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MEMO

TO: Representative Pete Knott (fax 694-894

FROM,; Roland E. Gower, M.D., Counselor
Anchorage Medical Society

SUBJ; "Any W illing Provider" legislation
DATE: September 30, 1995
I was unable to attend the meeting this morning concerning "any willing

provider" legislation, and wanted to present you my feelings in writing.
I feel that this is an important piece of legislation and should be
passed this year. It is important in that it protects the independence
and autonomy of medical care providers. | think the overwhelming
m ajority of the medical community is cognizant of the need to decrease
costs and improve the efficiency in providing medical services. However,
a great majority of us do not want to sign contracts and be told how to
practice medicine at the direction of an IIMQ. It seems to me that if a
practitioner is willing to offer the same service for the same price as
a contract physician, that one should be allowed to do that without
being under contract. Obviously, this also protects the patient in
allowing them to choose any doctor that they wish who is willing to work
for the same fee. 1 strongly urge you to support this legislation and
work toward its passage.

REG:bar
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October 4, 1995

Representative Pete Kott, Chairman
House Labor and Commerce Committee
10928 Eagle River Rd., Suite 141

Eagle River, Alaska 99577

Dear Representative Kott:

This letter is in follow up to Aetna’s testimony on House Bill 266 to your Committee on September 27 in
Anchorage.

At the close of the hearing, you asked all parties to review Representative Rokeberg’s proposed
Committee Substitute, which was not made available prior to the hearing. We have reviewed the bill and
concluded that the clarifying sections which have been added to the original bill (Sections 2 and 5) do not
materially change the impact of Section 1, which is identical to the original version of the bill. If passed,
the legislation would still effectively put an end to PPO agreements in Alaska. Aetna continues to
oppose the legislation for this reason and urges you to keep HB 266 in the Labor and Commerce
Committee.

One point which was made by all of the witnesses in opposition to the bill is that Section 1would either
immediately or over time eliminate any incentive for a hospital or provider to offer a discounted rate.

The reason for the elimination of incentive is that the predictability of hospital patient volume which
results from a PPO agreement allows a provider to be more efficient. Greater efficiency allows the
discounting of linkage of patient volume for “preferred"” prices, we believe the economics of any provider
agreement related to prices will not be sustainable. Allowing any provider to meet the terms of a PPO
agreement would in effect remove predictability of patient volumes and therefore the ability of a provider
to manage for efficiency.

A primary reason for high hospital rates is the large unused capacity in hospitals which adds fixed
facility and personnel costs even while that capacity is not being fully used. PPO agreements help to
keep capacity and personnel costs closer in line with utilization.

The Committee Substitute does now recognize that self-funded employer plans are exempted due to
ERISA provisions. What was not discussed at the hearing, however, are the implications of this
exemption. It is the larger employer who has the financial circumstances and resources to consider a
self-funded arrangement in lieu of a conventionally-insured policy. For these employers, then, any
preferred provider arrangements they may have in place or choose to establish will not be impacted by
HB 266.
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It is instead the small employer desiring a preferred provider arrangement who will effectively be denied
that opportunity, since it is not financially feasible for such employers to assume the economic risks and
cost unpredictability inherent in self-funded/self-insured arrangements. And it is arguably the small
employer who struggles most to provide affordable health insurance for his or her employees and their
families and who would benefit most from the collective purchasing power and reduced costs available
through insurer-administered preferred provider arrangements.

Preferred provider and other managed care arrangements are a proven vehicle for managing health
benefit costs, and they can do so without shifting cost to employees and their families through higher
plan deductibles, higher insurance payroll deductions, or the reduction of benefits. Numerous surveys
show that employee and patient satisfaction levels are as high as or higher than those for traditional
plans. Mature managed care plans integrate the financial aspects of care delivery with an equal focus on
clinical quality management, wellness and preventive care promotion, and the screening and evaluation
(i.e. “credentialing") of providers based on far more information that is available to the lay person
operating in the real world of health care delivery.

As regards the issue of freedom of choice, Aetna and other insurer’s preferred provider arrangements
allow individuals access to a plan of benefits that provides each consumer the choice to participate in a
plan that optimizes cost-effectiveness and minimizes family out-of-pocket costs, while still providing
meaningful and significant reimbursement regardless of the health care provider or facility chosen.

Thank you for the opportunity to testify on this most important issue. Please let us know if you need
additional information.

