
H o s p ita l X  c an  in c re a se  p ro fi ts  by 
ch ang in g  its c u r re n t  case  m ix  away 
f r o m  t re a t in g  s u rg ic a l a n d  tow a rd  
tre a t in g  m ed ic a l cases.

A ls o , E m p lo y e r  A  sh o u ld  n o t a t­
tem p t to  n e g o t ia te  p e r  case  ra te s  
b ased  o n  D R G s  b ecau se  it c an n o t 
e s ta b lish  s ta tis tic a lly  v a lid  p e r  case 
v a lu e s  —  th e re  a re  to o  m an y  D R G s  
a n d  to o  few  p a tie n ts . T h e  h o sp ita l, 
o n  th e  o th e r  h a n d , sh o u ld  h ave  a 
g o o d  id e a  o f  its  o v e r a l l c os ts  and  
ch a rg e s  f o r  e ach  D R G  c a te g o ry ; this 
g ives H o s p ita l X  a  c om p e tit iv e  a d ­
v an tag e  in the n e g o tia t io n  p rocess .

E m p lo y e r  A  s h o u ld  c a lc u la t e  
b r o a d  b a sed  p e r  case  ra te s  u s ing  
s im i la r  c a te g o r ie s  to  th o se  it e s ta b ­
l i s h e d  f o r  n e g o t i a t in g  p e r  d ie m  
ra te s . T ab le  i f  in d ic a te s  th a t the 
m ed ic a l p e r  case  ra te  is S 5 .7 1 0 . s u r ­
g ica l is S 1 0 .3 6 3 . g e n e ra l m a te rn ity  is 
S 4 .3 7 4 , m en ta l h e a lth  is $ 5 ,7 6 3  and  
a lc o h o l a n d  d ru g  abu se  is $ 7 ,7 9 8 . 
T h e  em p lo y e r  th e n  uses these  v a l­
ues to  n c u o t ia te  c a s e -b a s e d  ra te s  
w ith  I lo s p ita l X .

B ecau se  p e r  case  system s t ra n s fe r  
m o re  risk  to  the h o sp ita l th an  p e r

d iem  system s, m o s t h o sp ita ls  w i ll r e ­
q u ire  s om e  type  o f  s to p - lo s s  p ro v i­
s ion  to  re d u c e  th e ir  fin a n c ia l l ia b i l­
ity  f o r  o u t lie r  cases. P P S  (a  sys tem  
d e s ig n e d  to  p a y  a  p r e d e t e rm in e d  
a m o u n t p e r  D R G  c a se ) d e fin e s  o u t ­
lie r s  in  s e v e ra l w ays. F o r  in s ta n c e , a  
leng th- o f- s tav o u t l ie r  is d e fin e d  as a  
case  w h o se  le n g th  o f  s tay  e x c eed s  
the  m e a n  D R G  len g th  o f  s tay  b y  2 0  
o r  m o re  days . A  c o s t  o u t l i e r  is o n e  
w hose  costs exceed  th e  a v e rag e  co s t 
by 1.5 tim es th e  e s ta b lish ed  D R G  
r a t e .  O u t l i e r s  u s u a l ly  r e p r e s e n t  
a b o u t 3 %  o f  a l l M e d ic a re  cases a n d  
a cc ou n t f o r  b e tw een  5 %  an d  7 %  o f  
M ed ic a re 's  to ta l p a ym en ts  to  h o sp i­
ta ls . M a n y  re c e n t ly  a d o p te d  s ta te  
c a se -b a sed  system s u se  s im i la r  o u t ­
lie r  c r i t e r ia . [4 ]

T a b le  i l l  sh ow s th re e  d i f f e r e n t  
p o ss ib le  s top -lo s s  th re s h o ld s  se t by  
E m p lo y e r  A  f o r  H o s p i t a l  X :  
$10,000 .* S 1 5 .0 0 0  and  S 2 5 .0 0 0 . O v e r  
1 7 %  o f  th e  c a s e s  e x c e e d e d  a 
$ 1 0 ,0 0 0  th re s h o ld . T h e s e  cases a c ­
c o u n te d  f o r  4 7 .8 %  o f  t o ta l p a ym en ts  
to  H o s p ita l X .  A f t e r  e lim in a t in g  th e  
o u t lie rs  f r o m  the  a n a ly s is , th e  o v e r ­
a l l  c a s e  r a t e  w a s  r e d u c e d  f r o m  
S 6 .40 3  to  $ 4 ,0 3 5 : th e  m ed ic a l case 
ra te  w a s  re d u c e d  f r o m  $ 5 ,7 1 0  to  
S 2 .9 6 8 ; a n d  the  s u re ic a l case  ra te

w as re d u c e d  fr o m  $ 1 0 ,3 6 3  to  S 5 .1 9 1 . 
S u rg ic a l cases had  th e  g re a te s t p e r ­
cen tage  —  a lm o s t 3 9 %  —  e xc lu d e d  
a t the S 1 0 .0 0 0  th re s h o ld  le ve l.

f i b o u t  7 .6 %  o f  th e  cases h a d  pay ­
m e n ts  g r e a t e r  th a n  S 1 5 .0 0 0 ,  a c ­
c ou n tin g  f o r  3 0 %  o f  to ta l h o sp ita l 
p a ym en ts . A f t e r  e xc lu d in g  the  o u t l i ­
e rs , T ab le  I I I  sh ow s th a t the  o v e ra l l 
case  ra te  d ec re a sed  to  S4 .S 4S . O n ly  
2 . 5 %  o f  th e  c a s e s  e x c e e d e d  a 
$ 2 5 ,0 0 0  th re s h o ld ; th ey  a c c ou n ted  
f o r  1 3 .8 %  o f  to ta l p aym en ts  to  H o s ­
p ita l X .  E xc lu d in g  the o u t lie rs , th e  
o v e r a l l case  ra te  n ow  was $ 5 ,6 6 1 . 
T h e  e m p lo y e r  a n d  h o sp ita l m ay  d e ­
c id e  to  im p lem en t o n e  o f  these  s to p ­
lo ss  th re sh o ld s , o r  they  m av  u se  an  
e ven  h ig h e r th re s h o ld  le v e l. T h is  d e ­
p en d s  la rg e ly  o n  the d eg re e  o f  f i ­
n a n c ia l r is k  the  h o sp ita l is w illin g  to  
a ssum e .

Other Effects of Per Case 
Payment Systems

C ase -b a sed  p aym en t system s g i\e  
h o sp ita ls  an  incen tive  b o th  to  p e r ­
fo rm  few e r tests a n d  tre a tm en ts  a n d  
to  red u ce  A L O S . P e r case  system s, 
h o w e v e r , a ls o  a r e  s u s c e p t ib le  to  
t h e i r  ow n  p e rv e rs e  u t i l iz a t io n  r e ­
sp on ses . F o r  in s tance , h o sp ita l o c c u -



pan c y  ra te s  a re  a  fu n c t io n  o f  A L O S , 
a dm is s io n  ra te  a n d  n u m b e r  o f  h o s ­
p i t a l b e d s . D e c re a s in g  A L O S  r e ­
d u c e s  a  h o s p ita l ’s o c c u p a n c y  ra te

C
nnd . t h e re fo r e , its  t o ta l re v e n u e s , 
."his g ives the  h o sp ita l a  s t ro n g  in ­
c e n t iv e  t o  in c re a s e  its  a d m is s io n  
ra te  to  f i l l  em p ty  h o sp ita l b ed s . T h e  
h o s p it a l ’s o t h e r  a lt e r n a t iv e  to  in ­
c re a se  its o c cu p an cy  ra te  is to  c lo se  
b ed s ; h ow e v e r , th is  d o e s  n o t  p r o ­
d u ce  re v enu e .

E v id e n c e  f r o m  M e d ic a r e ’s P P S  
show s th a t f r o m  19 8 0  to  1983  the  
d isch a rg e  ra te  in p re -P P S  s ta te s  was 
s l i g h t ly  i n c r e a s i n g  ( f r o m  3 8 0  
d is ch a rg e s /1 ,0 0 0  to  4 0 3  d ischa rges/ 
1 ,0 0 0 ) ; th is was an  a n n u a l in c rease  
o f  a b o u t  2 % .  In  th e  f i r s t  y e a r  o f  
P P S . h o w e v e r , th e  M e d ic a r e  d is ­
c h a rg e  ra te  in  P P S  s ta te s  d e c lin e d  
f o r  th e  f i r s t  t im e  ( 3 . 5 % ) . [ 2 ]  T h is  
t r e n d  c o n t i n u e d  in  s u b s e q u e n t  
y e a rs .[5 ]

N e w  J e r s e y  in t ro d u c e d  a  c a se - 
b a sed  p a ym en t system  in  1 9 8 0 . D a ta  
re le a s e d  fr o m  the N ew  J e rs e y  D e ­
p a r tm e n t  o f  H e a lth  sh ow ed  th a t the  
in t ro d u c t io n  o f  th e  p e r  c a se  p ro -

C
*am  re s u lte d  in d e c re a s e s  in  A L O S  
id c o s t p e r  case . T h e r e  w as , h ow ­

e v e r . n o  s ig n ific an t in c re a s e  in  the 
a dm is s io n  ra te  o v e r  th e  fi rs t  s e v e ra l 
y e a rs  o f  system  im p le m e n ta t io n .^ ] 

T h e s e  fac ts  d o  n o t s u p p o r t  th e  hy ­
p o th e s is  th a t c a s e -b a se d  p a ym en t 
sys tem s w i ll g e n e ra te  m o re  h o s p ita l­
iz a t io n s .  O t h e r  f o r c e s  m a y  h a v e  1 
b e e n  o p e ra t in g , h ow e v e r , to  o p p o se  
in c e n t i is  to  in c re a s e  a d m is s io n s , 
s u c h  a s  u t i l i z a t i o n  r e v ie w  ( U R )  
fi rm s  d e v e lo p in g  m o re  o b je c t iv e  and  
s t r in g e n t  a d m is s io n  c r i t e r i a  a n d  
p h y s ic ia n s  m o v in g  a w a y  f r o m  in ­
p a tie n t t re a tm e n t  tow a rd  le ss  c o s t ly  
a m b u la to r . ’ c a re . W i th o u t  a  c le a re r

u n d e r s t a n d in g  o f  w h y  a d m is s io n  
ra te s  d e c re a s e d  in  th e  P P S  a n d  N ew  
J e rs e y  sy s tem s , e m p lo y e r s  s h o u ld  
a s su m e  th a t  a  s t r o n g  p ro s p e c t iv e  
U R  p ro g ram  is n e c e s sa ry  to  c o u n ­
te ra c t p ro v id e r  in cen tiv e s  to  a d m it 
m o re  p a tie n ts .

A s  a h o s p ita l ’s o c c u p a n c y  ra te  d e ­
c lin e s , it h a s  a t le a s t tw o o t h e r  a lt e r ­
n a tiv es  to  in c re a se  its t o t a l re v e n u e  
b a se . F irs t , a  re d u c t io n  in  re v e n u e s  
c o u ld  m o t iv a te  s t a f f  p h y s ic ia n s  to  
a d m it a m o re  p ro f i ta b le  p a t ie n t  case  
m ix  (e .g ., m o re  p a t ie n ts  w h o  re q u ire  
low  re so u rc e - in te n s iv e  c a r e ) .  M o r e ­
o v e r , p ro f i t s  p e r  case  can  b e  fu r th e r  
e n h a n c e d  b y  a d m i t t in g  o n ly  th e  
le a s t  s e v e re ly  i l l p a t ie n ts  in  th e  low  
re s o u rc e - in te n s iv e  c a te g o r ie s . A n  
e m p lo y e r ’s  U R  f i rm  s h o u ld  c o n t in ­
u a lly  m o n i t o r  a n d  e v a lu a te  a d m it te d  
cases to  p ro te c t  th e  e m p lo y e r  f r o m  
th ese  p e rv e rs e  in cen tiv e s .

S e c o n d , th e  h o sp ita l m a y  d e c id e  
th a t  t r e a t in g  s o m e  p a t ie n t s  in  a n  
o u tp a t ie n t  se tt in g  w i ll p ro v id e  m o re  
re v e n u e  th a n  tre a t in g  th em  o n  an  
in p a t ie n t basis . N e g o t ia te d  lu te s  u n ­
d e r  m an y  c a se -b a sed  sys tem s d o  n o t 
a p p ly  to  a  h o s p ita l ’s o u tp a t ie n t  d e ­
p a rtm en ts , s o  h o sp ita ls  c o n t in u e  to  
b i l l c h a rg e s  f o r  th e se  p a t ie n ts . O u t ­
p a t ie n t c h a rg e s  f o r  a  g iv en  p ro c e ­
d u re , t h e re fo r e , a re  o f t e n  g r e a t e r  
th a n  w h en  th e  s am e  p ro c e d u r e  is 
p e r fo rm e d  o n  an  in p a t ie n t bas is .

T h e s e  h o sp ita ls  h ave  su c c e s s fu lly  
“ g a m e d ”  th e  p e r  case p a ym e n t sys­
tem  in  an  e f f o r t  to  m a in ta in  th e ir  
re v e n u e  base . T h is  h a s  a  d ra m a t ic  
e ffe c t  o n  a n  e m p lo y e r ’s a b i li t y  to  
c on ta in  h o s p ita l costs  —  c o n s id e r ­
ing  th a t, in  1986 , o v e r  4 0 %  o f  a ll 
h o sp ita l o p e ra t io n s  w e re  p e r fo rm e d  
in o u tp a t ie n t  se ttings (a s  c om p a re d  
to  o n ly  1 6 %  in  1 9 8 0 ) . (6 ,7 ]

T o  c o r re c t  f o r  d e fic ien c ie s  in  th« 
p e r  se rv ic e  a n d  p e r  d iem  p a ym en t 
s y s tem s , la rg e  e m p lo y e r s  w i l l in ­
c re a s in g ly  tu rn  to  d ire c t c on tra c tin g  
w ith  h o sp ita ls  o n  a p e r  case  basis . 
U R  firm s  w ill h a ve  t;o< use s tr in g en t 
a d m is s io n  g u id e l in e s  to  c o n t r o l ,  
m o n i t o r  a n d  e v a lu a te  h o s p ita liz a ­
tion s . T h e y  a ls o  w ill n e ed  to  v e r i fy  
tha : the  h o sp ita l is n o t w ith h o ld in g  
n e c e s s a ry  m e d ic a l se rv ic e s  t o  in ­
c re a se  its p ro fi t  m a rg in . T h is  c o u ld  
a ffe c t  th e  h o s p ita l ’s q u a lity  o f  c a re  
—  an  issue b e y o n d  th e  scop e  o f  th is 
p a p e r . E m p lo y e rs  s h o u ld  a ls o  d e ­
v e lo p  a  p a ym en t s tra teg y  f o r  o u tp a ­
t ie n t  s e rv ic e s  t o  e n s u re  th a t  th e  
c a se -b a sed  p a ym en t system  c o n t ro ls  
h o sp ita l c osts as e ffe c t iv e ly  as p o ss i­
b le .
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With 608 operational preferred provider organizations Identified and 
the growth of multi-state PPOs, many states have started to develop leg­
islation to monitor PPO development. The American Medical Care and 
Review Association (AMCRA) has surveyed all 50 states to determine the 
current status of legislation on PPOs.

The following Is a brief summary and Is not Intended for any purpose 
other than for basic Information. Additional Information may be obtained 
by contacting the Insurance commissioner and/or the department of 
health In each state.

A la b a m a — N o  P P O  le g is la t io n .
A la s k a — C u r re n t ly ,  A la s k a  in su ra n c e  la w  c on ta in s  

n o  p ro v is io n s  th a t s p e c i f i c a l ly  re la te  to  P P O s . A n y  P P O  
d e s ir in g  to  o p e ra te  in  th e  s ta te  n eed s  to  b e  a u th o r iz e d  as 
e ith e r  a  “ c o m m e rc ia l in s u r e r "  o r  as a  h o s p ita l o rm e d ic a l 
s e rv ic e  c o rp o r a t io n  (e .g . ,  B lu e  C ro s s ) .

A r k a n s a s — T h e  A rk a n s a s  In su ran c e  D ep a rtm en t 
B u l le t in  9 - 8 5  s ta te s  its  o f f i c i a l  o p in io n  th a t in su re rs  m a y  
fo rm  a n d /o r  p a r t ic ip a te  in  P P O s .

A r i z o n a — N o  P P O  le g is la t io n .
C a l i f o r n i a — T r u e "  P P O s  (th o s e  th a t d o  n o t  a ssum e  

r is k s )  a re  n o t  lic e n s e d  b y  the s ta te , n o r  a re  th e y  reg u la te d  
p e r  s e . E n t it ie s  th a t c a l l  th em se lv e s  P P O s , b u t w h ic h  
a ssum e  r is k s , a re  s u b je c t  to  lic e n s in g  e ith e r  a s  health 
c a re  s e rv ic e  p la n s  re g u la te d  b y  the c ited  a g en cy , o r  as 
in su re rs  s u b je c t  t o  D e p a r tm e n t  o f  In su ra n c e  ju r i s d ic ­
t io n . § 1 0 1 3 3  a n d  § 1 0 4 0 1 ,  § 1 1 5 1 2  o f  th e  C a li fo r n ia  
In s u ra n c e  C o d e  (D e e r in g  1 9 7 7  &  S u p p . 1 9 8 6 ) .

C o lo r a d o — N o  P P O  le g is la t io n .
C o n n e c t ic u t— A  P P O  is  a n  a rra n g em en t e x is t in g  

b e tw e en  an  in d iv id u a l in su ra n c e  c o m p a n y  and  p a r t ic i­
p a t in g  p h y s ic ia n s  a n d , a s su c h , is  n o t re q u ire d  to  b e  
lic e n s e d  b y  th e  s ta te .

D e la w a r e — N o  P P O  le g is la t io n .
D i s t r i c t  o f  C o lu m b i a — N o  P P O  le g is la t io n .
F lo r i d a — A s  fo l lo w s :
1. T h i rd -p a r t y  a d m in is t r a to r  (T P A )— reg u la te d  b y  

D e p a r tm e n t  o f  In s u ra n c e  (D O I ) ,  C h ap te r 6 2 6 ,  P a r t  V I ,  
F lo r id a  S ta tu te s .

2 . S e l f - in s u r e r— e i t h e r  ( a )  s in g le  e m p lo y e r— reg u ­
la ted  u n d e r  E R I S A ,  U .S .  D e p a rtm e n t o f  L a b o r ;  o r  (b )  
m u lt ip le  e m p lo y e r  t ru s t— re g u la te d  u n d e r E R IS A  and  
b y  D O I ,  S e c t io n  6 2 4 . 4 3 6 ;  id 6 2 4 .4 4 0 ,  F lo r id a  S ta tu tes .

3 . In s u ra n c e  c o m p a n y — reg u la te d  b y  D O I  - In s u r ­
an ce  C o d e .

N o t e :  S e lf - in s u re r , in su ran c e  c om p a n y , o r  T P  A  can  
a d m in is te r  h e a lth  b e n e fi t  p la n . I f  s e l f - in s u r e r  d o es  
a d m in is t ra t io n , th e  s e l f - in s u re r  d o e s  n o t  h a v e  to  be 
l ic e n s e d  as a  T P A .

E n a b lin g  P P O  le g is la t io n  S en a te  B i l l  2 8 B - 1 9 8 3 .  
A m e n d in g  6 2 6 . 9 5 4 1 ( 2 5 ) ;  6 2 7 . 6 3 7 1 ( 1 ) ,  ( 2 ) ;  
6 2 7 . 6 6 9 1 ( 1 ) ,  ( 2 ) .  F la .S ta t .A n n . § 6 2 7 .6 3 7 5  and  
6 2 7 .6 6 9 5  (W e s t  S u p p . 1 9 8 6 ) .

G e o r g i a — N o  e n a b lin g  le g is la t io n  p e rm it t in g  in su r­
e rs  to  e s ta b lis h  P P O s .

H a w a i i— N o  P P O  le g is la t io n .
I d a h o — N o  P P O  le g is la t io n , b u t s om e  a c t io n  o n  

P P O s  is  p e n d in g .
I l l i n o i s — S en a te  B i l l  1 3 1 1  and  H o u s e  B i l l  2 0 S 9  

s ig n e d  in to  la w  o n  S e p t . 1 9 , 1 9 8 5 ,  re q u ire s  re g is tra t io n  
o f  a d m in is t ra to rs  o f  p re fe r re d  p r o v id e r  p ro g ram s  and  
c la r i f i e s  c e r ta in  in su ran c e  s ta tu te s  w ith  re sp ec t to  the a - 
b i l i t y  o f  in su ra n c e  c om p a n ie s  to  is su e  p o lic ie s  w ith  p re ­
fe r re d  p r o v id e r  o p t io n s . T h e  I l l i n o i s  P P O  S ta tu te  is  A r t ­
ic le  X X - 1 /2 , C h a p te r  7 3  ( 1 9 8 5 ) ,  p a ra g ra p h  9 8 2  f  to  g .

I n d i a n a — T h e  P P O  la w  s im p ly  p ro v id e s  sp e c ific  
a u th o r i ty  o f  in su re rs  to  o p e ra te  su c h  p la n s . In d .C o d e . 
A n n . § 2 7 - 8 - 1 1 - 1 ,  - 2 ,  - 3 ,  - 4  (W e s t  S u p p . 1 9 8 5 ) .

I o w a — H o u s e  B i l l  N o . 5 7 0 . ( 1 9 8 5 )  am end ed  s e c t io n s  
5 0 8 .2 9  a n d  5 1 5 . 4 8 ( 5 ) ( a )  o f  th e  Io w a  C o d e  to  p ro v id e  
th a t in s u re rs  m a y  c o n tra c t  w ith  h e a lth  c a re  s e rv ic e  
p ro v id e rs .

K a n s a s — Sen a te  B i l l  N o . 19  ( 1 9 8 5 ) .  T h is  b i l l 
am en d s  s ta tu te  § 4 0 - 2 3 1  to  a l lo w  in su ra n c e -c om p an y - 
s p o n s o re d  P P O s . K a n . In s . D e p t . B i l l  1 9 8 5 - 1 6 . P P O  
f i l i n g  re q u irem en ts .

K e n t u c k y — N o  P P O  le g is la t io n .
L o u i s i a n a — In  1 9 8 4 , th e  le g is la tu re  enac ted  P P O  

le g is la t io n  u n d e r  its  H e a lth  C a re  C o n t ro l C h ap te r . T h e y  
d e fin e  P P O s  and  a u th o r iz e  g ro u p  p u rc h a se rs  to  e n te r

on e m p lo ye e  b e n e fits

222 Wen Adimi Street, ChicjRO. Ulinou 60606. (312)236-2615 2> 198* by Ch*rle* D. Spencer * Aaoclite*. Inc.



315.01.-2 S um m a ry  O f S ta te  L eg is la tion  G ove rn in g  P P O s :
4 -8 8  S u rv e y  O f The A m erican  M edica l C a re  And Rev iew  A ssoc ia tion

C
u o  c on tra c ts  w ith  h e a lth  c a re  p ro v id e r s  a t a lte rn a t iv e  
a te s o f  p a ym en ts . L a . R e v .  S ta L  A n a  § 4 0 :2 2 0 1 - 2 2 0 4  

(W e s t  S u p p . 1 9 8 6 ) .
M a in e — P P O  le g is la t io n  w a s  p a ssed  o n  M a rc h  3 1 , 

1 9 8 6  ( 1 9 8 6  M e . L e g is .  S e r v . 2 8 8 . ) .  I t  c a l ls  f o r  re g is t ra ­
t io n  and  m in im u m  s o lv e n c y  re q u ire m e ii .3 . I t  a ls o  lis ts  
d u tie s  su c h  as p r o v id e r  l i s t s , c o n t ra c ts , u t i liz a t io n  e x p e ­
r ie n c e , e tc ., in  the  fo rm  p re s c r ib e d  b y  the  su p e r in te n ­
d en t.

M a r y la n d — In  1 9 8 5 , th e  le g is la tu re  enac ted  P P O  
le g is la t io n  th a t is  a p p lic a b le  to  n o n p ro f i t  h e a lth  s e rv ic e  
p la n s  (§ 3 5 4 E E ) ,  h e a lth  in s u re rs  (§ 4 7 0 X ) ,  and  g ro u p  and  
b la n k e t  h e a lth  in s u re rs  (§ 4 7 7 F F )  (S u p p . 1 9 8 5 ) .

M a s s a c h u s e t t s— N o  P i  0  le g is la t io n .
M ic h ig a n — T h e  g e n e ra l s ta tu to ry  p ro v is io n s  c o n ­

c e rn in g  P P O s  a re  c o n ta in e d  in  the  P ru d e n t  P u rc h a s e r  
A c t , M ic h . C o m p . L a w s . A n n . § 5 5 0 .5 1 - 5 5 0 .6 3  (W e s t  
S u p p . 1 9 8 5 ) .  T h e y  c a l l f o r  W ritte n  s tan d a rd s  f o r  a l l  
a g re em en ts , in s titu te  o r  re v ie w  f o r  q u a li ty  o f  h e a lth  
c a re , f i l i n g  a n n u a l re p o r ts  w ith  th e  c o m m is s io n e r  o f  
in su ra n c e , e tc .

M in n e s o t a — P P O  le g is la t io n  w a s  p assed  in  1 9 8 3  
th a t a l lo w s  g ro u p  h e a lth  in su re rs  to  p a y  d i f fe r e n t  
am ou n ts  to  in s u re d s  w h o  e le c t  to  re c e iv e  h e a lth  c a re  
g o o d s  o r  s e rv ic e s  f r o m  p ro v id e rs  d e s ig n a te d  b y  th e  

{  su re r . M in n . S ta r. A n n . § 7 2 A .2 0 ( 1 5 ) ( 4 )  (W e s t .  S u p p . 
S986),

M is s is s ip p i— N o  P P O  le g is la t io n .
M i s s o u r i— N o  P P O  le g is la t io n .
M o n t a n a — N o  P P O  le g is la t io n .
N e b r a s k a — N o  P P O  re g u la t io n s . N e b . R e v . S ta t . 

§ 4 4 - 4 lO le  to  4 4 - 4 1 1 3  ( 1 9 8 4  and  S u p p . 1 9 8 5 ) . A p p lie s  
to  p re fe r re d  p r o v id e r  in s u ra n c e  a rra n g em en ts .

N e v a d a — Sen a te  B i l l  N o .  2 8 6  ( 1 9 8 5 )  p ro v id e s  th a t 
an  in s u re r  s h a ll in c lu d e  p ro v is io n s  in  a  p o l ic y  o f  h e a lth  
in su ran c e  e n c o u ra g in g  an  in s u re d ’ s u se  o f  s e rv ic e s  a n d  
fa c i li t ie s  tha t a re  e f f ic ie n t  a n d  th a t ten d  to  c o n t ro l o r  
red u ce  the  c o s t o f  h e a lth  c a re .

N ew  H a m p s h i r e — E n a c te d  P P O  le g is la t io n  in  
H ou se  B i l l  N o . 8 0 1 9 8 5  e n t it le d  "A c c id e n t  and  S ic k n e s s  
In s u ra n c e  - R e im b u rs e m e n t  A g re e m e n ts ”  w h ic h  
am end s the  in su ra n c e  la w  b y  a d d in g  C h a p te r  4 2 0 -C . 
N .H . R e v . S ta t. A n n . § 4 2 0 - C : l .

N ew  J e r s e y — N o  P P O  le g is la t io n .
N ew  M e x ic o — N o  re g u la t io n s  o n  P P O s .
N ew  Y o r k — N o  le g is la t io n  th a t s p e c i f ic a l ly  re c o g ­

n iz e s  P P O s . A  P P O , w h ic h  d o e s  n o t  h a v e  a n  e s ta b lis h ed  
d e f in it io n  in  the s ta te , m a y  n eed  to  o b ta in  in su ran c e  o r  
h e a lth  d e p a rtm en t lic e n s u re , d e p e n d in g  u p o n  its s t ru c - 

f 're . A n y  e n tity  th a t is  d o in g  the  b u s in e ss  o f  in su ra n c e  
re q u ire d  to  be lic e n s e d  b y  th e  s ta te .

