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Utilization review promises to help control
health care costs. The medical establishment

IS fighting back.

T h e

By Janet Novack

The medical establishment is un-
happy. With the spread of managed
health care programs (see precedlng
story) and other efforts to control spi-
raling health costs, physicians ~free-
dom to prescribe whatever treatment
they deem fit— and to be paid for it—
isbeing constrained.

The medical business isnt taking
the challenge lying down. Doctors,
hospitals and other health care pro-
viders are lobbying the states to regu-
late the people hired by employers
and insurers to screen for unnecessary
care. “f e expect up to 26 states to
take up the issue, and up to 15 ofthese
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to pass a law this year,””worries Mar -
guerite Snvder, government affairs
director Ot the American Managed
Care & Review Association.

At issue is the so-called utilization
review process. Under ic, a review
nurse looks over the course of treat-
ment adoctorwants to prescribe fora
patient. Ifitdoesn T fit set standards
for appropriate care, the nurse passes
the case on toadoctorwho may tryto
whittle down the physician3 propos-
al. Docs the patient really need to go
into the hospital at S775 aday? Can T
this procedure be done on an outpa-
tient basis? About four out of five

allies

companies now require workers to
get prior approval foranoncmcrgen-
cy hospital stay, up from about 5% in
1984, according to a survey by con-
sultant A. Foster Higgins SC co.

What 3 wrong with some intelli-
gent question-asking? The doctors
claim that too much of the time the
questions arc unintelligent and time-
wasting and that cost-conscious re-
viewers can be a hazard to patients”
health. Unsaid isthat they also threat-
en doctors wealth.

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

£ abuse of patients”’by the review pro-
J?ccess is that doctors have fought long

and hard with the reviewers to have
care approved. Dr. Robert Becker,
founder of Downers Grove, 1l.-
based HcalthCarc Compare Corp., a
successful, publiclyowned utilization
review company (Forbes, Alar. 21,
1988), acknowledges that there have
been problems with some ofthe hun-
dreds of review companies. Says
Becker: “Doctors have had towait too
long on the phone to talk to poorly
trained people.””

Overall, nowcver, there isno evi-
dence that utilization review reduces
thequalityofcare. A 1989 Instituteof
Medicine study found no “8ocument-
ed anecdotes or other information to
suggest that prior review programs
arc jeopardizing patient safety"; the
study concluded that "premature or
misguided regulation could stifle
worthwhile innovations™ in utiliza-
tion review. In any case, with regula-
tion looming, the review industry is
developing itsown voluntary accredi-
tation standards, which should help
weed our poor performers.

Nonetheless, politicians in a score
ofstates, pressed by the medical estab-

3



Poor doctors

lishment. have passed laws that heavi-
ly regulate the reviewers. These

laws— half of them not vcr imple-
mented— will increase reviewers”
costs and insome eases interfere with

review. Some examples:

=A new Georgia law requires that
reviewers base some decisions on lo-
cal medical practices. That negates a
key principle of review, which is to

look extranard at local pockets where,

say, patients arc kept in the hospital

longer chan average.

=Virginia has drafted regulations

stating thatonly a board-certified spe-
cialistcan deny coverage for aproce-
dure performed by another specialist.

Thus, for example, a cardiologist
could not review asurgeon 3decision

todo acoronary bypass.

=Maine § rules state that an insurer
can T reduce payment for any stare-

mandated mental health benefit even

ifa paricnr refuses to go through the

review process. But the threat of re-
duced 1insurance coverage is key to

getting an employee 3cooperation.

Mental health is, in fact, one of the
trickiestareas. Costs here arcgrowing
so fast that many companies now
monitor mental health care more in-
tensively than other care, requiring,
for example, prior review of outpa-
tient mental health services but nor
other outpatient care. That3 bad
news for the earning power of psychi-
atrists. But the American Psychiatric
Association isdefending itsmembers.
It iscirculating to its stare affiliates a
draft state law that would make it
illegal to apply differentreview proce-
dures to mental health care.

Where arc the lawyers in all this?
Licking their chops. A recent Califor-
nia court decision implies thar the
utilization review firm may be held
liable if, for example, a patient is
released from the hospital early be-
cause of pressure from reviewers and
some harm results. In fact, warns
Richard Hindcn, a health care lawyer
at Chicago 3 AJthcimcr & Grav, an
employermight also be held liable ifit
is negligent in picking its utilization
review firm.

Perhaps the fear of litigation, de-
spite the rapid growth of utilization
review, explains at lcasr partly why
health care costs arc continuing rorisc
much faster than the general rare of
inflation. -—
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How perseverance earned PepsiCo the enviable position
of Mexico’s largest consumer products company.

Pepsi’s new est

generation

By Claire Poole

Sometimes it just tays ro hang in
there. When price controls and peso
devaluations persuaded multination-
als like Nabisco and .Anderson Clay-
ton to cut back their Mexican opera-
tions sharply in the wake of Mexico 3
1982 economic collapse, PepsiCo
elected to build. Itisnow cashing in
on one oftheworld 3most promising
economies.

To counteract the peso devalua-
tions, itstarted exporting wheat, later
expanding to taco shells, frozen juices
and pineapples—a business now
worth S30 million insales. In 1984 it
added candy and gum ro its basic line
ofsoftdrinks and chips. And this past
fall itspent S320 million to buy nearly
80% of Emprcsas Gamcsa, Mexico3
largest cookie company. PepsiCo,
based inPurchase, N.Y., isnow Mex1i-
co 3 largest consumer products com-
pany, with an "-stimatcd S1.2 billion

in sales— larger chan Procter 8cGam -
ble or Colgate-Palmolive. Its proba-
ble pretax profits in Mexico lastyear:
S140 million.

N ow price controls arc casing, the
peso has strengthened, and the gov-
ernment of President Carlos Salinas
dc Gortari is taking an enlightened
view toward foreign investment. Bur
itwill take other multinationals yean
to catch Pepsi.

Michael Jordan, PepsiCo Interna-
tional 3chairman and theman respon-
sible for Pepsi 3Mexican strategy, ex-
pects PepsiCo to be doing S2 billion
in annual revenues 1in Mexico by
1995. “fexico will be one of the
boom economics of the 1990s, with
more explosive growth than Eastc-
Europe. ”%says the 54-vcar-old Jordan,
a 16-vcar PepsiCo veteranwho 3con-
sidered the strategic mind behind
Dallas-based Frito-Lay, PepsiCo3

Stocking
Sabritas
products in a
Monterrey sto'®
A notwork tTsr
now suppiloc
400,000 shops
In MoxlIco.
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U tilization R eview

M anaging the Reviewers

I'though the issue of utilization review is not new,
growth in the number of private utilization review
(PUR) companies has kept pace with rapid expan-
sion in the managed care industry. More and more
frequently, hospitals and doctors are confronted
with a maze of PUR companies, all clamoring for
data and issuing determinations without the aid of
standardized guidelines. In an attempt to inject
some organization and safeguards into the way uti-
lization review companies operate, state legisla-
tures and other gro-"ps have begun to take action,
either through the drafting of legislation or the de-
velopment of guidelines.

Four states

Thus far, four states have adopted legislation
to address the problem. In the forefront of these
activities is Maryland, which in 1988 passed leg-
islation, the major requirements of which include:
ecrtificationioftilkevicwjgentsj.submission to the
credentialling.body”®)f,reviewers! standards and
procedures for conducting reviews: process for ap-
peals of denials, and confidentiality of patient
records. By addressing their legislation to the re-
view organizations and not the providers, the
Maryland law seems to have avoided any pre-
emption through ERISA. The law also requires
adoption of uniform standards for some aspects of
PUR, including standardizing information forms.
Implementation of the law still hinges on the adop-
tion of regulations by the state health department:
regulations are expected to be inplace by thissum-
mer.

The newest PUR legislation was passed in
January in South Carolina. The law is similar to
the Maryland legislation, requiring registration and
certification of PUR companies by the Commis-
sioner of Insurance. Utilization review programs
must meet certain requirements, including: notifi-
cation of adverse decisions within five days; pro-

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

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

A number of other states have either already
introduced bills into their legislatures, or such bills
are drafted and awaiting introduction. At this writ-
ing, these states include Pennsylvania, Georgia,
Virginia, M"isachusetts, Illinois, Florida and
North Carolina. Most of the bills contain aspects
of the Maryland law as well as the guide 1nes
adopted for use in Tennessee.

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

National level

At the national level, a number of groups are
developing guidelines designed to satisfy not only
managed care companies but also health care
providers. Working together, guidelines were de-
veloped and published by the American Medical
Association, Blue Cross and Blue Shield Associa-
tion.and. the. Hj)illh Insurance Association of
America. Entitled “Guidelines for Health Benefits



J Administration,"”

they address both prior authorization and
claims submission and review. These guidelines are cur-
rently under review for possible re-

vision by the groups involved.

terie used in evaluating care; provision lor process for ap-
peals of denials by providers or patients; descriptions of re-
quirements necessary to be a re-
viewer; use of physician-specialists
to make the final determination of

Most recently, a coalition of
leading U.S. utilization review
companies announced the forma-
tion of a nari6riartro3el5(T5Jling. or-
ganization ajid-developoKni.of na-
tional voluntary .revigy~tandard*.
The newly formed -Utilization Re-
.yiew Accreditation Commission
(URAC) will encourage voluntary
compliance with the national re-
view standards. The standards de-
veloped by URAC include guide-
lines that address such UR areas as:
the role of UR organizations; the
scope of inpatient UR review and
responsibility of those parties in-
volved; the process of notification
and appeal of determinations; con-
fidentiality of patient records, and
qualifications of review company
staff. /
n; group has developed draft
model state legislation. The Na-
"tional Association of Private Psy-
chiatric Hospitals (NAPPH) convened a special task force
to draft the model bill, with the objective of "bringing
about a means of establishing a level of uniformity and ap-
propriateness in the conduct of utilization review." The
model bill's requirements include: certification of review
agents; provision for utilization review plan, including cri-

ESOPS
Spin-Offs

New Companies
Management

ORDER NOW

The newlyform ed
Utilization Review
Accreditation Com m ission

(URAC) willencourage

with the national

review standards.

whether prescribed care is inappro-
priate; reasonable access to review
agents during normal business
hours, and confidentiality of pa-
tient records. The model bill also
woul”prohibit reviewers from in-
terviewing patientsjttjthoui ap-
proval .of the admitting"physician,-
and prohibit payments to reviewers
based on number of denials.

Trends

voluntary com pliance

A crystal ball isnot necessary to
see that the trend in health care is
toward managed care — not just
for medical and dental care, but for
psychiatric, alcohol and drug abuse
treatment as well And key to any
successful managed care program
will be the cost-effective utilization
of available services, together with
the review of that utilization. Some
form of regulation of the reviewers
— whether by legislation or guidelines — is the logical
next step. The coming months will bring a clearer picture
of just how such regulation will occur.

The Federation is working with those national organi-
zations developing voluntary guidelines, as well as moni-
toring the possible need for state legislation. m
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Section 1%

(A)

(B)

(€)

(D)

(2)

Section 2.
meaning in

(A)

(B)

(1)
(2)

1990

fFITT.TZATTON REVTZW BILL

The purpose 0f this act is to:

Promote tha delivery of quality health care in a cost
affactive manner;

Assura that U tilisation Review Agents adllore to _
reasonable standards for conducting U tilization Review?

Foster greater coordination and cooperation between
health CATS providers and U tilization Review Agents?

Improve ccamunicsuions and Knowledge of henefits among
all parties concerned before expenses are incurred? and

EftaUi’e that U tilisation Review Agents maintain tha
confidentiality of radical records in accordance with

applicable lawn.

As used in this act, the following words have the
dicated:

"Utilization Review" means a system for prospective and
concurrent naviav of th* necessity and appropriateness
in the allocation of- health care resources and services
given oOr proposed to be given to an individual within
this state. Utilization review shall not include
elective requests for clarification of coverage.

“Utilization Review Agant" means any person or
entity performing utilization review, except:

An agency of tha federal government or

An agent acting on behalf of the federal government,
but only to the exfcaht that the agent is providing
services to the federal government.

"Commissioner" means the Cornm.iaaloner of
Insurance.

"Enrollee” means an individual who has contracted
for or who participates in coverage under an
insurance policy, a health maintenance
organization contract, an employee welfare benefit
~ nedicai services plan or any
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other benefit program providing paymant,
reimbursement or indeannifloation for health care
costa for himself and/gr hie eligible dependents.