Regards,

Steven M. LcBrun

SML/vT

Acetna Life Insurance Company
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Chief of Market Surveillance
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DISCUSSION OF AS 21.36.090(d), (e), and PPO'S

AS 21.36.090(d)

éth themgro Cli ofSE 100, the has, beenconsuierable?tlscusslﬁncente dﬁd on the effect of
Jj ;ﬁ sectlono aw |smt£:§ wit

21,36 section de unar scrimination
|ssues IP he jtlnsurance Subsection (d) IS focused on aroup health expense incurred
types of po ICIES or Indemnity type contracts. T

statute states.

(d) Except to the extent necessary to.comply with AS 21.42.365 and AS 21.56, a
DErson may no& Bra tice or permit L[t)nfalr dlfcrlmmatlon agamst a gerson who >Prowdes a
Service covere roupdls ill 8 Icy that extend™* coverage on ane ense
mcurre asls, or un er ﬁrou serwc rm mnity t econtractlssue cy
P [0 |thhr oragonl the s 3 r’awn Int escp rovid ers cuatlonal
icense. |n this subsect IOR provide meansastate Ic nse siclan en|
osteoBat opfometris onractor nurse midwite, adva ceF ursegra fl |oner
naturopath, smaterag

occypational therapist, ogist ogical
associate, or licensed clinica isoualtpwor er, or ce ? H irect-ent Pntt/twn‘ J

Certain policies of insurers, any "group disabili 0I|c that xtends covera?e 0N an expense
Incurred basis,” are impacted, s are ¢ néractso aI me |cal service corporations any “group
Service or indemnity type contract issue byanonpr |tcorporat|on

What does AS 21.36.090(d) do?

AS 21.36.090(d) is mtended tg épre ent an insurer or g hospital medical serv%corgoratlon from

dlscrlplnatlngva%aln rovi m/ é)row esasiarwceo treatmem %pvete ontract, that

IS performed Within the scope o tho occupational ficense for the providers* profession.

é\n exaﬁtplewould bo a policy that provides covera efortreatmthofaheadache I tr atmentofa

eadache can be erfor edb a physician, &dentlf] an osteopath, or a naturopath, undert e

0cC gtatlona license of each df those professions, then the in urercannotexclude treatment Oyan
them. Thiscan [tas t(}pener éedsome%eaterjpeu Icit concernm? what is covere

n
g%‘éeed%"rvee“é‘? et Aol T ity e 13633001 prfeSoons WA do ot have

ccess to a nospital as a pl’OVIHGI’

Concern has arisen thatexp%nsmnsoft e.defined providers u de this statute would result in
Increased costs as tho m ractices drive up coats, There has een no evidence of that
occurring an in fact some su gestlont attheopposate I true. In past hearings concernin
revi |ons to thls tatute, there Nas been testimony presented to the effectthatthecareor érea ment
can P VI ded nyome rofessions atareduce co?t In anyevent| sur IS haye and currently
use tools fee contrql g sconcern &prlmarglf hesels} use ot | emm catlonor
reim ursementa ula Fus omary a eason echa 88 aser [ce or treat ti

% ep mentand euctl eat es arealso utilized An a |t‘ ﬁtoo I a reasonable review of
the medic necessu%) aproce Freoxtnutmem pecifict ntecontr cﬁlanaua%eas totho

extent IMIES o coverage.Is also emﬁ)rop lale FOF example th erelsa erence detween
counselin ﬁ g |0|g aI couns 8W jch the nsurercart PI’ECAS@S)/ retlect InIts coverage
structure It out éngagirig In anuntair Iscrimination among proviaer

Services or procedures W e Scop eo ractlce it as esfa apolic to allow
ofession to pr ctlce IFwould there orebel appr prlate to allow that profession tobe

The logic given for this st tute ove theyears as been hatlfthest tellcenB? ﬁ Jowdfrto
gfr ortﬁ ﬁ T] |s%) |
scriminate agaﬁtst by insurers.

Page 1
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DISCUSSION OF AS 21.36.090(d), («), and PPO'S

Docs this statute constitute a mandate of coverage?