N o r t h  C a r o l i n a — C u r re n t ly  in  the  p ro c e ss  o f  d e v e l­
o p in g  re g u la t io n s  u n d e r  the  n ew  s ta tu te s  tha t w en t in to  
e f fe c t  in  O c to b e r  1 9 8 5  (H .B . 1 0 3 7 )  N . C  G e n . S ta L  § 7 - 
1 , 5 7 - 1 6 . 1 , 5 8 - 2 6 0 . 5 , 5 8 - 2 6 0 . 6  (S u p p . 1 9 8 5 ) .

N o r t h  D a k o t a — N o  re g u la t io n  o n  P P O s .
O h i o — N o  re g u la t io n s  o n  P P O s .
O k la h o m a — N o  re g u la t io n s  o n  P P O s .
O r e g o n — P a s sed  P P O  le g is la t io n  in  H ou s e  B i l l  2 0 3 1  

( 7 1 )  ( 1 9 8 5 )  a p p o in t in g  the  O re g o n  H e a lth  C o u n c i l to  
c o n s id e r  c o s t c o n ta in m e n t is su e s  and  to  d e v e lo p  a p o lic y  
c on s is te n t w ith  the  le g is la t iv e  in te n t o f  fo s te r in g  n ew  
typ es  o f  c o s t  c o n ta in m e n t h e a lth  c a re  se rv ic e s . O re . 
R e v . S ta t . § 7 4 3 .5 3 1  ( 1 9 8 5 ) .

P e n n s y lv a n i a — S e n a te  B i l l  N o .  9 3 5  ( 1 1 - 1 3 ) .  
A m en d s  P a . In s . C o d e  § 6 2 1 .2 ©  and  6 2 6  and add  § 6 3 0  
( 1 9 8 6 )  P P O  le g is la t io n .

R h o d e  I s la n d — N o  P P O  le g is la t io n .
S o u t h  C a r o l i n a — N o  P P O  le g is la t io n .
S o u t h  D a k o t a — N o  P P O  le g is la t io n .
T e n n e s s e e — N o  P P O  le g is la t io n .
T e x a s — T e x . A d m in . C o d e  T i t  2 8 ,  § 3 .3 7 0 1  e t. seq . 

( 1 9 8 6 ) .  P P O  a u th o r iz in g  re g u la t io n s .
U t a h — Sen a te  B i l l  N o .  9 1 ( 1 8 1 - 1 8 2 )  am en d in g  C o d e  

§ 3 1 A -2 2 - 6 1 7  and  3 1 A - 2 2 - 6 1 8  ( 1 9 8 6 ) .  A u th o r iz e s  
p re fe r re d  h e a lth  c a re  p r o v id e r  c on tra c ts .

V e rm o n t— N o  P P O  le g is la t io n .
V i r g in i a — P P O s  a re  c on s id e re d  in su ra n c e  p o lic ie s  

o r  c o n tra c ts , and  th e y  a re  n o t  s p e c i f i c a l ly  re g u la te d . V a . 
C o d e  § 3 8 .1 - 3 4 7 .2 ,  3 8 .1 - 8 1 3 - 4  (S u p p . 1 9 8 5 ) .

W a s h in g t o n — T h e  le g is la t io n  is  v e r y  s p e c i f ic  a s to  
the re q u irem e n ts  to  b e c om e  re g is te re d  as a  h e a lth  c a re  
c o n t ra c to r  u n d e r  C h a p te r  4 8 . 4 4 R C W ,  b u t o th e rw is e , 
the re  is  n o  s p e c i f ic  DP O  le g is la t io n . A n  o rg a n iz a t io n  
lo o k in g  in to  s e tt in g  u p  a  P P O  in  th e  s ta te  s h o u ld  c on ta c t 
the s ta te  in su ra n c e  c o m m is s io n e r  t o r  a c o p y  o f  the  la w  
and  re g u la t io n s . I f  p re p a y m e n t is  in v o lv e d , the P P O  
m ust o b ta in  a  c e r t i f ic a te  o f  re g is t ra t io n .

W e s t  V i r g in i a — N o  P P O  le g is la t io n . B u t  the P P O s  
a re  re v iew e d  o n  a c a s e -b y -c a s e  b a s is  to  d e te rm in e  i f  an 
in su ran c e  m e c h a n ism  is  p re sen t.

W is c o n s in — P P O  le g is la t io n  is p a rt o f  the W is c o n ­
s in  A d m in is t ra t iv e  C o d e  S e c t io n  In su ra n c e  3 .4 8  and 
C h ap te r  6 0 9 .  A l l  P P O s  s h o u ld  re v iew  these  law s  to 
in su re  th a t th e y  m ee t th e se  g u id e lin e s . T h e  s ta te  d o e s  
n o t lic e n s e  P P O s .

W y o m in g — T h e  H e a lth  C a re  R e im b u rs em e n t R e ­
fo rm  A c t o f  1 9 8 5  a l lo w s  p re fe r re d  p r o v id e r  a rra n g e ­
m en ts . W y o .  S ta t. § 2 6 - 2 2 - 5 0 1  to  5 0 3  (S u p p . 1 9 8 5 ) .5
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Preferred provider organizations (PPOs) are the fastest growing al­
ternative delivery system. This Research Report discusses the struc­
ture of PPOs and how to assess the efficiency of the providers, and 
overall quality of services.

I
n  g e n e ra l, a  p re fe r re d  p r o v id e r  o rg a n iz a t io n  
(P P O )  is  a  h e a lth  c a re  d e liv e ry  sy s tem  chat trie s  
to  c om b in e  d ie  b e s t e lem en ts  o f  th e  fe e - fo r -  
s e rv ic e  a n d  H M O  sy s tem s . C o m m o n  ch a ra c ­

te r is t ic s  o f  P P O s  a re  as fo l lo w s :
• lim ite d  g ro u p  o f  p h y s ic ia n s  and  h o sp ita ls ,
• fe e  sch ed u le  n e g o tia te d  in  a d van ce ,
• u t i l iz a t io n  c o n t r o ls  o r  c la im s  re v iew ,
• c o n s u m e r c h o ic e  o f  p ro v id e rs ,
• ra p id  c la im s  p aym  sn t, and
• f le x ib le  b e n e f i t  le v e ls .
P P O s  c an  b e  o rg a n iz e d  in  s e v e ra l w a y s . In su ra n c e  

c om p an ie s  o r  th i rd -p a r ty  a dm in is tra to rs  c an  n eg o tia te  
c on tra c ts  d i re c t ly  w ith  p ro v id e rs . In  s om e  c a se s , in su r­
a n ce  c a r r ie rs  h a ve  e n o u g h  c la im s  h is to ry  to  ta rg e t lo w e r  
c o s t  p ro v id e rs . S o m e t im e s  P P O s  a re  m a rk e te d  b y  in su r­
e rs  to  c u r .e n t  p o lic y h o ld e r s  a s  a n  e x te n s io n  o f  th e ir 
e x is t in g  b u s in e ss ; p ro v id e r s  c an  tap  in to  th e  in su re rs ' 
c la im s  a d m in is t ra t io n  sy s tem . H en c e , the  e a s ie r  the 
a d m in is tra t io n  o f  th e  P P O , the  m o re  b e n e f ic ia l to  the 
e m p lo y e r , d u e  to  lo w e r  a d m in is tra t iv e  e xp en se s .

P P O s  can  a ls o  b e  d e v e lo p e d  b y  the  p ro v id e rs  th em ­
s e lv e s . I f  a h o s p ita l is  th e  n u c le u s  in  the  fo rm a t io n  o f  the 
h e a lth  s e rv ic e  d e l iv e r y  sy s tem , it  c o u ld  e n lis t  its  e x is t in g  
m e d ic a l s t a f f  o r  e x te n d  p r iv i le g e s  to  o th e r  p h y s ic ia n s  in  
o rd e r  to  e xp a n d  its  s e rv ic e  a re a . I f  a  m e d ic a l g ro u p  i z  the 
fo c u s , h o s p ita ls  w he  re  p h y s ic ia n s  h a v e  a dm itt in g  p r iv i ­
le g e s  w o u ld  b e  in c lu d e d . T h e s e  p ro v id e r -o r ie n te d  o r ­
g a n iz a t io n s  th en  m a k e  th e ir  s e rv ic e s  a v a i la b le  to  c a r r i ­
e rs , u n io n s , and  s e l f - fu n d e d  e m p lo y e rs .

Negotiated Fee Schedule
In i t ia l ly ,  th e  m o s t  a tt ra c t iv e  fe a tu re  o f  P P O s  m a y  be 

th e ir  n e g o tia te d  fe e s , w h ic h  a re  a lm o s t  a lw a y s  d is ­
c ou n te d . T h e  a b i l i t y  to  i« ig o tia te  a  P P O  a rra n g em en t 
o fte n  d e p en d s  o n  w h o  and  w h e re  th e  e m p lo y e r  is  and 
w ith  w h om  it  is  n e g o t ia t in g .

F ew  rn le s  g u id e  the  n e g o t ia t io n s  b e tw een  P P O s  and 
h e a lth  c a re  p ro v id e rs . T h e re  is  n o  p re p a ym en t o r  
c a p ita t io n  am ou n t p a id  to  p ro v id e rs ; a l ls e r v ic e s  a re  pa id  
f o r  o n  a  fc e - fo r - s e r v ic e  b a s is , and  p h y s ic ia n s  m a y  ac ­

c ep t s om e  p e rc e n tag e  o f  th e  lo c a l a re a ’ s “ u s u a l and  
c u s tom a ry ”  d e te rm in a t io n  as f u l l  p a ym en t. T h is  can  be 
v ie w e d  as a  d is c o u n t , b u t it  is  a c tu a lly  a  s ta n d a rd iz a t io n  
o f  p a ym en ts  m ad e  to  p h y s ic ia n s .

T h ro u g h  a  P P O , c o n su m e rs  m a in ta in  fre e d om  o f  
p h y s ic ia n  c h o ic e  w ith  in c e n tiv e s , su ch  as w a iv in g  
c o p a ym e n ts  o r  d e d u c t ib le s , to  u se  P P O  p ro v id e rs . 
S u b sc r ib e rs  c a n  s t i l l  c h o o s e  to  g o  to  n on p a rt ic ip a t in g  
p ro v id e r s , b u t a t a d d it io n a l o u t -o f -p o c k e t  e xp en se s . 
O th e r  P P O s  o f f e r  s u b sc r ib e rs  a d d it io n a l b e n e fits  that 
m ig h t  in c lu d e  c o v e ra g e  o f  s om e  p re v e n t iv e  o r  sp e c ia l­
iz e d  s e rv ic e s  (p s y c h ia t r ic  o r  sub s tan ce  a b u se ) th a t m a y  
n o t  b e  c o v e re d  u n d e r  the  e m p lo y e r ’ s e x is t in g  h e a lth  
p la n .

O n  the  h o s p ita l s id e , h o s p ita l p a ym en ts  m a y  be 
d e te rm in e d  th ro u g h  s tra ig h t d is c o u n ts , in c rem en ta l 
d is c o u n ts  b a sed  o n  v o lu m e , o r  s om e  k in d  o f  p ro sp e c - 
t iv e ly  d e te rm in ed  re im b u rs em en t . T h e  a b i li t y  to  n e g o ­
t ia te  s ig n if ic a n t  c o n c e s s io n s  m a y  b e  lim ite d  i f  the 
c o m p a n y  is  in  a n  a re a  s e rv e d  b y  a s in g le  h o sp ita l. S in c e  
m o s t  o f  the e m p lo y e e s  p ro b a b ly  u se  the  h o s p ita l a l ­
r e a d y , th e  c o s t o f  d is c o u n ts  o r  o th e r  c o n c e s s io n s  p ro b a ­
b ly  w o n ’ t  b e  o f f s e t  b y  in c re a s e d  a dm is s io n s . O n  the 
o th e r  h a n d , i f  th e re  a re  tw o  o r  th ree  h o s p ita ls , a n  em ­
p lo y e r  m ig h t b e  a b le  to  m a k e  a  fa v o ra b le  a rra n g em en t 
w ith  o n e  o f  th em .

Utilization Management
T o  a ssu re  th a t c o s t  re d u c t io n  e f fo r t s  d o  n o t  re d u c e  the 

q u a li ty  o f  c a re , u t i l iz a t io n  re v ie w  and  q u a li ty  a ssu ran c e  
p ro g ram s  a re  in c o rp o ra te d  in  th e  s tru c tu re  o f  a P P O . A n  
e f fe c t iv e  u t i l iz a t io n  re v ie w  p ro g ram  sh o u ld  in c lu d e :

• P re -a d m is s io n  re v iew  and  c e r t i f ic a t io n  in  n o n - 
em e rg e n c y  c a se s  to  b e  su re  th a t h o s p ita liz a t io n  is  n e c e s ­
s a ry .

• A d m is s io n  an d  c o n t in u e d -s ta y  re v iew  o f  a l l  in p a ­
t ie n t d a y s  to  b e  sun*, th e y  a rc  m e d ic a lly  n e c e s s a ry .

• A p p ro p r ia te n e s s  e v a lu a t io n  to  d e c id e  w h e th e r 
a d m is s io n s  and  h o s p ita l d a y s  a re  m e d ic a lly  n e c e ssa ry .

• N o n -a c u te  p r o f i l in g , a v a r ie ty  o f  u t i l iz a t io n  re v iew  
re su lts  to  id e n t i fy  p h y s ic ia n s  w h o  p re sc r ib e  m o re  o r
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m o re  e x p e n s iv e  t re a tm en t than  p ro to c o ls  in d ic a te  is 
n e ed ed . O n c e  id e n t i f ie d , p h y s ic ia n s  a re  c o u n se le d  o r  
rem o v e d  fr o m  the  P P O .

• D e n ia l p ro c e s s , w h ic h  n o t i f ie s  p h y s ic ia n , p a tie n t, 
a n d  p a y o r  w hen  an  a d m is s io n  o r  in p a t ie n t d a y  is  c o n s id ­
e re d  n o t  m e d ic a lly  n e c e s s a ry .

• D is p u te  re s o lu t io n  o r  a p p e a ls  p ro c e s s , w h ic h  a llo w s  
p h y s ic ia n s , p a tie n t, and  p a y o r  to  a p p e a l re v iew  re su lts .

• D is c h a rg e  p la n n in g  to  d e te rm in e  i f  c om p lic a t io n s  
in  a  case  m a y  m ak e  p ro m p t  d is c h a rg e  f r o m  the h o sp ita l 
d i f f ic u lt .

• E f fe c t iv e  re p o r t in g  p ro c e s s , w h ic h  p ro v id e s  e m ­
p lo y e r s  w ith  p ro v id e r s ’ o v e r a l l  u t i l iz a t io n  s ta tis tic s  and  
s p e c i f ic  s ta tis tic s  o n  th e ir  e m p lo y e e s .

Adding A PPO Option
T w o  a p p ro a c h e s  a re  p re v a le n t  w h en  ad d in g  a  P P O  

o p t io n :
1 . A d d in g  a P P O ’ s d is c o u n te d  fe e s  a n d  h e a lth  c a re  

u t i liz a t io n  c o n t ro l to  an  e x is t in g  b e n e fi t  p la n . E m p lo y ­
e e s  a re  e n c o u ra g ed  to  u se  p re fe r re d  p ro v id e rs , bu t 
e s s e n t ia l ly  b e n e fits  rem a in  u n ch an g ed .

2 . In s ta l l in g  a  c o m p le t e ly  n ew  p la n  th a t c om b in e s  
re d e s ig n e d  b e n e fits , s t r ic t  u t i l iz a t io n  m an ag em en t, and 
c h an g es  in  re im b u rs em e n t t o  d ire c t  e m p lo y e e s  and  
p ro v id e rs  tow a rd  le s s  e x p e n s iv e  h e a lth  c a re  s e rv ic e s .

A n  o v e r la id  P P O  is  e a s ie r  to  p u t in to  e f fe c t  th an  a 
re d e s ig n e d  b e n e fi t  p la n , b u t  a  n ew  b e n e fit  p la n  can  
c o n t ro l h e a lth  c a re  c o s ts  o v e r  the  lo n g  te rm  b y  e n c o u r ­
a g in g  e m p lo y e e s  to  c h an g e  th e  w a y  th e y  u se  h e a lth  c a re  
s e rv ic e s , w h i le  at the  sam e  t im e  g iv in g  p ro v id e rs  in c e n ­
tiv e s  to  p ro v id e  c a re  m o re  e f f ic ie n t ly .

Evaluation
B e fo re  a P P O  p ro p o s a l c a n  be  e v a lu a te d , the em ­

p lo y e r  n eed s to k n o w  the  c o s t  o f  c u rre n t m ed ic a l b e n e ­
fi t s  and  be  a b le  to  e s t im a te  w h a t  c o s ts  w i l l  be  u n d e r  the 
P P O .

E v a lu a t in g  the p ro v id e rs  a sso c ia te d  w ith  the  P P O  can  
be  d o n e  b y  re v iew in g  the s e le c t io n  c r i t e r ia  o f  the P P O . 
S o m e  P P O s  a re  n o t p a r t ic u la r ly  s e le c t iv e  in i t ia l ly  bu t 
w eed  o u t p o o r  p e r fo rm e rs  as d a ta  b e c om e s  a v a i la b le . 
E m p lo y e rs  w i l l  h a v e  to  w ith s ta n d  the p o te n t ia l ly  a d ­
v e rs e  e m p lo y e e  re la t io n s  th a t re s u lt  f r o m  th is  a p p ro a ch . 
T h e  P P O  m a y  r e ly  o n  th e  ju d g m e n t  o f  a  g ro u p  o f  
c o m m u n ity  p h y s ic ia n s  to  re v ie w  the p ra c t ic e  p a tte rn s  o f  
p a rt ic ip a t in g  p h y s ic ia n s . A n o th e r  m e th o d  is re v iew  o f  
u t i liz a t io n  p ro f i le s  f r o m  th ird -p a r ty  p a y o rs  o r  o th e r  
o rg a n iz a t io n s . A ls o , the P P O  m a y  id e n t i fy  a se r ie s  o f  
:o m m o n  p ro c e d u re s  and  c o m p a re  the c o s ts  f o r  in d iv id ­
u a l p ro v id e rs  f o r  th e se  p ro c e d u re s .

T o  e v a lu a te  h o sp ita ls , M e d ic a re  c o s t rep o rts  o f f e r  a 
c o n v e n ie n t , and  la rg e ly  u n ta p p ed , d a ta  sou rc e . T h e y  a rc  
a v a i la b le  f r o m  s ta te  o r  lo c a l fis c a l in te rm ed ia r ie s , lo c a l 
p la n n in g  a g en c ie s , o r  c o a lit io n s . T h e y  p ro v id e  h o sp ita l-  
s p e c ific  d a ta  o n  a v e ra g e  c o s t and  ch a rg e s  p e r case , o r  p e r  
a d m is s io n , f o r  a l l  p a t ie n ts , n o t  ju s t  th o se  o n  M ed ic a re .

C a re  m u s t  b e  u sed  in  e v a lu a t in g  h o sp ita ls  based o n  
raw  d a ta , h ow e v e r . T h e  m a in  p ro b le m  w hen  th is da ta  is 
u sed  f o r  c o m p a r is o n  p u rp o se s  is  th a t o n e  h o sp ita l m ay  
have  a  h ig h e r  c o s t p e r  c a se , n o t  becau se  it is  le s s  
e ff ic ie n t , b u t b ecau se  i t  trea ts  m o re  s e r io u s ly  i l l  pa tien ts . 
A lth o u g h  th e  case  m ix  in d e x  p u b lis h e d  b y  the fe d e ra l 
g o v e rn m en t is  d e r iv e d  u s in g  o n ly  M e d ic a re  p a tien ts , it 
is  re a s o n ab le  to  a ssum e  tha t a  h o s p ita l h a v in g  a c o m p li­
ca ted  case  m ix  f o r  M e d ic a re  p a tie n ts  w o u ld  a ls o  h a ve  a 
c om p lic a te d  case  m ix  f o r  n o n -M e d ic a re  p a tien ts .

A d ju s te d  c o s t d a ta  w i l l  a l lo w  the  e m p lo y e r  to  m ak e  
rea son ed  f i r s t -c u t  ju d g m e n ts  n o t  o n ly  a b ou t P P O s , bu t 
a ls o  a b ou t the  e f f ic ie n c y  o f  the  h o s p ita ls  th e ir  e m p lo y ­
ees u se .

Evaluating Quality
P P O  q u a li ty  c an  b e  m ea su re d  in  s e v e ra l w a y s . A  

P P O ’ s fa c i li t ie s  m u s t be  lo c a te d  w h e re  m o s t  e m p lo y e e s  
can  re a c h  th em  c o n v e n ie n t ly , and  it  m u s t  p ro v id e  access 
to  the k in d s  o f  c a re  n e ed ed . G e n e ra l ly  th is m ean s 
p r im a ry  c a re  p h y s ic ia n s , a  ran g e  o f  sp e c ia lis ts , and  
access to  b o th  g e n e ra l c a re  and  s p e c ia lty  h o sp ita l fa c i l i ­
ties .

I f  th e  P P O  c an n o t p ro v id e  s e rv ic e s  d i re c t ly , it  m u s t be  
a b le  to  s u p p ly  th em  th ro u g h  a g re em en ts  w ith  o th e r 
p ro v id e rs . O th e rw is e , the e m p lo y e r  m u s t m a k e  su re  
e m p lo y e e s  a re n 't  p e n a liz e d  f o r  n o t u s in g  P P O s  in  these  
s itu a t io n s .

T h e  f in a n c e s  o f  a  P P O  sh o u ld  b e  a n a ly z e d  l ik e  the 
fin a n c e s  o f  a n y  o th e r  p o te n t ia l b u s in e ss  p a rtn e r . E m ­
p lo y e r s  s h o u ld  be  aw a re  o f  th e  P P O ’ s in te rn a l re im ­
b u rsem en t p ro c e d u re s . T h e  a rra n g em en t the  P P O  has 
w ith  a c o n tra c t in g  e m p lo y e r  f o r  re im b u rs em en t m ay  be 
d i f fe r e n t  f r o m  the w a y  it  re im b u rs e s  p ro v id e rs . E m ­
p lo y e r s  s h o u ld  be  su re  these in te rn a l a rrang em en ts  
e n c o u ra g e  e f f ic ie n t  h e a lth  c a re  w h i le  p ro v id in g  s u f f i ­
c ien t f in a n c ia l in c e n tiv e s  to  re ta in  q u a li ty  h o sp ita ls  and 
p h y s ic ia n s .

P la n s  m a rk e te d  b y  the la rg e  o rg a n iz a t io n s  m ay  o f f e r  
m o re  f in a n c ia l s ta b i li ty  and  c om p re h e n s iv e  se rv ic e s  
than a p la n  n e g o tia te d  w ith  lo c a l p ro v id e rs . T h a t s ta b i l­
ity  is o fte n  d e s ira b le , b u t it m a y  re q u ire  an  e m p lo y e r  to 
accep t a s tan d a rd  p la n  in stead  o f  o n e  ta i lo re d  to  its 
in d iv id u a l re q u irem en ts . ~
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The 1987 D irec to ry  o f PPOs, Issued by the American Medical Care . 
and Review Association, lists 646 operating plans In 43 states and j 
Puerto Rico and the District of Columbia. Some 71 plans are operated j 
by 23 organizations that have multiple state locations. Provider con- j 
tracts have been signed with 2,571 hospitals and 194,420 physicians. ;

The directory discusses, among other things, the growth and devel- j 
opment of PPOs, state legislative measures, as well as administration 
and operation practices Industry-wide. The bulk of the Directory Is 
devoted to profiles of the 646 plans. Individual copies of the D irectory  
are available from AMCRA at a prepaid cost of $50. For further 
Information, contact AMCRA, 5410 Grosvenor Lane, Suite 210, Be- 
thesda, MD 20814, (301) 493^9552.

T
he  1 9 8 7  D i r e c t o r y  o f  P P O s  lis t s  6 4 6  p la n s , o f  
w h ic h  3 8  a re  in  p re o p e ra t io n a l s tatus. P P O s  
a re  lo c a te d  in  4 3  states and  P u e rto  R ic o  and  the 
D is t r ic t  o f  C o lu m b ia  (s e e  T a b le  1 ) . P h y s i ­

c i a n ,  h o s p ita ls , and  jo in t  v e n tu re s  b e tw een  p h y s ic ia n s  
and  h o sp ita ls  c om p r is e d  the m a in  fo rc e  b eh in d  the  e a r ly  
P P O  g row th . A c c o rd in g  to  the 1 9 8 7  s u rv e y  th e ir s p o n ­
s o rsh ip  h a s  d e c lin e d  fr o m  4 9 .4 %  re p o rte d  la s t  y e a r  to  
4 4 .6 %  (2 8 8  p la n s ) . In su ra n c e  c om p a n ie s  s p o n s o r  1 5 7  
p la n s  and  p h y s ic ia n -h o sp ita ls , 1 1 4 . P h y s ic ia n -s p o n ­
s o re d  p la n s  to ta l 1 0 4 , and  h o s p ita ls  s p o n s o r  7 0  p la n s . 
O th e r  s p o n s o rs  in c lu d e  B lu e  C ro s s /B lu e  S h ie ld  P la n s  
( 6 7 ) ,  in v e s to rs  ( 3 6 ) ,  th ird -p a rty  a d m in is tra to rs  ( 3 0 ) ,  
H M O s  ( 2 5 ) ,  s e l f - fu n d e d  e m p lo y e rs  ( 1 2 ) ,  and  s p o n s o r ­
sh ip  b y  o th e rs  ( 3 1 ) .

Administration
M os t p la n s  ( 6 0 2 )  d o  n o t  h a v e  lo c k - in  a rra n g em en ts  

tha t req u ire  m em b e rs  to  u se  th e ir  s e rv ic e s . S u c h  a r ­
ran g em en ts  in v o lv e  s p e c i f ic  p ro v id e rs , su ch  as d e n ta l 
and m en ta l h e a lth , o r  s p e c i f ic  p a y o rs , su ch  as u n io n s  o r  
s c h o o ls . O n ly  4 4  p la n s  h a v e  a lo c k - in  fe a tu re  and  these  
p la n s  tend to  be  c la s s i f ie d  as e x c lu s iv e  p r o v id e r  o rg a n i­
z a t io n s .

M o s t  o f  th e  6 4 6  P P O s  o p e ra te  o n  a fo r - p r o f i t  b a s is  
( 4 4 4  o r  6 9 % )  and o p e ra te  m o s t ly  in  the W e s te rn  re g io n  
( 1 3 6 ,  o f  w h ic h  7 5  a re  in  C a l i fo r n ia ) .  F o r  p r o f i t  p la n s  in  
the o th e r  re g io n s  to ta l 1 1 8  in  the S o u th e a s t , 9 6  in  the 
M id w e s t, and  9 4  in  the N o rth e a s t .

S ta f f in g  d e p end s  o n  the c om p re h e n s iv e n e s s  o f  s e rv ­
ices d i re c t ly  p ro v id e d  b y  the P P O . A c c o rd in g  to  the 
1 9 8 7  s u rv e y , 2 3  p la n s  h a ve  fro m  11 to  15 s t a f f  m em b e rs  
and o n ly  f o u r  p la n s  h a v e  a s t a f f  o f  m o re  than  1 0 0

p e rs o n s . M o s t  p la n s  h a v e  th e ir  ow n  p ro v id e r  base 
(p h y s ic ia n s  and  h o s p ita ls ) and  m a rk e t in g  s ta f f . F u n c ­
t io n s  su ch  as u t i l iz a t io n  re v iew  and  c la im s  p ro c e s s in g , 
a re  s om e t im e s  c on tra c te d  to  th ird -p a r ty  a dm in is tra to rs , 
in su ran c e  c om p a n ie s , and  p ro fe s s io n a l re v iew  o rg a n i­
z a t io n s . A  b re a k d o w n  o f  c o n tra c te d  o u t  s e rv ic e s  p r o ­
v id e d  b y  the P P O  in c lu d e  the fo l lo w in g :

P PO O th e rs
Physic ian/hospita l contracting 2 5 4 11
Marketing 231 40
C laim s processing 72 95
P readm ission  certification 20 2 55
Utilization review /peer review 231 41
P rov ider payment 146 112
Consum er/p rov ider g rievances 2 4 4 3 2
Cost ana lys is and reporting 231 52 :

Provider Contracting
P P O s  re p o r te d  5 0 6 ,9 3 8  p h y s ic ia n s  and  1 1 ,5 0 4  h o s p i­

ta ls  u n d e r  p r o v id e r  c o n tra c ts , re p re sen tin g  a p p ro x i­
m a te ly  o n e - th ird  o f  a l l p ro v id e rs  in  the c o u n try . M a n y  
p ro v id e rs  h a v e  s ig n ed  c on tra c ts  w ith  m o re  th an  on e  
P P O , as in  C a l i fo r n ia . O h io , F lo r id a , and  P e n n s y lv a n ia , 
w h e re  m o re  th an  o n e  P P O  o p e ra te s  in  the sam e  m e t ro ­
p o lita n  a re a .