[Drafting Note: Where "hospital or medical services plan" i3
inappropriate, insert the appropriate statutory designation for
Blue Plana in the state.]

(E) "Provider of Record" means tha physician or other
licenced practitioner identified to the
Utilization Review Agent an having primary
responsibility for tha cara, treatment and
services rendered to an individual,

Section 3. A Utilization Review Agent may not conduct
utilization review in this state unless the Utilization Review
Agent has certified to the Commissioner in writing that it is in
compliance with Section 4 of this Act. Certification pursuant to
this Section shall be made annually on or before March | of each
calendar year, in addition, the following information is
required to be filed:

(A) Hama, address, telephone number and normal business
hours of the Utilization Review Agent?

(B) Name and telephone number of a person for the
Commissioner to contact; and

(C) A description of the appeal procedures for utilization
review determinations.

Any material changes in the information filed in accordance with
this section shall be filed with the Commissioner within 30 days

of tha change.

[Drafting Note: Staff may need authority to agree to a prior
approval or filing process,]

Section 4. Al Utilization Review Agents must meet the following
minimum standards:

(A) Notification of a determination by the Utilization
Review Agent shall be mailed or otherwise communicated
to the provider of record and/or the Enrollee or other
appropriate individual within two business days of the
receipt of the request for determination, and the
receipt of all information necessary to complete the

review .

(B) Any determination by a utilization Review Agent as
to the necessity or appropriateness of an
admission? service or procedure shall be reviewed
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[Drafting
which may

(£)

(F)

by a physician or determined, in accordance with
Standards? or guidelines approved by a physician.

Any notification of a determination not to certify
an admission or service or procedure shall
include:

(1) the principal reason for the
determinationr and

(2) the procedures to initiate an appeal of
the determination.

Utilization Review Agents shall maintain and make
available a written description of the appeal
procedure by which anrolleea or the provider of
record may seek review of determinations by the
Utilization Review Agent. The appeal procedure
shall provide for tha following:

(1) On appeal, all determinations not to certify
an admission, sarvice, or procedure as being
necessary or appropriate shall be made by a
physician.

(2) Utilization Review Agents shall complete the
adjudication of appeals of determinations not to
certify admissions, services and procedures no
|ZLter than 30 days from the date the appeal is
filed, and the receipt of all information
necessary to complete the appeal.

(3) U tilization Review Agents shall also provide for
an expedited appeals process for emergency or life
threatening situations. Utilization Review Agents
shall complete the adjudication of such expedited
appeals within 48 hours of the date the appeal is
filed,and the receipt of all information necessary
to complete the appeal.

NTota: Pay heed to the state definition of "physician",
be inclusive of other health care providers.]

Utilization Review Agents ehall make staff
available by toll-free telephone, at least 40
hours per week during normal business hours.

U tilization Review Agents aholl have a phone
system capable of accepting and/or recording
incoming Rhone calls during other than normal
business hours, and shall raepond to these calls

W ithin two working days.
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(G) Utilization Review Agents 3hall comply with all
ap(slllcable lava to protect confidentiality of
individual medical records.

(rr) Physici_ans_makinﬂ utilization review
determinations snall have current licenses from a
state licensing agency in the United States.

(1) Utilization Review Agent* shall allow a minimum of
24 hours following an emergency admission, service
or procedure for an enrollee or his representative
to notify the utilization Review Agent and request
certification or continuing treatment for that

condition.

Provided, however, that the Commissioner may, find that the
standards in this Section have been mat if the Utilization Review
Agent ha* received approval or accreditation by a utilization
review accreditation organization.

Section 5. whenever the Commissioner has reason to believe that
a Utilization Review Agent subject to this act has been or is
engaged in conduct which violates Lae provisions of Sections J or
4 of this act, the Commissioner shall notify the U tilization
Review Agent of the alleged violation. The Utilization Review
Agent shall have 30 days from the data the notice is received to

respond to the alleged violation.

|f tha Commissioner believes that the Utilization Review Agent
ha* violated this act, or in not satisfied that the alleged
violation has been corrected, he shall conduct a hearing on the
alleged violation, in accordance with the state's Administrative
Procedures Act [citation to the appropriate code section].

|f, after such hearing, the Commissioner determines that the
Utilization Review Agent has engaged in violation* of this Act,
he shall reduce his findings to writing and shall issue and cause
to be served upon the utilization Review Agent a copy of such
findings and an order requiring the U tilization Review Agent to
cease and desist from engaging in such violations. The
Commissioner May also, at his discretion, order:

(A) Payment of a monetary penalty of not more than
$10,000 for a violation which occurred with such
frequency os to indicate a general business

practice; or

(B) suspension or revocation of the authority to do
business in this state as a utilization Review
Agent if the Utilization Review Agent knew that it

was In violation of this Act.
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STATE OF ALASKA FISCAL NOTE BILL NO. CSHB 269(HRS"

1992 LEGISLATIVE SESSION

Revision Date. 02124192 Department Affected: Commerce & Economic Development
Title: Providing for the licensing and regulation of BRU: Occupational Licensing

private helath care review agents. Component: Administration
Sponsor: Reps. Boyer & Nnvanc

Requestor House HES COMPONENT SERIAL NO.

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 93 FY 94 FY 95 FY 96 FY 97 FY 98
PERSONAL SERVICES 65.9 65.9 65.9 65.9 65.9 65.9
TRAVEL 2.0 2.0 2.0 2.0 2.0 2.0
CONTRACTUAL 6.0 6.0 6.0 6.0 6.0 6.0
SUPPLIES 2.0 2.0 2.0 2.0 2.0 2.0
EOUIPMENT 10.2

LAND & STRUCTURES
GRANTS. CLAIMS

MISCELLANEOUS
TOTAL OPERATING 86.1 75.9 75.9 75.9 75.9 75.9

CAPITAL

REVENUE m kirk k k
FUNDING: (Thousands of Dollars)

GENER.YL FUND
FEDERAL FUNDS

OTHER ~GF/PR 86.1 75.9 75.9 75.9 75.9 75.9
TOTAL 86.1 75.9 75.9 75.9 75.9 75.9
POSITIONS:

FULL-TIME 1 1 1 1 1 1
PART-TIME 1 1 1 1 1 1
TEMPORARY 0 0 = 0 0 0 0
Estimate of current year impact: None

ANALYSIS: (Attach aseparate page if necessary) _
The bill establishes a licensing program for private health care review agents that perform

utilization review services. (Continued on attached)

Prepared By: Jennifer Striclder ~Ehnni»-  465-2144
DiViSion: Occupational Licensing A Date: 02/24/92
Approved by Commissioner: Glenn A. otds /'rf

Agency: Commerce & Economic Development z D a te .

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).
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Eé)l'[e Referred Aprll 10, 1991 FURTHER REFERRALS Labor & Commerce

Finance
Date of Committee Action: 05703791
The HEALTH, EDUCATION AND SOCIAL SERVICES Committee considered: HB 269
HOUSE BILL NO. 269 PRIVATE HEALTH CARE REVIEW AGENTS

"An Act providing for the licensing and regulation of private health care review agents; and providing for an

effective date."”

RECOMMENDATIONS: 2/\ . [ ] the same title
be replaced with fH3 & Cites3 [ Tanew title

[ ] have attached amendments(s)

[ ] do pass

[ ] do not pass

[ ] no recommendations

[ ] individual recommendations

[ ] additional referral to the Committee

ADOPTS: letter of Intent

ATTACHES NEW FISCAL NOTE(s):  (Dy0 APPROVES PREVIOUS:
[N fiscal impact [ ] fiscal note(s)
[ ] zero fiscal note [ ] zero fiscal note(s)
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CS FOR HOUSE BILL NO.269 ()
IN THE LEGISLATURE OF THE STATE OF ALASKA
SEVENTEENTH LEGISLATURE - SECOND SESSION

BY

Offered:
Referred:

Sponsorfs): REPRESENTATIVES BOYER, Navarre

A BILL
FOR AN ACT ENTITLED

1 "An Act providing for the licensing and regulation of private health care review agents;

2 and providing for an effective date."

3

4
5
6
7
8
9

10
11
12
13
14

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 08.01.010 is amended by adding a new paragraph to read:
(33) regulation of private review agents under AS 08.85.
* Sec. 2. AS 08 is amended by adding a new chapter to read:
CHAPTER 85. PRIVATE REVIEW AGENTS..
Sec. 08.85.010. PURPOSE. The purpose of this chapter is to
(1) promote the delivery of quality health care ina cost-effective and efficient
manner,
(2)foster greater coordination between those paying for health care services and
health care providers in the conduct of utilization review activities;
(3) assure protection for patients, state employers, and health care providers by -
ensuring that private health care review agents arc qualified to perform utilization review

) -1- HB 2
Naw Text Underlined (DELETED TEXT BRACKETED] CoHB 264( )
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activities and to make informed decisions on the appropriateness of medical care; and
(4) ensure that private review agents maintain the confidentiality of medical
records in accordance with applicable state and federal laws.

Sec. 08.85.020. LICENSE REQUIRED, (a) A person who is affiliated with, under
contract to, or acting on behalf of a health care insurer or a person doing business in the state,
whether or not for profit, may not perform a utilization review in this state unless a private
review agent license is held by the person, the person’s employer, or another for whom the
person is providing those services under contract. This section does not apply to a person
affiliated with a hospital who provides only internal utilization review activities.

(b) The department shall issue a license to an applicant that meets the requirements of
this chapter ar.d regulations adopted under this chapter.

(c) A license issued under this chapter is not transferable and expires biennially on a date
determined by the department

Sec. 08.85.030. APPLICATION FOR LICENSE, (a) An applicant for a private review
agent license shall submit an application to the department and pay an application fee set by
regulation. The application must be on a form approved by the department

(b) An applicant is entitled to a license if the applicant submits and the department
approves a utilization review plan that will be available to patients and providers that includes

(1) the review standards, criteria, and procedures to be used in evaluating hospital
or outpatient care that has been proposed or is being or has been delivered; provided that if the
applicant uses a software package or other published standards, criteria, and procedures that are
available to the public, the applicant may identify the system and distributor and specifically
identify ail alterations, additions, or deletions from the published system; an applicant shall
immediately report a substantial change in the standards, criteria, and procedures utilized and
shall annually report to the department all changes to the standards, criteria, and procedures;

(2) those circumstances under which utilization review may be delegated to a
hospital utilization review program;

(3) the provisions by which patients or providers may seek prompt reconsideration
or appeal of adverse decisions by the private review agent and the time period in which the
private review agent must respond to the request for reconsideration or appeal;

(4) the number, type, and qualifications of the personnel employed by or under

CSHB 269 ) New Text Underlingd (DELETED TEXT BRACKETED)
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contract with the private review agent to perform the utilization review; individual biographies
or resumes of the personnel are not required unless requested by the department; the plan must
include
(A) the requirement that a private review agent have available the services
of sufficient numbers of registered nurses or other mental health professionals, as
appropriate, supported and supervised by physicians trained in the appropriate specialty
area, to carry out its utilization review activities, or to have appropriate numbers of
physicians trained in the appropriate specialties for which utilization review is being
conducted; and
(B) a requirement that only a physician trained in a relevant specialty or
subspecialty be permitted to make a final determination that care rendered, being
rendered, or to be rendered in that specialty or subspecialty is medically inappropriate;

(5) the procedures and policies to ensure that a representative of the private
review agent is reasonably accessible to patients and providers at least five days a week during
normal business hours in this state and that payment will not be denied for treatment rendered
that is found to be medically appropriate and within policy coverage;

(6) the requirement that, except in exceptional circumstances or when an attending
physician is not reasonably available to confer, a determination that care rendered, being
rendered, or to be rendered is medically inappropriate may not be made until an appropriately
qualified review physician has conferred with the patient’s attending physician and reviewed
pertinent information concerning the medical care delivered or proposed;

(7) the requirement that a determination that care rendered, being rendered, or to
be rendered is medically inappropriate must include the written evaluation and findings of the
reviewing physician;

(8) the procedures and policies to ensure that all applicable state and federal laws
to protect the confidentiality of individual medical records are followed;

(9) prohibitions against a private review agent entering a hospital to interview a
patient unless the attending physician is advised of the interview with reasonable.advance notice,
and the attending physician or the physician’s designee is allowed to attend the interview; this
paragraph does not apply to a full-time, on-site review agent;

(10) a prohibition against an incentive payment provision or plan conttined in a

: = HB 2
New Text Underlined (BELETED TEXT BRACKETED) CorB 265( )
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private review agent’s contract with an entity paying for health care services under which the
agent’s compensation is based on controlling the amount charged for services, duration of
services, or setting in which services are rendered and a prohibition against the agent receiving
the incentive payment;

(11) a copy of the written material intended to be available to patients and
providers to inform them of the requirements of the utilization review plan;

(12) a list of the health care insurers for which the private review agent is
performing utilization review in the state and a brief description of the services it is providing
for each client, including an affirmation that a payment incentive provision or plan prohibited
under (10) of this subsection does not exist with respect to each client;

(13) evidence of liability insurance carried by the private review agent to cover
potential liability from its activities under this chapter in an amount, type, nature, and carrier
satisfactory to the department;

(14) provisions that, in the absence of fraudulent information or material
misrepresentation, prohibit retrospective denial of payment for treatment, except in cases of
policy limitations or exclusions, after it has been initially approved by the private review agent;

(15) other information the department determines to be appropriate.