TheD\vrsron ofInﬁurancecontendsthatAS f136 9de|snota andate of coverage, it docs
notte anrnsurert atrtmust provide particul arcov rage Itmerelyst tes that it covera?e 1S
grovr ed, the Insurer cannot d |s rrmrnatera%arnsta |?te ractitionef’ who can provide the service
I treatment wit |n the scope ot practice for that profession.

la the listing of providers in AS 2136.090(d) the only way to address

discrimination?
AS 21.36.09 as first enacted in 1966 (Sec. 1¢h 120 SLA 1966) and defined provider as a
state }ce gp \é\fcrsa rSentast tr) }eopath %rg}ometprst orchAopract)or [t was amgnde ona
numbero occ onsadrngt owrn%g esEmns

erij\rrséeng]el \r,rvrjrge ractitioner SeCc 56 i 1199

5 P Y

sical therapis .
B 3, atjon [lﬁera ist Sec. 28 ¢ch 2 FSSLA 1987
L Y
§51nrca socla ygor%er gec 1%%0 7§LA &§8%
certified direct-entry midw ec. 1en 51 SLA 19

SB 100 rogoses to add the following professions to the definition of provider in 090(d):
é)hy iclan assistant
clpuncturist

By defining “provider” in thi licensed professions not listed in 090(d) effect veI can be and
r)egrscrrmgnageda ainsL | ?ﬁre P/ ument IS cce ted that leg |§atrve ena(l ento a %rtrcu?ar

edical Professron constrtutesae islatjve polic decrs nto owthat rofession to ctrce an
tatrﬁrs na gro riate to. Bermrt r rrmrn 10n against E (0 essront ant erer er method

a]c leving discriminati roteﬁtro(p rscan revrsrn eexr trn oremove
e asf[ entence whi % Icoot ns the definition an yma gmrnor torra changes the first
art of the statute as follows:

g Excegtto the extent necessagto com#]l)[/]wrth AS 21.42.365 and AS 21.56, a
son ma tice or per r:rr atrona alnst a ersonwo rovides a

L LA

ervice %ere era rou disa |c thatexten S cover ge on ane gense

rncurre?f asis, or ynd er rou servrc rr mnrt ontractrss 5

nonJéro Jtco Eoratron ft e se vrcPe SBIESWI(E mEtS‘e to t ersonsy;PR VIDER 9]
| S H B éi/l I

E& %%RACT% %rURSE WFI{F ’I ADVANCE S

I

L
Preferred Provider Organization!

For some time the Division of Insurance has focused on a single statute as the basis for the position
that a Preferred Provider Organization (PPO) is not authorized in Alaska. That statute is AS
21.54.020(a).

Page 2
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DISCUSSION OF AS 21.36.090(d), (¢), and PPO’S

AS 21.54.020. DIRECT PAYMENT OFHOSPITA MEDI%Aﬁ SERVICES, §

rnsurerma andn onwrrtten re uestofthecovere ersons within 30 wo

a}/sa er eervrn roo o os ﬁetemeg} Rawn mnr |esu der grou drsa rrt
r ! It sin

0lI rovid enra ICa
olCy May no con rovr ca% atse ICéSékf vre

?emr%s”ﬁﬁt%p | orrrerson exce& mam cnan anrza
uﬁ&eri\%? 8plfthe|nsure r? Xsrnde%?rp ties to thecovered erson aftr ecovered
8? 0n has given thernsurerw it nnotrcernt eproofofl otssatementos% fectron

Irect pa mento demnities to the provider t serrrrce insurer shall also pa
thoserndg trestotHeprovrderofthe%ervrce (f Py

The are several thﬁrst ufes that taken collectivel re uire stathoF%lr hefore PPO?
Ch oerat |n T |sdoeds ot represen anof) osltion tot anrsm merely ihat
the statites do not currently provide for that mechani

How Blue Cross does ft

e e
I 1.87. It gelivers healt

ket

able to ot oaet |n S asWe ue IS aut orrzed under AS care
CoV raqet rou% U»e of two confr dacts The trnécontract |s? rrivr ers contract In which a
medjcal car r\P vider agrees to ﬁrovr e services and agrees to a level o remuneratron from Blug
far those Services. BIu then se sasecondcon ract to theend rec |ento care. T IS contract 1s a
scrrgtronco tract whic Verovr es access o the contracts It has tere into with die Errovr ers.
b RO e T
and 160 attached to tﬁrs Iscussion.

ese provisions effectively allow a different benefit to be provided for the subscription hasis than
fo{teprndemnrtybas?s Ngt ?ratASZl 0(% 2 #ersad?rjferencebyrts ugeofthe phrase
How an insurer does it