T h e  61  P P O s  re p o r t in g  fro m  the N o rth e a s t reg io n  
h a v e  1 ,3 2 2  h o sp ita ls  u n d e r  c on tra c t . In  the S o u th e a s t , 
w h e re  5 9  P P O  re p o r te d , the re  a re  1 .0 6 9  p a rtic ip a tin g  
h o s p ita ls . S ix t y - f i v e  p la n s  in  the M id w e s t h ave  p a r t ic i­
p a tin g  c on tra c ts  w ith  1 ,3 5 7  h o sp ita ls , and  in the W est. 
5 , 2 4 4  h o sp ita ls  h a v e  s ig n ed  c on tra c ts  w ith  3S 6  p lan s .

2:2 Weil Adimi Street. Qucigo, Dlmoi* 60606, (312) 236-2615 O 19M by Chirlei D. Spencer & Aooclitei. Inc.
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Table 1
PPOa By State

State Operational Pre-Operatlonal

Alaska 1
Alabama 16
Arizona 20
Arkansas 2
California 109 1
Colorado 22 1
Connecticut 4

District Of Columbia 9

Florida 43 1
Georgia 16 2
Hawaii 3

Illinois 33 1
Indiana 10 2
Iowa 3
Kansas 8 1
Kentucky 8 3
Louisiana 12 2
Maryland 10
Massachusetts 10 1
Michigan 15 3
Minnesota 9 1
Mississippi 3 2
Missouri 21 1
Nebraska 2
Nevada 7
N e w  Jersey 4 1
N e w  Mexico 5
N e w  York 1 1 1
North Carolina 10 1
Ohio 48 2
Oklahoma 1 1
Oregon 7 1
Pennsylvania 30 1
South Carolina 4
South Dakota 1
Tpnessee 17 2
Texas 18 2
Utah 6
Vermont 1
Virginia 8
Washington 19 3
West Virginia 2 1
Wisconsin 9
Wyoming 1
Puerto Rico 1 1
Total Number 608 38

continued on next page
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Table 2
Number Of Physician Contracts

North South Mid-
East East West West California Total %

Family Practice 10,181 5.155 3,159 4,455 10,559 33.509 12.4
Internal Medicine 13.069 7,069 3,685 3,190 12.063 39.076 14.4
Pediatrics 6,234 3,705 1,788 1,790 5,823 19,340 7.1
OB/GYN 6.053 3,535 1,929 2,045 6.902 20,464 7.6
General Surgery 6.706 3,530 1.869 1,781 5,769 19,655 7.3
Others 43,466 27,007 11,949 12,911 43,268 138,601 51.2
Subtotal 85,709 50,001 24,379 26,172 168,473 270,645 10 0 .0
No. Physicians 30,871 6,316 29,623 1 ,0 10 169,473 236.293
Grand Total 116,500 56.317 54,002 27.182 252,857 506.938
No. of PPOs
Reporting 46 • 46 40 37 39 208

Average Per P P O 2,534 1,224 1,350 735 6.483 2.437

T a b le  2 ,  a b o v e , sh ow s  th e  n u m b e r  o f  p h y s ic ia n  c o n ­
trac ts  b y  re g io n  a n d  b y  sp e c ia li ty .

Membership
T o t a l  m em b e rs h ip  in  th e  2 9 5  P P O s  re p o r t in g  th is 

da ta  is  2 1 ,6 2 3 ,8 1 7 ,  an  a v e ra g e  o f  7 3 ,3 0 1  m em b e rs  p e r  
P P O . A M C R A  w as  a b le  to  id e n t i fy  4 6  P P O s  w ith  
1 0 0 ,0 0 1  o r  m o re  m em b e rs . P P O  m em b e rsh ip  b y  p la n  
s iz e  is  as f o l lo w s :

P P O  Membership Total Plans

0 - 5,000 65
5,001 - 10 ,0 0 0 34

10 ,0 0 1 - 15,000 32
15,001 - 20,000 16
20 ,0 0 1 - 40,000 57
40,001 - 60,000 22
60,001 - 10 0 ,0 0 0 23

10 0 ,0 0 1 - 200 ,000 25
20 0 ,0 0 1 - 300,000 5
300,001 - 400,000 5
400,001 - 500,000 2
500,001 and up 9

Benefits Provided
M a n y  P P O s  a re  s in g le  b e n e fi t  p la n s , p ro v id in g  p s y ­

c h ia t r ic , p h t .rm a c y , p h y s ic ia n  th e ra p y , and  o th e r  s p e ­
c ia liz e d  s e rv ic e s . T h e s e  p la n s  w o rk  in  c o o p e ra t io n  w ith  
o th e r  P P O s  and  h e a lth  m a in te n a n c e  o rg a n iz a t io n s  to  
s u p p lem e n t the b a s ic  c o re  o f  s e rv ic e s  p ro v id e d  b y  a 
P P O . B e n e f it s  p la n s  v a r y  w ith  e a c h  e m p lo y e r  and  the

d e d u c t ib le s  and  c o p a ym en ts  d i f f e r  l o r  e a c h  p la n  d e ­
p e n d in g  u p o n  the  c o n tra c tu a l re la t io n s h ip  the e m p lo y e r  
and  P P O  h a v e  w ith  the p ro v id e rs .

T a b le  3 , o n  the  n e x t p a g e , sh ow s  the  b e n e fi ts  o f fe re d  
b y  th e  P P O s .

Utilization Review
T h e  p a rt ic ip a t in g  p ro v id e r  a g re em en ts  g iv e  the P P O  

a p r o v id e r  b a se  to  d e liv e r  n e c e s s a ry  s e rv ic e s , b u t u t i l i ­
z a t io n  re v ie w  p ro v id e s  the  P P O  w ith  a p p ro p r ia te  u se  o f  
th o se  s e rv ic e s . T h e  p ro c e d u re s  f o r  h o sp ita l in p a tien t 
u t i l iz a t io n  w a s  re p o rte d  b y  2 5 8  P P O s . T h e y  in c lu d e  p re ­
a d m is s io n  c e r t i f ic a t io n  ( 2 4 9  p la n s ) , a d m is s io n  c e r t i f i ­
c a t io n  ( 2 0 6  p la n s ) , c o n c u rre n t le n g th  o f  s ta y  re v iew  
( 2 3 8  p la n s ) , m a n d a to ry  se c o n d  s u rg ic a l o p in io n  (1 8 6  
p la n s ) , re t ro s p e c t iv e  in p a t ie n t s e rv ic e s  re v iew  (2 2 3  
p la n s ) , m a n d a to ry  a m b u la to ry  o r  o u tp a t ie n t s e rv ic e  
re v iew  ( 1 4 3  p la n s ) , and  re t ro s p e c t iv e  a m b u la to ry  s e rv ­
ic e  re v iew  ( 1 5 2  p la n s ) .

Data Collection/Reporting
S o m e  2 5 5  P P O s  re p o rte d  the d a ta  c o l le c t io n  p ro ­

g ram s  th ey  h a v e  in  p la c e . P h y s ic ia n  s p e c i f ic  d a ta  is 
c o lle c te d  by 2 3 4  p la n s , a v e ra g e  le n g th  o f  s ta y  b y  239 
p la n s , la b  u sag e  b y  1 7 2  p la n s , and  2 3 8  p la n s  c o l le c t  data 
o n  to ta l c h a rg e s .

F u l ly  2 5 1  p la n s  p ro v id e  re p o rts  to  g ro u p s  c on tra c t in g  
w ith  the p la n . R e p o r t s  in c lu d e  c o s t ( 2 0 7 ) ,  U R  (o n  
e x c e p t io n  b a s is ) ( 1 3 4 ) ,  g e n e ra l U R  s ta tis tic s  c o m p a r i ­
s o n  ( 1 6 0 ) ,  and  8 4  p la n s  p ro v id e  o th e r  rep o rts .

222 Wejt Adamt Street, Chicago, Illinois 60606, (312) 236-2613
un.jjmp(iQiJLhciieiiLS , 
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Table 3

Benefits 01 fa rad By The PPOs

North South Mid
Totals East East West West Calif.

Yes No Yes No Yes No Yes No Yes No Yes No

Unlimited Inpatient Hospitalization 171 56 33 '13 35 12 35 10 39 8 29 13

Limited Inpatient Hospitalization 93 108 18 24 16 26 2 1 19 16 27 22 12
Psychiatric Inpatient Care 2 1 1 17 45 1 37 1 1 42 2 47 1 40 2
Alcoholic Drug Inpatient Care 203 23 44 1 35 13 40 3 45 3 39 3

Emergency Room Coverage 222 6 46 45 3 43 2 47 41 1
Physician Outpatient Office Visits 224 5 45 1 46 2 42 2 48 43

Mental Health Outpatient Visits 208 22 43 38 1 1 42 2 47 1 38 4

Outpatient X-Ray Services 2 21 8 45 1 44 4 45 46 1 41 2
Outpatient Lab Services 219 9 45 1 46 2 45 43 4 40 2
Routine Injections 184 42 36 10 37 10 36 8 40 7 35 7

Podiatry Services 159. 65 35 12 24 21 33 10 33 14 34 3

Chiropractic Services 123 103 23 24 20 25 24 18 29 20 27 16

Pharmacy Services 192 42 44 5 36 12 38 8 40 8 34 9

Prescription Eye Exams and Glasses 85 140 19 28 1 1 36 16 28 21 24 18 24

Cental Services 96 123 20 24 14 31 20 22 19 27 23 19

Marketing
D ir e c t  c on ta c t b y  p e rs o n a l v is i t  and  m a i l a re  the m o s t  

p o p u la r  m e th o d s  o f  c on tra c t in g  P P O s  u sed  w ith  em ­
p lo y e r s  and  re cm it in g  p ro v id e rs . S o m e  6 1 6  p la n s  u sed  
d ire c t p e rs o n a l c o n ta c t , 4 1 8  m ad e  c o n ta c t ih ro u g h  d ire c t

m a i l ,  3 4  3 a d v e rt is e d  in  n ew sp a p e rs , 1 3 5  o n  ra d io , and  
7 7  o n  te le v is io n . F ly e r s  o r  b ro c h u re s  w e re  h and ed  o u t  
b y  3 9 8  P P O s  a n d  1 0 9  p la n s  u sed  o th e r  m a rk e t in g  
m e th o d s .

T r r'? I t'
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This Research Report Is an edited version of a speech given at a 
symposium Jointly sponsored by the Society of Actuaries and the 
American College of Hospital Administrators by David V. Axene, princi­
pal consulting actuary, Milliman & Robertson, Seattle.

Mr. Axene listed factors to be taken Into account when developing 1 
cost estimates to establish rates for marged health care systems (I.e., I 
health maintenance organizations or preferred provider organizations).

H
o sp ita ls  and  p h y s ic ia n s  in  a  m e rg ed  h e a lth  c a re  
sy s tem  ( i .e . ,  h e a lth  m a in ten an c e  o rg a n iz a ­
t io n s , p re fe r re d  p ro v id e r  o rg a n iz a t io n s ) f r e ­
q u e n t ly  a g re e  to  p ro v id e  s e rv ic e s  f o r  e n ro l le e s  

at d is c o u n te d  p r ic e s  in  re tu rn  f o r  in c re a sed  v o lu m e . 
T h e se  d isc o u n te d  p r ic e s  a re  u s u a lly  e xp re s sed  in  te rn is  
o f  p e rc en tag e s ; th a t is , 1 0 %  o r  2 0 %  lo w e r  th an  the 
p r o v id e r s ’ u su a l c h a rg e s .

It is  n e c e s s a ry  th a t the ra tes c on tra c te d  f o r  be 
a d eq u a te  to  c o v e r  e xp en se s  and  y e t a ls o  c om p e tit iv e . 
T h e re fo r e , it  is n e c e s s a ry  to  a c tu a r ia lly  p ro je c t  c o s ts  f o r  
the p ro v id e rs  b e fo re  q u o t in g  ra te s .

Identify Rating Variables
R a t in g  v a r ia b le s  m u s t be  id e n t i fie d . In  o rd e r  to  set a 

ra te , the a c tu a ry  m u s t a s k  q u e s t io n s  su ch  as the f o l lo w ­
in g :

1. W h a t  k in d  o f  p e o p le  w i l l  b e  u s in g  the s e rv ic e s?  
A re  th e y  a M e d ic a re  o r  M e d ic a id  g ro u p ?  A re  th e y  an  
e m p lo y e e  g ro u p ?

2 . W h a t  k in d  o f  p ro v id e rs  a re  th e re  in  the c om m u ­
n ity , and  w ha t a re  th e ir  c h a rg e  le v e ls ?

3 . W h a t  k in d  o f  u t i l iz a t io n  le v e ls  w i l l  d e v e lo p ?
4 . W h a t  is  the b e n e f i t  d e s ig n  o f  the p la n  tha t w i l l  be 

o f fe r e d ?
5 . W h a t a d m in is tra t iv e  c o s ts  and  m a rg in s  are  a n t ic i­

p a ted ?

Type Of People
In  ra t in g , o n e  m u s t c o n s id e r  the k in d  o f  p e o p le  w h o  

w i l l  b e  u s in g  the  P P O , d em o g ra p h ic  c h a ra c te r is t ic s , 
h e a lth  sta tus c h a ra c te r is t ic s , m a rk e t in g  m e th o d s , and  
re la t io n sh ip s  to  o th e r  p a rtie s .

D e m o g ra p h ic  c h a ra c te r is t ic s  in c lu d e  a g e -se x  d is t r i ­
b u tio n . H o w  m an y  p e o p le  a re  th e re  b y  v a r io u s  fa m i ly  j 
s tatus— that is , e m p lo y e e , sp o u se , and  c h i ld ( r e n ) . H ow  j 
o ld  a re th e y ?  H ow  m a n y  a re  m a r r ie d ?  W h a t  is the j 
a v e ra g e  n u m b e r  o f  d ep e n d en ts?

H e a lth  s ta tu s o f  th e  g ro u p  is  d i f f ic u lt  to  a sc e rta in  
b ecau se  th e re  is  n o  w o rk in g  d e f in it io n  o f  h e a lth  status.

I f  a  la rg e  p a n  o f  the p o te n t ia l e n ro l le e s  w o rk  at an 
o c c u p a t io n  w ith  h ig h  r is k , these  a d v e rse  h e a lth  ch a rac ­
te ris t ic s  w o u ld  h a v e  to  b e  fa c to re d  in to  the ra te .

A  P P O  a ttra c tin g  e m p lo y e d  p e o p le  w i l l  d e v e lo p  
m u ch  d i f fe r e n t  r is k  c h a ra c te r is t ic s  ( i .e . ,  c o s ts ) than a 
P P O  m a rk e te d  o n  an  in d iv id u a l b a s is  to  p e o p le  w ho  
o th e rw is e  w o u ld  n o t  h a v e  h e a lth  c o v e ra g e .

Marketing Considerations
Is  the P P O  g o in g  to  be  m a rk e te d  to  e m p lo y e r  g ro u p s  ? 

W i l l  th e  e m p lo y e e s  h a v e  fre e  c h o ic e  o r  w i l l  the re  be 
p a r t ic ip a t io n  re q u irem en ts ?  W i l l  b ro k e rs  be  used? 
D e p e n d in g  o n  the m a rk e t in g  m e th o d , the c o s ts  w i l l  be 
d i f fe re n t .

C o n s id e r  the re la t io n s h ip  to  o th e r  p a rt ie s : D o  the 
em p lo y e e s  c on s titu te  a g ro u p ?  W e re  the m em b e rs  p a ­
tien ts o f  the  p h y s ic ia n s  b e fo re  th ey  b ecam e  p a rt ic ip a t­
in g  p ro v id e rs ?  D e p e n d in g  o n  h ow  m an y  p e o p le  w e re  
e x is t in g  p a tien ts  o f  th e  p ro v id e rs  in  the p ro g ram , the 
c o s ts  w i l l  be  d i f fe re n t .

Look At Providers
N e x t , lo o k  a t w h a t k in d  o f  p ro v id e rs  a re  g o in g  to  be 

in c lu d e d  in  the  n e tw o rk . W h a t  k in d s  o f  p h y s ic ia n s  a rc  
in  the c o m m u n ity ?  A re  th e y  a sso c ia te d  w ith  a m ed ic a l 
s c h o o l?  A re  th e y  ju s t  s o lo  p ra c t it io n e rs ?  H o w  w e re  
th ey  c h o s e n ?  H o w  m u ch  c an  y o u  n e g o tia te ?  A re  th e ir  
o f f ic e s  em p ty ?

H o w  b ig  is  the p r o v id e r  g ro u p — can  th e y  p ro v id e  a ll 
the c a re  in  d ie  a re a ?  D o  y o u  h a ve  to h a ve  a n o th e r g ro u p  
to  p ro v id e  te r t ia ry  c a re ?

A rc  the  p h y s ic ia n s  c o o p e ra t iv e — do  th ey  r e a l ly  w an t 
to  m ak e  the P P O  w o rk ?

A  th o ro u g h  rcc  a n a ly s is  o r  ch a rg e  s u rv e y  is re c o m ­
m en d ed . T a k e  a s e le c t iv e  s am p le  o f  a b ou t 1 0 0  ch a rg e s  
that re f le c t  a b ou t 7 5 %  o f  a l l  p h y s ic ia n  c h a rg e s . Com­
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pa re  ih e  s u rv e y e d  ch a rg e s  se n t in  b y  p ro sp e c t iv e  p ro v id ­
e rs  w ith  the  c om m u n ity  n o rm s . W ith o u t  th is  in fo rm a ­
t io n , it m a y  n o t  be  fe a s ib le  to  g o  a n y  fu r th e r  because  the  
P P O  m ig h t b e  d e a lin g  w ith  th e  m o s t  e x p e n s iv e  p ro v id ­
e rs  in  the c om m u n ity .

Reimbursement Method
T h e  P P O  re im b u rs em en t m e th o d  is  im p o rta n t . A n  

a c tu a ry  c an n o t a c c u ra te ly  f ig u re  o u t  c o s ts  u n t i l the 
re im b u rs em en t m e th o d  is  k n ow n . W h a t  w i l l  be  u sed , a  
p re n eg o tia te d  fe e  s c h e d u le , 8 0 th  p e rc e n t i le , c ap ita tio n ?

T h e  re im b u rs em en t m e th o d  a ls o  a ffe c ts  u t i liz a t io n  
le v e ls  w h ic h  in  tu rn  a ffe c ts  th e  cost.

E x te n t o f  d is c o u n ts  and  o th e r  r is k  a rra n g em en ts  a ls o  
a re  im p o rta n t to  k n o w , a lo n g  w ith  p ro v id e r  in cen tiv e s . 
In  m an y  c a se s , 5 0  b ed  d a y s  c an  be  ta k e n  o f f  f r o m  the 
in p a tie n t h o sp ita l a s su m p tio n s  i f  c e rta in  p h y s ic ia n  in ­
c en tiv e s  a rc  in c lu d e d  in  the p la n  d e s ig n . W ith  the r ig h t 
p ro v id e r  in c e n tiv e s , p ro je c te d  c o s ts  c a n  b e  reduced .

Cost Per Service
F in d  o u t  the c o s t p e r  s e rv ic e , ^ o o k  a t e ach  un it , such  

as an  in p a t ie n t d a y , a d o c to r  v is it , a s u rg e ry , and fin d  ou t 
h o w  m u ch  w o u ld  it ty p ic a lly  c o s t i f  it  w e re  o n  a fe e - fo r -  
s e rv ic e  basis .

T h e  s o u rc e s  f o r  th is in fo rm a t io n  a re  m an y . F o r  
h o s p ita l c o s ts , lo o k  a t M ed ic a re  f i l in g s , D R G  ra te  f i l ­
in g s , h o sp ita l b u d g e ts , h o s p ita l f in a n c ia l s ta tem en ts , 
H IA A d a t a , A H A  d a ta , D R G  w e ig h ts . F o r  p ro fe s s io n a l 
fe e s  u se  fe e  s u rv e y s , c la im s  da ta  f r o m  c a r r ie r , H IA A  
d a ta , re la t iv e  v a lu e  s tu d ie s .

Utilization Levels
I t  m a y  b e  d i f f ic u lt  d e te rm in in g  the c om m u n ity  u t i l i ­

z a t io n  le v e l .  U t i liz a t io n  c o n t ro ls , p la n  d e s ig n , typ e  o f  
p ro v id e r , and  in c e n tiv e s  a f fe c t  u t i liz a t io n .

U t i liz a t io n  ra te s  a re  d e te rm in e d  b y  ta k in g  th e  n u m b e r  
o f  s e rv ic e s  p e r fo rm e d  an d  d iv id in g  b y  the n u m b e r o f  
e lig ib le  p e rs o n s . T h is  re su lts  in  d a ta  su ch  as bed  d a y s  p e r  
1 ,0 0 0 , p h y s ic ia n  v is its  p e r  1 ,0 0 0 , a dm is s io n s  p e r  1 ,0 0 0 . 
T h e  p ro d u c t  o f  u t i liz a t io n  rate  and  c o s t p e r  s e rv ic e  is the  
p ro je c te d  h e a lth  c a re  c o s t .

Value Of Copays, Deductibles, Etc,
N e x t , su b tra c t the a c tu a r ia l v a lu e  o f  d e d u c t ib le s  and  

c o p a ym en ts  f r o m  the p ro je c te d  c o s t , k e e p in g  in  m in d  
tha t d e d u c t ib le s  and  c o p a ym en ts  m a y  a f fe c t  u t i l iz a t io n . 
C o m p e t it iv e  re s tra in ts  and re g u la to ry  re q u irem e n ts  a ls o  
a f fe c t  these  n um b e rs . R e g u la to ry  re q u irem en ts  u s u a l ly  
add  c o s ts ; c om p e tit io n  m a y  lo w e r  c o s ts .

Expense Considerations
F in a l ly ,  ta k e  in to  c o n s id e ra t io n  a d m in is tra t iv e  e x ­

p en ses and  m a rg in s , in v e s tm en t in c om e , re in su ra n c e , 
m a rk e t in g  e xp en se s . E xp en se  m a rg in  and  p r o f i t  c an  bo 
lo a d e d  in  as a  p e rc e n t o f  p rem iu m .

Y o u  m a y  w an t to  d e v e lo p  v a r ia t io n s  to  rc fie c t  ag e / 
s e x  m ix , b e n e fits , s iz e  o f  g ro u p , etc . T h e  f in a l re su lts  
s h o u ld  b e  c om p a re d  to c om p e tit iv e  ra te  le v e ls  to  be 
a ssu red  o f  a c om p e tit iv e  p ro d u c t.

A s su m in g  the  p ro d u c t c an  be  e f fe c t iv e ly  m a rk e te d  
w ith  b o th  h e a lth  c a re  and  a d m in is tra t iv e  c o s ts  m an ag ed , 
the p ro g ram  can  be s u c c e s s fu l. m



G u id e lin e s  O f A R eq u e s t F o r P ro p o s a l F rom  P ro v id e rs  W hen 3 1 5 .02 .-7
Se le c tin g  P a rtic ip an ts  F o r A P re fe rre d  P ro v id e r O rgan iza tion  4-88

This Research Report provides general guidelines for those who wish ' 
to solicit providers for participation In a preferred provider organization, i 

The basis of this report Is a Request for Proposal (RFP) sent by Blue 
Cross and Blue Shield of Northern Ohio to hospitals In the area. The Blue 
plan used responses to the RFP to select hospitals to participate In its !

I new method of reimbursement.|

B
lu e  C ro s s  and  B lu e  S h ie ld  o f  N o r th e rn  O h io  
in v ite d  h o s p ita ls  in  its a re a  to  e n te r a  c om p e ti­
t iv e  b id d in g  p ro g ram  in  o rd e r  to  be in c lu d e d  in  
d ire c t  re im b u rs em en t o f  h o sp ita l s e rv ic e s  

p ro v id e d  to  B lu e  C ro s s  and  B lu e  S h ie ld  m em b e rs . T h e  
B lu e  p la n  sen t o u t  a  R eq u e s t f o r  P ro p o s a l ( R F P )  to  the 
h o sp ita ls  f r o m  w h ic h  th is  re p o rt  w as taken .

M a n y  asp ec ts  o f  th e  R F P  can  be  u sed  b y  an e n tity  
s e e k in g  b id s  in  o rd e r  to  se t up  a p re fe r re d  p ro v id e r  
o rg a n iz a t io n .

Cover Letter
T h e  c o v e r  le t te r  a c c om p an in g  the  R F P  m a y  c on ta in  

the fo l lo w in g  in fo rm a t io n :
Y o u r  o f f ic e  (h o s p i t a l )  is  in v ite d  to  su bm it a b id  f o r  the

p re fe r re d  p ro v id e r  o rg a n iz a t io n  to  be  fo rm e d  b y _______
C o m p a n y . B id s  m u s t b e  su bm itte d  in  a cc o rd an c e  w ith  
the  re q u irem e n ts  o f  th e  e n c lo s e d  R eq u e s t f o r  P ro p o s a l .
B id s  m u s t b e  su b m itte d  n o  la t e r  t h a n  . B id s  m u s t
be  m a i le d  o r  d e liv e re d  to :

N am e
A d d re s s
C i t y , s ta te , z ip
Q u e s tio n s  re la te d  to  th e  R e q u e s t  f o r  P ro p o s a l c a n n o t 

be a n sw e red  b y  te le p h o n e . A l l  q u e s t io n s  s h o u ld  be 
su bm itte d  in  w r it in g  to  the  a b o v e  ad d re ss  n o  la t e r  
th an  . W r it te n  a n sw e rs  to  q u e s tio n s  w i l l  be  p r o ­
v id e d  to  a ll p o te n t ia l b id d e rs . A  b id d e rs ’ c o n fe re n c e  
w i l l  be  h e ld  o n  .

Introduction
T h e  in t ro d u c t io n  is  u sed  to  e x p la in  the p re fe r re d  

p r o v id e r  o rg a n iz a t io n  c o n c e p t and the  p la n s  f o r  e s ta b ­
lis h in g  a P P O  in  the a re a .

T h e  c o rp o ra te  s t ru c tu re , h is to ry , and  fin a n c ia l b a c k - 
i n g o f  the c n ii ty  re q u e s t in g  the b id s s h o u ld  be d is c lo s e d .

T e rm s  o f  the c on tra c ts  to  be  o f fe r e d  to  the se le c ted  
p ro v id e rs  s h o u ld  be e x p la in e d , as w e ll as the re im b u rs e ­
m en t s tru c tu re  and  u t i l iz a t io n  re v iew  re q u irem en ts . T h e

I d e a d lin e  f o r  re sp on se s  sh o u ld  be g iv e n  and im p lem en -
| ta tion  da te  o f  the P P O  sh o u ld  be e stim a ted .

T h e  n u m b e r o f  p ro p o s a l c o p ie s  needed  sh o u ld  be 
sta ted .

Proposal Specifications 
T h is  s e c t io n  id e n t i fie s  the in fo rm a t io n  the sen d e r 

need s to  e va lu a te  p ro p o s a ls  f r o m  m ed ic a l s e rv ic e  p ro ­
v id e rs  f o r  p a rt ic ip a t io n  in 'h e  P P O . R e sp on d en ts  sh o u ld  
be a d v ised  tha t e ach  q u e s t io n  m u s t be an sw e red , and 
that th e y  a re  fre e  to  in c lu d e  a d d it io n a l in fo rm a t io n .