Sec. 08.85.040. RENEWAL OF LICENSE, (a) The department shall renew the license
of a private review agent holding a license under AS 08.85.020 if, before the license expires, the
agent

(1) files an application for renewal, including the information required under
AS 08.85.030(b), and submits the appropriate renewal fee; and

(2) meets the qualifications for issuance of a license under AS 08.85.020(b).

®) An application for renewal of a private review agent license must include a list of
all complaints made to the agent by patients or providers and a brief description of how the
complaints were resolved, including the nature of the complaint, the review process, and the time
between the filing of the complaint and its resolution.

Sec. 08.85.050. DENIAL OF LICENSE OR RENEWAL APPLICATION, (a) Before
denying an application for a private review agent license or for renewal of a license, the

department shall provide the applicant with reasonable time to supply additional documentation .

establishing that the applicant is entitled to a license or to renewal of a license.

CSHB 269( ) 4
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(b) An applicant who is deniec a license or renewal of a license shall be afforded the
opportunity for a hearing. The hearing shall be conducted by the department. The hearing shall
be held in accordance with AS 44.62.330 - 44.62.630.

Sec. 08.85.060. REVOCATION OF LICENSE, (a) The department may revoke a
license if the holder fails to comply with a utilization review plan filed by the holder under
AS 08.85.030(b) or otherwise violates a provision of this chapter or a regulation adopted under
this chapter.

(b) Before revoking a license under this section, the department shall provide the license
holder with reasonable time to supply additional information demonstrating the holder’s
compliance with the requirements of this chapter.

(c) A license holder whose license is proposed for revocation by the department shall be
afforded the opportunity for a hearing. The hearing shall be held in accordance with
AS 44.62.330 - 44.62.630.

Sec. 08.85.070. COMPLAINTS AGAINST LICENSE HOLDER, (a) A patient or
provider may file a complaint with the department alleging that a private review agent is not in
compliance with this chapter or the regulations adopted under this chapter or with other
applicable federal or state law. The complaint may request that the department revoke the license
of the agent or require that the agent demonstrate to the department proof of compliance.

(b) Proceedings under this section shall be conducted in accordance with AS 44.62.330 -
44.62.630.

(c) Within 45 days of receiving a complaint, the department shall notify the patient or
provider Y & complaint is incomplete or lacks information available to the patient or provider
necessary  a decision. The patient or provider shall supply the necessary information before
a decision on the complaint

(d) If the department fails to render a decision on a complaint brought by a patient or
provider within 90 days, or within 45 days after an incomplete complaint has been completed by
the submission of the necessary information identified in (c) of this section, the patient or
provider may bring suit in the superior court to compel the department to take an action specified
in (a) of this section.

(e) This section may not be construed to deprive a patient, a provider, a private review
agent, or a health care insurer of a right available under other provisions of law.

CSHB 269( )
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Sec. 08.85.080. REGULATIONS. The department shall adopt regulations to implement

the provisions of this chapter, including regulations

(1) establishing license application and renewal fees in an amount sufficient to
pay for the costs to the department of administering this chapter,

(2) establishing rules of procedure consistent with AS 44.62.330 - 44.62.630.

Sec. 08.85.090. EXEMPTION. A private review agent that operates solely under contract
with the federal government or an agency of the federal government for utilization review of
patients eligible for health related services under 42 U.S.C. 1395 - 1395ccc (Subchapter XVIII
of the Social Security Act), 42 U.S.C. 1396 - 1396s (Subchapter XIX of the Social Security Act),
and the Civilian Health and Medical Program of the Uniformed Services (CHAMPUS) is exempt
from the licensing requirements of this chapter.

Sec. 08.85.100. LIST OF PRIVATE REVIEW AGENTS. The department shall
periodically provide a list of licensed private review agents and the expiration date for their
licenses to all hospital utilization review programs and to other individuals or organizations
requesting the list. The department may charge a reasonable fee for providing the list

Sec. 08.85.110. PATIENT CONFIDENTIALrY AND RECORDS, (a) A private review
agent may not disclose or publish individual medical records or other confidential information
obtained in the performance of activities as a private review agent, except that an agent may
provide patient information to a third party to which the agent is under contract or with which
it is affiliated.

(b) A person seeking payment of a reimbursement for hospital or medical services may
not invoke the privilege of confidentiality arising from a physician-patient relationship to
withhold pertinent information from review of those services by a private review agent.

(c) Notwithstanding the provisions of this chapter or another law, a patient is entitled to
inspect and copy records developed or maintained by a private review agent pertaining to the
health care rendered, being rendered, or proposed to be rendered to the patient.

(d) This chapter may not be construed to allow a private review agent to take actions that
violate a state or federal statute or regulation concerning confidentiality of patient records.

Sec. 08.85.150. DEFINITIONS. In this chapter,

(1)  "department” means the Department of Commerce and Economic

Development;

CSHB 269( ) New Text Underlined [CELETED TEXT BRACKETED]



WORK DRAFT A WORK' DRAFT A WORK DRAFT

1 (2) "health care insurer” means a person in the business of making payments for
2 the medical care of others, and includes an insurance company, a nonprofit health service plan,
3 a health maintenance organization, a preferred provider organization, an employee assistance
4 program, and a health insurance service organization;
5 (3) "private review agent™ means a person who performs a utilization review and
6 who is affiliated with, under contract to, or acting on behalf of a person doing business in the
7 state, whether or not for profit, or of a health care insurer, but who is not affiliated with a
8 hospital;
9 (4) “provider" means a health care provider as defined in AS 18.23.070;
10 (5) "utilization review" means a system for reviewing the appropriate and efficient
11 allocation of hospital and outpatient resources and services given, being given, or proposed to
12 be given to a patient or group of patients, including the approval or denial, or recommendation
13 of approval or denial, of payment for hospital or medical services;
14 (6) "utilization review plan™ means a description of the criteria, procedures, and
15 standards governing utilization review activities performed by a private review agent.
16 *Sec. 3. AS 44.62.330(a) is amended by adding a new paragraph to read:
17 (57) Department of Commerce and Economic Development concerning the
18 licensing and regulation of private review agents under AS 08.85.

19 *Sec. 4. AS 08.85.080 and 08.85.150, enacted by sec. 2 of this Act, takeeffect immediately under
20 AS 01.10.070(c).

) == HB 2
Naw Text Underlined [DELETED TEXT BRACKETED] CorB 26%( )
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CS FOR HOUSE BILL NO. 269 ( )

"An Act providing for the licensing a.vJ regulation of private health care review agents;

and providing for an effective date."
BE IT ENACTED BY THE LEGIS -ATURE OF THE STATE OF ALASKA:

*Section 1. AS 08.01.010 is amended by adding a new , *».w to read:

(33) regulation of private review agents under AS 08.85.
*Sec. 2. AS 08 is amended by adding a new chapter to read:

CHAPTER 85. PRIVATE REVIEW AGENTS.

Sec. 08.85.010. PURPOSE. The purpose of this chapter is to
(1) promote the delivery of quality health care in a cost-effective and efficient

manner;

(2) foster greater coordination between those paying for health care services and
health care providers in the conduct of utilization review activities;

(3) assure protection for patients, state employers, and health care provider by
ensuring that private health care review agents are qualified to perform utilization review
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activities and to make informed decisions on the appropriateness of medical care; and

(4) ensure that orivate review agents maintain the confidentiality of medical
records in accordance with applicable state and federal laws.

Sec. 08.85.020. LICENSE REQUIRED, (a) A person who is affiliated with, unde*
contract to, or acting on behalf of .3 health care insurer or a person doing business in the state,
whether or not for profit, may not perform a utilization review in this state unless a private
review agent license is held by the person, the person’s employer, or another for whom the
person is providing those services under contract. This section does not apply to a person
affiliated with a hospital who provides only internal utilization review activities.

(b) The department shall issue a license to an applicant that meets the requirements of
this chapter and regulations adopted under this chapter.

(©) Alicense issued under this chapter is not transferable and expires biennially on a date
determined by the department.

Sec. 08.85.030. APPLICATION FOR LICENSE, (a) An applicant for a private revew
agent license shall submit an application to the department and pay an application fee set by
regulation. The application must be on a form approved by the department.

(b) An applicant is entitled to a license if the applicant submits and the department
approves a utilization rgview plan that will be available to patients and providers that includes

(1).the review standards, criteria, and procedures to be used in evaluating nospital
or outpatient care that has been proposed or is being or has been delivered; provided that if the
applicant uses.a software package or other published standards, criteria, and procedures that are
available.tQ.the public, the applicant mav identify the system and distributor and specifically
identifv-all alterations, additions, or deletions from the published system: an applicant shall
immediatel V-rep/rta.substantial.change in the standards, criteria, and procedures utilized ard
shall annually report to the department all changes to the standards, criteria, and procedure;:

(2) those circumstances under which utilization review may be delegated to a
hospital utilization review program;

(3) the provisions by which patients or providers may seek prompt reconsideration
or appeal of adverse decisions by the private review agent and the time period in which the
private review agent must respond to the request for reconsideration or appeal;

(4) the number, type, and qualifications of the personnel employed by or under

line 9: address concern that hospitals may go into UR business, competing with
other UR agents that must comply with these requirements. (HAA, page 1)

~line 18: "provided" changed to "available" (Sponsor change: don't want to
require that this information be provided to every patientand provider unless requested)

~lines 20-25: allow apgl_icant to simply supply name and distributor of publicly
available software or other published standards, criteria and procedures, if the applicant
uses a purchased system. If an in-house system, they would need to fully disclose
criteria, etc. (Aetna, page 9, HAA, page 1) ~ .

Also, would allow for annual updates, if criteria change. Substantial changes
should be reported immediately. (HAA, page 1)
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contract with the private review agent to perform the utilization review: individual biographies
or resumes of the personnel.are not regpiret>ualfis.s-tfifluested britiejjeparimeniLthe plan rrusf
include

(A) the requirement that a private review agent have available the services
of sufficient numbers of registered nurses or other mental health professionals, as
appropriate, supported and supervised by physicians trained in the appropriate specialty
area, to carry out its utilization review activities, or to have appropriate numbers of
physicians trained in the appropriate specialties for which utilization review is being
conducted; and

(B) a requirement that only a physician trained in a relevant specialty or
subspecialty be permitted to make a final determination that care rendered, being
rendered, or to be rendered in tha; specialty or subspecialty is medically inappropriate;

(5) the procedures and policies to ensure that a representative of the private
review agent is reasonably accessible to patients and providers at least five days a week during
normal business hours in this state and that payment will not be denied for treatment rendered
that is found to be medically appropriate and within policy coverage;

(6) the requirement that, except in exceptional circumstances or when an attending
physician is not reasonably availaole to confer, a determination that care rendered, being
rendered, or to be rendered is medically inappropriate may not be made until an appropriately
qualified review physician has conferred with the patient’s attending physician and reviewed
pertinent information concerning the medical care delivered or proposed;

(7) the requirement that a determination that care rendered, being rendered, cr to

be rendered is medically inappropriate must include the written evaluation and findings of the
reviewing physician;

(8) the procedures and poalicies to ensure that al applicable state and fedeial aws

to protect the confidentiality of individual medical records are followed;

(9) prohibitions against a private review agent entering a hospital to internvie'w a
patient unless the attending physician is advised of the interview with reasonable advance notice,
and the attending physician or the physician’'s designee is allowed to attend the interview; tU'
paragraph does not applv. to a.fulltime, on-site review agent:

(10) aprohibition against an incentive payment provision or plan contained in a

_ lines 1-3: _Iang1ua_ge clarifyirig tiial summary information would be sufficient mot
interested in individual biographies of all stall. (HAA, page 2)

line 5-6: provide for mental health professionals. (HAA, page 3)

line 10: According to Leg. Legal, more specific wording for "relevant” is not
needed. It should be handled in regs. (Aetna, page 11)

_line 15: According to Leg. Legal, it is clear that “inthis state” refers to business
hours 4{;] Alaska. It provides for flexibility in interpreting "normal business hours”. (HAA,
page

_ lines 17-18: Requiring “attending physician”to be reasonably available to confer
with UR physician. (HAA, page 5)

lines 29-30: Exempting full-time, on-site review agents, such as at Providence.
(Aetna, page 12)
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private review agent's contract wilh r.n entity paying for health care services under which the
agent's compensation is based on controlling the amount charged for services, duration of
services, or setting in which services are rendered and a prohibition against the agent receivi rg
the incentive payment;

(11) acopy of the written material intended to be available to patients and providers
to inform them of the requirements of the utilization review plan;

(12) alist of the health care insurers for which the private review agent is
performing utilization review in the state and a brief description of the services it is providing
for each client, including an affirmation that a payment incentive provision or plan prohibited
under MO) of this subsection does not exist with respect to each client;

(13) evidence of liability insurance carried by tht private review agent to cover
potential liability from its activities under this chapter in an amount, type, nature, and carrier
satisfactory to the department;

(14) provisions that, in the absence of fraudulent information or material
misrepresentation, prohibit retrospective denial of payment for treatment, except in cases of
policy limitations or exclusions, after it has been initially approved by the private review agent;

(15) other infornat'on the department determines to be appropriate.