An insurer js defined in AS 21.90.900(24) as an indemnitor in the business of entering into
contractso#srnsurance Note also the &?r)n?tsron o?(rjnsurance in AS 51 9% 30025 J

%21 90.900. DEFINITIONS FOR TITLE. Inthis title, unless the context requires

Q?P “Insurance”.me nsgcontract herebﬁooc nderfakes to i eremnr ?nother
rr)ax encre)é” ea specified or determinable amount or benefit upon determinab

r]zzr) "Insurer” includes aPerson N arT]ed as mdemnrtor surety, or contractor in
the business o enterrngrntocont acts of Instrance or 0 annuIty;

These defrnrg%ns X tg |ear to allow.an insure go e{r%er into subscrrpt Rn gontracts of the type

optemplate rnsurer lapotan corpor SUrer 1S
%QEP&; ¥atr0n It e I'OUS aves eCITIC au%horrzatron fodo '[ﬁ ?ands ognhrngs ad Banre can do.
0 accomp thIS It must Seek an au 0rizing statute

Discrimination
A more relevant cite isAS 21.36.090(b) & (d), which deals with unfair discrimination.

Page 3
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DISCUSSION OF AS 21.36.090(d), (e), and PPO'S

1 NFAIR DI RII\/IINATI
J 090 U may not Y;/S eorl%erﬁmtu%walr |scr|m|nat|0 betweenm Md aI*ofthe

assr oess ntlal 6 same pazard jn the amount o1 premi |c or
ratesc ar |c ntract alsal nsuranceorr%ﬁ]eﬁehe?i?s
5 orconaruons o ctorlnan othermaringr
d Seepage

AS 21.36. 090 n(]actsonl insurers but not Blue becauseltdoes not contai fhephrase "a
rogg service orin 0 contract ISsued b anongro fit to1001*900 w
d@&gacts otn. This |3| ort nthe an limit §acep§ on an msurerforth forms

econ

roh| RNt arever adangd wouldzp ear to provi eabarrlerwnhogtot er
aha fites, Inpartlcu rtep rase " wn enefits pa bl orinanyo the terms or conditions of
the contract, or in any other manner wnatever" appears to'be a bantcr,

Conclusion regarding PPQ’s

The DIVI noflnsurance helieves th tanlnsurero eratln aPPO would be | nV|oIat|on of AS
Le IVISI N IS yncom ora le with raotl n taPPOc nbe gerate U
furrenta jithut Specific autharizin an uae ont evetht |vaa thnde ythe
eqislature w gn itdr te tev rlous atut dﬁ num ero states have fe f5|m| ar
constraint* and specific statytes a¥e eéena o ted. T e Nationa As omatlonQ Insuranc%
ommissioners Has prepareg a Preferred Provider Arrangements Model Act w fﬁh IS attached to
this discussion. Forexample, PPO’s operate in Florida, but Florida asanena Ing statute.

What does proposed AS 21.36.090(e) do?

\thec %Ié Sraft CS for SB 100(L&C) dated 3/15/95 adds a new subsection (g) to AS 21.36.090

g% Exc?ptasothe Ise required by law, a person ma notur?falrly dlscrf]mmatea ainst
ospital that provides a Service covered Un era roup disability go d that extends
cove 3 € 0N anexp ensel? Hrred a5|500ur}1 roup Seryice or'ingemnity contract
}s]sue acorpp[]atlo llthesrwcelswn Int scR%eo % ospltasllcense In
this subsection, “hospital" has the meaning given in
ThI?SECtIO aRpearsto move away from m natl;ed care and PPO's, As toin urers his cau
conflict with the Division’s existl V|ewo statite Pm/ever[helmpacton 0spl rme |ca
service corporations Is substantial. H I}%roposa wou gnt rely restructure the aytese
corpoaatlol erousto ergt«gl tanrc]iwoultol he ere llureare raitin eg tmuaceofAS 21. 87nAPosp|t/a\I
or medical servic ration Is not a r al care service organization, As
noteg eaﬂler un er&H%dlsc ssmn on Hg and f-?o pﬁ%e%ross goes It eafms | ior medical
Service corporation de lvers ealt iarecoverape throu theuseof woco tracts, T e first
contract IS acontrac(éwn a osapfe ? edical teryice rowdermw Ich ipow era regs