Proposal Amendments And Withdrawals
N o  am endm en ts , re v is io n s , o r  a lte ra tio n s  to  p ro p o s ­

a ls  w i l l  be  accep ted  a fte r  the du e  da te . P r i o r  to  the due 
d a te , a su bm itted  p ro p o s a l m a y  be  w ith d raw n  upon  
w ritte n  n o t i f ic a t io n . A n y  su bm itte d  p ro p o s a l s h a ll 
rem a in  v a lid  f o r  1 8 0  d a y s  a fte r  th e  du e  da te .

Alternate Proposals
B id d e rs  m u s t su bm it p ro p o s a ls  that m ee t the  re q u ire ­

m en ts  o f  the R F P . In  a d d it io n , a lte rn a te  p ro p o s a ls  from  
b id d e rs  w i l l  be  c o n s id e re d , p ro v id e d  that a c le a r  d e s ig ­
n a t io n  o f  a l l  d i f fe re n c e s  b e tw een  p ro p o s a ls  is  m ad e  and 
th a t the p ro p o s a l re sp on s iv e  to  the R F P 's  req u irem en ts  
is c le a r ly  id e n t i fie d .

Proposal Format
T h e  p ro p o s a l s h o u ld  in c lu d e  a tran sm itta l le t te r , the 

c om p le te d  a p p lic a t io n , and a ll a p p lic a b le  a ttachm en ts .
T h e  tra n sm itta l le t te r  s h o u ld  be  s ig n ed  by  an indiv id - 

u a l a u th o r iz e d  to  le g a l ly  b ind  the bidder." T h e  le tte r 
sh o u ld  in c lu d e .

1. A  s ta tem en t in d ic a tin g  the b id d e r is a le g a l en tity .
2 . A  s ta tem en t that n o  a ttem p t has b een  m ad e  o r  w i l l 

be m ad e  b y  the b id d e r  to  in duce  an y  o th e r p ro v id e r  to 
su bm it o r  n o t to  su bm it a p ro p o s a l.

3 . A n  e x p la n a t io n  o f  d e v ia t io n s  from  the s p e c i f ic a ­
t io n s  o f  the R F P .

. S p e n c e r f e y e s e m ’c h ^ e p m . ^ i , i ~ - : ,:!;!.
222 Wen Adimt Street. Chicago. IIluiou 60606, (312) 236-2615 3 I9SS by Charles I). Spencer & Auoclalfi. Inc.
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4 .  A  s ta tem en t tha t the  b id d e r c e r t i f ie s  that the  p ric e s  
p ro p o s e d  h a ve  b e en  a r r iv e d  a t in d e p e n d e n t ly , w ith ou t 
c o n s u lta t io n , c om m u n ic a t io n , o r  a g re em en t , f o r  the 
p u rp o s e  o f  re s tr ic t in g  c om p e t i t io n , a s  to  a n y  m a tte r 
re la t in g  to  su ch  p r ic e s  w ith  a n y  o th t f r  b id d e r  o r  w ith  an y  
c om p e tito r , and  u n le s s  o th e rw ise  re q u ire d  b y  la w , the 
p r ic e s  q u o ted  h a v e  n o t b een  k n o w in g ly  d is c lo s e d  b y  the 
b id d e r  p r io r  *o the  aw a rd , d i re c t ly  o r  in d ire c t ly , to  an y  
o th e r  b id d e r o r  to  a n y  c om p e tito r .

E a c h  p e rso n  s ig n in g  the p ro p o s a l c e r t i f ie s  tha t he /she  
is  the p e rs o n  in the  b id d e r ’ s o rg a n iz a t io n  re s p o n s ib le  
fo r , o r  a u th o r iz e d  to  m a k e , d e c is io n s  as to  the p rice s  
q u o ted ,

Bids
P ro v id e rs  s h o u ld  c o n s id e r  the fo l lo w in g  fa c to rs  in  

e s ta b lish in g  th e ir  b id s :
T h e  n eed  to  o p e ra te  e f f ic ie n t ly  and  c o s t -e f fe c t iv e ly  

and the e lim in a t io n  o f  d u p lic a t iv e  o r  u n n ec e s sa ry  s e rv ­
ices and  fa c i li t ie s .

T h e  e x p e c ta t io n  o f  in c re a s e d  v o lu m e .
C om p e tit iv e n e s s  o f  the b id d in g  p ro c e s s .
A v a i la b i l i t y  o f  o p p o rtu n it ie s  to  re d u c e  c u rre n t c o s ts .

Other Bid Requirements
In  a d d it io n  to  th e  b id  i t s e lf ,  p ro v id e rs  s h o u ld  su bm it 

s e rv ic e  m ix  in fo rm a t io n . C a se s  th a t the  p ro v id e r  b e ­
lie v e s  s h o u ld  be  tre a ted  as o u t lie r s  m u s t  be id e n t if ie d .

Evaluation Criteria
S o m e  o f  the e v a lu a t io n  c r i te r ia  to  be used  to  s e le c t 

p re fe r re d  p ro v id e rs  in c lu d e :
1 . p r ic e .
2 . q u a li ty ,
3 . use b y  p ro sp e c t iv e  su b sc r ib e rs  o f  the n e tw o rk .
4 .  a b i li t y  to  su b m it p ro p e rd a ta  fo r u t i l i z a t i o n  re v iew .
5 . lo c a t io n , and
6 . s e rv ic e  a v a i la b i li t y .

^election Process
A  fo u r -s te p  s e le c t io n  p ro c e ss  c an  be  u sed .
F i r s t , th e  c r i te r ia  c h o sen  s h o u ld  be  e v a lu a te d  as to  

p r im a ry  and  s e c o n d a ry  im p o rta n c e , and  so  w e ig h ted .
T h e  se c on d  s tep  is  to  ra n k  p ro v id e rs  b y  p r ic e  b id  and  

p ro sp e c t iv e  s u b s c r ib e r  u se . S e p a ra te  ra n k in g s  a re  p re ­
p a re d  f o r  e ach  c r i te r io n . A  c om p o s ite  ra n k in g  is  fo u n d .

T h e  th ird  s tep  in  the  s e le c t io n  p ro c e s s  is  the re v iew  o f  
c om p o s ite  ra n k in g s  to  id e n t i fy  d u p lic a t io n  o f  s e rv ic e s  
w ith in  lo c a t io n s .

T h e  fo u r th  s tep  is  the re v iew  o f  s e le c t io n s  to  d e te r ­
m in e  w h e th e r a s u f f ic ie n t  ran g e  o f  s e rv ic e s  is  a v a i la b le  
w ith in  lo c a t io n s .
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This Research Report Is a sample contract between a sponsoring 
! agency and a participating provider pursuant to establishment of a 

participating provider organization.
The sponsoring agency in this contract Is the health plan admlnlstra- 

i tor. PPOs; can. be sponsored by other entitles as well. The contract has 
j language for agreements with either a hospital or a physician. The 
i language would have to be modified for a dental PPO.

T H IS  A G R E E M E N T , m ad e  t h i s  d ay  o f  .
b y  and  b e tw e e n  (h e re in  re fe re ed  to  as “ S P O N ­
S O R " )  a n d  (h e re in  re fe r re d  to  as “ P R O V ID E R " )

W ITN ESSES:
W H E R E A S , P R O V ID E R  ag ree s  to  p ro v id e  c o v e re d  

(h e a lth , h o s p it a l)  se rv ic e s  to  p e rs o n s  w h o  a re c o v e re d  
in d iv id u a ls  u n d e r g ro u p  h e a lth  (p o lic ie s , p la n s ) (is su e d , 
a dm in is te re d , u n d e rw rit te n ) b y  S P O N S O R ; and

W H E R E A S ,  P R O V ID E R  ag ree s  to  accep t as p a y ­
m en t in  fu l l  the s ch ed u led  b e n e fits  s p e c ifie d  h e re in  f o r  
the p ro v is io n  o f  c o v e re d  (h e a lth , h o s p ita l)  se rv ic e s  to 
c o v e re d  in d iv id u a ls ; and

W H E R E A S , S P O N S O R  ag ree s  to  rem it  sch edu led  
b e n e fits  d i r e c t ly  to  P R O V ID E R  i f  a c o v e re d  in d iv id u a l 
e x e cu te s  a  v a lid  a ss ig nm en t o f  the r ig h t to  p a ym en t o f  a 
s c h e d u le d  b e n e fit  in  fa v o r  o f  P R O V ID E R ;

N o w , th e re fo re , the p a rtie s  a g re e  as fo l lo w s :

I . D EFIN IT IO N S
A . C o v e t e d  ( h e a lt h ,  h o s p i t a l )  s e r v ic e s .  T h o se  

(h e a lth , h o s p ita l)  s e rv ic e s  f o r  w h ich  b e n e fits  a re  p a y ­
a b le  u n d e r the te rm s o f  a g ro u p  h e a lth  (p o lic y , p la n ) , 
s u b je c t to  the e x c lu s io n s  and  lim ita t io n s  d esc rib ed  
th e re in . T h e se  s e rv ic e s  a re  d e sc r ib e d  in  the ap p en d ix  to  
th is  ag reem en t.

B . C o v e r e d  i n d i v i d u a l .  A  p e rs o n  c e r t i f ie d  by  S P O N ­
S O R  as e lig ib le  f o r  b en e fits  u n d e r  a g ro u p  hea lth  ( p o l ­
ic y , p la n ) (is s u e d , a d m in is te re d , u n d e rw rit te n ) b y  
S P O N S O R .

C . G r o u p  h e a l t h  ( p o l ic y ,  p l a n ) .  A  c on tra c t be tw een  
S P O N S O R , and  re s p e c t iv e ly , a p o lic y h o ld e r  ( i f  the 
c o n tra c t  is is su ed  o n  an  in su red  b a s is ) o r  an  em p lo y e e  
b e n e fi t  p la n h o ld e r  ( i f  d ie c o n tra c t  c a lls  f o r  S P O N S O R  
to  p ro v id e  o n ly  c e rta in  a d m in is tra t iv e  s e rv ic e s ) und e r 
w h ic h  S P O N S O R  p ro v id e s  re im b u rs em en t o f  c o v e re d  
(h e a lth , h o s p ita l) s e rv ic e s  f o r  c o v e re d  in d iv id u a ls  d e s ­
ig n a ted  b y  the (p o lic y h o ld e r , p la n h o ld e r* .

D . P r a c t i t io n e r .  A  lic e n sed  p ra c t it io n e r o f  the 
, h e a lin g  a rts a c ting  w ith in  the scop e  o f  the lic e n se .

E ,  S c h e d u le d  b e n e f i t .  T h e  m a x im u m  am oun t p a y ­
a b le  b y  S P O N S O R  u n d e r the te rm s o f  a g ro u p  hea lth  
(p o lic y , p la n ) f o r  the re n d e rin g  (b y  a p ra c t i t io n e r  o f  a 
c o v e re d  h e a lth  s e rv ic e , o f  a c o v e re d  h o sp ita l s e rv ic e ) to 
a c o v e re d  in d iv id u a l. T h e s e  sc h ed u le d  b e n e fits  app ea r

j in  the a ttach ed  ap p en d ix .

I I . REPRESEN TA TIO N S AND 
i' W ARRAN TIES
J[

A . S P O N S O R  w a rra n ts  and  rep re sen ts  th a t it is a 
c o rp o ra t io n  d u ly  o rg a n iz e d  and  e x is t in g  u n d e r the law s 
o f  the sta te  o f— and  is a u th o r iz e d  to  t ran sa c t the b u s i­
n e ss  o f— in  the state  o f  ,

B . I f  P R O V ID E R  is  a h o s p ita l. P R O V ID E R  w a r- 
i ran ts  and  rep re sen ts  tha t it is a h o s p ita l lic e n se d  b y  the

state  o f— and  a cc red ited  b y  the J o in t  C o m m is s io n  o n  
A c c re d ita t io n  o f  H o s p ita ls  and  that a l l  p e rs o n s  w h o  w i ll 
re n d e r  c o v e re d  h o sp ita l s e rv ic e s  to  c o v e re d  in d iv id u a ls  

, s h a l l be  p ra c t it io n e rs  a n d /o r  e m p lo y e e s  o f  P R O V ID E R .
I f  P R O V ID E R  is p ra c t ic in g  in d iv id u a lly , P R O ­

V ID E R  w a rra n ts  and  rep re sen ts  th a t he /sh e  is a p ra c t i-  
! t io n e r  and  m a in ta in s  an  o f f i c e  f o r  the fu l l- t im e  p ra c tice  

o f— in  the state o f— and  th a t h e /sh e  has n o t b e en  su s­
p ended  f r o m  p ro fe s s io n a l p ra c t ic e  o r  p u b lic a l lv  r e p r i ­
m and ed  b y  a n y  c o u r t  o r  a g en c y  o f  c om p e ten t ju r i s d ic ­
t io n  w ith in  the p ast f iv e  y e a rs . P R O V ID E R  fu r th e r  
ag ree s  that a l l  h e a lth  s e rv ic e s  u n d e r this a g re em en t s h a ll 
be p e r fo rm e d  in  s tr ic t a c c o rd a n c e  w ith  a l l g en e ra ilx  
accep ted  le g a l and  e th ic a l s tan d a rd s  o f  t h e  p r o ­
fe s s io n .

I f  P R O V ID E R  is a le g a l ly  c on s titu ted— pa rtn e rsh ip  
o r a  p ro fe s s io n a l c o rp o ra t io n , P R O V ID E R  w a rran ts  and 
rep re sen ts  tha t o n ly  p ra c t it io n e rs  w i l l  p e r fo rm  s e rv ic e s  
p u rsu an t to  th is  a g re em en t , that it is in v o lv e d  in  and
m a in ta in s  an  o f f ic e  f o r  the fu l l- t im e  p ra c tic e  o f  in
the state o f  , and tha t n o  p a rtn e r , m em b e r , o r

S p e n e e F ^ ^ e s e n r c h a ’e p o r r s  „„
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p e rs o n  a sso c ia te d  w ith  P R O V ID E R  has b een  su s ­
p e n d ed  o r  p u b lic a l ly  re p r im an d ed  b y  a n y  c o u r t  o r  
a g e n c y  o f  c om p e te n t  ju r i s d ic t io n  w ith in  th e  p a s t fiv e  
y e a rs . P R O V ID E R  fu r th e r  ag ree s  th a t a l l  h e a lth  s e rv ­
ic e s  ren d e red  to  a c o v e re d  in d iv id u a l shaU  be  p e r fo rm e d  
in  s t r ic t  a c c o rd an c e  w ith  a l l  g e n e ra l ly  accep ted  le g a l and 
e th ic a l s tan d a rd s  o f  t h e  p ro fe s s io n .

C . P R O V ID E R  a g re e s  n o t  to  re je c t a n y  c o v e re d  
in d iv id u a l as a  p a t ie n t f o r  a  c o v e re d  (h ea lth , h o s p ita l) 
s e rv ic e  b y  re a s o n  o f  the a l le g e d  in ad e q u a c y  o f  an y  
sch ed u le d  b e n e fit .

D .  P R O V ID E R  e n te rs  in to  th is  a g re em en t as an 
in d ep end en t c o n t ra c to r  and  n o t  o th e rw is e . N o th in g  
h e re in  s h a ll b e  c on s t ru e d  to  c re a te  the  re la t io n s h ip  o f  
e m p lo y e r  and  e m p lo y e e  b e tw e en  P R O V ID E R ,  its 
a g en ts  o r  e m p lo y e e s  a n d  S P O N S O R .

E . P R O V ID E R  s h a l l  o p e ra te  in  c om p le te  a c c o rd an c e  
w ith  a l l  law s  a n d /o r  ru le s  a n d /o r  re q u irem en ts  o f  the
state  o f  , in c lu d in g  the  f i l in g  o f  any  n e c e s sa ry
reports.

F . P R O V ID E R  s h a l l  n o t p ro m o te  o r  p u b lic iz e  h is /  
h e r/ its  s tatus u n d e r  th is  a g re em en t w ith ou t th e  p r io r  
w ritte n  c on sen t o f  S P O N S O R . P R O V ID E R  ag ree s  n o t  
to  u se  S P O N S O R ’ S  n a m e  o r  s e rv ic e  m a rk s  in  a n y  w a y  
to  a d v e rt is e  o r  p ro m o te  the b u s in e ss  o f  P R O V ID E R  o r  
a n y  o f  its a f f i l ia t e s  u n le s s  the  m a te r ia l m a k in g  u se  o f  
su ch  n am e  o r  s e rv ic e  m a rk s  h as  b een  s p e c i f ic a l ly  a p ­
p ro v e d  in  w r it in g  b y  S P O N S O R .

G . S P O N S O R  s h a l l  c au se  P R O V ID E R ' S  n am e  and  
ad d re ss  to  be d is sem in a te d  to  c o v e re d  in d iv id u a ls  and  to  
(p o lic y h o ld e r s ,  p la n h o ld e r s ) . S P O N S O R  d o e s  n o t  
g u a ra n te e  in  a n y  w a y  th a t P R O V ID E R  w i l l  be  e n g ag ed  
b y  a n y  c o v e re d  in d iv id u a ls  o r  a n y  n u m b e r o f  c o v e re d  
in d iv id u a ls .

H . S P O N S O R  s h a l l d e l iv e r  to  P R O V ID E R  a  l i s t  o f  
th o se  e n t it ie s  w h ic h  a re  (p o li c y h o ld e r ,  p la n h o ld e r s ) 
u n d e r  w h ic h  c o v e re d  in d iv id u a ls  a re  e lig ib le  f o r  c o v ­
e re d  (h e a lth , h o s p it a l)  s e rv ic e s  p u rsu a n t to  a  g ro u p  
h e a lth  (p o l i c y ,  p la n ) .

S P O N S O R  s h a l l u p d a te  sa id  l is t  p e r io d ic a lly . 
P R O V ID E R  m a y  re ly  u p o n  the a c c u ra c y  o f  the in fo rm a ­
t io n  c on ta in e d  in  sa id  l i s t  and s h a l l n o t be h e ld  re s p o n ­
s ib le  in  a n y  w a y  f o r  a n y  e r r o r s  in  su ch  lis ts .

I. P R O V ID E R  s h a ll k e e p  a ccu ra te  and c u rre n t 
m e d ic a l f i le s  and  re c o rd s  c o n c e rn in g  each  c o v e re d  
in d iv id u a l. P R O V ID E R  s h a ll m ak e  such  f i le s  and  
re c o rd s  a v a i la b le  to  S P O N S O R  d u r in g  n o rm a l b u s in e ss  
h o u rs . N o th in g  c o n ta in e d  h e re in  s h a ll re q u ire  P R O ­
V ID E R  to  re v e a l a n y  p h y s ic ia n -p a t ie n t c o n f id e n t ia l 
in fo rm a t io n  w h ic h  is n o t s u b je c t  to  d is c lo s u re  p u rsu a n t 
to  S P O N S O R ’ S  s tan d a rd  c la im  fo rm  a u th o r iz a t io n .

! J. Neither S P O N S O R  nor P R O V I D E R  shall utilize 
or disclose any of either's proprietary processes and/or 
procedures without written consent of the other party.

K .  S P O N S O R  s h a l l h a v e  th e  r ig h t d u r in g  the te rm  o f  
th is  a g re em en t , w ith o u t the  c on se n t o f  the P R O V ID E R ,  
to  m o d i fy  th e  n u m b e r  o f  c o v e re d  (h e a lth , h o s p ita l) 
s e rv ic e s . S P O N S O R  s h a ll h a v e  the  r ig h t to  d e te rm in e  
the  s c h e d u le d  b e n e fit  to  be a ss ig n ed  an y  added  se rv ic e  
and a ls o  s h a ll h a v e  the r ig h t to  in c re a se  the s c h ed u led  
b e n e fi t  f o r  a n y  e x is t in g  c o v e re d  (h e a lth , h o s p ita l) s e rv ­
ic e . A n y  m o d i f ic a t io n s  g ra n ted  u n d e r th is  s u b p a n  w i l l  
ta k e  e f f e c t  d a y s  a f t e r  w r it te n  n o t ic e  to  P R O ­
V ID E R .

L .  In  c o n s id e ra u o n  o f  c o v e re d  (h e a lth , h o s p ita l) 
s e rv ic e s  p e r fo rm e d  b y  P R O V ID E R ,  S P O N S O R  s h a ll 
p ro m p t ly  m a k e  p a ym en ts  to  P R O V ID E R  fo l lo w in g  
a c tu a l re c e ip t o f  an  item iz e d  a c c ou n t o f  c h a rg e s , p r o ­
v id e d  c o v e re d  in d iv id u a l h a s  e x e cu te d  a v a lid  a ss ig n - 

I .m ent o f  th e  r ig h t to  p a ym e n t o f  a s c h e d u le d  b e n e fi t  in
• fa v o r  o f  P R O V ID E R .  P a ym e n t w i l l  be m ad e  as e s tab - 
| fish e d  u n d e r th is  a g re em en t.in. AUDITS

A . S P O N S O R  s h a l l ,  a t its  o w n  c o s t and  e xp en se .
■ h a ve  the r ig h t to  in v e s t ig a te  a n d  au d it the c o v e re d  
i (h e a lth , h o s p it a l)  s e rv ic e s  p ro v id e d  to  c o v e re d  in d iv id u -  
j a ls  u n d e r  the a g re em en t . P R O V ID E R  s h a l l c o o p e ra te  
; b y  m a k in g  a v a i la b le  a l l  n e c e s s a ry  f i le s  and re c o rd s  as
• m a y  be  re a s o n a b ly  req u e s te d  b y  S P O N S O R . A n y  su ch  

a u d i t o r  in v e s t ig a t io n  s h a l l be  c a r r ie d  o u t w ith ou t re q u ir ­
in g  P R O V ID E R  to  r e v e a l a n y  p h y s ic ia n -p a t ie n t c o n f i ­
d e n t ia l in fo rm a t io n  n o t  o th e rw is e  s u b je c t to  d is c lo s u re  
p u rsu a n t to  S P O N S O R ’ S  s tan d a rd  c la im  fo rm  a u th o r i ­
z a t io n .

B . S P O N S O R  ag re e s  tha t a l l  f i le s  re la t in g  to  the 
re n d e r in g  o f  c o v e re d  (h e a lth , h o s p it a l)  s e rv ic e s  f o r  
c o v e re d  in d iv id u a ls  b y  P R O V ID E R  a re  the p ro p e r ty  o f  
P R O V ID E R .  In  the  e v e n t o f  te rm in a t io n  o f  th is  a g re e ­
m en t , s a id  f i le s  s h a l l rem a in  w ith  P R O V ID E R ,  su b je c t , 
h o w e v e r , to  the r ig h t o f  a n y  c o v e re d  in d iv id u a l to  
req u es t that h is /h e r  f i le  be  tra n sm itte d  e ls ew h e re  in

i a c c o rd a n c e  w ith  h is /h e r  in s tru c t io n s .

IV . IN D EM N IFICATIO N  AND HOLD 
HARM LESS

A . P R O V ID E R  s h a l l be s o le ly  re s p o n s ib le  fo r  s e r v ­
ices p e r fo rm e d  fo r o r r e n d c r c d  to  c o v e re d  in d iv id u a ls  b v  
P R O V ID E R .

B . P R O V ID E R  s h a ll in d em n ify  and  h o ld  S P O N S O R  
h a rm le s s  f r o m  an y  and a l l  c la im s , law su its , s e tt lem en ts , 
ju d g m e n ts , c o s ts , p e n a lt ie s , e xp e n se s , a tto rn e y s  fe e s , o rcontinued on next page
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lia b i li t ie s  in c u rre d  as a re su lt  o f  m e d ic a l s e rv ic e s  p ro -  j 
v id e d  o r  fa i le d  to  be  p ro v id e d  b y  P R O V ID E R  to  an y  
c o v e re d  in d iv id u a l.

C . P R O V ID E R  s h a l l m a in ta in , a t its  s o le  c o s t and  
e xp en se , in  f u l l  fo r c e  and  e f fe c t  d u r in g  the te rm  o f  th is 
ag reem en t a v a lid  c u rre n t p o lic y  o rp o l ic ie s  o f  in su ran ce  
w ith  an in s u re r  a c c ep ta b le  to  S P O N S O R , w h ic h  a c c ep ­
tance s h a ll n o t  be  u n re a s o n a b ly  w ith h e ld , in su r in g  j 
P R O V ID E R  ag a in s t a n y  lia o i li t ie s  f o r  an y  se rv ic e s  i 
p ro v id e d  o r  fa i le d  to  be  p ro v id e d , any  n e g lig e n c e , an d / : 
o r  ju d g m e n t .

T h e  c o v e ra g e  s h a l l be  in  am oun ts  n o t  le s s  than
S  p e r o c c u r re n c e , S  in  a g g reg a te  c la im s
p e r y e a r , w h ic h  m in im u m  am oun ts  S P O N S O R  re ta in s 
the rig h t to  a d ju s t  a n n u a lly  o n  the a n n iv e rs a ry  o f  th is 
a g reem en t. E v id e n c e  o f  such  in su ran ce  s h a l l be  p r o ­
v id e d  to  S P O N S O R  o n  request. P R O V ID E R  h e reb y  
w anrants that su c h  in su ran c e  is  n ow , and  w i l l  b e , c o n ­
t in u o u s ly  in  e f fe c t  so  lo n g  as (h e a lth , h o s p ita l)  se rv ic e s  
a re  b e in g  rends.. ed b y  P R O V ID E R  to  c o v e re d  in d iv id u ­
a ls .

I f  the p o lic y  o r  p o lic ie s  d e sc rib ed  a b o v e  a re  is su ed  to  
a m ed ic a l p a rtn e rsh ip  o r  p ro fe s s io n a l c o rp o ra t io n  o f  
w h ic h  P R O V ID E R  is  a m em b e r , o r  i f  P R O V ID E R  is a 
m e d ic a l p a r tn e rsh ip  o r  p ro fe s s io n a l c o rp o ra t io n , the 
re q u ire d  m in im u m  c o v e ra g e  s h a ll be m u lt ip lie d  b y  the 
n u m b e r  o f  p a rtn e rs  o r  m em b e rs  w h o  a re  p ra c t it io n e rs .

V. TERM IN ATIO N
A . E ith e r  p a r ty  m a y  te rm in a te  th is  a g re em en t u p o n  

the  g iv in g  o f  d a y s  p r io r  w ritte n  n o t ic e  b y  re g is ­
te red  m a i l ,  re tu rn  re c e ip t req u es ted , to the o th e r  p a rty . 
N o t ic e s  to  P R O V ID E R S  s h a ll be sen t to  the la s t  add ress 
o n  f i le  w ith  S P O N S O R .

B . E x c e p t as m a y  be p re c lu d e d  b y  la w , P R O V ID E R  
s h a l l c om p le te  the p e r fo rm a n c e  o f  c o v e re d  (h e a lth , 
h o s p ita l)  s e rv ic e s  f o r  c o v e re d  in d iv id u a ls  in  p ro g re s s  at 
the lim e  o f  te rm in a t io n  in  a cc o rd an c e  w ith  th is  a g re e ­
m en t p ro v id e d  c o v e re d  in d iv id u a ls  c on sen t.

V I. ASSIGNM ENTS
P R O V ID E R  w i l l  n o t a ss ig n  its rig h ts , d u tie s , o r  

o b lig a t io n s  u n d e r th is  a g re em en t e ith e r in  w h o le  o r  in  
p a rt w ith ou t the w ritte n  c on se n t o f  S P O N S O R ; p r o ­
v id e d . h o w e v e r , th a t a n y  a ss ig nm en t b y  S P O N S O R  to 
a n y  o f  its  a f f i l ia t e s  o r  su b s id ia r ie s  s h a ll be p e rm is s ib le  
a t a n y  tim e .

V II. M ODIFICATIONS
N o  ch an g e s  in  th is a g re em en t s h a l l b e  e ffe c t iv e  

u n le s s  th e y  a re  in  w rit in g  and  s ig n ed  by b o th  p a rtie s .

APPEN DIX

/ . P h y s i c i a n  s e r v ic e s .
( A l l  s u rg ic a l and m ed ic a l s e rv ic e s  c o m m o n ly  p e r ­

fo rm e d  b y  the p h y s ic ia n  w i l l  be p a y a b le  a t the rate o f
  %  o f  S P O N S O R ’ S  u su a l and  p re v a i lin g  fee
s c h e d u le .)