Sec. 08.85.040. RENEWAL OF LICENSE, (a) The department shall renew the license
of a private review agent holding a license under AS 08.85.020 if, before the license expires, the
agent

(1) files an appl cation for renewal, including the information required unde*
AS 08.85.030(b), and submits the appropriate renewal fee; and

(2) meets the qualifications for issuance of a license under AS 08.85.020(t).

(b) An application for renewal of a private review agent license must nclude a list of
all complaints made to the agent by patients or providers and a brief description of how the
complaints were resolved, including the nature of the complaint, the review process, and the time
between the filing of the complaint and its resolution.

Sec. 08.85.050. DENIAL OF LICENSE OR RENEWAL APPLICATION, (a) Before
denying an application for a private review agent license or for renewal of a license, the
department shall provide the applicant with reasonable time to supply additional documentation
establishing that the applicant is en.itled to a license or to renewal of a license.

ine 18 line 5: Changes "sent" to "available". Corresponds to change on page 2,
ine 18.

lines 9-10: Statute reference instead of restating language. (HAA, page 7)

~ lines 14-15: Changed "fraud" to "fraudulent information or material
mlsre%e)sentatlon" to avoid the greater burden of proof implied by fraud. (Aetna,
page
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(b) An applicant who is denied a license or renewal of a license shall be afforded the
opportunity for a hearing. The hearing shall be conducled by the department. The hearing shall
be held in accordance with AS 44 62.330 - 44.62.630.

Sec. 08.85.060. REVOCATION OF LICENSE, (a) The department may revokea
license if the holder fails to comply with a utilization review plan filed by the holder under
AS 08.85.030(b) or otherwise violates a provision of this chapter or a regulation adopted under
his chapter.

(b) Before revoking a license under this section, the department shall provide the icense
holder with reasonable time to supply additional information demonstrating the holder's
compliance with the requirements of this chapter.

(©) Alicense holder whose license is proposed for revocation by the department shall be
afforded the opportunity for a hearing. The hearing shall be held in accordance with
AS 44.62.330 - 44.62.630.

Sec. 08.85.070. COMPLAINTS AGAINST LICENSE HOLDER, (a) A patient or
provider may file a complaint with the department alleging  that a private reviewagent is notin
compliance with this chapter or the regulations adopted under this chapter or with other
applicable federal or state law. The complaint may request that the department revoke the licer se
of the agent or require that the agent demonstrate to the department proof of compliance.

(b) Proceedings under this section shall be conducted in accordance with AS 44.62.330 -
44.62.630.

(©) Within 45.days of receiving a complaint, the.department shall nptify.UiB.patieQi.jy
pcayjfledUtie-CQmplainLis ipcompiets.Q.lacks information.ayailabie to.the patient or provide;
PQcessarv_taadecision. The patient or provider shall suddlv the necessary information before
aiiafiisignmLhe.-CQmp'aint,

(d) If the department fails to render a decision on a complaint brought by a patient or
provider within 90 davs™OLwithin.45.davs alter an incomplete.complaint has been completed by
ihe-submission-of-the necessary information identified in (c) of this section, the patient or
provider mav bring suit in the superior court to compel the department to take an action specified
in (a) of this section.

(e) This section may not be construed to deprive a patient, a provider, a private re/iew
agent, or a health care insurer of a right available under other provisions of law.

. lines 21-28: Clarifying that "a complaint" must have provided all necessary
information before a suit can be filed. (Aetna, page 13 & 14)
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Sec. 08.85.080. REGULATIONS. The department shall adopt regulations toimplenerit

the provisions of this chapter, including regulations

(1) establishing license application and renewal fees in an amount sufficient to
pay for the costs to the department cf administering this chapter;

(2) establishing rules of procedure consistent with AS 44.62.330 - 44.62.630.

Sec. 08.85.090. EXEMPTION. A private review agent that operates solely under ;ontract
with the federal government or an agency of the federal government for utilization review of
patients eligible for health related services under 42 U.S.C. 1395 - 1395ccc (Subchapter XV I
of the Social Security Act), 42 U.S C. 1396 - 1396s (Subchapter XIX of the Social Security Act),
and the Civilian Health and Medical Program of the Uniformed Services (CHAMPUS) is exempt
from the licensing requirements of this chapter.

Sec. 08.85.100. LIST CF PRIVATE REVIEW AGENTS. The department shall
periodically provide a list of licensed private review agents and the expiration date for their
licenses to all hospital utilization review programs and to other individuals or organizations
requesting the list. The department may charge a reasonable fee for providing the list.

Sec. 08.85.110. PATIENT CONFIDENTIALITY AND RECORDS, (a) A private review
agent may not disclose or p’ blish individual medical records or other confidential information
obtained in the performance of activities as a private review agent, except that an agent may
provide patient information to a third party to which the agent is under contract or with which
it is affiliated.

(b) A person seeking payment of a reimbursement for hospital or medical services mey
not invoke the privilege of confidentiality arising from a physician-patient relationship to
withhold pertinent information from review of those services by a private review agent.

(©) Notwithstanding the provisions of this chapter or another law, a patient is entitled to
inspect and copy records developed or maintained by a private review agent pertaining to the
health care rendered, being rendered, or proposed to be rendered to thepatient.

(d) This chapter may not be construed to allow a private review agent to take actions .hat
violate a state or federal statute or regulation concerning confidentiality of patient records.

Sec. 08.85.150. DEFINITIONS. In this chapter,

(1) "department” msans the Department of Commerce arid Economic
Development;
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.. (2) "health care insurer” means a person in the business of making paymen:s for
the medical care of others, and includes an insurance company, a honprofit health service plan,
a health maintenance organization, a preferred provider organization, an employee assistance
program, and a health insurance service organization;

(3) "private review agent" means a person who performs a utilization review ard
who is affiliated with, under contract to, or acting on behalf of a person doing business in the
state, whether or not for profit, or of a health care insurer, but who is not affiliated with a
hospital;

(4) "provider" means a health care provider as defined in AS 18.23.070;

(5) *“utilization review"' means a system for reviewing the appropriate and efig* nt
allocation of hospital and outpatient resources and services given, being given, or proposed td
be given to a patient or group of patients, including the approval or denial, or recommendatio |
of approval or denial, of payment for hospital or medical services;

(6) "utilization review plan™ means a description of the criteria, procedures, and
standards governing utilization review activities performed by a private review agent.
* Sec. 3. AS 44.62.330(a) is ame ided by adding a new paragraph to read:

(57) Departmeni of Commerce and Economic Development concerning the
icensing andregulation of private review agents under AS 08.85.
*Sec. 4. AS 08.85.080 and 08.85 150, enacted by sec. 2 of this Act, take effect immediately under
AS 01.10.070(c).
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AMENDMENT

OFFERED IN THE HOUSE
TO: CSHB 269( ) (DRAFT DATED 4/07/92)

Page 1, line 1.
Delete "licensing and"

Page 1, lines 4 - &
Delete all material and insert:
"* Section 1. AS 18.20 is amended by adding new sections to read:
ARTICLE 5. PRIVATE REVIEW AGENTS.
Sec. 18.20.400. PURPOSE. The purpose of AS 18.20.400 - 18.20.490 is to"

Page 1, line 13:
Delete "state employers"
Insert “employers in the state™

Page 1, line 14:
Delete “are qualified to perform"
Insert “'meet certain minimum standards in the performance of*

Page 2, line L
Delete "to make"
Insen "in making"

Page 2, line 4
Delete ""Sec. 08.85.020. LICENSE"
Insert ""Sec. 18.20.410. REGISTRATION"



Page 2, line 6, following "unless™ through line 8, following "contract.":
Delete all material.
Insert "'the person has
(1) registered as a private review agent on a form provided by the department;
(2) provided the department a list of all health care insurers for which the person
IS providing utilization review services in this state and a brief description of the services
provided to the insurer,
(3) filed with the department an affirmation that

(A) apayment incentive provision or plan prohibited under AS 18.20.420
IS not being utilized;

(B) the person has a utilization review plan that complies with the
requirements of AS 18.20.420 that is available to patients and providers;

(C) the person will ensure confidentiality of patient information or records
under AS 18.20.480;

(D) provided the department with evidence acceptable to the department
of liability insurance carried by the private review agent to cover potential liability from
its activities under AS 18.20.400 - 18.20.490 in an amount, type, nature, and earner
satisfactory to the department.

(b) The department may set by regulation a fee for the registration of private review
agents and other fees the department finds necessary to implement AS 18.20.400 - 18.20.490.

©"

Page 2, line 10, through "approves™ on line 18:
Delete all material and insert:
"Sec. 18.20.420. UTILIZATION REVIEW PLAN. A private review agent registered

under AS 18.20.410 shall have"

Page 2, line 23, following "system;" through line 25:
Delete all material.

Page 3, line 2:
Delete "unless requested by the department"



Page 4, lines 5 - 13:
Delete all material.

Renumber the following paragraphs accordingly.

Page 4, line 18, through page 5, line 29:
Delete all material and insert:

"Sec. 18.20.430. CRIMINAL AND CIVIL PENALTIES; SUSPENSION AND
REVOCATION OF REGISTRATION; INJUNCTIONS, (a) A person who knowingly violates
a provision of AS 18.20.400 - 18.20.490 is guilty of a class B misdemeanor.

(b) Notwithstanding (a) of this section, after a hearing the department may revoke or
suspend the registration of a person and may fine a person up to $5,000 who knowingly violates
a provision of AS 18.20.400 - 18.20.490, a regulation of the department adopted under
AS 18.20.400 - 18.20.490, or an order of the department issued under AS 18.20.400 -18.20.490.

(c) The department may bring an action in the t ‘erior court to enjoin a violation of
AS 18.20.400 -18.20.490, to enforce compliance with aregulation adopted under AS 18.20.400 -
18.20.490, or to enforce an order issued under AS 18.20.400 - 18.20.490. Evidence of a single
act is sufficient to justify an injunction without evidence of a general course of conduct"

Reletter the following subsection accordingly.

Page 6, line 1
Delete "Sec. 08.85.080."
Insert “'Sec. 18.20.440."
After "regulations";
Insert "'under AS 44.62 (Administrative Procedure Act)"

Page 6, line 2, following *'of' through line 5:
Delete all material.
Insert "AS 18.20.400 - 18.20.490."

Page 6, line 6:
Delete "'Sec. 08.85.090."



Insert "Sec. 18.20.450."

Page 6, line 11
Delete "licensing requirements of this chapter"
Insert *'requirements of AS 18.20.400 - 18.20.490"

Page 6, line 12:
Delete "'Sec. 08.85.100."
Insert "'Sec. 18.20.460."