0

roVvIae Services and agree VEl 0Tremunergtio 0SE SEIVICES, Ital or medic
gerwce corporation th ﬁ aSecon contractcem (5] aSUBSCI'I %IOH contrac ﬁ]g end reci IEI’I?Of

are.. Pust e subscription contrat row £S5 access totheserwcecontracts entered into by the
ospital or medical s |cecorpora

AS 21.87. 15 %%e %%r age 2 of Attachme t#l overns the hospital service
reement %g# z %’ 8%)6% same a e gev St eng f% lon contract.
arrangemento ese section wo enecessa Ithimposition 0 (%
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DISCUSSION OF AS 21.3«.0IM)(d), (e), and PPO’S

The c?ntrﬁctual S ructurei ungerwr]lch ahosgltal or meo‘tcaL ervice cor oratl er tes avmgs the
need tor the usual capital and surplus requir mentT g{) Ica eto anin %lrer |s ec use
contractcontamspro ISIOnSth%[) fa H ﬁ‘l obligation on the pan of the row er

nqocontract rV| eror hospital |s afforded the samie status as-a contract provider or os |ta
wﬂhouttﬁ & gatlonsmpg the contract, |twouﬂ§ufo ow that the ewouFJ be no Peason for

acontractprow r or hos ta?to aintain that contractual relatlonshlﬁand contractual o ligation

since the oudb(f d; Aq%mecondltlop\gnt ou(slgf However, wjth this proposed change ?

cor oratl nforme would be no erentt an anmsurer ex eptthat It oudnot

ave?] a¥1 marf]ma hackup. Itatoccurs hen itwoul Res T%L? %reLp 21.87 and xge
Ism for any existing corporation ormed un er ecome an Insurer muter

il

ThIS subscri tboncont alsoprowd swhat s |Btende88 hnmdentalmde nity coverage so
that care me& (?Pnro on anon-a |cr|Pt|ot alis, 09 E ?s the potential to ncg aseF
nC| ence orinde Ilzatlontot epoint thata corporation formed under AS 21.87 could no

ongeroperate as |nt

One additional factorthat may be relevant to consideration of this provision is AS 21,87.070(3)
which states:

AS 21.87.070 QUALIFICATIONS FOR CE?TIFICAT OFAUHHORITY The

director may not issue or ermtt Ist a cert % a] ority to e or act as aservice
rB if the fo owmq ua

cor oratlon t0 a corporation Whi¢h (loes not cations:; .
p P Ifa hospl servmecor ratjo must h HorceRt Il times while so

thorjze er\z £ agreements wit al'tl ant ocate |nt e areas oft

If t

cribers* resi enc S, COﬂV nlen atlona C|ent as t0 capacity an

aCI Ities, reaspnanl tO urnis serwces pI'OVI ed 0r proposed to de
provi ed yi eco poration to ItSS CI' ers,

ey S 3] T STy B ot g e 10 pbceed s lmitatng A 2131

Attachments

Page 5
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Selected Roipltcl/Medical Service Corporation Statutes Attachments:

AS 21.87.070 QUALIFICATIONS FO CER IFICATE OF AUTHORITY. The
director may not ssue or. erm tt egqstacep %o achorlt to be or act asa service
corporatlont agor oratl nw ch does not. fulfll the followin Ua|IfIC ons. .

(s If a hospital service cor oratlon tmust ve |n ceata t|me hile s0
authorized, Service a eements W|thp |a|c os Itals ocate n 5he areas 0 tssu crlbers
residences, convenjent s to ocatlon Iclent as to ca aC|t acilities reasona E/to

S

furnish the hospital services prowde or proposed to be pr VId d by tire corporation to 1

subscribers:

g ifam edlcal aerwp]e colorat usthavein féace service apreements with
par iC| m roviders locate A areuso tesu scrl ers reﬁ enc scpnven ent.as to location
an SH duentm numbers and facl |ta S reasona 8/to urnish the me Bca and surgical services

rationto Its subscribers;

provided or proposed to be provided by the corp
AS 21 7120 SERVICES AND BENEFITS WHICH MAY BE PROVID
I% CAL SERVICE CQ PORATIO|\I [Ka} medical service corporation sp ﬁ%avethe
right to provide t0|tssu r| ers partor al ofth ol wm sendee an ene |tson%/
% medical an sur |ca serwces furnishe tot e sub SCI e nypartlclgp R/rowders
mmtg nbrea onable gmount wif respect t0 su%%lc 8 ices
fumiahed to scriber [PrtICIR]anI nprow ers, ut su ec

It respectto ospltal serV| es Lumlghedt e

%me In reasonable a

subscriber white under the care and treatment a artic Rant rovider or under the care an
freatment 0 npt e rowderu on referra l}/a rlg pr Vi e[

| mre so abeamo nt ge}c to ap glances plrosthetlcs and similar
devmesan T pacemens en uance X-ray, therapy, and similar services.