A l l  s u rg ic a l s e rv ic e s  c o m m o n ly  p e r fo rm e d  by  the 
p h y s ic ia n  w i l l  be  p a y a b le  (a t  the ra te  s h ow n  in  the 1 9 6 4  
C F .V S  s u rg ic a l s c h ed u le  u s in g  a c o n v e rs io n  fa c to r  o f
S  , a t  %  o f  the p h y s ic ia n ’ s n o rm a l ch a rg e s .
a t ______ %  o f  the S P O N S O R ’ S  u su a l a r.d  p re v a i lin g  fee
sch ed u le , w h ic h  w i l l  b e  upd a ted  a n n u a lly ) .

A l l  m e d ic a l s e rv ic e s  c o m m o n ly  p e r fo rm e d  by the 
p h y s ic ia n  w i l l  b e  p a y a b le  (a t  the  ra te  s h o w n  in  the 1 9 6 4  
C R V S  m e d ic a l s ch ed u le  u s in g  a c o n v e rs io n  fa c to r  o f

J S  , a t  %  o f  the p h y s ic ia n ’ s n o rm a l cha rg es .
a t ______ %  o f  the  S P O N S O R ’ S  u su a l a n d  p re v a i lin g  fee
s ch ed u le , w h ic h  w i l l  be  u p d a te d  a n n u a lly ) .

F o r  the  fo l lo w in g  s u rg ic a l p ro c e d u re s  p e r fo rm e d  in 
the  p h y s ic ia n ’ s o f f i c e ,  a m b u la to ry  s u rg ic a l c en te r , o r  
h o s p ita l o u tp a t ie n t d e p a rtm en t w h e re  n o  in p a tien t c o n ­
fin em e n t re s u lts , an  in c e n tiv e  p a ym e n t o f  %  g re a te r  than  
the  s u rg ic a l re im b u rs em en t s h o w n  a b o v e  w i l l  be p a id . 

I I .  H o s p i t a l  s e r v ic e s .
A . In p a t ie n t  and  o u tp a t ie n t s e rv ic e s  w i l l  be re im ­

bu rsed  o n  the  b a s is  o f  (  %  o f  the S P O N S O R 'S  u su a l
and  p re v a i lin g  fe e  s c h e d u le , %  o f  the h o s p it a l ’ s
n o rm a l c h a rg e s , the fo l lo w in g  ta b le  o f  d ia g n o s t ic  r e ­
la te d  g ro u p in g s ), a d ju s ted  a n n u a lly .

B . E m e rg e n c y  ro o m  s e rv ic e s  w i l l  b e  re im b u rs e d  at
 %  o f  the ( S P O N S O R ’ S  u s u a l and  p re v a i lin g  fe e
s ch ed u le , h o s p i t a l ’ s n o rm a l c h a rg e s ) , a d ju s te d  an n u ­
a l ly .

C . O u tp a t ie n t s u rg e r ie s  w i l l  be re im b u rs e d  at the 
! in c e n tiv e  ra te  o f   %  o f  the h o s p i t a l ’ s n o rm a l

c h a rg e s , a d ju s te d  a n n u a lly , fo r  the su rg e r ie s  lis te d  be- 
; lo w  w hen  p e r fo rm e d  o n  a n  ou tp a t ien t b a s is  in  lie u  o f  an 

in p a tien t c o n f in em e n t . ^
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The art and science of negotiating as a health care purchaser was j 
discussed at the Midwest Business Group on Health’s Eighth Annual ; 
Conference at the end of February 1988 by Michael Rode, regional | 
manager of Community Care Network of San Diego; David Redfleld, , 
vice-president of the DePaul Health Corporation; and Roger Freltag, 
manager of headquarter employee benefits for Allen-Bradley Company; 
all based In Milwaukee, WIs. Another workshop also dealt with purchas­
ing health care for the small employer. A summary of these presenta­
tions follows.

referred provider organizations represent 
providers' interests, and are weak in utiliza­
tion review, while insurance companies do 
not always have the consumer’s interest at 

heart,” Michael Rode, Milwaukee regional manager for 
Community Care Network (CCN) of San Diego and 
administrator of Health Care Network of Greater M il­
waukee (a business coalition’s preferred provider or­
ganization), told the Midwest Business Group on 
Health's 1988 conference. The conference theme was 
‘The Science of Health Care Purchasing."

“A purchaser system has an advantage in that it is 
controlled by the employer and it is the most effective 
way to put the purchaser’s interest first.” Mr. Rode and 
David Redfield, vice-president of DePaul Health Cor­
poration in Milwaukee, discussed negotiating prices 
and services with health care providers.

A strong utilization review component is vital to the 
success of a contract provider arrangement, Mr. Rode 
emphasized. “If  medically unnecessary days are iden­
tified by UR, the hospital must eat the cost"

Mr. Rode identified some steps the purchaser must 
take before it approaches negotiations with hospitals.

Initial Steps
1. How w ill the hospital be reimbursed? Some 

possibilities include:
a. A straight discount of billed charges— but rates 

continue to rise.
b. A discount off billed charges with some sort of cap.
c. Diagnosis related groups (DRGs) approach (such 

as Medicare’s)— not the most effective because of 
coding inaccuracies, DRG creep, and their not accom­
modating.

d. Per diem approach, and very limited, with global 
rates for medical/surgical, physical rehabilitation, and 
psychiatric services, for example. CCN feels that this is 
the most effective way of controlling costs. To discour­

age s tu ff in g  f fo ra  in p a t ie n t to  ou tp a tien t c h a rg e s , h o sp i­
ta l am oun ts  m u s t b e  c ap p ed .

e . S t ra t i f ie d  p e r  d iem  f o r  p ed ia tr ic s , o b s te t r ic s /g y n e ­
c o lo g y , o n c o lo g y .

f. A  c om b in a t io n  o f  the p re v io u s  a p p ro a ch e s .
2 .  E s ta b lish  a d e a d lin e  f o r  c on tra c t n e g o tia t io n s .
3 . G iv e  the h o sp ita l an  id e a  o f  w h o  y o u  a re . w h a t you  

d o , and  h ow  m an y  liv e s  a re  c o v e re d  b y  the p la n .
4 .  H a v e  a b id  s tru c tu re  in  m in d .
5 . D e te rm in e  s e le c t io n  c r i t e r ia  b y  id e n t i fy in g  the 

fo l lo w in g  factors.:
a . W h a t  k in d  o f  d is c o u n t  a re  y o u  ge ttin g ?  U n d e rs tan d  

th a t h o s p ita l ’ s h is to r ic  c o s ts  in  re la t io n  to  o th e r  h o sp i­
ta ls .

b . G e o g ra p h y .
c . S e rv ic e s  and  ra n g e  o f  s e rv ic e s  n eed ed . G e t a l l  

p o s s ib le  se rv ic e s  in  th e  c om m u n ity .
d . H is to r ic a l ly , w h e re  h a v e  y o u r  e m p lo y e e s  g o n e  fo r  

h o s p ita l c a re ?
e . Q u a lity — the J o in t  C o m m is s io n  o n  A c c re d ita t io n  

o f  H e a lth c a re  O rg a n iz a t io n s  is  o n e  sou rc e  o f  in fo rm a ­
t io n .

Physician Contracting
T h e  fo l lo w in g  fa c to r s  s h o u ld  b e  ta k e n  in to  c o n s id e ra ­

t io n  w ith  p h y s ic ia n  c o n tra c t in g .
1. R e im b u rs em e n t m e c h a n ism . F o r  e x a m p le , the 

G re a te r  M i lw a u k e e  H e a lth  C a re  P u rc h a s in g  P la n  used 
the  C a li fo rn ia  R e la t iv e  V a lu e  S tu d ie s  ad ju s ted  f o r  the 
a re a  and  d id  n o t a l lo w  a n y  fe e  n e g o tia t io n s . T h e  p la n  
s e n t a  fe e  sch edu le  to  p h y s ic ia n s  and  in v ited  them  to .ic :n 
th e  n e tw o rk .

2 .  D o in g  the re s e a rc h , s e le c t in g  p h y s ic ia n s , u s in g  the 
fo l lo w in g  c rite r ia .

• G e o g ra p h y
• S p e c ia lty
• B o a rd  c e r t i f ic a t io n
• S t a f f  p r iv i le g e s  to  n e tw o rk  h o sp ita ls

on em p io jcg -h tndh i
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C * Medical advisory committee, a local peer review 
organization, to help identify quality criteria. One of 
the biggest challenges, Mr. Rode observed, was to enlist 
into the network the best quality physicians.

3. Identify your organization, who you are. what you 
do and how many lives you control.

P ro vid ers’ Perspective

Ideally, from the provider’s perspective, how should 
the employer/purchaser approach provider negotia­
tions? Mr. Redfield described the process.

1. First you seek the request for proposal. Seek 
information; providers want to tell you how good they 
are. Ask about the following:

a. Quality assurance plan, peer review, report of the 
Joint Commission or other specialized evaluator.

b. Outcome evaluation and consumer satisfaction.
c. Length of stay for a variety of procedures, practice 

pattern.
d. Experience and approach to, and dealing with 

managed care (current affiliations).
2. Give information about your organization, includ­

ing experience, utilization review expectations (spe­
cific, if  you wish), patient volume, and utilization for a 
variety of specialized benefits.

C  As far as pricing is concerned, Mr. Redfield said, 
p roviders would prefer graduated pricing. For example, 

the first Sx thousand worth of business at one price, and 
a reduced price beyond that. “A percent discount is not 
useful because the r ider can just adjust prices,” Mr. 
Redfield said. “It is important to establish a partnership 
relationship, a win-win atmosphere."

3. Discuss non-cost issues, such as quality assurance. 
Emphasize that you are looking at more than just costs.

4. " If  the deal is too good to be true, it is  too good to 
be true."

Imp’'mentation, Administration
Members of the Milwaukee coalition promote the 

providers in the network, Mr. Rode explained. One 
company had a health fair. Mr. Rode also suggested that 
employer purchasers eliminate providers who are not in 
the network from access to employees. “Monitor and 
enforce incentives, or disincentives such as deductibles 
and copays," he encouraged.

It is important to communicate with your providers 
regularly, the speakers agreed, to keep them informed 
about any problems, issues, or concerns.

Milwaukee is making the health care purchasing 
network available to small employers, insurance carri- 

' . and multiple employer trusts, Mr. Rode concluded.
.•And employees are being pushed into managed care.

Small Employers
How can small employers also obtain health care 

savings such as those negotiated by large employers or 
employer health care coalitions? It is a very difficult and 
sometimes long process, but it can be done, panelists at 
a purchasing workshop for small employers agreed. 
Frequently, the local Chamber of Commerce and the 
Small Business Association provide opportunities to 
get group rates, Carol Greenberg, executive director of 
the Worcester (Mass.) Area Systems For Affordable 
Health Care suggested.

Two ways of obtaining more favorable health care 
rates are through community-based purchasing groups 
and through insurance carrier programs. Other possi­
bilities include joining a benefit trust (companies that 
band together to provide benefits) or participating in a 
buyers’ group through a credit union. “Community- 
rated pre-paid plans are a good value for smaller em­
ployers,” Ms. Greenberg said, and reiterated that 
“there’s safety and opportunity in numbers."

For example, groups can influence health care costs 
and systems by "encouraging" the elimination of some 
"excess” hospitals or reduction of hosp: 1̂ beds, Peter 
Lardner, president of Rock Island, Ill.-oased Bitumi­
nous Casualty Corporation, emphasized.

Definitely, insurance carriers should be encouraged 
to become more involved in negotiating lower rates for 
their clients, some conferees said. The insurance indus­
try is not very amenable to changes; larger employers 
get the rate breaks but smaller employers pay the differ­
ence, conferees complained.

What incentive does a small employer have to push 
for rate negotiations when it is fully insured through a 
commercial carrier? That incentive is to ultimately 
lower health care costs in the community.

Questions For Evaluation
Roger Freitag, manager of headquarter employee 

benefits for Allen-Bradley Company, offered the fol­
lowing questions foremployers to consider when evalu­
ating health care purchasing programs.

• Are they flexible to meet the needs of your 
company’s environment?

• Are they compatible with your company’s health 
program objectives?

• W ill they fit in with employee relations policy ?
• What arc the legal implications?
• Do the systems now available deal effectively with 

quality of carc and establish control for the employer?

c-
S I
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, ; W A S H I N G T O N  -  A d ra ft  propos­

al^ to spend $65 b illion  on two o f the 
nation ’s biggest health care fm rob- 
Ieflas is running into behind-the- 
scenes W hite House opposition even 
be fo re  it com es up fo r  a  vote. v & V  
. -,,The U .S . B ipartisan  Commission 
on Comprehensive H ea lth Care 
p lanned to vote today on a  proposal 
to. p rovide health  insurance to m ore 
than 31 m illion  uninsured Americans 
and help 9 m illion  Am ericans pay the 
high cost o f  long-term  c a re ;

Seve ra l sources said Thursday 
that app rova l was not guaranteed, 
noting that the White House had been 
pressu ring  Republicans on the 15- 
m em ber comm ission to withhold 
th e ir support.
- ,R ep . F o rtn ey  “ P e te ”  S ta rk , a 

C a lifo rn ia  D em ocrat who is a  m em ­
b e r o f  the comm ission, predicted its 
recomm endations to Congress would 
be a  “ dead le tte r”  because o f  opposi­
tion from  the White House.

“ The postm aster in this case is 
P res iden t Bush and ... they don’t 
want a p lan  which would em barrass 
them  in the next e lection ,”  Stark
said.
ia.

a l l  A m e r i c a n s  

i n s u r a n c e  s t u d i e d
. iO/; i f. ■ -• v , 

v." ••*»' . . .  ' ; ■The comm ission ’ s d ra ft  p lan 
would requ ire  a ll businesses with 
m ore  than 100 employees to provide 
p riva te  health insurance to the ir 
w orke rs , o r  to contribute to a .pub lic  
p lan fo r  employees and non-working 
dependents.

When fi i l ly  implemented'; a ll 
Am ericans would be provided health 
insurance through their em p loyer o r 
the pub lic p lan. - ^

I t  a lso  would o ffe r  a l l  Americans 
coverage fo r  long-term  ca re  in the ir 
homes and fo r  the firs t three months 
in  a  nursing home. F ed e ra l benefits 
fo r  additional time spent in. a  nursing 
home would be g reatly  im proved.

The d ra ft p lan did not recommend 
how to pay fo r  the benefits, saying 
" th e  commission is comm itted to 
ra is ing  whatever additional revenues 
a re  necessary .”  '

The comm ission -  including 12 
m em bers o f Congress and three 
White House appointees ^  was c re­
ated by Congress in 1988 to tack le  the 
thorny questions o f  how to ensure 
qua lity , a ffo rdab le  ca re  fo r  the unin­
sured and fo r  those devastated by 
the high costs o f long-term  care .

The panel is commonly known as 
the P eppe r Commission in honor o f 

. .v*

. ■■ > ,V..-,
- v . . . .

its firs t  chairm an , the la te  Rep. 
C laude Pepper, D -F la ., an outspoken 
advocate fo r  the e ld e r ly  and disad­
vantaged.

S ta rk  criticized the d ra ft p lan, 
saying it would not guaran tee health 
coverage fo r  a ll Am ericans, particu­
la r ly  those employed by sm a ll busi­
nesses. He noted it  provided extend­
ed nursing home protection on ly  to 
those o f  lim ited incom e and assets, 
and complained tha t it fa iled  to rec­
ommend how to pay  fo r  the $65 b il­
lion  program .

But two advocacy groups fo r  the 
e ld e rly  said the proposed p lan  rec­
ommended im portant im provements 
in the nation’s health  ca re  system .

John Rother, leg is la tive  d irec tor 
fo r  the American Association o f  R e ­
tired  Persons, c a lled  it “ a  prom ising 
s ta rt .”

Rona ld  P o lla ck , executive direc­
to r o f  the Fam ilies USA Foundation, 
a non-profit advocacy group fo r  the 
e ld e rly , said the p lan  “ meets the cru ­
c ia l goals o f health -care re fo rm  -  
protection from  the devastation o f 
long-term  care costs a t home o r in a 
nursing home as w e ll as a ffo rdab le  
health care  fo r  a l l  Americans, re ­
gard less o f income o r  job  status.”

I



Senate B i l l  254 BY SENATOR DUNCAN

'•An A c t  r e l a t i n g  t o  g r o u p  h e a l t h  i n s u r a n c e ;  

a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e . ”

S e c t i o n  1.

P U R P O S E

T h e  p u r p o s e  o f  t h i s  a c t  i s  t o  p r o v i d e  c o m p r e h e n s i v e  g r o u p  

h e a l t h  i n s u r a n c e  f o r  a l l  e l i g i b l e  e m p l o y e e s  o f  t h e  s t a t e ,  a  

m u n i c i p a l i t y ,  o r  a  s c h o o l  d i s t r i c t .  I t  w i l l  a l s o  e x p a n d  t h e  p o o l  

o f  s u b s c r i b e r s  t o  p r o v i d e  t h e  m a x i m u m  o p p o r t u n i t y  f o r  c o s t  

c o n t a i n m e n t  w h e n  p u r c h a s i n g  g r o u p  h e a l t h  i n s u r a n c e .

S e c t i o n  2.

C R E A T I O N  O P  T H E  A U T H O R I T Y  

T h e  A l a s k a  S t a t e  G r o u p  H e a l t h  I n s u r a n c e  A u t h o r i t y  i s  c r e a t e d  

w i t h i n  t h e  D e p a r t m e n t  o f  C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t  a s  a  

n o n p r o f i t  c o r p o r a t i o n  t o  p r o v i d e  g r o u p  h e a l t h  i n s u r a n c e  t o  

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

B O A R D  O F  D I R E C T O R S

T h e  b o a r d  o f  d i r e c t o r s  w i l l  b e  c o m p o s e d  o f  1 6  m e m b e r s  

r e p r e s e n t i n g :

(1) t h e  c o m m i s s i o n e r  o f  a d m i n i s t r a t i o n ;

(2) t h e  c o m m i s s i o n e r  o f  h e a l t h  a n d  s o c i a l  s e r v i c e s ;

(3) t h e  d i r e c t o r  o f  t h e  d i v i s i o n  o f  i n s u r a n c e ;

(4) 1 3  m e m b e r s  a p p o i n t e d  b y  t h e  g o v e r n o r  r e p r e s e n t i n g  t h e  

f o l l o w i n g :

(A) o n e  m e m b e r  r e p r e s e n t i n g  l o c a l  g o v e r n m e n t s ;

(B) o n e  m e m b e r  r e p r e s e n t i n g  s c h o o l  b o a r d s ;

(C) t w o  m e m b e r s  r e p r e s e n t i n g  p u b l i c  s c h o o l  t e a c h e r s ;

ALASKA STATE GROUP HEALTH INSURANCE AUTHORITY



(D) one m e m b e r  r e p r e s e n t i n g  t h e  p u b l i c  w h o  is n o t  a 

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

(E) two m e m b e r s  f r o m  t h e  p e r m a n e n t  p u b l i c  e m p l o y e e s  in 

the c l a s s i f i e d  s e r v i c e  o f  t h e  state;

(F) o n e  m e m b e r  f r o m  the p e r m a n e n t  e m p l o y e e s  o f  t h e  

U n i v e r s i t y  of  A l a s k a ;

(G) two m e m b e r s  f r o m  t h e  p e r m a n e n t  e m p l o y e e s  o f  s c h o o l  

d i s t r i c t s ;

(H) two m e m b e r s  f r o m  t h e  p e r m a n e n t  e m p l o y e e s  o f  

m u n i c i p a l i t i e s ;  and

(I) o n e  m e m b e r  r e p r e s e n t i n g  h e a l t h  c a r e  p r o v i d e r s .

T h e s e  a p p o i n t e e s  s e r v e  f o r  a f i v e  y e a r  t e r m  a n d  e l e c t

o f f i c e r s  f r o m  t h e  b o a r d  m e m b e r s h i p .  T h e y  a r e  e n t i t l e d  to p e r  

d i e m  a n d  t r a v e l  e x p e n s e s  b u t  m a y  n o t  o t h e r w i s e  b e  c o m p e n s a t e d  for 

t h e i r  s e r v i c e s  as a b o a r d  m e m b e r .

P O W E R S  O F  T H E  A U T H O R I T Y  

T h e  A u t h o r i t y  may:

(1) e x e r c i s e  t i e  p o w e r s  g r a n t e d  t o  i n s u r e r s  u n d e r  t h e  l a w s  

o f  t h e  state;

(2) s u e  o r  b e  sued;

(3) e n t e r  i n t o  c o n t r a c t s  o r  a g r e e m e n t s ;

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

(5) c o l l e c t ,  invest, a n d  d i s t r i b u t e  funds;

(6) a d o p t  n e c e s s a r y  r e g u l a t i o n  a n d  p r o c e d u r e s  f o r  t h e  

o p e r a t i o n  of the A u t h o r i t y .

F I D U C I A R Y  R E S P O N S I B I L I T Y

T h e  b o a r d  is r e s p o n s i b l e  for o b t a i n i n g  g r o u p  h e a l t h  

i n s u r a n c e  t h a t  p r o v i d e s  c o m p r e h e n s i v e  c o v e r a g e  at the l o w e s t

SB 254
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P R O C U R E M E N T  O F  I N S U R A N C E

T h e  A u t h o r i t y  s h a l l  p u r c h a s e  a n  i n s u r a n c e  p o l i c y  o r  p o l i c i e s  

f r o m  c o m p a n i e s  l i c e n s e d  to s e l l  i n s u r a n c e  in A l a s k a .  T h i s  

i n s u r a n c e  s h a l l  c o v e r  e l i g i b l e  e m p l o y e e s  of  t h e  state, 

m u n i c i p a l i t i e s ,  a n d  s c h o o l  d i s t r i c t s .  I n  a d d i t i o n  t h e  A u t h o r i t y  

m a y  a c t  a s  a s e l f - i n s u r e r  i f  it  f i n d s  t h a t  s e l f - i n s u r a n c e  is a 

c o s t  e f f e c t i v e  w a y  bo p r o v i d e  i n s u r a n c e  c o v e r a g e  to e l i g i b l e  

e m p l o y e e s .

E x c e p t  w h e n  a c t i n g  as a  s e l f - i n s u r e r  t h e  A u t h o r i t y  s h a l l  

c o m p l y  w i t h  t h e  S t a t e  P r o c u r e m e n t  C o d e  a n d  m a k e  b i d  s p e c i f i c a t i o n  

fo r  t h e  d e s i r e d  g r o u p  h e a l t h  i n s u r a n c e  a v a i l a b l e  to  all q u a l i f i e d  

c a r r i e r s .  T h e  s p e c i f i c a t i o n s  s h a l l  b e  a v a i l a b l e  at l e a s t  o n c e  

e v e r y  f i v e  yea r s .

S T A T E  G R O ^ P  H E A L T H  I N S U R A N C E  F U N D

T h e  F u n d  is a n  a c c o u n t  i n  t h e  s t a t e  g e n e r a l  f u n d  t h a t  

c o n s i s t  of  m o n e y  a p p r o p r i a t e d  b y  t h e  L e g i s l a t u r e  a n d  i n s u r a n c e  

p r e m i u m s  c o l l e c t e d  b y  t h e  A u t h o r i t y .  T h e  b o a r d  is r e s p o n s i b l e

fo r  t h e  m a n a g e m e n t  a n d  i n v e s t m e n t  o f  m o n e y  i n  t h e  F u n d  a n d  h a s

t h e  a u t h o r i t y  t o  u s e  m o n e y  f r o m  i h e  F u n d  f o r  o p e r a t i o n  o f  t h e  

A u t h o r i t y .

I N S U R A N C E  P R E M I U M S

P r e m i u m s  a r e  c o l l e c t e d  f r o m  p a r t i c i p a t i n g  a g e n c i e s ,  

m u n i c i p a l i t i e s ,  a n d  s c h o o l  d i s t r i c t s  i n  a m o u n t s  s u f f i c i e n t  to 

p r o v i d e  t h e  r e q u i r e d  i n s u r a n c e  c o v e r a g e  a n d  to c o v e r  the 

o p e r a t i n g  e x p e n s e s  o f  t h e  A u t h o r i t y .  A l l  p r e m i u m s  a r e  d e p o s i t e d

i n  the S t a t e  G r o u p  H e a l t h  I n s u r a n c e  Fund.
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T h e  s t a t e ,  e a c h  m u n i c i p a l i t y ,  a n d  e a c h  s c h o o l  d i s t r i c t  s h a l l  

p u r c h a s e  G r o u p  H e a l t h  I n s u r a n c e  f r o m  t h e  a u t h o r i t y .

W A I V E R

A  w a i v e r  o f  t h e  r e q u i r e m e n t  to  p u r c h a s e  g r o u p  h e a l t h  

i n s u r a n c e  f r o m  t h e  A u t h o r i t y  m a y  b e  g r a n t e d .  T h e  A u t h o r i t y  s h a l l  

e s t a b l i s h  m i n i m u m  b e n e f i t  a n d  f i n a n c i a l  s t a n d a r d s  f o r  d e s i r e d  

g r o u p  h e a l t h  i n s u r a n c e  c o v e r a g e .  A  p a r t i c i p a n t  s e e k i n g  a w a i v e r  

o f  c o v e r a g e  s h a l l  p r o v i d e  d o c u m e n t a t i o n  b e f o r e  t h e  d e a d l i n e  

e s t a b l i s h e d  b y  t h e  b o a r d  t h a t  t h e i r  i n s u r a n c e  c o v e r a g e  m a t c h e s  o r  

is b e t t e r  th a n  t h e  m i n i m u m  b e n e f i t  a n d  f i n a n c i a l  s t a n d a r d s  

e s t a b l i s h e d  b y  t h e  A u t h o r i t y .  T h e  b o a r d  m a y  a p p r o v e  or  

d i s a p p r o v e  t h e  r e q u e s t  f o r  a w a i v e r .  O n c e  t h e  b o a r d  has 

c o n t r a c t e d  f o r  i n s u r a n c e  c o v e r a g e  n o  w a i v e r s  c a n  b e  g r a n t e d .

P a r t i c i p a n t s  m a y  p u r c h a s e  a d d i t i o n a l  c o v e r a g e  b e y o n d  t h a t  

a v a i l a b l e  f r o m  t h e  A u t h o r i t y .

D E F I N I T I O N S I

(1) " a u t h o r i t y "  m e a n s  t h e  A l a s k a  S t a t e  G r o u p  H e a l t h

I n s u r a n c e  A u t h o r i t y  ( A S G H I A ) ;

(2; " b o a r d "  m e a n s  t h e  b o a r d  o f  d i r e c t o r s  o f  A S G H I A ?

(3) " d i s t r i c t "  m e a n s  s c h o o l  d i s t r i c t  i n c l u d i n g  R E A A s ;

(4) " e l i g i b l e  e m p l o y e e "  a n  e m p l o y e e  o f  a p a r t i c i p a n t  w h o  

q u a l i f i e s  f o r  g r o u p  h e a l t h  i n s u r a n c e  b e n e f i t s  as 

d e t e r m i n e d  b y  t h e  p a r t i c i p a n t ;

(5) " f u n d "  m e a n s  the s t a t e  g r o u p  h e a l t h  i n s u r a n c e  fund;

(6) " g r o u p  h e a l t h  i n s u r a n c e "  m e a n s  i n s u r a n c e  c o v e r a g e  t h a t  

i n c l u d e s  l i f e  i n s u r a n c e ,  a c c i d e n t a l  d e a t h  a n d  

d i s m e m b e r m e n t ,  m e d i c a l  c a r e  a n d  t r e a t m e n t ,  d e n t a l  care,

SB 254
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(7) •'municipality11 i n c l u d e s  a p u b l i c  c o r p o r a t i o n  

e s t a b l i s h e d  b y  a m u n i c i p a l i t y ;

(8) " p a r t i c i p a n t "  m e a n s  t h e  state, a m u n i c i p a l i t y ,  o r  a 

s c h o o l  d i s t r i c t ;

(9) " s t a t e "  m e a n s  t h e  e x e c u t i v e ,  l e g i s l a t i v e ,  a n d  j u d i c i a l  

b r a n c h e s  of s t a t e  g o v e r n m e n t ,  o r  a n  o r g a n i z a t i o n a l  u n i t  

o f  a b r a n c h ,  a n d  i n c l u d e s  the U n i v e r s i t y  o f  A l a s k a ,  t h e  

A l a s k a  S t a t e  B u i l d i n g  A u t h o r i t y ,  a n d  t h e  A l a s k a  

R a i l r o a d  C o r p o r a t i o n .