Page 6, lines 13 - 14:

Delete "periodically provide a list of licensed private review agents and the expiration date for
their licenses™

Insert "provide a list of private review agents on request"

Page 6, line 16:
Delete "Sec. 08.85.110."
Insert "Sec. 18.20.470."

Page 6, line 24
Delete *'this chapter"
Insert "“AS 18.20.400 - 18.20.490"

Page 6, line 27:
Delete *"This chapter"
Insert "“AS 18.20.400 - 18.20.490"

Page 6, line 29:
Delete *'Sec. 08.85.150."
Insert "Sec. 18.20.490."
Delete "'this chapter"
Insert "“AS 18.20.400 - 18.20.490"



Page 7, line 16:
Delete "* Sec. 3.”
Insert "* Sec. 2.”

Page 7, line 18:
Delete "licensing and"
Delete "AS 08.85"
Insert "AS 18.20.400 - 18.20.490"

Page 7, line 19:
Delete "™ Sec, 4. AS 08.85.080 and 08.85.150, enacted by sec. 2"
Insert "* Sec. 3. AS 18.20.450 and 18.20.490, enacted by sec. 1"

Page 7, following line 20:
Insert a new bill section to read:
"*Sec. 4. Except for AS 18.20.450 and 18.20.490, enacted by sec. 1of this Act, this Act takes effect

January 1, 1993."



HB 2609

AMENDMENTS
by Boyer

Amendment #1

Page 4, line 10:
after "client;" add:
"an applicant shall annually report to the department all changes
to the list of health care insurers;"

Amendment #2
Page 4, line 25:
after "providers" add: o _
"during the most recent licensing period"
Amendment #3
Page 5, line 4.

after "revoke" add: _
", suspend, or place on probation”
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CSHB 269: ;Ig_é%egsmg and regulation of private health care review

here IS a need to hold down costs for emglort;ers ovrdrn%a health careglan [
those costs are. being driven upwar nnecessary procedure
? anq%erated aspital s ta soraftercare. T ere IS alsoa need to protectpatrents
rombeing subjected to Unnecessary procedures or medication.

Insurance companies have increasingly turned to utilization review firms to
de]termrne whether carerp ce?Hres a e or were warranted in individual cases.
They also approve the length othospital stay.

This bill seeks t rovrqe assurance that these revrewfrrms and therr(e gloyees
possess the needed skills and education to accurately assess the procedures

The bill requires the applicant to file a review plan but does not specify the basis
onwhich tﬂe departmgﬁtmay rejectt?repan P pecity

The bill_does .not establr what is ac e table as guidelines for a standard
review. Therefore, mosto the review is discretionary.

Sec. 08.85, 030 (bX4XA): . "Sufficient nunhber ?f nurses” and flp ro rra
numtferso srcrans is too vague. It the hill is trying to estab B
allabiity, erhaps It needs to state h urs and days ( mcludrn

week-ends gsomeone s availanl

Sec.  08.85.G30(bX6).  ‘The . requirement that except in exceptional
circumstances” n(eedg to be cIarrfredG| P P

ds lan ua e re |r|ng licensees to notify department when they are adding
roppm msu

Sec. 08.86.0S0(b)(13): Needs to add to be set by regulations after "department*"

rseer(f w%8 85r%40de REvl\rldEeV\{:%Loforl::urlr'elgtElr\laSbrEl|t {jlxslurfrlrlr?eS o Zgﬁ Ircatron for
\{few anL {he m#‘ atio J requ?leop FoAS B8 6@%
mitsthe a proprra e renewa ee an

Sec. 08.85.040 n application forr newal of a private review license must
includealist 0 gllc rﬁgrnts madetot ea entbyBatrentsorprovrﬁers during

trenost recfinthoaggporiadand a brief description. ..

Sec. 08.85.060. REVOCATION OF LICENSE, (a) The department may revoke,
sugpencer plaeanprdatiana license-----



POSITION PAPER - CSHB 269
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Sec 885 070. COMPLQINTS AGAINST LICEN E(!—IRLDER c), 90 da ys I
(recélkzsa}ony not a reasonable time to investigate, hold hearing and render

In summary, we oto ose the bill, but have numerous concerns about the
vagueness with w |ch |t| r|tten

In our opinion, too much ofthe review is discretionary.
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DIVISION OF LEGAL SERVICES

LEGISLATIVE AFFAIRS AGENCY
STATE OF ALASKA
(907) 465-3867 or 465-2450

FAX (907) 465-2029 240 Main Strest, SLite 500
Mail Stop 3101 Jureay, Alaska 99801:2101
MEMORANDUM February 21, 1992
SUBJECT: Sectional Summary - CSHB 269(HES)
TO: Representative Mark Boyer

Attn: Fawn Helms

FROM: Jerry Luckhaupt
Legislative Counsel

You have requested a sectional summary of CSHB 269(HES), an Act providing for
the licensing of private health care review agents. Be advised that a sectional
summary is not an authoritative interpretation of the bill. The bill itself is the best
statement of its contents.

Section 1 of the bill applies AS 08.01 to the regulation of private review agents.

Section 2 of the bill is the statutory meat of the bill. It adds a new chapter to AS 08.

AS 08.85.010 provides a purpose clause.

AS 08.85.020 requires that a person who seeks to perform a utilization review
(which is a system to review the appropriate medical care to be given » patient, see
AS 08.85.150(5)), on behalf of a health care insurer must be licensed.

AS 08.85.030 provides the application procedures for a license.

AS 08.85.040 provides for renewal of licenses.

AS 08.85.050 provides procedures for denial of a license.

AS 08.85.060 provides for revocation of licenses.

AS 08.85.070 provides for complaints against licensees.

AS 08.85.080 requires the Department of Commerce and Economic
Development to adopt regulations to implement AS 08.85.

AS 08.85.090 exempts from the requirements of AS 08.85 employees or
contractors of the federal government.

AS 08.85.100 requires the department to publish a list of licensed private
review agents.

AS 08.85.110 provides that medical records obtained by a private review agent
are confidential.

AS 08.85.150 provides definitions.



Representative Mark Boyer
February 21, 1992
Page 2

Section 3 of the bill requires the department to comply with the contested case
provisions of the APA (AS 44.62.330 - 44.62.630) when regulating private review

agents.

Section 4 of the bill provides an effective date.

GPLrpl
92-123.pIm



Alaska State Legislature

PO. Box Y

Juneau. VK 998U-3100

_ _ Phone: (907) 185.3891
Legislative Research Agency Fax: <907) »83-33.1l

June 3, 1991
VEMORANDUM
TO: Representative Mark Boyer

FROM  Christine M Cheff
Legislative Analyst

RE: Utilization Review Statutes 1n Other States
Research Request 91.270

You asked for a comparison of licensing and certification laws for private
health care review agents in the states of Arkansas, Maine, Maryland, and South
Carolina, and for information about the implementation of those laws.
Additionally, you asked for a sample of utilization review bills from those
ending in the states of Florida, Georgia, Illinois, Massachusetts, North
arolina and Pennsylvania.

Utilization review (UR?I is a service conducted primarily by or for an insurer
to determine whether the cost associated with providing health care services
to a patient should be paid by the insurer. It is the private review agent
who makes that determination. Hospital services such as pre-admission, second
surgical opinions, medical necessity, length-of-stay, and the medical service
delivery site can be included in utilization review. The UR process usually
involves reviewing a patient's medical records or examination of the patient
and can take place before, during or after a hospital stay or the receipt of
health care service.

According to insurers, the purpose or uR is to control costs while assuring
that the quality of health care is maintained. Health care providers
generally support those objectives but have some concerns about the way in

~ linthis memo, private health care review agents will be referred to as
"review agents" or "agents,” and “"certificate" 1is synonymous with license.

~ 2The Annotated Code of Maryland 1990 [Section 19_-1301(?] defines
utilization review as "a system for reviewing the appropriate and efficient
allocation of hospital resources and services given or proposed to be given to
a patient or group of patients" (see Attachment A).

3The lowa Division of Insuranc

f dNCe, Presentation to the Fiscal Committee (of
the Legislative Council), July 18, 1990,



Representative Boyer

June 3, 1991
Page 3
STATE GRANTING LICENSE CR TERM APPL. WAIVERS*
AGENCY CERTIFICATE FEE GRANTED TO
ARKANSAS Board of Certificate 2yrs  S1,500 Agents under contract
Health to the federal
ﬂovernment,_ home
ealth agencies, pre-
ferred ~ providers,
clinics, private
offices, pharmacists.
MAINE Bureau of License Lyr S400  Insurers, nonprofits,
Insurance HMOs, preferred
providers.
MARYLAND Secretary of Certificate 2yrs  $1,500 Agents under contact
Health & Mental to  the  federal
Hygiene government.
SOUTH Insurance Certificate 2 yrs $400  Insurers & HVGs
CAROLINA Commissioner licensed or regulated

by Department  of
Insurance.

#Private review agents who meet these criteria are not required to obtain a

certificate or license to perform utilization review.

Minimum Application Requirements

An applicant for a UR certificate or license must submit the following

information to the designated granting authority.

1. Autilization review plan which includes:
a. a description of review standards and procedures used for
evaluation of hospital care;
b. the circumstances under which UR would be delegated to
a hospital *R program (Maryland only);
c. the process by which patients, physicians, and hospitals appeal an
adverse decision.

2. The type and qualifications of personnel who will perform UR






Alaska State Legislature

P.0. Bo* Y

Juneau, \K 90811-3100

_ _ Phone: (007) 16V3B0I
Legislative Research Agency Fax: 19071 183-3351

June 3, 1991
VEVORANDUM
TO: Representative Mark Boyer

FROM  Christine. M Cheff .
Legrdlatiie ARglyst

RE: Utilization Review Statutes 1n Other States
Research Request 91.270

You asked for a comparison of licensing and certification laws for private
health care review agents in the states of Arkansas, Maine, Maryland, and South
Carolina, and for information about the implementation of those laws.
Additionally, you asked for a sample of utilization review bills from those
pending in the states of Florida, Georgia, Illinois, Massachusetts, North
Carolina and Pennsylvania.

Utilization review (UR% Is a service conducted primarily by or for an insurer
to determine whether the cost associated with providing health care services
to a patient should be paid by the insurer/ It is the private review agent
who makes that determination. Hospital services such as pre-admission, second
surgical opinions, medical necessity, length-of-stay, and the medical service
deltvery site can be included in utilization review. The UR process usually
involves reviewing a patient's medical records or examination of the patient
and can take place before, during or after a hospital stay or the receipt of
health care service.

According to insurers, the purpose of LR is to control costs while assuring
that the quality of health care is maintained/ Health care providers
generally support those objectives but have some concerns about the way in

~ 1in this memo, private health care review agents will be referred to as
"review agents" or "agents,” and "certificate" is synonymous with license.

2The Annotated Code of Maryland 1990 [Section 19-1301(b)] defines
utilization review as "a system for reviewing the appropriate and efficient
allocation of hospital resources and services given or proposed to be given to
a patient or group of patients" (see Attachment A).

3The lowa Division of Insurance, Presentation to the Fiscal Committee (of
the Legislative Council), July 18, 1990.
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which R is conducted. Theg believe that the procedures and criteria used to
make R decisions should be available to patients and providers and that
determinations to denY_ medical services should be made by or in consultation
with a physician qualified in the area of medicine related to a prescribed
course of treatment. Because there are no regulations to ensure that these or
other areas of concern are addressed by private review agents, many health care
providers favor the passage of laws requiring that only certified or licensed
agent: be allowed to conduct UR activities.

COMPARISON OF CERTIFICATION/LICENSING LAWS
Maryland was one of the first states (1988) to adopt a certification law for
"nonhospital-affiliated" agents who perform wutilization review (UR) for
business entittes or "“third party" providers or hospital administrators
(Attachment A).  Serving as a model for the laws adopted in Arkansas, Maine
and South Carolina (Attachments B-D), the Maryland law is intended to:

a.  promote delivery of quality, cost-effective health care;

b. foster greater coordination between payors and providers of UR;

(ep)

ensure that private review agents are qualified to perform UR and to
make medical care decisions; and

d. ensure confidentiality of medical records.

To obtain a certificate to engage in UR an agent must apply to. the state
agency designated by statute to <rrant the certificate or license/

The following table presents %eneral information about statutory provisions
concerning certification or licensure in the four states whose laws we
reviewed. It is followed by more detailed information about application
requirements, fees and the denial/revocation process.