This section does not rOhlglt tBecorp [ t| nfrom ac n% US com ensatepl servicin apent
asto e Ith cares Y)lce?]to Brow ed by a public agency, or untler agreements between 0
partles not solicited by the corporation.

S 21.87.130 SERVICES AND BENEFIT WHICH MAY BE PRQVIDEﬁ)
(%SPITAL SERVICE RPORATIﬁ 'Ahos ital servme oratlon shall have the
right to provige to its suoscriber partorg the Io In servmesan EItSIOH
% églta Services urm| ed to the subscriber q Ital*
5 services ftimished to tta

articipa

mnity Ina reaspnable amoynt with respec E)&

subscrlberg par?lc panthosp?tail %utsu Aectto %hé Sé

" 87 15%) emnity in a reasonable amount for other ealthcar services, as defined in AS
j This sectlon does noJ ép

%hlbltthe corporation from acting as compensated se]rwcmg agent
as to he lth¢ res J ices to be provided by a public agency, Or under agréements between ot
parties not so |(:|te y the corporation. .

AS 2187.140 MEDJCAL SERVICE AGREEMENTS % p)] ical serw
orpor% lon snallentermtoservme aac“eements ith providers licensed by the st teon
tre se‘ Each service aﬁgeeme t.shall re u1rete artlm ant ow ers 10 fu (ﬂ teo SSULE?SchrrI beerrg of

Ice orporatl e medica orsu ces tatare n

contr ct% rnishe articipant pr \ rsT |sob at|on 0 pﬁls £ SErVICe, as,

rovided qb Inthe's scr| r's contract, s oa recto |gat|ono the participant providers to

e supscribers as well as to the serwfe corporation,

(c) Eagh service agree ents lfurthereff ctlvel Browde in substance that
pafr |C|pan row er shall be compensated o serv esr ndered toasubscrlber

Haccordan wﬂﬁa}schgdueo ees contal theagreemen or attacheg to and made a port

the agreement, and that t 8ar upantprow erma not're uestorrcehve naopeserwce

corporation compensation for the services which 1ot in accord with the sche
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Selected Hospital/Medical Service Corporation Statute*

(2) compensation for services may bo prorated and settled under the circumstances and
in the manner referred to in AS 21.87.300;

(3) if the participant provider withdraws from the agreement, the withdrawal may not
be effective as to a subscriber’s contract in force on the date of the withdrawal until the termination
of the subscriber's contract or the next anniversary of the subscriber's contract, whichever date is
the earlier.

(d) The proposed form of the service agreement shall be filed with the director and is subject
to the approval ofthe director under AS 21.87.180.

AS 21.87,150 HOSPITAL SERVICE AGREEMENTS, (a) A hospital service
corporation shall enter into service agreements with hospitals approved or licensed by tho state
only.

(b) Each service agreement shall require the participant hospital to famish to subscribers of
the service corporation the hospital services which are, under the subscriber's contract, to bo
furnished by participant hospitals; and this obligation to furnish the service, os provided for in due
subscriber's contract, shall be a direct obligation of the participant hospitals to the subscribers as
well as to the service corporation.

(c) Each service agreement shall further effectively in substance provide that

(1) the participant hospitals shall be compensated for services rendered to a subscriber
in accordance with a schedule of charges contained in the agreement or attached to and nurfr a part
ofthe agreement, and that the hospital may not request or receive from the service corporation
ccmpensation for the services which is not in accord with the schedule;

(2) compensation for services may be prorated and settled under the circumstances and
in the manner referred to in AS 21.87.300;

(3) if the participant hospital withdraws fromthe agreement, the withdrawal may not be
effective as to a subscriber's contract in farce on the date of the withdrawal until the termination of
the subscriber's contract or the next anniversary of the subscriber's contract, whichever date is the
earlier.