S e c t i o n  3.

P r o v i d e s  t h a t  t h e  D e p a r t m e n t  o f  A d m i n i s t r a t i o n  s h a l l  o b t a i n  

the g r o u p  h e a l t h  i n s u r a n c e  f r o m  t h e  A l a s k a  S t a t e  G r o u p  H e a l t h  

I n s u r a n c e  A u t h o r i t y  f o r  the r e t i r e m e n t  p r o g r a m s  it  a d m i n i s t e r s .

S e c t i o n  4.

T h e  A l a s k a  S t a t e  G r o u p  H e a l t h  I n s u r a n c e  A u t h o r i t y  is 

i n c l u d e d  u n d e r  t h e  s t a t e  C o n f l i c t  o f  I n t e r e s t  s t a t u t e s .

S e c t i o n  5.

T h e  t e r m s  o f  o f f i c e  of t h e  i n i t i a l  m e m b e r s  o f  t h e  b o a r d  of 

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

Sec tion  6 .
P rov id es  f o r  an immediate e f f e c t iv e  d a te .
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LO N G  RANGE CONSIDERA T IO N  OF THE

HEALTH CARE COST CONTAINMENT TASK FORCE

While the Task Force has achieved particular success in reducing 
the supplemental funding request and reducing ihe FY 90 cost of 
the State’s health plan, the inflationary trends of medical costs in 
Alaska portend future increases for the State. Indeed, the State 
will be paying in excess of $300 million in FY 90 for health care 
payments of all types. This is an increase from $75 million in 
1980, a 300 percent increase over the past 10 years. Aetna’s 
calculation of cost trend factors for the last three years has ranged 
from 14 percent to 23 percent.
It is with this view and concern that the Task Force identified 
several considerations to affect long-term strategies of minimizing 
medical inflation. These strategies are for the most part directed 
at the health provider industry itself. They utilize the State’s size 
in both numbers and funding to health care providers to restrain 
or control medical inflation. These considerations also attempt to 
reduce direct cost shifting to the State from mandated benefit
changes and federal program changes.
The following areas have been determined by the Task Force as 
needing further study and consideration in developing
recommendations to the State.
1. Self-Insured Plan Options
Currently, the State purchases its State health care on a fully
insured basis. The Task Force is presently investigating the
funding alternatives, whereby the State could employ a variety of 
financing options in order to reduce the cost of the plan and keep 
premium dollars in Alaska until claims are paid. Exhibit E
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illustrates the self-insured options that are available to the State at 
this time.
By utilizing alternate funding methods, the State could increase 
the flexibility by which it funds and pays benefits to participants. 
However, it must be noted that there would be some 
administrative expenses incurred as some of the record-keeping for 
the accounts would have to be handled internally by the State 
instead of the carriei
The Task Force expects to issue a complete report regarding the 
advantages, disadvantages, and associated costs, with an estimate 
of the savings generated by alternate funding methods.
2. Health Care Purchasing Groups
The Task Force has determined that by utilizing buying groups, 
the State could effect substantial savings to its health care plans.
Currently, the State of Alaska is paying full retail price for 
medical and dental services. Just as the State does with other 
goods and services purchased in quantity, the State could 
negotiate with providers for a discounted rate.
The State can take advantage of current negotiated discounts by 
utilizing the P.P.O. arrangement through Aetna. There are several 
ways that the State can negotiate a discount. They include: 
contracting with a third party organization to negotiate on the 
State’s behalf; or have the State of Alaska negotiate its own 
contracts, possibly in conjunction with the P.P.O. arrangement and 
contracting with a third party organization. These arrangements 
should include all forms of health care purchasing within Alaska, 
not just the employee benefit plan (e.g. Medicaid and Medicare).
If the State negotiates its own contracts, this generally offers the 
most flexibility. The State would establish the. agreement and the 
relationship regardless of the claims paying operations. This 
could also be part of the pooling authorities scope.
Estimated Savings. Generally, negotiated discounts, have 
generated gross savings (before expenses) of 5 percent to 20

28



percent, depending on the service, locality and competition in the 
given area. Such arrangements could generate savings on the 
employee benefit plan alone of 1.7 million to 7.5 million dollars 
per year. The Task Force believes that negotiated discounts is an 
important consideration for containing the cost of medical care. 
The Task Force will continue to review the alternatives to 
determine feasibility of this important buying power. Necessarily, 
the feasibility will depend to an important degree on unique 
aspects of Alaska’s health provider market, wherein many 
communities are served by one or few providers.
The Task Force recognizes that ,‘t is imperative that quality care 
is delivered to the participant on a cost efficient basis through the 
plan with negotiated discounts.
3. Provider Paymeni Schedules
The Task Force has identified provider payment schedules as a 
proven method effective in controlling health care costs and 
constraining long-term medical cost inflation. This strategy has 
been employed by the federal government through the Diagnostic 
Related Group System (DRG) and the Resource Based Relative 
Value System (RBRVS) which will be implemented in 1992.
In a further step to control costs, a payment schedule could also 
be employed by the Stale. This would be either a modified 
DRG, a RBRVS or a schedule specifically tailored to the State of 
Alaska’s health care marketplace.
Essentially, under the DRG a schedule is predetermined for each 
procedure based on the diagnosis of the patient. Under RBRVS 
schedule, type of care, necessity of care, geographic area, and 
training of the physician are all taken into account. A system of 
this nature takes considerable lead time to implement. These 
payment schedules can only be effective, if:

• The schedule is set on a realistic basis;
• Modifiers are used to control cost shifting; and
• If utilization review is in place;
• Quality of care is assured; and
• Cost savings objectives are met.
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Unless the payment system is carefully designed, cost shifting is 
likely to occur which would minimize overall savings.
The Task Force continues to review and.consider alternatives in 
the way providers are paid (other than the customary, usual and 
reasonable basis). The Task Force will determine the savings 
generated by utilizing a provider payment system, and will make 
specific recommendations as to the type of system most 
appropriate and its overall operations and implementation.
4. Pooling Concepts
The Task Force is reviewing a cost containment strategy 
employed by many states called pooling. The purpose of pooling 
is to provide comprehensive group health insurance to a larger 
base of enrollment so that: the risk is spread out; health coverage 
is provided on the most economical basis; provides the maximum 
opportunity for cost containment when purVasing group health 
insurance through favorable payment sched vcs of providers and 
vendors; entity(ies) can employ a mechanism that provides 
benefits or coverages that may not be available or are too costly.
Generally, legislation is required to create an entity that provides 
the coverages needed, and oversees the operation of those 
coverages effectively and in a cost efficient manner. Senate Bill 
254, authored by Senator Duncan, has been introduced into 
legislation. This bill would create the Alaska State Group Health 
Insurance Authority which would enable the State of Alaska to 
offer pooled group health coverage to eligible state, municipal and 
school district employees.
Some of the advantages of pooling are:

• Economy of scale. Eliminate duplicate or multiple 
plan costs.

• Provides for plan flexibility, plan rating and risk 
sharing. Each sub-group could conceivably have a 
slightly different plan design and could be 
individually rated based on their experience.

30



However, the risk of large claims occurring could be 
shared within the pool to eliminate wide swings in 
experience.

• Data collection - Allows a simplified system for 
tracking claims, abnormalities or impacts on health 
care expenditures, instead of obtaining information 
from many different sources.

• Projection of future cost and trends. The data base
would be valuable in projecting future costs and
trends, so that the State could be proactive rather than 
reactive in the management of its health plans.

Pooling enables the State to combine many advantages including 
self-funding, utilizing the State’s purchasing power to help
negotiate and control health care cost, and provide benefits on a 
cost efficient and manageable basis.
The Task Force is currently reviewing other states that have 
enacted these programs in order to determine the advantages and 
disadvantages and complexities involved in setting up a pool for 
the State. It is anticipated that the savings would be generated in 
several areas:

• Simplification of administration could save 1% to 3%.
• Provider Payments Schedules and P.P.O. Agreements, 

5 %  to 20%.
• Recognize trends and adjust quickly, 5% to 7 % .

•  In general, economies in a scale of 1% to 3%.
'flie greatest savings generated would be from the State becoming 
a cohesive buying group for health care. By increasing the size 
of the group, the State is better able to negotiate with providers 
of the service to afford the best possible care, proper utilization, 
and the maximum benefit to participants without impacting the 
plan negatively. It would also isolate the plan from an additional 
cost shifting from other sources, which have become a significant
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POOLING FINDINGS UPDATE

T h e re  a re  s e v e ra l item s d is cu s sed  a t the  la s t T a s k  F o r c e  m e e t in g  th a t w e  w o u ld  l i k e  to  c la r i f y .  

H a w a i i  P re m iu m  R a te s

F o r  f i s c a l y e a r  1 9 9 0 , H a w a i i ’ s m o n th ly  p re m iu m  ra te  f o r  M e d ic a l , V i s io n ,  P re s c r ip t io n  D ru g  

an d  D e n ta l a re :

S in g le  C o v e ra g e  -  S ta te  p ay s  $  5 2 .8 8 ; E m p lo y e e  p ays  S 3 5 .2 8  = S  8 8 .1 6

F a m i ly  C o v e ra g e  -  S ta te  p a y s  $ 1 5 4 .0 2 ; E m p lo y e e  p a y s  $ 1 0 2 .7 0  =  $ 2 5 6 .7 2

T h e re  w as a  m is u n d e rs ta n d in g  o n  h ow  H a w a i i c a lc u la te s  th e  c om p o s ite  r a te , c re a t in g  th e  

c o n fu s io n  o n  th e  $ 5 0 0 .0 0  m o n th ly  ra te .

H a w a i i ’ s h e a l t h  b e n e f i t  a g re e m e n ts  w ith  L a b o r .

A p p r o x im a t e ly  9 0 %  o f  th e  6 5 ,0 0 0  a c t iv e  p a r t ic ip a n ts  in  th e  H a w a i i p o o l a re  c o v e r e d  b y  la b o r  

a g re em e n ts . H a w a i i ’ s p o o l p ro v id e s  s ta n d a rd  le v e l o f  b e n e fi t s  f o r  a l l  p a r t ic ip a n ts  a n d  se ts  the  

p re m iu m  ra te . In  la b o r  n e g o t ia t io n s , th e  u n its  n e g o t ia te  f o r  th e  c o n t r ib u t io n  p r o v id e d  b y  the

S ta te . T h e  d i f f e r e n c e  is ( i f  a n y )  p a id  b y  th e  e m p lo y e e . H a w a i i  a ls o  o p e ra te s  w ith  a  "m e to o "

c la u se  w ith  its  la b o r  g ro u p  re s u lt in g  in  s im i la r  s t a te /e m p lo y e e  c o n t r ib u t io n s  f o r  a l l  g ro u p s .

A t  the  la s t  T a s k  F o rc e  m e e t in g , i t  was re q u e s te d  a d d it io n a l in fo rm a t io n  o n  p o o lin g  s p e c i f ic a l ly ,  

a d v a n ta g e s , s a v in g s  a n d  lo n g - t e rm  e f f e c t  o n  h e a lth  c a re  c o s t  c o n ta in m e n t . In c lu d e d  in  th is  

r e p o r t  is a  c lo s e r  lo o k  a t th e  s a v in g s  r e a liz e d  b y  U T A H ’ S P u b lic  E m p lo y e e  H e a lth  P la n  (P E H P ) .

U t a h  P u b lic  E m p lo y e e  P la n  ( P E H P )

T h e  S ta te  o f  U t a h ’ s P u b lic  E m p lo y e e  P la n  ( P E H P )  w as e s ta b lis h e d  in  1 9 7 7  b y  th e  s ta te  

le g is la tu re  to  h e lp  re d u c e  a n d  c o n t r o l  h e a lth  c a re  c o s ts . T h e  p la n  p r o v id e s  c o v e ra g e  to  o v e r

7 0 ,0 0 0  ( 2 3 ,0 0 0  p r im a r y  in s u re d s ) s ta te , c o u n ty , c i t y ,  a n d  s c h o o l d is t r ic t  e m p lo y e e s , re t i re e s  and



their dependents. A ll public entities must participate in the plan. The fund is governed by 

legislation, directed by a board of trustees and a full-time director. It requires 35 state 

employees to run the plan’s operation.

Currently, the fund offers one plan design to all entities with separate rating based on each 

entities experience. The fund provides Dual Choice Medical and Dental, Two - H.M.O.’s, Life  

and Long-Term Disability coverage. The coverages are self-funded with in-house 

administration and claim payors.

PEHP has realized savings in three main areas. Lower cost of administration, negotiated 

provider payment, utilization standards and plan design including wellness programs. These 

findings are verified by UTAH ’S Legislation Auditor General’s report dated February 2, 1989. 

(Included in attachment.)

16



ADMINISTRATIVE COSTS

U T A H ’ S P E H P  c o m p a re d  fa v o r a b ly  in  the  a u d it  r e p o r t  w ith  f i v e  s e l f - in s u r e d  c a r r ie r  

a d m in is t r a t iv e  ra te s . T h e  a v e ra g e  w as 6 .8 %  c o m p a re d  to  P E H P  a t 3 .5 % . A e tn a , c u r r e n t ly ,  

c h a rg e s  the  S ta te  o f  A la s k a  6 .5 %  to  p ro c e s s  c la im s  to ta l l in g  $ 5 ,6 5 6 ,4 2 4  f o r  th e  1 9 8 9  p la n  y e a r . 

I f  A la s k a  c o u ld  e f f e c t  s im i la r  s a v in g s  in  a d m in is t r a t iv e  c o s ts , the  sa v in g s  w o u ld  be  $ 2 .5  m i l l i o n  

p e r  y e a r ,  ju s t  f o r  a c t iv e  a n d  r e t i r e e  p la n s .

Comparison of Administrative Cost Between 
Self-Insured Carriers for Health Care 
Source UTAH  Legislative Audit Report

Carrier
Administration Costs As A 
Percent of Total Costs

C o m p a n y  A  

C o m p a n y  B  

C o m p a n y  D  

C o m p a n y  E  

C o m p a n y  F

6 .3 *

7.0

6 .4 *

9.3

5J.

S im p le  A v e ra g e  

A la s k a  (A e tn a )

6.8

6 .5

P E H P 3.5

*T h e s e  c om p a n ie s  a ls o  a d m in is te r  a  4 0 I ( K )  p la n  to  e m p lo y e e s  as w e l l as o th e r  p ro g ra m s .



N e g o t ia te d  p r o v id e r  p a y m e n t  a n d  u t i l i z a t i o n  s ta n d a rd s

P E H P  has b e en  a b le  to  re d u c e  h e a lth  c a re  costs th ro u g h  n e g o tia te d  d is c o u n ts  in  p r e fe r r e d  

p r o v id e r  a r ra n g e m e n ts . In  th e  c o m p a r is o n  o f  P E H P ’ s re im b u rs e m e n t  o f  S e ve n  C o m m o n  

p ro c e d u re  r e im b u rs e m e n ts  (P a g e  3 , T a b le  I ,  U ta h  L e g is la t iv e  A u d i t  R e p o r t )  th e  sav in g s  ra n g ed  

f r o m  6 %  -  8%  f r o m  u s u a l c a r r ie r  re im b u rs em e n ts . C la im s  p a y o r s  ( c a r r i e r s )  in  U ta h  use a 

"M ed  In d e x "  to  a s c e r ta in  u su a l a n d  re a s o n a b le  ra te s . In  a c o m p a r is o n  T e n  C o m m o n  h e a lth  

c a re  p ro c e d u re s  (s e e  U t a h  L e g is la t io n  A u d i t  R e p o r t ,  P ag e  4 ,  P E H P ,  T a b le  I I ) ,  P E H P  was 

re im b u rs in g  p r o v id e r s  a t  a lo w e r  ra te  th a n  the  m ed  in d e x  r e s u lt in g  in  s a v in g s  o f  11%  to  2 5 % .

T hese s im i la r  s a v in g s  c o u ld  be  a c h ie v e d  in  A la s k a ’ s p la n  b y  u s in g  c o m b in a t io n  o f  p r e fe r r e d  

p jv id e r s ,  re v is e d  u s u a l, re a s o n a b le  a n d  c u s to m a ry  (L J C R )  a n d  p r o v id e r  p a ym e n t s ch ed u le s . In  

th e  1 9 8 9  p la n  y e a r , $ 8 0 , 8 1 8 ,1 2 5  w as p a id  f o r  c la im s  i f  s a v in g s  s im i la r  to  U t a h ’ s e x p e r ie n c e  a re  

r e a li z e d , th e  S ta te  o f  A la s k a  w o u ld  sa v e  b e tw e en  S 6 .4  m i l l i o n  a n d  $ 2 0 .0  m i l l i o n  p e r  p lan  y e a r .

P la n  D e s ig n  a n d  W e lln e s s  P ro g ra m s

P E H P  has im p le m e n te d  p la n  d e s ig n  c h a rg e s  to  in c o rp o ra te  c o s t c o n ta in m e n t  a n d  w e lln e s s  p la n s . 

C o s t  c o n ta in m e n t  p r o v is io n s  th a t h a v e  b e en  im p le m e n te d  in c lu d e :

*  S e c o n d  S u rg ic a l O p in io n  

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

* P r e -C e r t i f i c a t i o n

* M a n a g e d  M e n ta l H e a lth  a n d  S u b s ta n c e  A b u se

*  A lt e rn a t e  C a re  S e tt in g s  (H o m e  H e a lth )

* P h a rm a c y  P .P .O .

*  O u tp a t ie n t  S u rg e ry

* P r e fe r r e d  P r o v id e r  N e tw o rk

* F le x  P la n  (S e e  A t ta c h m e n t )

*  T h re e  P h a se  W e lln e s s  P la n  (S e e  A t ta c h m e n t )
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-  S c re e n in g

-  E d u c a t io n  a n d  A ss is ta n ce

-  O n e -O n -O n e  G u id a n c e , I f  N e c e s sa ry

T h e s e  s e v e r a l p la n  d e s ig n s , c o s t  c o n ta in m e n t  a n d  fu n d in g  a rra n g e m e n ts  h a v e  d e m o n s t ra te d  

re d u c e d  p la n  i n f la t i o n .  T h e  T a b le  b e lo w  i l lu s t ra te s  th a t  P E H P  has b e en  a b le  to  h o ld  costs a t 

a b o u t  the  o v e r a l l  m e d ic a l C P I  le v e l ( 6 .7 % )  v e rsu s  A la s k a ’ s p la n  in c re a s in g  a t 1 9 .9 8 % .

C o m p a r is o n  o f  R a t e  In c re a s e s  F o r  F a m i ly  
P re m iu m s  B y  O th e r  W e s te rn  S ta te s

That Includes:

A n n u a l P re m iu m  G ro w th  E s t im a te d
S t a te  R a t e  F o r  L a s t  F iv e  Y e a r s  In c re a s e d  F Y '9 0

A r i z o n a  1 7 .2 %  N /A

C o lo r a d o  6 .4  N /A

Id a h o  4 .0  3 0 %

M o n ta n a  5 .5  2 6

N e v a d a  4 .6  15

N e w  M e x ic o  -  P la n  A  2 3 .8  3 0

N e w  M e x ic o  -  P la n  B  9 .6  3 0

W y o m in g  6 .7  5 2

A v e ra g e  9 .7  31

A la s k a  (A e tn a  3 y e a r s )  1 9 .9 8  0  (R e v is e d )

U t a h  6 .6  2 3 - 3 1 *

M e d ic a l C P I  6 .7  N /A

* P E H P  is re q u e s t in g  a 2 1 %  in c re a s e  a n d  a  o n e - t im e  a p p r o p r ia t i o n  o f  S 2 .4  m i l l i o n  to  r e b u i ld  its 
re s e rv e s . T o  fu n d  th e  S 2 .4  m i l l i o n  a p p r o p r ia t io n  o v e r  t im e  c o u ld  in c re a s e  p re m iu m s  f r o m  2%  
to  1 0% . P E H P  a ls o  w i l l  re d u c e  b e n e f i t s  b y  1 0% .

Source: Utah Legislation Audit Report
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A d d i t io n a l ly ,  P E H P  has b een  a b le  to  h o ld  p re m iu m  in c re a se s  a t 6 .6 %  v e rsu s  the  in su ra n c e  

c a r r ie r s  a v e ra g e  in  U ta h  o f  1 2 .2%  o v e r  the  la s t 5 y e a rs .

C u r r e n t ly ,  P E H P  is re q u e s t in g  a s u p p lem e n ta l a p p r o p r ia t io n  in  fu n d in g  f o r  th e  p la n  f r o m

S 3 0 8 .0 0  to  S 3 2 5 .0 0  tc  c o v e r  s h o r t  fu n d in g  in  th e  la s t se ss ion  a n d  r e b u i ld  re s e rv e s .

In  p r e v io u s  g o o d  y e a rs  w h en  a  s u rp lu s  w as g e n e ra te d , it  w as r e tu rn e d  to  th e  U t a h  S ta te  g e n e ra l 

fu n d .

C o n c lu s io n

B y  u t i l iz in g  a  p o o lin g  c o n c e p t f o r  A la s k a ’ s h e a lth  p la n s , th e  fo l lo w in g  s a v in g s  c o u ld  be  

g e n e ra te d  f o r  th e  A c t iv e  a n d  R e t i r e e  P la n . S a v in g s  c o u ld  b e  s ig n i f ic a n t ly  g re a te r  b y  in c lu d in g  

to ta l h e a lth  c a re  p a id  f o r  b y  the  s ta te  p ro g ram s .

E s t im a te d  S a v in g s :

A d m in is t r a t io n

P r o v id e r  A r ra n g em e n ts

S lo w in g  P re m iu m  In c re a s e

R e c o g n iz e  T r e n d s /A d ju s t

T o t a l E s t im a te d  S a v in g s  
f o r  a c t iv e  a n d  re t i r e e  p la n s

S 2 .0  -  S 3 .0  m i l l i o n  

6 .4  -  S 2 0 .0  m i l l i o n  

T .B .D .

2 .0  -  S 1 0 .0  m i l l i o n  

S I 0 .4  -  S 3 3 .0  m i l l i o n



P A R T  O N E  

O V E R V I E W  O F  T H E  P O O L I N G  C O N C E P T S

S E C T IO N  C

R E V IE W  O F  P O O L IN G



PA RT  O N E  
O V E R V IE W  OF PO O L IN G  CO NCEPTS

Pooling enables entity(ies) to em p loy a mechanism that p rovides benefits (o r  coverages) 

that may not be availab le, are too costly, a n d /o r  helps to contain ove ra ll costs o f the 

program . G enera lly , legislation is enacted (see Section C  Part 2 fo r a Review  o f SB254) to 

create an entity that provides the coverages needed, and oversees the operations o f those 

coverages effectively and cost efficiently.

M any states have enacted pooling legislation either fo r  their employees/retirees 

un insu rab le/un insu reds coverages. States that have enacted legislation include:

Connecticut Maine O regon

F lorida M innesota Tennessee

Illino is Nebraska Washington
Indiana N ew  Mexico W isconsin
Iowa N orth  Dakota

A  poo l provides many benefits not curren tly  availab le under the arrangement u tilized in 

A laska, whereby each subgroup m ay have a separate p lan(s).
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Some of the advan tages of pooling:

C
•  Econom y o f  scale

E lim inate duplicate o r m u ltip le plan costs

• P rov ides fo r  p lan  F lex ib ility /P lan  Rates

Each sub-group cou ld have a d ifferent p lan design and rates

• P rem ium  rates based upon  sub-g roup experience 

Sub-group pays their proportioned share o f expenses

• Data co llection

A llow s an easy system fo r  tracking trends, abnormalities o r impacts on health 

f care expenditures, instead o f having to get in form ation from  many d ifferent

(possib ly inaccurate) sources.

• P ro jec tion  fu tu res costs/trends

The data base that w ou ld  be availab le w ou ld  be inva luab le in projecting future 

costs/trends as y ou  cou ld  identify changes immediately.

• Predict/act on  cost sh ifting

E ffective ly y ou  cou ld determ ine when there was any potential o f actual cost 

shifting.
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• C ou ld  s t i ll u tilize  th ird party vendors fo r  service

This w ou ld  retain the integrity and cost economies that are necessary in these 
types o f programs.

C O N C LU S IO N S

By utiliz ing the poo ling  concept you  w ou ld  have the best o f a ll w orlds, including 

centralized in form ation , substantial savings, predict fu tu re cost/trends and probab ly 

im prove service to a ll parties invo lved . O ther states have investigated and implemented 

poo ling fo r these very reasons. N ow  is the time fo r  A laska to be able to benefit from  
poo ling also.
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PART TW O  
REV IEW  OF SB254 

"A N  ACT RE LA T IN G  TO  G R O U P  HEALTH  IN SU RA N C E "

Fo llow ing this section is a copy o f the b ill (SB254) and two sections.

The b ill in its submitted version w ou ld  create the A laska State G roup  Health Insurance 

Authority to p rov ide g roup health insurance benefits to a ll state employees, including: 
retired, m unicipal, and school district employees on a cost effective basis. The b ill w ou ld 

give the au tho rity  the pow er to arrange fo r  health coverage on the most economical basis 

while "spreading" the risk over a larger base o f enro llm ent, a ffo rd ing the most favorab le 

payment schedules to p roviders and vendors fo r the state.

CO M M EN TS O N  SB254

The Authority shou ld  have the option to be expanded to include Workmens' 

Compensation , H ea lth  and Social Services, medical coverages and payments, 

and un insu rab le /un insu red  benefits as sub-groups o f the p oo l (Sec. 21.77.010).

• Revise b ill to rem ove requirement to be licensed as an insurer under AS21, 

rem ove the A uthority  from  title 21 (see 21.77.030.).

* Revise purchase o f insurance requirement to rem ove clause "that it has to be 

sent to a ll licensed insurers - (at least every 5 years)" rather to use an RFP 

notification process where by qua lified bidders are maintained on a list o r by 

request (section 21.77.050.).
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Required participation may be revised to c la r ify /s im p lify  the requirements to 
evaluate whether o r not a sub-group has an eligib le waiver, while not 
underm in ing the necessity o f as many eligib le groups feasible to participate. 
(See 21.77.080.)

P o o l shou ld  have the ability to access members and o r issue bonds to fund 

benefits o r establish adequate reserves. (See 21.77.070.)
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PART THREE
FEASIBILITY OF POOLING HEALTH CARE IN ALASKA

As a long term cost management strategy o f health care costs, pooling provides the best 
vehicle, this has been proven by H awaii, Utah, New  Mexico, Californ ia (schools) and 
others.

Pooling has proven effective in areas outside o f  just health coverages, one example is the 

Alaska M unicipal Leagues - Joint Insurance Association (AML-JTA) that is provid ing 

property, workers' compensation and  liab ility coverage that p rev ious ly  was unavailab le o r 
not available at a reasonable cost.

There are a number o f hurd les to be crossed in getting any poo l in place and effective 
A laska w ill be no exception to these.

• Passage o f B i ll

The b ill must gain support from  legislature, adm inistration, judicial, 

municipalities and participants in o rd e r to pass. This can on ly  be accomplished 

through an effective communication campaign.

• Challenges o f A uthority

In the past these bills have received some challenges (lega l) after being enacted. 

However, the b ill in its current form  has been p roven to br. effective in 

answering these challenges.



The success o f the A utho rity -w ill be measured by the effectiveness o f its 

membership and participants. The Authority  w ill have to re ly on the expertise 
not on ly  w ithin, but a lso outside consultants, actuaries, adm inistrators and 
providers. O n ly  as a complete partnership w ill it be a successful venture.

It is ou r estimate that fo llow ing  the initial set up costs and associated fixed costs, the state 

could realize the fo llow ing savings (as a percent o f total health care expenditures outside 

o f the poo l):

1 - 3% S im p lifica tion  o f A dm in istra tion

15 - 40% P rov id e r payment schedules/agreements

5 - 7% Recognize trends ad just q u ick ly

1 - 3%  Genera l econom ics o f scale savings (m isc.)

• Set up  and operation of Authority

22 - 53% Tota l savings estimate: up to 50-100+ m illio n  do lla rs .