4Bi 11 Analysis, House Bill 2503, 87th General Assembly, State of Illinois,
1991 and 1992 (see Attachment H).

'Arkansas law (Section 20-9-907) further requires that "every health
insurance plan/insurer proposing to issue or deliver a health insurance policy
or contract or administer a health benefit program which provides for the
coverage of hospital and medical benefits and the UR of those benefits shall:"
have a certificate or "contract with a certificated private review agent. "
(see Attachment B).

~ 6The application, annual, and renewal fees are established by statute in
Maine and South Carolina, by regulation in Arkansas and Maryland.
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STATE GRANTING LICENSE (R TERM APPL. WAIVERS*
AGENCY CERTIFICATE FEE GRANTED TO
ARKANSAS Board of Certificate 2 yrs  §!,500 Agents under contract
Health to the federal
%overnment,_ home
ealth agencies, pre-
ferred providers,
clinics, private
offices, pharmacists.
MAINE Bureau of License Lyr $400  Insurers, nonprofits,
Insurance HMQs, preferred
providers.
MARYLAND Secretary of Certificate 2yrs  $1,500 Agents under contact
Health & Mental to  the federal
Hygiene government.
SOUTH Insurance Certificate 2 Y18 $400  Insurers & HVIs
CAROLINA Commissioner licensed or regulated

by  Department  of
Insurance.

#Private review agents who meet these criteria are not required to obtain a

certificate or license to perform utilization review.

Minimum Application Requirements

An applicant for a HR certificate or license must submit the following

information to the designated granting authority.

1. Autilization review plan which includes:
a. a description of review standards and procedures used for
evaluation of hospital care;
b. the circumstances under which UR would be delegated to
a hospital UR program (Maryland only);
c. the process by which patients, physicians, and hospitals appeal an
adverse decision.

2. The type and qualifications of personnel who will perform UR
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3. Procedures and policies to ensure accessibility to the review agent by
patlentsk and providers during normal 1n-state business hours, five days
per week.

4. Copies of materials used to inform patients and providers of UR plan
requirements.

5. Aguarantee of confidentiality of individual medical records reviewed
during the UR process.

6. Alist of third-party payors for whom the agent is performing UR in the
state.

Denial/Revocation of Certificate or License

A certificate or license application willbe denied if it does not meet the
statutory requirements outlined above, or ifit violates applicable
regulations. Once issued, certificates and licenses are subject to periodic
review at the discretion of the |ssqm% agencY/_ Failure to comply with
defined standards and procedures, applicable regulations, or ordered corrective
actions can result in the imposition of a fine, or suspension or revocation of
the certificate.

Fines are imposed through different processes. Authorization for the
imposition of a civil penalty not to exceed $1,000 is given to the
Superintendent of the Bureau of Insurance in Maine and the Chief Insurance
Commissioner in South Carolina. "Violation of provisions of law or regulations
Is a misdemeanor with a fine on conviction of not more than $1,000" in Arkansas
and Maryland. After the first conviction, "each day a violation is continued
Is a separate offense.”

Appeal of Application Denial or Certificate/License Revocation

All of the laws we reviewed include a provision allowing the applicant or
certificate holder a reasonable amount of time to supply required compliance
information before an application is denied or a certificate is revoked. An
applicant or certificate holder may request a hearing before the granting
authority and must be notified 30 days in advance of the scheduled hearing
dateh Additionally, in Arkansas and Maryland hearing decisions can he appeale
to the courts.

~ Maine (Section 2774) and South Carolina (Section 38-70-40) statutes also
specify the use of telephone audits to determine compliance with the requirement
that agents are "reasonably accessible."
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Other Statutory Provisions

There are certain uniciue statutory provisions in each of the states whose laws
we reviewed. The following is a list of those worth noting.

MAINE - The Bureau of Insurance must "compile and maintain a current listing
of persons, partnerships or corporations” licensed under statute (Section
2771). It 1s the only state of those reviewed which has no statutory
prohibition against transferring a certificate or license.

MARYLAND - The Secretary of Health and Mental Hygiene is required to
periodically provide a list of certified private review agents and their
certificate renewal dates to the Chamber of Commerce, the hospital association,
hospital UR programs, and other businesses or labor organizations requesting
the list (Section 19-1309).

A 1990 amendment to Maryland law provides guidelines to be followed by agents
reviewing services for the treatment of alcoholism, drug abuse, or mental
illness. In particular it requires that determinations for denial or reduction
in coverage of these services must be made by "a physician, or a panel of other
appropriate health care providers with at least 1 physician" whose
qualifications meet statutory definitions (Attachment E).

SOUTH CAROLINA - Private review agents conducting UR in the state of South
Carolina on the effective date of the law were allowed 90 days to submit
applications for certification. The Insurance Commissioner then had six months
from receipt of the application to act. During the transition period, agents
were allowed to continue UR activities "subject to the jurisdiction of the
commissioner.” [Section 38-70-20(A)]

IMPLEMENTATION OF CERTIFICATION/LICENSURE LAWS

The Arkansas, Maine, Maryland and South Carolina laws requiring certification
or licensure of private utilization agents wete passed between 1988 and 1990,
and implemented during the fiscal year beginning July 1, 1990. The number of
certificates or licenses issued ranges from 12 in Maine to 85 in South
Carolina. Alison Bane, contract examiner for the Maine Bureau of Insurance,
said her department's big[%est problem is determining the number of LR agents
operating in the state. e?/_ have received 15 applications since the February
9, 1991 implementation deadline. Representatives of each state's certificate
granting agiency believe that compliance with the law will be voluntary, however
they are also relyln? on the hospitals to report violations. Copies of the

@ne and South Carolina application packages are attached (Attachments F and

Only a few applications for certification have been denied bY the South
Carolina Department of Insurance. Those denials were for failure of the
applicant to submit all required information. According to Tim Baker, director
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of the Utilization Review section, the number Is low because applicants are
forewarned they will be charged an additional $400 fee to re-apply. He
regglves a substantial number of phone calls from agents requesting prefiling
guidance.

Despite an estimated 60 to 70 complaints concerning review agents received each
month éalmost 95 percent from physicians), Mr. Baker's office has not acted to
suspend or revoke any certificates. Approximately one-half of the private
agents doing business in South Carolina are companies located west of the

ississippi and most problems are necessarily resolved through telephone
negotiation. Mr. Baker believes it's important to meet with review agents and
providers to work at solving the problems, but his is a one-person operation
without the resources to do so. Staff and budget limitations have also
restricted his ability to conduct the periodic reviews and audits of
certificate holders mandated by statute. According to Mr. Baker, legislators
and regulators underestimated the number of private review agents that would
operate in the state, the number of complaints that would be received, and the
amount of time required for implementation of the laws.

Maryland's certification law is a "money maker" but "not effective" according
to Bill Darrill, deput?/ director of the Office of Licensing and Certification.
He says original legislation proposed by the Maryland Hospital Association was
an attempt to create a standardized utilization review formula for hospitals
to follow. It included a provision that the UR plan submitted with
applications for certification would be made available to providers and
patients.  But through lobbying efforts on the part of private review agents
that provision was deleted. Denise Matricciani, director of Legislative
Services at the Maryland Hospital Association was involved with drafting the
original bill. According to her, review agents contended that UR standards and
criteria are proprietary information and release to the public would provide
an advantage to their competitors. But the effort to amend statutes for
inclusion of a provision to make LRFIans available to patients and providers
is still underway. Legislators will be working on a new bill during this
summer's interim. Ms. Matricciani also said there have been reports by some
hospitals that review agents are being more cooperative about providing
information concerning UR standards.

PENDING LEGISLATION

Copies of pending legislation for the certification of private UR agents in
[Ilinois and Massachusetts are attached.

The Illinois Hospital Association supports House Bill 2503 to create "the
Patient Protection in Utilization Review Act." The bill includes a provision

8Thesame provision as included in your House Bill 269 [Sec. 08.85.030(b)].
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for making UR procedures and criteria available to patients and providers. It
would also grant reciprocity to UR agents who are “certified, licensed, or
otherwise authorized to conduct utilization review under the laws of another
state . . ." 1f they are 1n substantial agreement with the Illinois law.
(Attachment H)

Three WR bills were introduced in Massachusetts--one each from the hospital
association, medical society, and psychiatric association. The House Health
Care Committee is attempting to redraft a bill which will meet the concerns of
all health care providers. Two of the issues which the bill will address are:

a requirement that a qualified physician be involved in any
determination to deny claims for third-party reimbursement of
services provided or to be provided to a patient, and

a requirement tfjat private review agents carry liability insurance
(Attachment 1).

ADDITIONAL  INFORMATION

We have enclosed additional information which might also be of interest to you.

The American Managed Care and Review Association (AMCRA) is a trade association
located in Washington, DC which supports current efforts to establish a
national standard for UR agents under the Utilization Review Accreditation
Commission (URAC). Director of State Affairs Stephen Lamb says AVICRA helieves
“the accreditation process is far superior to establishing an expensive state
re?ulato_ry structure. A copy of URAC standards and some background
information is attached (Attachment J).

Model state utilization review bills drafted by the American Medical
Association are also attached (Attachment K).

| hope this information will be useful. Please do not hesitate to call if we
can be of assistance on this or any other matter.

Attachments

9As provided in your House Bill 269 [Section 08.85.030(b)(13)].



Ray Gillespie
Gillespie CfAssociates
Lobbying Cf Governmental Affairs

10390 Mendenhall Loop Road
Juneau, Alaska 99801
Telephone: (907) 463-3375
Fax: (907) 463-5522

MEMORANDUM

TO: Representative David Finkelstein
FROM: Ray Gillespi*o--—--

RE: CSHB 269

DATE: February 10, 1992

As per vyour request, this is a brief outline of problems
experienced in current utilization review processes and a
corresponding solution to these Broblems contained in Committee
Substitute for House Bill No. 269.

PROBLEM
1. Lack of Training,

knowledge and gualifi-
cations “of review agents.

SOLUTION-CSHB 269

Requires sufficient number of
nurses, supported and super-.
visors by physicians trained in
appropriate specialty area.

d

Disclosure of numbers, type an
nel em-

qualification of person

Secret and undisclosed
criteria and procedures
used in evaluating care.

Unavailability of review
agents to patients and
providers.

loyed by review agent.
IE%0%?/.85.0>é>0(b)(4)) !

Disclosure to providers, as
part of_Ilcensmag aOPleca_tlon_,
All review standards, criteria
and procedures.
(08.85.030(h)(1)

Requires Review agents to be
reasonably accessible to
?atlents and providers at
east 5 days a week during
normal business hours in
this State.
(08.85.030(b)(5))



Representative Finkelstein - 2 - February 11, 1992

4, Lack of confidentiality Requires compliance with all
of medical records. State and Federal laws to
protect confidentiality.
(08.85.030(b)(8))
5. Inability to seek re- Disclosure of provision by
consideration of which patients and providers
adverse decisions. may seek reconsideration,

the time period for action

on reconsideration.
(08.85.030(b)(3))

6. Unavailability of Requirement that only a
physicians trained in physician trained in relevant
specialties to discuss specialty or sub-specialty
appropriateness of make a final determination that
care with the patient's care is medically inappropriate.
attending physician. (08.85.030(b)(5))

7. Denial of claims after Prohibits retrospective denial
pre-authorization _and/or except in exceptional case, such
concurrent authorization. as f

raud.
(08.85.030(b)(14))

A review plan m_eetlntg these requirements must be submitted as part
of the application for a private review agent license. The plan
must also prohibit any financial incentive provision or plan under
which the review agent's compensation is based on controlling the
amount charged for services.

If you have further questions, please contact me. | hope an early
hearing can be scheduled in the Labor and Commerce Committee.



ALASKA STATE

Hospital & Nursing Home

ASSOCIATION
February 24, 1992

Representative David Finkelstein, Chair
Labor & Commerce Committee
Alaska House of Representatives
P.O. Box V
Juneau, AK 99811
Re: Support HB 269,
Medical Utilization Review

Dear Representative Finkelstein:

Thank you very much for holding the special committee
meeting 1:00 p.m. Wednesday, February 26, to review HB 269.
A physician and hospital representative will ask your help in
getting our friends in the insurance industry to "simplify" a
very slow, costly process to secure authorization from an
insurance company to proceed with a medical procedure.