(d) The service corporation shall terminate the service agreement ofa particularparticipant
hospital, in addition to other bases of termination provided for in the agreement, if it is determined
that the hospital bos knowingly charged or attempted to charge the service corporation for a service
not actually rendered, or has knowingly violated a material provision of the service agreement.

(c) Toe proposed form of a service agreement and of tee standard riders and endorsements to

it shall be filed with the director and are subject to the approval of the director under AS
21.87.180.

AS 21.87.160 SUBSCRIBER'S CONTRACTS, (a) Each subscriber's contract issued
offer July 1,1966, by a service corporation constitutes a direct obligation of the participant
providers ar participant hospitals of the service corporation to render the medical or hospital
services, asthe case may be, as agreed to be rendered by the participants in the subscriber's
contract.

(b) Each subs iber's contract or certificate shall in adequate derail set out provisions from

which can be readily determined

(1) tho services to which the subscriber is entitled from participant provider* or
participant hospitals, as the case may be;

(2) the benefits, if any, to which the subscriber is entitled on an indemnity basis,
consistent with AS 21.87.120,21.87.130 and the otherprovisions of this chapter,

(3) the periodic subscription charge, rate or ore payable by or to the subscriber; or, if
not so expressed and (be charge, rate or fee is subject to change, the subscriber's contract shall
require that not less than 30 days' written notice of the new charge, rate or flee shall be given to the
subscriber or the remitting agent of the subscriber before the change is effective;

Page 2
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NAIC Preferred Provider Arrangements Model Act Attachment 2
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ection 1. ShortTitle
ection2,  Pu {; QSE

ection 3. De n|t|o(§1
ectiond.  Preferre ProwderArrangements

Sectjon 5. HealthB gne fit Plans
Sectjon 6. Preferr? Proyider Participation Requirements
Section 1. Genef Requwements

ectjon g.

SEeon S Sokraniy

Section 1. Short Tltk

This Act shall be known and may be cited nathe Preferred Provider Arrangements Act.

Section 2. Purpose

The ur seoft IS tls to encoura ehealth core ccfatcogtammgnt while greserw f%jalltyof

care }/ owm a care | gurers ?ntermto prererre IﬁJrOVI erarran mentlsa g/

establish | mum standards orpre erred provicder arrangements and the health benéfit plans

assouated 086 arrangements.

Drafting Note: Tho UM of the term “allowing* in this aecrian i» not intended to indicate thor health cam nuurcn
ore acting unlawfully in a state which bos not enacted a law allowing Preferred Provider
Arrangements.

Section 3. Definitions

Tho following words and hrasF hen &Jsed totglsArtshaIIhave the meanings given to them to
this section unless the context clearly indicates otherwise:

A.  Commissioner - The Insurance Commissioner of the State of

B. Cov red Person %ng Hersononwhosebehalfthehealthcaremsurerlsobllgatedto
pay arorprowde ealth care services

C. Covered Services - He It C W the health care insurer is obligated to
pay for or provide under the calth Benert Plan

D. Eme %Cﬁe Govered services delivered to a covered erﬁon who h?s suffered an
cm 0 |n ur or contr cte amedlca 3on ition reasonably requires
ebene ed to see me ate medical care un rurcurgsta ces ra(s
oca |0 sw hreason Ilygreclu e heneficiary or insured from obtaining needed
me ca care romapre red provider.

B Health enefltPIar}] Th he msurn %Oh or subscriber ehe tbe eenthe
covere gerson ort o ran ﬁ caremsurerw ich defines {
covered Services and ene evesaval

F.  Health Care Insurer - An insurance company as defined to

Page 1
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a hospital Plan corgigratlon as defined in a health
oarviqw plan cor ?rat é)n as defined In A fealtTmmmntsnuooe
organization as gefine | N
,or a fraternal benefit society as defined in.
Drafting Note; Thu definition may a0*3 to be modified to conform to the state’s service plan enabling statutes.