This does not include the sentinel effect that w ou ld  genera lly s low  medical in flation fo r 

the state plan.
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P A R T  F O U R

S U G G E S T E D  T IM E  L IN E  F O R  IM P L E M E N T A T IO N  O F  P O O L IN G

• Passing o f SB254 creating "authority"

"A laska State G roup  Health Insurance Authority"
First M onth

• Selection o f members

• O rganization o f A u th o rity /1st meeting 

Second through Fou rth  M onth

• Evaluation o f services required - (RFP those Services)

• Selection o f certain service p roviders (actuaria l/consu lting etc.)

• Review  o f current plans and arrangements to be included in pools
« P rov ide r Payment options evaluation

F ifth  th rough Eighth M onth

• Meetings with eligib le sub-group participants

• Deve lop pro fo rm  a benefit and cost analysis (actuaria l study)

• Outline to sub-groups the impact to their g roup (s)

• Select p rov ider payment strategy 

Eighth th rough Tw e lfth  M onth

• RFP Third party vendors

• Determ ine/Eva luate required participation by sub-group o r issue w arriors

• Establish fina l rates/benefit plans fo r each sub-group

• Finalize p roviders payment arrangements

• Finalize third party vendors arrangements

• N otify  participants
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5. T h irteen th  through S ixteenth M onth (O ngoing )
Begin poo l operations, i.e., prem ium  collection, claim  payments, etc.

• Evaluate pools operations/effectiveness
• P rov ide  communication to sub-group and participants

• Rev iew /settle  disputes (claims)

• A na lyze experience/trends

• Com pare poo l results to others 'like organizations"

• Measure actual cost savings
• M on ito r p rov ider re la tions/paym ent schedule

• Advise on sta te /federa l law  change impacts
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I. C O N T IN U E D  D IS C U SS IO N  RE G A R D IN G  FO O L IN G  CONCEPTS

Several states have enacted pooling legislation fo r  a variety o f reasons. Two case 

summaries, one fo r Hawaii and the other fo r U tah are presented below to gain an 

understanding as to how and why other states have exercised pooling fo r their benefit 

plans. Hawaii and U tah were chosen for this initia l study because they both have been 

utilizing poo ling fo r  a number o f years, U tah fo r 13 years and Hawaii fo r 28 years).

We recommend that you  accept the invitations from  Hawaii and Utah to persona lly 

experience the benefits o f pooling.

Utah Pub lic  Employee H ea lth Plan

The State o f Utah's Public Employee Health P lan was established in 1977 by the state 

legislature to help reduce and control health care costs. The plan provides coverage to 

over 70,000 (23,000 p rim ary insureds) state, county, city, and school district employees, 

retirees and their dependents. A ll public entities must participate in the p lan;

The fund  Ls governed by legislation, directed by  a board o f trustees and a fu ll time 

director. It requires 35 state employees to run the required operation.

Cu rren tly , the fund offers one plan design to a ll entities w ith separate rating based on 

each entities experience. The fund provides D ua l Choice Medical and Dental, Tw o - 

H .M .O .'s, Life and Long-Term  Disability coverage. The coverages are self-funded with in- 

house adm inistration and claim  payors. Substantial savings have been realized by creating 

a buying group that is cohesive and proactive in cost containment and non-payment. One 

problem  that has surfaced is that the fund has been setting rates 18 20 months in the 

fu ture, and medical in fla tion has required increeses in contributions earlier than orig ina lly  

anticipated.
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The Utah Public Employee Fund has extended an invitation to the Task Force an on site 

lo o k  at their operation and answer any fu rther questions you may have regarding their 

"pooling" experience.

Hawaii Pub lic  Employees Health Fund

The Hawaii Public Employee Health Fund was established in 1962 under Chapter 87 

(revised) as a method to purchase and distribute employee benefit coverage fo r over 

110,000 (65,000 prim ary Insureds) state, county, city and school employees, retirees and 

their dependents. A ll public entities must participate in the fund.

The fund started in 1962 with the base benefit plan and added, dependent care in 1966, 

group life in 1968 and Dental, V ision (V .S.P.) and Prescription D rug plans effective 

January 1, 1990.

Currently , the fund offers a indemnity medical p lan w ith Blue Cross, utilizing m inimum  

Prem ium  Funding, three - H .M .O .'s (Kaiser, Community Health P lan, Island Care P lan). 

Dental, V ision, Prescription D rug and Life Insurance are currently fu ily  insured w ith the 

option o f u tiliz ing  alternate funding methods. A ll plans are free standing and have 

separate rating and experience.

The fund currently negotiates with carriers on a two year rate guarantee basis that 

coincides with the labor agreements. A ll contracts arp negotiated with the negotiating 

committee which usua lly  occurs every two years.
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Hawaii Public Employees Hea lth Fund does not presently employ cost containment 

methods (ie: pre-certification and utilization review ) o r  a preferred p rov ide r organization. 

Hawaii is currently experiencing medical in flation 4% to 5% low er than the mainland. The 

plan design includes higher deductibles and co-payments and the employees pay 40% o f 

the medical premium.

Legislation governs the operations and power o f the fund which Is directed by a board o f 

trustees and has o f fu ll-tim e d irector with a sta ff o f eight. Hawaii utilizes the fund to 

purchase and distribute benefit coverages using outside vendors, however, they could self­

fund a n d /o r  self-adm inistrator the program .

The fund is currently investigating the ability to add  Long-Term  Care to the benefit 

package fo r their covered employees.

The Hawaii Public Employee Health Fund has o ffe red  to assist the Task Force in 

understanding the operation o f their fund , and have extended an invitation to the Task 

Force to send a delegation to Hawaii fo r fu rther on site discussions.
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2. Retirees (State, Muni, School)(PERS & TRS)

Up to 60% reside in state  

6,300

9,800

5,900

3. Local Govt. Active Employees (PERS)

13,600 

$. Teacher Actives (TRS) 

8 , 2 0 0

Medicaid/Medicare Eligibles. 
Div. Of Medical Assistence

41,000

8,400

1 1,000

30,500

2 , 2 0 0

32,000

9,200

A L £ m

(1 3 4 ,9 0 0 )

a) Some of the people appearing in item 2 w ill be counted in item 5.

b) Estimates of dependents in items 3 and 4 assume that the groups 
exhibit the same age and sex characteristics as in group 1.



My name is Barbara Huff, I am the President of the Anchorage Municipal Employees 

Association (AMEA). I represent approximately 575 Municipality of Anchorage employees. 

I am also a member of the Anchorage Municipal Coalition Unions and the State’s Health 

Care Cost Containment Task Force.

Senate Bill 254, an Act relating to group health insurance or the pooling concept of public 

employee health benefit plans, is of great importance to my members and the Municipality 

of Anchorage.

The Municipality of Anchorage over at least the last 5 years has seen a drastic increase 

in the cost of health benefits which it provides for it’s employees. The Anchorage School 

District has seen a similar dilemma.

Recently an agreement was reached between the Anchorage Municipal Employees 

Association and the Municipality of Anchorage which, in effect, reduced health benefits 

to offset a projected 22 percent cost increase for 1990.

•There is just so much cost containment and cost shifting that can be accomplished. We 

have reached that point in the municipality and I can only anticipate that future insurance 

premium increase will result in two things happening: 1, Costs to the individual employee 

will reach the point where the family can’t afford the protection and 2. The benefits will 

come down at the same time rendering what coverage is left virtually useless in certain 

common medical emergencies Post-It" brand fax transmittal memo 7671 * of pages ►
r"V )  -lu  f V \Co. ' ' C” .
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Senate Bill 254 would establish a mechanism whereby the State, Municipality of 

Anchorage and various school districts and Universities could pool their numbers and use 

this economy of size to the advantage of all public employees in purchasing a basic health 

care plan. This large group of people couid also jointly operate a cost containment 

program that, again, would realize significant savings by way of the economy of scale 

principle.

In an ideal situation each group of public employees would prefer to select it's own health 

care coverage. Unfortunately, the cost trends are making this impossible. The proposed 

legislation would allow pooling of numbers for basic coverage while still allowing individual 

employee groups to enhance the coverage depending on their own priorities and ability 

to pay.

This compromise, to me, seems to allow the employee to retain options while still 

benefiting from a far greater purchasing power than his own group could exercise.

1 recommend the bill be adopted.
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VIDEO GAMING MACHINE SERVICE FORM 
(Must be Legible)

Complete this form when any service work is done to a video gaming machine that 
effects any meters. Immediately fold, tape, stamp, and return to address on the 

reverse side.

Keno _____

_______________________    -________ -  Bingo ____

Machine Serial # Decal #(current) Liquor License # Poker ______
CHECK ONE

DESCRIBE FAILURE/PROBLEM: ___________________________________________________________________

METER READINGS BEFORE REPAIR/SERVICE

If machine does not have a printer, record all available meter readings

Mechanical Electrical

credits in B.A. ______________  ______________  Staple audit ticket here > <

coins in ______________  ______________
credits played ___________________________   UNABLE TO PRINT AN AUDIT TICKET?
credits won ___________________________   Record electrical readings from
credits paid _____________________________  display and check here >_________

LABOR DESCRIPTION:

New Logic Board Serial Number: ______________________________ N/A

METER READINGS AFTER REPAIR/SERVICE 

Mechanical Electrical

credits in B.A. 
coins in 
credits played 
credits won 
credits paid

Staple audit ticket here > <

YOU MUST SUPPLY AN AUDIT TICKET 
HERE IF MACHINE HAS A  PRINTER

     / /_____

Printed Name of Service Man Company Name or Vendor I.D. ■? Date of Service

Revised5/3 88 \SVC



*********

* P l a c e  * 

* P o s t a g e *

* H e r e  * 
*********

TO :
D E P A R T M E N T  O F  C O M M E R C E  

V I D E O  G A M I N G  C O N T R O L  B U R E A U  

1 1 2 5  M i s s o u l a  A v e n u e  

H e l e n a ,  M o n t a n a  5 9 6 2 0New Phone Number 442-7325 Effective May 20, 1988
F o l d  H e r e

F o l d  H e r e

Please Tape Here



TO t  V i d e o  G a m i n g  C o n t r o l  B u r e a u

FROM: ____________________________________ L i q u o r  L i c e n s e  # (12 d i g i t s )
( P r i n t )  __________ _________________________ E s t a b l i s h m e n t  N a m e

____________________________________ L i c e n s e e  Name
P h o n e  #

1) I  h e r e b y  • A u t h o r i z e *  y o u  t o  m a i l  a l l  q u a r t e r l y  r e p o r t i n g  f o r m s  
f o r  t h e  a b o v e  e s t a b l i s h m e n t  t o  t h e  f o l l o w i n g  b u s i n e s s !

________________________;______________________ B u s i n e s s  Name
 ;______________________ H a i l i n g  A d d r e s s

I I I I I I I I I I I I I I I I I I I I I  I  C i t y ,  S t a t e ,  Z i p
   _____________P h o n e  #

2) I  h e r e b y  d e s i g n a t e  t h e  f o l l o w i n g  t o  s i g n  my q u a r t e r l y  r e p o r t s .  
Y ou  may d e s i g n a t e  y o u r  v e n d o r .  P r o v i d e  1 o r  2 ( t w o )  I n d i v i d u a l  
s i g n a t u r e s .  O n l y  t h i s / t h e s e  s i g n a t u r e ( s )  w i l l  b e  a c c e p t e d .

P r i n t e d  Name o f  D e s i g n e e  S i g n a t u r e  o f  D e s i g n e e

P r i n t e d  Name o f  D e s i g n e e  S i g n a t u r e  o f  D e s i g n e e

T h i s  a u t h o r i z a t i o n  i s  t o  a p p l y  t o  t h e  f o l l o w i n g  m a c h i n e s !  ( u s e  a n o t h e r  p i e c e  o f  p a p * r
i f  n e c e s s a r y )

I  ( l i c e n s e e ) ,  u n d e r s t a n d  t h a t  I  may r e v o k e  t h i s  " A u t h o r i z a t i o n *  a n d / o r  " D e s i g n a t i o n "  a t  a n y  
t i m e  b y  n o t i f y i n g  t h e  V i d e o  G a m in g  C o n t r o l  B u r e a u  i n  w r i t i n g .

T h i s  a u t h o r i z a t i o n  d o e s  n o t  r e l e a s e  m<*. ( t h e  l i c e n s e e ) ,  o f  » v  r e s p o n s i b i l i t y  f o r  t h e  
q u a r t e r l y  r e p o r t s  t o  b e  f i l e d  t r u e ,  t i m e l y  a n d  i n  c o m p l i a n c e  w i t h  a l l  l a w s .  F u r t h e r m o r e ,  I  
u n d e r s t a n d  t h a t  I  r e m a i n  l i a b l e  f o r  t h e  q u a r t e r l y  r e p o r t .

L i c e n s e e  S i g n a t u r e  O n l y  ( H o l d e r  o f  L i q u o r  L i c e n s e )  
I f  C o r p o r a t i o n  - C o r p o r a t e  O f f i c e r

AUTH/87



M ONTANA
T a v e r n  A s s o c i a t i o n

Affilia ted and Associated w ith  th e  NLBA
P R O F E S S I O N A L  PLAZA • SU I T E  AB-2 

900 N. M O N T A N A  A V E N U E  - P.O. B O X  851 

Helena. M T  59624 I P H O N E  406-442-5040 5 / 1 2 / 8 9

B ILLS  PASSED 1989
GAMBLING (Yel low p a g e s )

HB 36 50% P a y ou t  on s p o r t s  poo l s  a l lowed  f o r  n o n p r o f i t  o r g a n i z a t i o n s
HB207- R e v i s i o n  o f  L o t t e r y  l aw s .
HB446' I n c r e a s i n g  l o t t e r y  commiss ions to  agen t s .
HB448 Allow p o s s e s s i o n  o f  an t i q u e  s l o t  machines
HB576 Used Keno machine l i c e n s i n g
HB573 Allow b i l l  a c c e p t o r s  on machines
SB431 R e v i s i o n  t o  Gambling Laws
SB443 A l low ing  mu l t i  s t a t e  l o t t e r y  games SB251 -  I n c r e a s e  r a f f l e  p r i z e

LIQU0R (White p a g e s )
HB368 N eg l i g e n t  V eh i c u l a r  A s s a u l t  (DUI)
HB393 I n c r e a s e  p e n a l t y  f o r  p o s s e s s i o n  between 18-21 y e a r s
HB417- Endorsement f o r  r e s o r t  t ou r  boa t  a l l - b e v e r a g e  l i c e n s e
HB425- S t i f f e n  DUI P e n a l t i e s
HB497 C l a r i f y i n g  "unlawfu l p o s s e s s i o n " .
HB608 Allow p e r s o n s  under 21 to  g e t  a l coho l  from p a r e n t s ,  g u a r d i a n s ,  e t c .HB61T Rev i se  l i q u o r  l i c e n s e  p r o t e s t s
SB348- Wage P r o t e c t i o n  Act -  e x c l u s i o n  f o r  family members .

TAXES/FEES (B lue p a g e s )
HB202 In c r e a s e  c i g a r e t t e  t a x  f o r  v e t e r a n s  n u r s i n g / d om i c i l i a r y  home.
SB323 Pena l t y  f o r  l a t e  payment o f  food l i c e n s e .

LABOR & MISCELLANEOUS (P ’̂ nk pages)
HB 28 I n c r e a s e  minimum wage.
SB 95- In c r e a s e  s t a t e  t r a v e l  a l low ance  f o r  lodg ing.
HB247 Ratemaking f o r  v o l a t i l e  & noncompet i t ive i n s u r a n c e .

B ILL S  KILLED 1989

GAMBLING
HB 95 Exempt l o t t e r y  p r i z e s  from t a x e s  (income).
HB132 In c r e a s e  l i v e  b ingo p r i z e  from $100 to  $800.
HB255 Cumulat ive t o t a l  o f  20 v id eo  machines
HB613 Centennia l  "21"
HB625 ' Reimburse l o s s  o f  machine t a x e s  on r e s e r v a t i o n s .
HB746 Au tho r i z e  punchboards and p u l l t a b s .

(o v e r )



GAMBLING ( C o n t ' d )
HB753 P r o g r e s s i v e  p r i z e s  in v id eo  poker  and keno. 
SB369 Repeal Calcutta pool law.

LIQUOR
HB 42 P r o h i b i t  minors in t a v e r n s .
HB271 I n s t r u c t  a b s t i n e n c e  o f  a l c o h o l  in s ch oo l s .
HB369 P r o h i b i t  d e f e r r a l  o f  DUI s e n t e n c e .
HB404 I n c r e a s i n g  p en a l t y  f o r  DUI.
HB414 I n c r e a s i n g  p e n a l t y  f o r  p o s s e s s i o n  between 18 -21  y e a r s .
HB497 Suspend m in o r ' s  d r i v e r s  l i c e n s e  f o r  p o s s e s s i o n .
HB582 R equ i r in g  i g n i t i o n  l o c k  on DUI c on v i c t i o n .
HB587 Lower BAC t ?  .08
HB627 S t a t e  o u t  o f  l i q u o r  monopoly.
HB654 Warning s i g n s  -  a l c o h o l / p r e g n an c y .
HB743 Allow s a l e  o f  f o r t i f i e d  w ine s  by d i s t r i b u t o r s .
SB263 P r o h i b i t  c e r t a i n  sexua l  conduc t  in b a r s .

TAXES/FEES
HB256 I n c r e a s e  c i g a r e t t e  t a x  l i f / p ackag e  f o r  c an c e r  r e s e a r c h .
HB269 Amend c o n s t i t u t i o n  to  e s t a b l i s h  r e s t r i c t i o n s  on s a l e s  t a x e s .
HB343 I n c r e a s e  f e e s  f o r  food e s t a b l i s hm e n t s .
HB747 4% Gene r a l  S a l e s  Tax ( B r a d l e y ' s )
HB762 Tax b e e r  and t a b l e  w in e s .
HB779 4* l u x u r y  t a x  on d r i n k s ,  f o o d ,  e t c .
HB479 Local o p t i o n  t a x e s .
SB462 4% e x c i s e  t a x  on d r i n k s ,  m e a l s ,  en t e r t a inm en t .
SB469 4% G ene r a l  S a l e s  Tax (Crippen)

LABOR & MISCELLANEOUS
HB 49 I n c r e a s e  minimum wage.
HB370 I n c r e a s e  s t a t e  a l low ance  f o r  m ea l s .
SB234 In c lude  t i p s  in minimum wage.
SB312 C o n s t i t u t i o n a l  Amendment -  To r t  Reform.

&



H B 3 6 (Schye) 50% PAYOUT ON SPORTS POOLS
Nonprofit organizations only may retain up to 50% of the value of a sports pool i f  they verify that this 50% is used to support charitable activit ies, scholarships, educational grants, or community service projects. STATUS: Governor signed.

HB95 (Pavlovich) EXEMPT LOTTERY PRIZES FROM TAXES
Would have exempt amount of prize won in the Montana lottery from state income tax; i f  included as gross income for federal income tax purposes, would have been allowed as a deduction in computing taxable income. STATUS: Killed in House Taxation.

HB1 32 (Schye) INCREASING BINGO PRIZE AWARD
Would have increased live bingo prize from $100 to $800, STATUS: Killed on 2ndReading in House (40-56).

HB207 (Gould) REVISION OF LOTTERY LAWS
Major provisions include: allowing commission to determine the percentage of prizepayout, subject to a minimum of 45% of money paid for tickets; allowing Montana to participate in multistate games; removes requirement that the lottery operate on 15% of revenue and mandates only that.the administrative costs be outlined in a budget to be approved by the legislature every two years. Immediate effective dace. Changes expected to allow the lottery to operate more like a business; larger prizes will increase sales and mean more money for schools. Governor's budget officeanticipates $8 million increase in sales. STATUS: Signed by Governor.

HB255(Pavlov?ch) CUMULATIVE TOTAL OF 20 VIDEO MACHINES
Would have limited bingo or keno machines to 10; poker machines to 10. I f  you were licensed for fewer than 10 poker machines, you could receive licenses for bingo or keno that would cause the total of al l machines to be 20 or fewer. STATUS: Died inHouse Business without hearing and upon decision by Rep. Pavlovich.

HB 446 (Daily) INCREASING LOTTERY COMMISSION
Increased agent's commission from 5% to 10%; no part is taken from revenue paid to Supt. of Public Instruction for teacher retirement. STATUS: Governor signed.

HB 448 (Menahan) ALLOW POSSESSION OF ANTIQUE SLOT MACHINES
This has been coordinated into SB431. Allows possession of an antique slot machine(manufactured prior to 1950), the operation of which is exclusively mechanical. Can be possessed, located and operated only in private residential dwelling; possessed or located for display purposes only, not operation, in public museum owned by state 
or local government. Licensed manufacturer-distributor may possess and sell.STATUS: Governor signed.

H B 5 76 (Roth) USED KENO MACHINE LICENSING
A used keno machine may be licensed without meeting the requirements of 23-5-609 (keno specifications) if:  (a) it meets the requirements of 23-5-607 (80% payback)and 23-5-608 ($2 limit and $100/hand); (b) it has i,.achanical meters described in 23-5-609(4)(k) and electronic meters described in 23-5-609(4)(1), as that section 
read on 9 /3 0 /8 9 ; and the machine was licensed by the department prior to 1/1/89.



Effective 7/1/83 and terminates 6/30/90. STATUS: Governor signed. Coordinated
into SB 431.

H B 6 1 3 enahan ) CENTENNIAL "2 I 11
W v\ .e included 21 as an authorized gambling activity. Local governments could ! ed licenses for no more than two tables per premise between May 27, 1989,an. ;mber 4, 1989. STATUS: Killed in House Business Commlttei (10-6).

H B 62 5 (Mercer) REIMBURSE LOSS OF MACHINE TAXES ON RESERVATIONS
This would have required the state tc reimburse a local government located on a 
federally recognized Indian reservation for video poker and keno revenues lost as a result of an agreement entered into by the state and the tribal governments, pur­suant to the new federal indian gaming regulatory act. This b i l l  carried a $363,000 impact on the state's general fund. STATUS: Tabled in House Taxation.

HB746 (Pavlovich) AUTHORIZE PUNCHBOARDS & PULLTABS
Would have allowed licensing of punchboards and pull tabs, and their manufacture and 
distribution. Annual fee for retail license = $100; distributor = $1,000; manu­facturer = $2,000. Maximum cost/ticket = $2; maximum prize = $500; minimum 70% 
payout. Tax = 5% of adjusted gross proceeds (money received less prizes paid).The b i l l  passed out of House Business as amended. When it got to the floor on 2nd Reading, it was attacked by Rep. Bob Marks and he made his well-publicized statement about tavern owners being "the greediest sort of people in Montana", which he later retracted. The b i l l  was defeated 57.-36, and here is how your leqisiator voted;

HB 746 - Representative Pavlovich moved HB 746 do pass. Motion 
failed as follows:

Ayes: Aafpdt, Bachini, D. Brown, Campbell, Compton, Daily, Davis,
DeBruycker, DeMars, Driscoll, Gervais, Giacometto, Gilbert,
Glaser, Gould, Hanson, Harrington, McCormick, Menahan, Moore, L.
Nelson, Nisbet, O'Connell, Owens, Pavlovich, Peterson, Phillips,
Quilici, Rehberg, Roth, Smith, Spaeth, Stang, Strizich, Swysgood,
Whalen,
Total 36

Noes: Addy, Bardanouve, Elotkamp, Boharski, Brooke, J. Brown,
Clark, Cobb, Cocchiarella, Cody, Cohen, Darko, Elliott, Eudaily,
Good, Grinde, Guthrie, Hannah, Hansen, Harper, Hayne, Hoffman,
Johnson, Xasten, Keller, Kilpatrick, Kimberley, Knapp, Koehnke,
Lee, Marks, McDonough, Mercer, R. Nelson, T. Nelson, O'Keefe,
Peck, Ramirez, Raney, Ream, Rice. Russell, Schye, Simon, Simpkins,
Spring, Squires, Steppler, Stickney, Swift, Thoft, Thomas, Wallin,
Westlake, V.’yatt, Zook, Mr. Speaker.
Total 57

Paired: Daily, Spaeth, Whalen, Ayes; Hannah, Ramirez, Thomas,
Noes.

Excused: None.
Total 0

Absent or not voting: Bradley, Connelly, Ellison, Gradv, Iverson, 
Kadas, Patterson.
Total 7



H B 75 3 (Pavlovich) MEGABUCKS
Would have allowed an unlimited progressive prize in video poker and keno machines connected to a centralized computer system; 1.25% of gross machine income tax on such machines in addition to existing 15% on net income; system could be leased, maintained and operated by a licensed manufacturer who may participate in the revenue of the machines on the system as payment for his services. Rep. Pavlovich, recog­nizing the differing opinions of MTA members on this concept, recommended that MTA 
take no position on the b i l l  this year. He wanted to test the idea and was success­ful in gaining a respectable number of votes in the committee. STATUS: Tabled in
House Taxation. Rep. Pavlovich considered, then abandoned taking action to get the b i l l  o f f  the table.

HB573 (McCormick) ALLOW BILL ACCEPTORS ON MACHINES
Amended existing video draw poker specs (23-5-606) and keno specs (23-5-609) to allow machine manufacturer b i l l  acceptors. The b i l l  specified that i f  this b i l l  and SB431 passed (which they did) and SB431 repealed these sections (which it did), the Dept, of Justice shall by rule allow these acceptors. STATUS: Governor signed.

SB251 (Harding) INCREASE RAFFLE PRIZE
Allows nonprofit veterans groups to conduct raff les not exceeding $5,000 per indi­vidual ra ff le card and be exempt from a permit or investigative fee. Maximum prize for all others = $1,000. See SB431). STATUS: Governor signed.

S B 3 69 (Bob Brown) REPEAL CALCUTTA POOLS
This was a straight repealer. STATUS: Passed the Senate but was tabled in HouseBusiness Committee. (SB431 retains legalization of calcuttas and clari f ies pro­
visions.)

S B44 3 (Stimatz) MULTISTATE LOTTERY GAMES
Allows Montana to participate with other states in lottery games. STATUS:
Governor signed.

SB431  (G a g e )  REVISION OF GAMBLING LAWS 
D e t a i l e d  r e p o r t  o f  t h i s  b i l l  m a i l e d  t o  a l l  m em b e r s  5 / 1 / 8 9 .



L I QUOR

H342 ( S t a n g )  PROH I B I T  MINORS IN TAVERNS

Would have allowed local governments to enact an ordinance prohibiting minors from entering establishments licensed for on-premise sale of alcoholic beverages, but allowing entrance to areas where another business is operated (restaurant, hotel, sporting event, fa i r ,  etc.) MTA opposed. STATUS: Killed in House Judiciary.
HB271 (Wallin) INSTRUCT ABSTINENCE OF ALCOHOL IN SCHOOLS

MTA's interest was to see that taxes on alcoholic beverages were not expected to fund the $95,000 annual budget. STATUS: Tabled in House Education.
H B 368 (Cocch ia re l1 a & Vincent) NEGLIGENT VEHICULAR ASSAULT

Adds negligent vehicular assault to l ist of offenses requiring mandatory revocation of drivers license upon conviction, plus 12 conviction points in determining hab­itual t ra f f ic  offender. This is the same section that includes DUIs. Includes operating vehicle in negligent manner, causing bodily injury to another. STATUS: 
Governor signed.

HB369 (Cocch ia re!1 a & Vincent) PROHIBIT DEFERRAL OF DUI SENTENCE
Court may defer imposition of sentence except sentences for DUI or operating a vehicle with a .10 or more BAC. STATUS: Tabled in House Judicia.y.

HB 393 (Darko) ‘ INCREASING PENALTY FOR POSSESSION BETWEEN 18-21 YEARS
Fines for conviction: less than 18, not to exceed $50; age 18-21, $50 for 1stoffense, $100 for second, $200 for third, $300 + 6 months for 4th. Person 18-21 does not commit offense i f  it is necessary to possess alcoholic beverages in the 
course of his employment. STATUS: Governor signed.

HB404 (Keller) INCREASING PENALTY FOR DUI
Would have increased maximum ja i l  sentence on f i rst  conviction from 60 days to 6 months; on 4th conviction, imprisonment not to exceed 5 years or $5,000 or both. 
STATUS: Tabled in House Judiciary.

HB414 (Spaeth) INCREASING PENALTY FOR POSSESSION BETWEEN 18-21 YEARS.
Basically the same as HB393, except penalties would have been st i f fe r .  STATUS:
Tabled in House Judiciary.