Over 24 State Legislatures have enacted le
to HB 269. The insurance industry opposes HB 26
solution to assure that:

gislation similar
9, offering no

1. Individuals doing review for insurance companies are
qualified, and that medical review criteria is
reasonable.

2. UR agents are registered with the state, and therefore
have some accountability.

3. That insurance company UR offices are open during
Alaska business hours and that response is timely.

4. That there is an appeals mechanism with properly
trained physicians available to review medical
decisions.

_ We are hopeful your schedule will allow you to attend this
important hearing 1:00 p.m. Wednesday.

[f we can answer questions before then, please call.

Harlan R. Knudson
President/CEOQ

319 Seward Street #11 ¢ Juneau, AK 99801 ¢+ (907) 586-1790 « Fax (907) 463-3573



In general, the term* used Inthe UR chart can be defined as follows:

Definition of Categories: ii

1. Application and Renewal F it Private utilization review (UR) firms and/or agents are
required to apply and pay fees for certification by the state.

2. Appeals and Reconsideration Process UR firms must have policies and procedures
In place to allow patients and;providers the opportunity to appeal an adverse decision.

|
3. Specialty Physician Review on Appeal A physician trained In the relevant specialty
or subspecialty must make the final determination (on appeal) that care rendered or to
be rendered was or may be radically inappropriate.

|

4. Type and Qualifications of Personnel UR firms must provide to the state a written
description of the types and c’uahflcatlons of personnel performing the reviews.

5. Hours of Availability Private UR agents must he accessible to patients and providers
a minimum of five working d*ys a week during normal business. FSQme states prohibit
denials of payment during a period when the review agent is not available).

|
6. Complaint Mechanism Thjo law establishes a complaint mechanism that allows an
aggrieved patient or providerto file a complaint with th# state alleging that a private UR
8gent is not in compliance with the UR law and/or regulations.

|
7. Confidentiality UR firms, racticinf] inthe state must maintain strict confidentiality
of their medical records, andjfollow all applicable state laws regarding confidentiality.

i

8. Fine for Violation ofAct (The law stipulates that a violation of any provisions of the
Act will result Ina fine. |

9. UR Plans ~ Description ol'Review Standards and Procedures UR firms must file a
plan with, the state that includes a description of the review standards and procedures
to be Dsed In evaluating proposed or delivered health care services.

10. Disclose Criteria Inadd! lon to review standards and procedures, a UR plan must
disclose specific review crite'la

11. Provide List of Payors | R firms must provide to th# state a list of third party payors
for whom the private review agent Is performing utilization review in the state.

12. No Financial Incentives Prohibits UR agents or personnel from'receiving
compensation based on the f mount of adverse determinations, reductions or limitations
on lengths of stay, etc.



From: Alaska State Hospital & Nursing Home Assn.
Harlan Knudson 586-1790, Juneau ¢ 2-25-92
As of August, 1991 24 State Legislatures had bills introduced and hearings held
(Source, American Hospital Assn) utilization review. The majority of these bills
regulate the operation of U.R. firms.
22 states have laws regulating UR agencies. Below are state criteria for regulation as of
October, 1990. SIMMY or ITATt rut STATUTES
QCTOKI 1990
Slot* R fl A X M ND NG HP* MC* PA» L A !
1/1/% 10019 11/91 1191 9/30/09 11/1/90 71190 Vo1 AN 5/1/90 71190
Replication S Ranauol To* X 2 yeara X 1yaar X 2 yaar* X 2 year* "X X 2yaar* X 2yoara X 1yaar X 2yoaa X 2 year*
Vftanﬁéioocrlp W X X X X X X X X X X
X X X X X X X X X X
P{gccono?ggra? ool S
Specialty Physician Raviau X X X X X
Tgpool Quatlflcatlon* of X X X X X X X X X ]
Sour* of Availability X X X X X X X X X
Provide Hit of Payer* X X X X
Cooplalnt Hechanlaa X X X X
%?"“%‘é&é‘% (r)]u(t)ﬂl]n!; ggnt] ?em d tc%%%rnmw %clf gaﬁ% to rtvlew atdlcal claim; eoparato RRbill *1(ad to pata.
ealth apartaant Intorprott port of Ito currant statufory to co coapanlat.
RESFOHSILE ASKO
éforﬁa Etlog HarOﬁB Rahab,, Sarvica* ENALé)a&Ima gggﬁﬁg neﬁEnce Attached is (a hard to read)
Oﬁhc 30?‘3 ﬁJ@nCc**/H**IthOapt chara of e Summary of 19 state UR laws as
Ing Ureau J ut aroma &[B? of December, 1991. Source
and L 0 tHa|t| Hygiene rglnla tte orporatlon ailon N ational Association of Private
SIS Psychiatric Hospitals.
* * 1
éforl 43 a{% e% |at|o Coe%nlat lttAPr gyl |naI E&gulatlons Pending
of Financing olIn* a%llatli) a Pendlng
ycky rrolﬂ(l)n tg; g%gne utsy \aarglt?n a at?o I
Iand egu? lon* Publlthtd Irginia ng E%%guf)tlons
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Currently It Is Impossible to determine the basis for utilization review decisions.
Utilization review firms are not required to inform providers of the criteria used to
make clinical determinations. Since providers do not have this basic Information It Is
Impossible to know If criteria is being applied consistently.

e m ' ..., -. ) ] .
Providers are increasingly concerned about the apparent %ame playing which occurs
with some reviewing agents: cases when reviewers refuse to communicate with
hospital utilization staff; c;ase where physicians are paged out of surgery to answer
routine inquiries; or cases where reviewers make excessive requests for data, or limit
access for hospital and physicians trying to resolve disputes.

CHARACTERISTICS OF LEGISLATION:

Ten states have enacted legislation regulating the practice of utilization review ag'e'htts\.'i'

Senate Bill 239 and House Bill 269 requires companies conducting utilization review
to obtain certification from the division of occupational licensing. Utilization review
agents must submit Information describing:

0 r.J-Qeview criteria ahd procedures to be used in evaluating hospital and medical
care. =

.o .- -
0 The type and qualifications of personnel performing utilization review.

o Policies and procedures ensuring that applicable state and federal laws
protecting confidentiality of individual medical records are followed.

0  Procedures by which insurers, patients and providers may seek reconsideration
of adverse decisions.

L i, WV
Included Is the requirement that each agent submit a statement affirming availabilit
of a physician licensed In the applicable specialty area, when the review staff
questions the medical necessity or apBropriateness of care.Thepatient's attending
ﬁhyswlan or health care provider must be able to discuss the case with an identified
ealth care provider trained in a related specialty.

This bill seeks to provide assurance that these review firms and their employees
possess the needed skills and education to accuratelyand fairly assess the
recommended health care procedures. Thero is also a need to protect patients from
unwarranted and arbitrary denial of, or Interference with necessary and legitimate
health care services.-

k] 17p



BACKGROUND:

DEFINITION:

STATE HEALTH
INSURANCE
ISSUES

ISSUE: MANAGED CARE

(as of April 1990)

The high cost of health cate is a major problem for the United States. All who pay -
employers, individuals, and government - are burdened by continual increases in health
expenditures. Moreover, escalation of health costs gready complicates the task of finding
ways to provide coverage for the large number of Americans who are without either
public or private health insurance.

Although cost escalation has many causes, research shows that one key problem is that
padents receive much care thatis not appropriate for their condidon. Some get care that is
more intense and expensive than necessary. Others receive care that is not beneficial and
may even be harmful. Eliminaung such inefficiencies - which may account for 25 percent
ormore of medical expenditures - is clearly a cridcal objective, both as a way of reducing
costs and improving quality of care.

Payers of health care are aware of such inefficiencies and are demanding more account-
ability and better performance from those who make health care decisions in order to as-
sure that padents receive good value for money spent. Increasingly, managed care is
recognized as the best mechanism for carrying out such improvements. The key objecdve
of managed care is to assure that padents receive appropriate care, that is, high quality
care efficiendy provided in the least cosdy setdng.

Because itissdlt evolving, managed care embraces a variety of exisung and developing
structures. It may be defined as systems that integrate the financing and delivery of
appropriate health care services to covered individuals by means of the following basic
elements:

0 Arrangements with selected providers to furnish a comprehensive set of health care
services to members;

0 Explicit standards for the selecdon of health care providers;
o Formal programs forongoing quality assurance and udlizadon review; and

o Significant financial incendves for members to use providers and procedures
associated with the plan.

Managed care organizadonal structures are evolving in response to marketplace demands
and will continue to do so. Today’s structures include health maintenance organizations
(HMOs), preferred provider organizadons (PPOs), and exclusive provider organizadons
(EPOs), as well as mixed arrangements that combine elements of HMOs, PPOs and indem-
nity plans to accommodate employer and operating environment requirements.

Managed care plans arrange with selected providers to furnish health care services to plan
members. Exp idt criteria arc used for the selection of providers, and formal programs for
ongoing review of the quality and appropriateness of services arc incorporated into the
plan.

Health Insurance Association of America

1025 Connecticut Avenue N.VC, W.iihingtnn. DC 200)6 7 202-22)-?7H0 ~ FAX 202-22J3-',H9"
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Utilization review firms are not required to Inform providers of the criteria used to v ;/

make clinical determinations. Since providers do not have this basic information it Is
Impossible to know If criteria Is being applied consistently. C

- . . W .
Providers are Increasingly concerned about the apparent %ame playing which occurs
with some reviewing agents: cases when reviewers refuse to communicate with
hospital utilization staff; case where physicians are paged out of surgery to answer
routine inquiries; or cases where reviewers make excessive requests for data, or limit
access for hospital and physicians trying to resolve disputes.

CHARACTERISTICS OF LEGISLATION:

Ten states have enacted legislation regulating the practice of utilization review agents.
' Senata Rill 939 onH Mmiso Rill 9R9 rani liras rnmnanins r.nnHiintinn utilization roviouu

to obtain

agents

-

0 'Review criteria and procedures to be used in evaluating hospital and medical V-

care.

0  The type and qualifications of personnel performing utilization review. _
Ct)
A Polieies HAH procedures ensuring that applicable state and federal laws
vy protecting confidentiality of individual medical records are followed. g Y
R T LR D L _ _ o
Procedures by which Insurers, patients and providers may seek reconsideration
of adverse decisions. |'
J ! o
Included is the requirement that each agent submit a statement affirming availabilit
of a physician licensed in the applicable specialty area, when the review staff
questions the medical necessity or appropriateness of care. The patient's attending
ﬁhysmlan or health care provider must be able to discuss the case with an identified
ealth care provider trained In a related specialty.

This bill seeks to provide assurance that these review firms and their employees
possess the needed skills and education to accurately and fairly assess the
recommended health care procedures. There is also a need to protect patients from
unwarranted and arbitrary denial of, or interference with necessary and legitimate

health care services. e P
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A POSITION PAPER SUPPORTING
SENATE B3 239
HOUSE BILL 269

Vv LICENSING UTILIZATION REVIEW AGENTS

v - . e t
DEVELOPMENT OF UTILIZATION REVIEW AGENTS:
Utilization review organizations originated in response to U.S. corporations frustrated

~with the rising cost of health care. Private businesses and Insurance companies

m Hv reacted to corporate pressure to reduce or contain health care costs by creating

“ utilization review companies or subsidiaries. Corporations then hired these new firms
or subsidiaries to develop programs and review claims for payment. * j

POSITIVE RESULTS OF NEW FIRMS:

V- U.S. corporations and utilization review firms claim success at reducing health care
costs. They indicate that cost reductions are in excess of costs expended for
utilization review firm's services. Hospital admissions for procedures that normally
can be done on an outpatient basis are decreased. Length of stay for hospital cases
is reduced. There is increased attention on outcomes analysis, justifyir_l]g_ inpatient
care for certain types of patients. Hospitals have now designated specific staff to
faC|_I|tat$_ the review process which has increased the cooperation with utilization
review firms, .

NEGATIVE RESULTS:

There is inadequate accountability by utilization review firms. Problems arise from
V. authority being separated from responsibility.  Utilization review firms have no
responsibility by law for the effects of denied treatment. The providing hospital and
physician, whose advice is often ignored are responsible. For example:

|
Cases where a reviewer, not a physician, makes the decision whether an
admission to the hospital is appropriate.
¢ - Cases where reviewers demand hospital discharge of patients too early in the
treatment process.
* vl
o/ﬁ_.,D_’f Cases where a patient leaves the hospital against_ medical advice, when a
reviewer indicates treatment will not be covered by his/her insurance company.
Denial by reviewers of recommended ancillary services and diagnostic
"t evaluations for patients.
M

Hospitals and providers worry about the level of expertise of the reviewers. Utilization
review firms often have small, inadequate staff accessible via few telephone lines.
There are currently no requirements for specific training or clinical experience In
Alaska for individuals conducting utilization review. Nurses, and in some cases clerks,
are evaluating medical cases without the physician's involvement. Physicians have
their treatment decisions challenged or reversed by clerks with no medical training.

o« x| . :
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BACKGROUND:

DEFINITION:

STATE HEALTH
INSURANCE
ISSUES

ISSUE: MANAGED CARE

(as of April 1990)

The high cost of health care is a major problem for the United States. Allwho pay -
employers, individuals, and government - are burdened by continual increases in health
expenditures. Moreover, escalation of health costs greatly complicates the task of finding
ways to provide coverage for the large number of Americans who are without either
public or private health insurance.

Although costescalation has many causes, research shows that one key problem is that
patients receive much care thatisnot appropriate for their condition. Some get care that is
more intense and expensive than necessary. Others receive care that is not beneficial and
may even be harmful. Eliminating such inefficiencies - which may account for 25 percent
ormore of medical expenditures - is dearly a critical objective, both as away of redudng
costs and improving quality of care.

Payers of health care are aware ofsuch ineffidendes and are demanding more account-
ability and better performance from those who make health care dedsions in order to as-
sure that patients receive good value for money spent. Increasingly, managed care is
recognized as the best mechanism for carrying out such improvements. The key objective
of managed care is to assure that patients receive appropriate care, that is, high quality
care effidently provided in the least costly setting.

Because itisstill evolving, managed care embraces a variety ofexisting and developing
structures. It may be defined as systems that integrate the finandng and delivery of
appropriate health care services to covered individuals by means of the following basic
elements:

0 Arrangements with selected providers to furnish a comprehensive set of health care
services to members;

0 Explidtstandards for the selection of health care providers;
o Formal programs for ongoing quality assurance and utilization review; and

o Significant finandal incentives for members to use providers and procedures
assodated with the plan.

Managed care organizational structures are evolving in response to marketplace demands
and will continue to do so. Today’s structures include health maintenance organizations
(HMOs), preferred provider organizations (PPOs), and exclusive provider organizations
(EPOs), as well as mixed arrangements that combine elements of HMOs, PPOs and indem-
nity plans to accommodate employer and operating environment requirements.

Managed care plans arrange with selected providers to furnish nealth care services to plan
members. Explicit criteria are used for the selection of providers, and formal programs for
ongoing review of the quality and appropriateness ofservices are incorporated into the
plan.

Health Insurance Association of America

1025 Connecticut Avenue N.W.. Washington. DC 200.56 — 202-223 ~80 ~ FAX 202-223-"H<T



GLOSSARY:

0 Lcgislauon should not establish inappropriate barriei.v to insurer efforts to establish
effective utilization review programs and should require providers to make available,
at a reasonable cost, pau'ent records and other information necessary to monitor cost
and quality of care. Monitoring medical practice patterns is critical to managing care. If
reviewers cannot get access to medical records at reasonable cost, or if excessive
restrictions are put in place to limitwho does utilization review or what die process
will be, managed care plans cannot accomplish the critical task ofencouraging
providers to become more efficient.

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

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

HIAA supports the concept of physician peer review as a method of determining
appropriateness of care. In doing peer review, however, itis not appropriate to rely solelv
on local peer assessment. Studies of differences in patterns of medical practice from area
to area within a state demonstrate that the typical method of treatment in one community
is often significantly different from that in another community even though the conditions
of the patients are essentially identical. The differences, in ether words, are not medically
justified. Thus, local habit or customary practice is not necessarily the best standard for
assessing medical appropriateness or necessity for a given treatment

The collective judgment of physicians who are experts in a given field and who have
done asystematic study of the scientific research must ultimately form the basis for deter-
mining what is appropriate care in a given situation. It is for this reason that HIAA sup-
ports the development of medical practice guidelines and protocols. When developed,
these can form a rigorous, scientifically defeasible standard for educating physicians
about the best medical practice and for judging the appropriateness of care.

Below isa listofsome ofthe current managed care structures now available.

Health Maintenance Organization (HMO): This was the original managed care arran-
gement, firstemerging as prepaid group practices in the 1930s. The name ‘health main-
tenance organization" was coined in the early 1970s, and was given to 1973 federal
legislation promoting its development. HMOs provide:

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

0 Anagreed-on setof basic and supplemental health maintenance and treatment ser-
vices; and

0 Avoluntarily enrolled group of people

In exchange fora set amount of premium or dues. 1IMOs provide all the agreed-on health
services to theirenrollees; there are generally no dcducubles and no or minimal copay-
ments. The HMO bears the risk if the cost of providing the care exceeds the premium
received. There are now several tvpcs of HMOs

Health Insurance Association of America

1025 Connecticut Avenue N W . Washington. DC 20036 ~ 202-223-77K0 ~ FAN 202-223-“H9"



0 The staff model, where providers are directly employed by the HMO;

0 The group model, where medical groups contract with the HMO (Kaiser plans are
the best-known example of this type);

0 The independent practice association (IPA), where the HMO contracts with
physicians in independent practice, or with associations of independent physicians.
IPA physicians frequently have arrangements with more than one HMO; and

0 The network model, which contracts with two or more independent group practices.

Preferred Provider Organization (PPO). APPO consists of groups of hospitals and
providers that contract with employers, insurers, third-party administrators or otherspon-
soring groups to provide health care services to covered persons and accept negotiated
fee schedules as payment for services rendered. There are different sponsoring arrange-
ments:

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

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

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

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

0 Employer- or labor-sponsored PPOs, which contract directly with providers on
behalfoftheiremployees or members;

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

Exclusive Provider Organization (EPO). People belonging to an EPO must receive
rheir care from affiliated providers; services rendered by unafffliated providers are not
reimbursed.

Polnt-of-Service Plan.”. Also known as open-ended HMOs or PPOs, these plans permit
insureds to choose providers outside the plan at any Ume yet are designed to encourage
the use of network providers. Ifa provider is affiliated with the HMO or PPO, the service
is coveted (perhaps aftera modest copayment). Ifan out-of-necwork provider is chosen,
reimbursement may be significantly reduced.

Anumtier of managed care techniques are used to assure quality and appropriate care.
These include, butare not limited to, quality assurance, utilization review, case manage-
ment arid use of a primary care physician. Although the combination of elements will dif-
feramong plans, each managed care plan operates as an organized system where patient
services are subject to review and coordination by health professionals.

0 Quality assurance is a process by which a managed care plan monitors and takes
action as necessary to assure that quality care is delivered by selected providers. The
process measures the extent to which quality has been attained and perioc ically
reevaluates health care to assure that established standards are being met.



o Utilizat'on review is a system of reviewing the medical necessity and appropriate-
ness of patient services within guidelines developed by physicians. Performed by
health care professionals, itis comprised of several processes and may be used for
both inpatient and outpatient services. Processes may include preadmission cer-
tification, application of practice guidelines, continued stay review, discharge plan-
ning, second surgical opinion and retrospective review. Because of the explosion of
costs in all aspects of ambulatory care in recent years, programs to require
preauthorization of ambulatory procedures are now evolving.

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

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

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

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

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

Other managed care techniques include case management, which isa process that
provides a comprehensive plan of care and rehabilitation for people suffering from severe
conditions such as trauma, premature birth or AIDS. Through flexible interpretation of
plan provisions, case management coordinates the use ofall appropriate types of therapy
and equipment in the most appropriate setting. Case management often supports alterna-
tives to institutional care, such as physical therapy and other services delivered in the
home, thatachieve better patient outcomes at lower cost.

In many managed care plans, a primary care physician serves as the initial screening, test-
ing, treatment and referral source for a patient. This physician oversees health care ser-
vices rendered to patients by other providers and assumes continuing responsibility for
the overall course of treatment.

Health Insurance Association of America
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HIAA POSITION:

Plans provide financial incentives for covered individuals to use providers who deliver
appropriate quality care. In some managed care plans, the cost of services is covered only
when health care is received from selected providers. Other managed care plans provide
individuals more iatitudc in the choice of providers. Out-of-pocket costs, however, are
usually higher when out-of-plan providers are chosen.

Some state legislators are concerned that managed care, including both contracting
arrangements with providers and utilization review techniques, could adversely affect the
quality of health care. Their concerns have been encouraged by some associations of
providers representing hospitals, physicians, dentists, pharmacists and allied health profes-
sions. These groups have drafted and advocated state legislative proposals that would
restrict or prohibit the operation of managed care programs.

HIAA is firmly committed to the expansion of managed care programs and techniques in
order to assure high-quality, cost-effective health care. Managed care systems have the
means to avoid unnecessary and inappropriate care.

Therefore, HIAA isopposed to legislation or regulations thatwould impose barriers to the
developmentand implementation of managed care in its current and evolving forms.
Legislation or regulation that unduly limits insurers' ability to carry out rigorous utilization
review is one such barrier. Legislation that opposes utilization review takes many forms,
butgenerally seeks to put inappropriate restrictions on who can conduct reviews and
what can be reviewed.

HIAA is also opposed to legislation that would restrictan insurer’s freedom to form net-
works or contract selectively with providers. Legislation that opposes networking also
takes many forms, but generally seeks to put restrictions on the ability to pay providers
anything but theirusual and customary fees, or to contract with a limited number of
providers.

HIAA believes:

o Insu irsshould be free to negotiate whatever price they can with providers. One im-
portant way to reduce costs is to be able to buy provider services at lower prices, and
managed care systems need to have freedom to negotiate lower prices. On the other
hand, insome instances plans may wish to offer higher-than-usual fees to especially
efficient providers.

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

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

HMO providers.



STATE UTILIZATION REVIEW LAWS
MAY 1990

So far this year, ;six states — Georgia, Kentucky, Maryland. _
Mississippi. South Carolina;"and Virginia — have enacfed legislation
regulating the practices of private utilization review a?ents. In
addition, Arkansas, Maine, New Jersey, Maryland, and North Carolina
had utilization review laws on the books prior to 19907 '

The bills enacted in 1990 all require companies conducting utilization
review in their srate to obtain certification from either the State
Department of Health or the Commissioner of Insurance. Generally, ;in;
order to*be”c/tified, by a state, a utilization review firm must

submit® infomatfon'desliribing:

0 review.criteria and procedures to be used in
Nevaluating hospital and medical care

0o ;the type and qualifications of personnel
performing URj

0 procedures and policies ensuring that a private
review agent is "reasonably accessible" to patients
and providers during normal business hours

o policies and procedures ensuring that applicable
state and federal laws protecting confidentiality
of individual medical records are followed

0 procedures by which insureds, patients or
providers may seek reconsideration of adverse

decisions'

In addition, several#f the laws require that, in the event a
utilization review'agent is questioning the medical necessity or

appropriateness of care, the ‘attending physician or health care
provider must be able to discuss the case with an identified health

care provider (or physician) trained in a related specialty.

Utilization review legislation has also been introduced this year in
Florida, Massachussetts, Missouri, and Kansas. While the first three
states are still considering their bills, the Kansas legislation died

when the session ended in April.

Pennsylvania. Nevada, New York, Illinois, Ohio and Alaska are among
the states that are reportedly considering the introduction of
utilization review legislation’.
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Utilization review promises to help control
health care costs. The medical establishment

is fighting back.

Thedoctors’new allies

By Janet Novack

The medical establishment is un-
happy. With the spread of managed
health care programs (See preceding
story) and other efforts to control spi-
raling health costs, physicians’ free-
dom to prescribe whatever treatment
they deem fit—and to be paid for it—
is being constrained.

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

Forbes mFebruary 18, 1991

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

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

companies now require workers to
get prior approval foranoncmecrgen-
cy hospital stay, up from about 5% in
1984, according to a survey by con-
sultant A. Foster Higgins 8c Co.

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

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

£ abuse of patients” by the review pro-
pcess is that doctors have fought long

and hard with chc reviewers to have
care approved. Dr. Robert Decker,
founder of Downers Grove, Il
based HcalthCarc Compare Corp., a
successful, publicly owned utilization
review company (Forbes, Mar. 21,
1988), acknowledges that there have
been problems with some ofthe hun-
dreds of review companies. Says
Becker: “Doctors have had to waittoo
long on the phono to talk to poorly
trained people.”

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

Nonetheless, politicians in a score
ofsrares, pressed by the medical estab-
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