HB417 (Pavlovich) ENDORSEMENT FOR RESORT TOUR BOAT A. B. LICENSE
Allows endorsement to resort license for operation of a tour boat within 30 miles of resort boundary only while boat is underway or in preparation for scheduled departure; boat must be at least 401 in length and equipped to carry at least 50 
passengers; annual fee $200; registered owner of boat must be part of the liquor license. STATUS: Governor signed.



H B 4 2 5 (Vincent) STIFFEN DUI PENALTIES
This was Vincent's major DUI b i l l .  On 2nd or subsequent DUI offense, driver's license continues to be suspended until the person completes an alcohol information course, treatment prescribed by the court, or both; a per se conviction constitutes a conviction under DUI for the purpose of calculating the numbe'- of convictions; i f 
there has been no additional conviction for DUI for a period of 5 years after a prior conviction, al l records and data pertaining to the prior are confidential criminal justice information and public access to the information may only be ob­tained by a district court order upon showing good cause. There was language to 
expunge the record after 5 years but that language was stricken. STATUS: Governor 
signed.

HB495 (S t r iz ich)  CLARIFYING "UNLAWFUL POSSESSION"
A person unde;- !9 commits the offense of unlawful possession i f  he consumes or has in his possession an intoxicating substance. He needs not be consuming or in possession at the time of his arrest to violate this section. A person under 21 
commits the offense i f  he has an alcoholic beverage in his possession, except i f  he consumes or gains possession because it was lawfully supplied by parent, guardian, 
physician, etc. STATUS: Governor signed.

HB497 (Darko) SUSPEND MINOR'S DRIVERS LICENSE FOR POSSESSION
This would have stiffened existing laws on suspension or revocation of driver's license for minors guilty of possession. STATUS: Tabled in House Judiciary.

HB562 (Eudaily) IGNITION LOCK REQUIRED ON DUI CONVICTION
A court would have been allowed to impose the additional punishment for a person convicted of DUI of requiring the person to drive only a motor vehicle equipped with an ignition interlock device, which the offender would have to pay for. "Igni­tion interlock device" is ignition equipmenc that analyzes the breath to determineBAC and designed to prevent a car being operated by a person who has consumed a specific amount of alcohol. STATUS: Bill passed the House; died in Senate Judiciary

HB587 (Addy & Vincent) LOWER BAC TO .08
This would have reduced blood alcohol concentration from .10 to .08 and increased the mandatory fine on 3rd or subsequent DUI conviction to a maximum of 5 years or $50,000, or both (from 1 year or $1,000, or both). STATUS: Tabled in House Judiciary.

HB6 0 8  (Grady) ALLOW PERSONS UNDER 21 TO GET ALCOHOL FROM PARENTS, ETC.
At the same time Addy wanted to reduce BAC level to .08 (HB587, above), this b i l l came along to allow parent or guardian, minister or priest, physician, pharmacist or dentist to provide a person under 21 "nonintoxicating amounts of alcohol (not to product a BAC in excess of .05). STATUS: Governor signed.
(NOTE: It is particularly d i f f icu lt  to understand the rationale for this type oflegislation, inasmuch as so much tirne and effort was devoted toward prohibiting 
minors from being able to drink.)

HB611 (Connelly) REVISE LIQUOR LICENSE PROTESTS
Provides that protests against the issuance or transfer of an alcoholic beverage license may be made only by creditors and residents of the county from which the application comes, and adjoining Montana counties. STATUS: Governor signed.



LIQUOR (Cont'd)

HB62 7 (Simon) STATE OUT OF LIQUOR MONOPOLY
MTA o f f e r e d  suppo r t  o f  the b i l l ,  ONLY i f  i t s  amendments were a c c e p t e d .  Simon a g r e e d .  
Major p r o v i s i o n s  o f  the  b i l l ,  w i th  MTA amendments: The p r e s e n t  130 s t a t e  s t o r e s ,  
in c l u d in g  a g e n c i e s ,  would be put up f o r  b id and have to  be s o ld  by 7 /1/90 .  S u c c e s s ­
fu l  b idd e r s  would o p e r a t e  s t o r e s  as a g e n c i e s  u n t i l  t h a t  d a t e ,  then be i s su ed  an 
O r ig in a l  Package S to r e  L i c e n s e ,  which c o u l d n ' t  be t r a n s f e r r e d  to a new l o c a t i o n  un­
t i l  1 /1 /92 ,  nor could any a d d i t i o n a l  package s t o r e  l i c e n s e s  be i s s u ed  un t i l  t h a t  
d a t e .  A f t e r  1 / 1 / 9 2 ,  however, th e s e  l i c e n s e s  would be un l im i t ed  in number. MTA 
and Rep. P a v l o v i c h  wanted amendment to  p ro v id e  t h a t  the p r e s e n t  130 o u t l e t s  cou ld
not be ex c e ed ed ,  nor could th e r e  be any more in a town than th e  p r e s e n t  number o f
s t a t e  s t o r e s .
Holders o f  a l l  b e v e r a g e  l i c e n s e s  cou ld a l s o  hold package s t o r e  l i c e n s e .  L i c e n s e e s  
would purcha s e  d i r e c t l y  from Helena warehouse a t  w h o l e s a l e ;  f r e i g h t  would be e q u a l­
i z e d ;  payment would be made w i th in  10 days a f t e r  sh ipment .  S t a t e  e x c i s e  t a x  would 
be f l a t  r a t e  o f  $1.80/1 i t e r ;  l i c e n s e  t a x  = 7 5 < £ / l i t e r .  No changes in the quota o r  
a l l  b e v e r a g e  l i c e n s e e ' s  r i g h t  to s e l l  both on -  and o f f - p r em i s e . .  Annual a l l  b e v e r ­
age renewal f e e s  would be in c r e a s e d  $100 but l i c e n s e e  would not be r equ i r ed  to  pay
s e p a r a t e  $400 annual f e e  to purchase from warehou se .  L i c e n s e e s  cou ld  purchase from
e a ch o th e r .  In th e  subcommit tee , the  b i l l  was f u r t h e r  amended to  p ro v id e  $50 ,000  
in s e v e r a n c e  pay f o r  l i q u o r  s t o r e  employees who would l o s e  t h e i r  j o b s ,  and t h e s e  
workers would be e n t i t l e d  to  a l i f e t im e  a b s o l u t e  p r e f e r e n c e  to  be h i r ed  f o r  any 
s t a t e  j o b  f o r  which th e y  were q u a l i f i e d .  Rep. Simon s t r o n g l y  opposed t h i s .
STATUS: Tab led in House Bu s in e s s  & Economic Development Committee.

HB654 (Russell) WARNING SIGNS - ALCOHOL/PREGNANCY
This was a b i l l  similar to the one supported by MADD and the Surgeon General, re­quiring a warning sign to be posted in any establishment licensed to sell alcoholic beverages, stating "Drinking alcohol during pregnancy may result in retardation or birth defects in your unborn baby." Excluded were special events (fairs, sports events, etc.), nonprofit arts organization functions, and common carriers. MTA opposed in House Public Health, but b i l l  came out and passed through 3rd Reading.At the hearing in Senate Public Health, MTA again opposed, bringing in testimony 
from DISCUS and NLBA. STATUS: Died in committee.

H B 74 3 (Gould) SALE OF FORTIFIED WINES BY DISTRIBUTORS
Would have allowed beer/wine distributors to market fo rt i f ied wines as table wines are now marketed, and create franchise te rr ito r ia l rights. MTA opposed distributors getting the higher percentage wines for sale in grocery stores, contending that their next step would be to acquire marketing of liquor. MTA produced testimony from other states that have allowed the 2b% wines to be sold in grocery stores, and the social and control problems this has created (blocking o f f  sales in areas where itinerants and winos gather, for example). Bil l tabled in House Business; subse­quently amended to create no more than 8 to 10 off-premise wine shops in the state; excluded supermarkets and convenient stores in an effort to get it o f f  the table.MTA again offered opposition. STATUS: Bill tabled.



L I Q U O R  ( C o n t ' d )

S B  3 ^ 8  ( N a t h e )  W A G E  P R O T E C T I O N  A C T  E X C L U S I O N

A person who owns or operates a restaurant, bar or tavern, Is exempt from Including wages paid to members of his immediate family when f i l ing  a bond under the Wage Protection Act. "Immediate family" means spouse, parents, children, grandchildren, brothers or sisters of the person operating the business. MTA strongly supported. STATUS: Governor signed.

S B2 6 3 (Hofman) PROHIBIT CERTAIN SEXUAL CONDUCT IN BARS
This was one of three anti-pornography b i l ls  introduced by Hofman. It explicit ly described certain sexual acts or displays that would be prohibited only in on­premise consumption establishments. MTA argued that the b i l l  was unconstitutional, but offered amendments that would, i f  passed, have made these acts/displays illegal in al l premises open to the public. The Senate passed the b i l l  out without amend­ments but when it got to House Judiciary, it was rejected by a subcommittee and confirmed by the fu l l  committee because they also believed it to be unconstitutional 
Proponents admitted that the only way banning of the acts could be enforced is by attachment to an on-premise alcoholic beverage license. STATUS: Tabled in House
Judiciary.



HB202

TAXES/FEES

(Pavlovich) INCREASE CIGARETTE TAX
Final version reduced tax from SC to 2( to pay costs of a study conducted by the 
Dept, of Military Affairs in considering locations for the construction of a state nursing or domiciliary home for veterans; provide revenue for construction and remodeling costs of such faci l it ies. STATUS: To Governor

HB 266 (Bradley) INCREASE CIGARETTE TAX U/PACKAGE
Revenues would have been earmarked for cancer and other health research awards.STATUS: Tabled in House Taxation.

HB269 (Koehnke) AMEND CONSTITUTION TO ESTABLISH RESTRICTIONS ON SALES TAX
No general statewide sales tax could be enacted unless approved by the voters; could not be increased or expanded without 2/3 vote of the legislature or approved by the voters. No local option sales tax could be adopted, increased or expanded without being provided for by law, authorized by the local government, and approvedby the voters. House adopted floor amendment to delete local sales tax restrictions.STATUS: Amended b i l l  killed on 2nd reading (**2-55)

HB3A3 (S. J. Hansen) INCREASE FEES FOR FOOD ESTABLISHMENTS
Included food served in drinking establishments that is prepared by microwave or broiler ovens. Increase in fee from $30 to $50 i f  you conduct business under more than one of numerous categories. Revenue was to give more money for local health inspection. STATUS: Killed on 2nd reading in House.

HB7A7 (Bradley) k% GENERAL SALES TAX
Would have been put to a vote of the people in a special June 13th election. The tax would generate $28** million, with $ 1 2 8  million for education, $60 million for property tax reduction, $ 3 6  million for rebates to low-income taxpayers, $**1 million to the general fund, $20 million to local governments to replace lost property taxes. MTA offered testimony as to the fa i lure of the b i l l  to exclude alcoholic beverages; argued that liquor alone bears 56%+ of the entire cost intaxes and i f  gasoline was to be excluded because it already was heavily taxed,
alcoholic beverages also should be. STATUS: Tabled in House Taxation.

HB762 (S. J . Hansen) TAX BEER & TABLE WINE
Would have imposed a tax of 5c/bottle and can of beer, and 5</bottle of table wine to increase funding for children's trust fund; money to be used for services and activities relating to prevention of child abuse, day care programs, early intervention, etc. Rep. Hansen discovered that 5$ would bring in something like $10 million (their present budget is $**0,000) so she reduced it to lC and made a few mere amendments at the hearing. MTA offered testimony in opposition. Kevin 
Tipton,, DISCUS, joined MTA. STATUS: Tabled in Hv_use Taxation.

HB 7 79 (Janet Moore) *<% LUXURY TAX ON DRINKS, ETC.
Very similar to the World War II luxury tax. Would tax everything from drinksand electronic games to jewelry, campers, new and used cars, motor homes, souven­irs, admissions to any recreational or entertainment activity held for prof it , plus more. Sponsor Moore was open to amendments but there was no support from the committee or interest groups. MTA joined the State Chamber and others in opposition. Estimated tax revenue $**5.6 million annually. STATUS: Tabled in
House Taxat ion.



TAXES/FEES (Cont'd)

H B *4 79 (Addy) LOCAL OPTION TAXES
Originally would have allowed local governments to impose tax on income, all goods and services, and any other type of tax not prohibited by law. Bil l then amended to include a 2% tax only on taverns that sell alcoholic beverages for on-premise consumption, restaurants, ski resorts and other recreational fac i l i t ies , enter­tainment and sporting events except those conducted by nonprofit organizations.MTA strongly opposed. STATUS: Killed in House, 2nd Reading (*45-53) • Here's
how your House member voted:
FOR: Addy, Bachini, Bardanouve, Blotkamp, Bradley, Brooke, J. Brown, Cocchiarella,

Cohen, Compton, Connelly, Daily, Darko, DeBruycker, DeMars, Gilbert, Stella Jean Hansen, Harrington, Hayne, Hoffman, Iverson, Kadas, Kilpatrick, Kimberley, Koehnke, Lee, McDonough, Moore, L. Nelson, R. Nelson, T. Nelson, O'Keefe, Peck, Raney, Ream, Rice, Russell, Schye, Spaeth, Spring, Squires, Stang, Stickney, 
Strizich, Vincent (**5)
AGAINST: Aafedt, Boharski, D. Brown, Campbell, Clark, Cobb, Cody, Davis, E l l io tt ,
Ellison, Eudaily, Gervais, Giacometto, Glaser, Good, Gould, Grady, McCormick, Menahan, Mercer, Nisbet, O'Connell, Owens, Patterson, Pavlovich, Peterson, Phil l ips, Quil ic i , Ramirez, Rehberg, Roth, Simon, Simpkins, Smith, Steppler, Swift, Swysgood, 
Thoft, Thomas, Wallin, Westlake, Whalen, Wyatt, Zook (53).
ABSENT: Driscoll EXCUSED: Grinde

S B *4 62 (Eck) 4% EXCISE TAX ON DRINKS, MEALS, ENTERTAINMENT
Sponsor called this an "entertainment tax" that would bring in about $45 million over the next two years, and would give the legislature something to"fal l back on". The 4% would have been imposed on all drinks sold for on-premise consumption, 
restaurant meals (including take-outs) admissions to entertainment functions, video cassette and car rentals, etc. MTA strongly opposed and was joined by Kevin Tipton, representing DISCUS. Money actually was earmarked for the University system. STATUS: Tabled in Senate Taxation.

S B 32 3 (Vaughn) PENALTY FOR LATE PAYMENT OF FOOD LICENSE
Annual fee for food establishments remains at $30; penalty for payment after renewal date = $25. STATUS: Governor signed.

SB 4 6 9  ( C r i p p e n )  4% GENERAL SALES TAX
MTA o f f e r e d  t e s t imony  s im i l a r  to  t h a t  submit ted on HB747, B r a d l e y ' s  g en e r a l  s a l e s  
t a x  b i l l .  Passed the S en a t e .  STATUS: Tabled in House T ax a t ion .



L A B O R

H B 2 8 (Harrington) MINIMUM WAGE
Effective 1/1/90. Minimum wage to be set by the Labor Commissioner in accordance with federal law, but not to exceed $4/hour. New-hire wage: at least $3.35/hr. for no more than 120 days after hire. An employee may not be displaced by another employee (including partial displacement, such as a reduction in hours of nonover­time work, wages, or employment benefits) for the purpose of allowing the employer to 
pay the $3.35 minimum wage. STATUS: To Governor.

HB 49 (Cohen) MINIMUM WAGE
Would have increased minimum wage to $4.35/hr. and excluded employees who are high 
school pupils under 18 and reside with parent or guardian. STATUS: Tabled in
House Labor.

HB 370 (Cocchiare l la) INCREASE IN STATE MEAL ALLOWANCE
Would have allowed state employees, o f f ic ia ls ,  board members, etc., an increase to $17.50 from $15.00 for meals while traveling in-state. MTA's interest was because many state employees are customers of our members who serve meals.STATUS: Passed both House and Senate but was vetoed by the Governor because it 
would cost $3 0 0 , 0 0 0 /year additional.

SB 95 (Rasmussen) INCREASE STATE TRAVEL ALLOWANCE
Increased lodging to $27/day (from present $24) for state employees, appointees, etc. (increase in meal allowance in HB370 was vetoed.) STATUS: To Governor

SB234 (Boy 1 an) INCLUDE TIPS IN MINIMUM WAGE
Would have allowed employers to deduct from minimum wage paid employees i f  employee continuously received $30 or more each month in tips. STATUS: Killed in Senate
Labor Committee.

MISCELLANEOUS BILLS
H B2 4 7 (Whalen) RATEMAKING FOR VOLATILE & NONCOMPETITIVE INSURANCE

MTA's support of this b i l l  was requested by the sponsor because of our industry's problems in getting affordable rates on l i a b i l i t y  coverage. It's purpose is to ensure that rates are based as much as possible on claims resulting from expo­sures in Montana and similar states so they are not excessive, unfairly discrim­inatory, or inadequate. MTA offered testimony that rates should be based on Montana's experience, not a national norm, since claims from urban areas are generally responsible for driving up the cost of coverage. STATUS: Signed byGovernor.
SB312 (Pinsonneault) CONSTITUTIONAL AMENDMENT - TORT REFORM

An attempt to put the issue originally passed in 1986 as CI -30 to allow the legis­lature to enact tort reform measures. CI - 30 was subsequently declared invalid by the supreme court because of a printing error in the voter information pamphlet. This would have put it back on the ballot without having to go through the in i t ia ­tive process again. Bil l strongly opposed by tr ia l lawyers and labo*. MTA offered testimony in support. STATUS: Passed the Senate; tabled by House Judiciary.



COMPLETE
ALL

BOXES!

FOR OFFICE USE ONLY
What Type of Machine Is This?

POKER KENO BINGO
$100.00
Check#.

HAS THIS MACHINE BEEN 
LICENSED BEFORE?

□ □ □ Decal#.

YES

IFTHIS MACHINE HAS NOT BEEN 
PREVIOUSLY LICENSED, READ NEWSLETTER!!

Refunds.

LIQUOR LICENSE # (9 digits) or
HAVE LOCAL LICENSE FORM COMPLETED

Establishment Name

Licensee: Actual Holder of License

, ; ;'v
I .

Box/Mailing Address Location Address

City Zip Code

Is establishment in an incorporated city?

Yes,
inside city lim its

City Name

County Name 

BE SURE!! THIS IS VERY IMPORTANT!!!

RETURN TO:

VIDEO GAMING CONTROL BUREAU 
1125 MISSOULA AVENUE 
HELENA, MT 59620 PHONE: 442-7325

MACHINE INFORMATION:
(See I.D. plate o n  the side of the machine)

MFG’s Serial # 
of Machine

MFG of Machine

Machine Model #

METER READINGS: If you are licensing an approved game, you 
must staple a correctly programmed audit ticket to the back of 
this sheet.

BILL ACCEPTOR

CREDITS IN

•
-----

.

CREDITS PLAYED ' . \

CREDITS AWARDED

CREDITS PAID

Jurj •/

<r-̂\ 5,

MACHINE OWNERSHIP: (c h e c k o n e )

Owned by Establishment 

Owned by Vendor/Distributor 

Give the vendor's license number.

I hereby agree to comply with all statutory and regulatory requirements. I declare with knowledge of the penalties for false 
swearing that this application is true and accurate. I, THE LICENSEE AM LEGALLY RESPONSIBLE FOR THIS MACHINE.

SIGNATURE of Licensee

—  _

Social Security# Federal I.D. #

' ..

' -? y :
STAPLE
$100.00
PAYMENT
HERE

PR IN T  N am e  of Person S ig n in g E s ta b l is hm e n t  Phone#



State law requires an applicant of a video draw poker machine to disclose any past history or involvement with gaming. Cover 
the period from 1975 or from the age of 18, whichever is shorter. If you answer yes to any of the following questions, provide 
detailed information. ONLY ONE STATEMENT IS NECESSARY FOP EACH ESTABLISHMENT. INFORMATION WILL REMAIN 
CONFIDENTIAL.

A) Have you ever had control of gambling device(s) as an owner or operator in another establishment within the state of 
Montana?

YES

NO

1) Date:
2) Types of devices:

(manufacturer, model, game etc.)
3) Location:

(city/address)

B) Have you ever been employed by an owner or operator of gambling devices?

YES

NO

1) Date Employed:
2) Types of Devices:
3) Employer: 

(name/address)

C) Have you ever been employed in another establishment where gambling was offered to the public?

YES

NO

1 ) Date Employed:
2) Types of Gaming:
3) Employer: 

(name/address)

D) Have you ever had any convictions of local ordinances or state laws in any states that are related to gambling within the laut 10 
years.

YES

NO

1) Date of Offense:
2) Date of Conviction
3) Location of Offense:
4) Nature of Offense:
5) Penalties Imposed:

SIGNATURE of Licensee PRINT Name of Person Signing

L LICENSURE '

Social Security#
DISC/89

no/Bihgo Machines'

We, _, have licensed. .for the
(City/County Name) (Establishment Name)

operation of Video Keno/Bingo machines. This license will expire on .

Local Licensing Official Signature
NOTARY SEAL

LL/89



DATE: PROCESSED:

SENT TO I.W: 
DATE SENT:

TO: VIDEO GAMING CONTROL BUREAU1225 MISSOULA AVENUE 
HELENA, MONTANA 5962G

RE: "WITHDRAWAL" OF DECAL REQUEST

FROM: *___________________________________  (LIQ. LIC. #)

____________________________________ (ESTABLISHMENT NAME)

___________________________________  (LICENSEE NAME)

# (MACHINE SERIAL #)

(POKER/KENO/BINGO)

(DECAL #)

I , ________________________________________ , the licensee of the (Print Name of
Licensee)

establishment, request, and authorize the withdrawal of the above referenced 
video gaming machine from my establishment.
Date of withdrawal is: _______________

Final mechanical meter readings are: STJ^PLE

/ / / / ,/ / —  Bill Acceptor AUDIT

/ / / / / / —  Credits In
/ / / / / / —  Credits Plaved TICKET
/ / / / / / —  Credits Won
/ / / / /1 / —  Credits Paid HERE!!!!!!!!!!

I understand that I, the licensee, am responsible and accountable for the 
filing of the quarter net income tax report on this machine. Report is due 
and tax payable from this machines activity up to the date of withdrawal.

PRINT Name of Licensee SIGNATURE of Licensee Date 
If Corporate Licensee - officer signature required,.

STAPLE 
DECAL
HERE!!!!!!!!!!!!! 

DECAL jf MUST BE READABLE

Chech here if you want, an 
investigator to destroy 
the decal.....

□
YES***
I want an investigator 
to destroy the decal.

LOW/89



TH IS  D O C U M E N T  
H A S  B E E N  R E P H O T O G R A P H E D  

TO  A SSU R E  L E G IB IL IT Y

02-576(2/77)



State law requires an applicant of a video draw poker machine to disclose any past history or involvement with gaming. Cover 
the period from 1975 or from the age of 18, whichever is shorter. If you answer yes to any of the following questions, provide 
detailed information. ONLY ONE STATEMENT IS NECESSARY FOR EACH ESTABLISHMENT. INFORMATION WILL REMAIN 
CONFIDENTIAL.

A) Have you ever had control of gambling device(s) as an owner or operator in another establishment within the state of 
Montana?

YES 1) Date:
2) Types of devices:

(manufacturer, model, game etc.)
3) Location:

NO (city/address)

B) Have you ever been er-p'oyed by an owner or operator of gambling devices?

YES 1) Date Employed:
2) Types of Devices:
3) Employer:

NO (name/address)

C) Have you ever been employed in another establishment where gambling was offered to the public?

YES 1) Date Employed:
2) Types of Gaming:
3) Employer:

NO (name/address)

D) Have you ever had any convictions of local ordinances or state laws in any states that are related to gambling within the last 10 
years.

YES 1) Date of Offense:
2) Date of Conviction
3) Location of Offense:
4) Natura of Offense:

NO 5) Penalties Imposed:

SIGNATURE of Licensee PRINT Name of Person Signing Social Security ff
DISC/89

We,

* PROOF OF LOCAL'LICENSURE 
Required forVideo Kenp/Bingo Machines . 0 ■

., have licensed.
(City/County Name) (Establishment Name)

operation of Video Keno/Bingo machines. This license will expire o n _____________________

Lccal Licensing Official Signature

.for the

NOTARY SEAL

LL/89



ESTABLISHMENT OWNER INFORMATION:

1) Serial numberof machine:

2) Manufacturer of machine:

3) Please specifically Identify the name of the game In which the machine plays. 
(i.e. Showdown Poker, Montana Keno etc.)

I:-. ■

•• I.-'. ' V

4) On what date did you acquire this machine? Month
Day
Year

5) From whom did you acquire this machine? Name
Address

MACHINE OWNER INFORMATION:

6) Submit written proof of ownership stating that the machine was In Montana prior to June 30,1987. (Use: checks, city/county 
licenses, invoices, bills of sale, etc.) If no documentation is available, provide a written statement that tells when the machine 
was purchased, who from, price paid, and where the machine has been in operation since you acquired it.
Limitations on the amount of money played and value of prizes:
By law each keno/bingo machine may not allow more than $2.00 to be played on a game or award free games or credits in 
excess of the value of $100.00 per hand.

7) Does this machine meet the above requirements?
YES NO

SIGNATURE of Licensee Social Security #

PRINT Name c* Person Signing PHONE#

./‘'ir* ’ 1 .*/ 1 J ‘ •*. '* ' » /•'£{£!

DATE
ACQ/89



DA TE : P R O C E S S E D : Y E S

N O

S E N T  T O  I N V : Y E S

D A T E  S E N T :

T O :  V I D E O  G A M I N G  C O N T R O L  B U R E A U

1 1 2 5  M I S S O U L A  A V E N U E  

H E L E N A ,  M O N T A N A  5 9 6 2 0

R E :  " W T T H D R A W A L "  O F  D E C A L  R E Q U E S T

F R O M :  * ( L I Q .  L I C .  *)

  ( E S T A B L I S H M E N T  N A M E )

( L I C E N S E E  N A M E )  

( M A C H I N E  S E R I A L  #) 

(P O K E R / K E N O / B I N G O ) 

( D E C A L  #)

I, ______________________________________________________, t h e  l i c e n s e e  o f  t h e  ( P r i n t  N a m e  o f

L i c e n s e e )

e s t a b l i s h m e n t ,  r e q u e s t  a n d  a u t h o r i z e  t h e  w i t h d r a w a l  o f  t h e  a b o v e  r e f e r e n c e d  

v i d e o  g a m i n g  m a c h i n e  f r o m  m y  e s t a b l i s h m e n t .

D a t e  o f  w i t h d r a w a l  i s :  ____________________

F i n a l  m e c h a n i c a l  m e t e r  r e a d i n g s  a r e :  S T A P L E

/ / / / / / —  B i l l  A c c e p t o r A U D I T

/ / / / / / —  C r e d i t s  I n

/ / / / / / —  C r e d i t s  P l a v e d T I C K E T

/ / / / / / —  C r e d i t s  W o n

/ / / / / / —  C r e d i t s  P a i d H E R E ! ! !

I u n d e r s t a n d  t h a t  I, t h e  l i c e n s e e ,  a m  r e s p o n s i b l e  a n d  a c c o u n t a b l e  f o r  t h e  

f i l i n g  o f  t h e  q u a r t e r  n e t  i n c o m e  t a x  r e p o r t  o n  t h i s  m a c h i n e .  R e p o r t  i s  d u e  

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

P R I N T  N a m e  o f  L i c e n s e e  S I G N A T U R E  o f  L i c e n s e e  D a t e  

I f  C o r p o r a t e  L i c e n s e e  -  o f f i c e r  s i g n a t u r e  r e q u i r e d .

C h e c k  h e r e  i f  y o u  w a n t  a n  

i n v e s t i g a t o r  t o  d e s t r o y  

t h e  d e c a l ......

Y E S * * *

□ I w a n t  a n  i n v e s t i g a t o r  

t o  d e s t r o y  t h e  d e c a l .

S T A P L E

D E C A L

H E R E ! ! ! ! ! ! ! ! ! ! ! ! !  

D E C A L  # M U S T  B E  R E A D A B L E

LOW/89