G. ?tea%leth Care Provider - Providers of health care services licensed aSrequired in this

H. Health %are Serwce Serwcesrendered onorodncts sold bg %healthceﬁreprowder
with lni esc(? pe oft e dersllcense Thg term Includes, but Is not |m|teg to
hospital, medical, surgl entaI vision, and pharmaceutical services or products.

|, PreferregProwd?r Ahealth care growderorgroupofprowderswho have contracted
to provide specified covered service

J.  Preferred Prowd?rAr dan ement - ontract]betvveen ‘ n behalfof the he Wcare
Insurer and a preferred provider which complies with al erequwementso IS Act.
Section 4. Preferred Provider Arrangements

Not |thstand|n8 nX Jorovmons of law to the contrary, any health care insurer may enter into
Preferred Provider Arrangements,

A. Such arrangements shall:

(1) Establish tge amount ?nd manner of pa)c/lnent to the preferred Rrowder %uch
grr%% (t; rasn manner 0T payment may Include capitation payments for preferred

(2) anlg echa isms which are designed to minimi?*? the cost of the health
ene tpan T ese mechanisms may Include among otners:

(@) The review orcontrol of utilization of health care services.
(b) A roc%iiurefordetermlnlngwhetherhealth care services rendered are

medically necessary
3)  Assure reasonable access to covered services available under the Preferred
) rovu? Arrangementanéanagequate num %ero#preferreg prowJers to render
those Services.
B. Such aga R?ments shall cot unfairly deny health benefits for medically necessary
covered sefvices
C. Ifanentiiy entersintoa con ract roviding covered services with &health care
¥Jl ti1snoten \%lch wouFJ re uwe |ttoB ﬁlcense?asa

e ma tl

Eeat care, [NSUrer, sugﬁ% tlt shal HE * th the Insurance Commissig er|n ormatlon
ES I’I I [F Ctivities and a %SCH[BUOHO e contract or agreement, Iﬁ ? fered Into
Wlt at Care proviaers. ?EI’SW lenterlntodp tracéswn thcar
[V EI'S OI’t e exclusive benefit ot their employees and dependents are exempt from

IS requirement

Page 2
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Drafting Note: Section 4Cit an optional section if a state desire* to require verification of PPO activity of non-
uuttrence entities.

Section 5, Health Benefit Plans

A.  Health care insurers may issue health benefit plans which provide for incentives for
covereggersons £0 Uso ir Fealth care Fervrc s?f Preferred grovrders Such policies or
subscriner agreements shall contain at least the following provisions:

(1) rovrs on atrf Cove red person receives emerr%ercrc care forservlrces

|f|e In the re erre Provider Arrang emenéa a notreasona? reach a
erre r0\r erth at me ncycare Fen ere (! tccgurseo e
mer enc willpe reim urs as though the covered person had been treated by

a Preterred proviaer, an

(2) A provision whrch clearlal identifies the differentials in benefit levels foT health
care ser¥|ces (P P efgrre providers and benefit levels for health care services of
non-prcterred providers

B.  Ifahealth benefit plan provides differences in henefit levels Pa able to preferred

roviders,compared to other rovrderf such differences shall not unf arrp/ epey
Ba ment for covered services and shall be no greater than negessary to proviae a

reasonable Incentive for covered persons to use the preferred provider.

Section 6. Preferred Provider Participation Requirements

alth care insurcre £aso abelmr ?n the number or classes of preferred providers
rrsatrs the standaarrd%s t fort @y are Insurer, Eo?o 3 dﬁ fhat ereh edg

|scr|m|nat r%rgr St DrovI ers |so re r)rrace r, natjona orrﬁln %e seaqb
marital status, and further rovrded atse ectron o“gg erred providers |s rima y
B%\H erltgd to, cost and avallahility of covered servic sandthequalrtyofs VICes pe orme bythe

Drafting Notes; Categories of Discrimination « Individual stales may wish to add tddhJonsl protected classes in
accordance with stale laws or policies.

Quality of ScrWitci - The statement of a quality criorion at used in this section is aot intended
to crcuc any higher standard of care fee delivery cf servicer by a preferred provider than is
appropriate for other health care providers.

Section 7. General Requirements

Health care insurers complying with this Act shall be subject to and are required to comply with all
other app[rcab?e laws, ruN r?dregufatrons o? %rs tateJ | Py

Section B. Regulation*
Thlg &rértnmissioner may promulgate regulations necessary to toc enforcement and administration of

Page 3
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NAIC Preferred Provider Arrangement* Model Act
Section y. SeYefiuilny

If an(}/i gr_ovision of this Act is declared invalid or unenforceable tgﬁ/ea court of competent

1ur}s tion t? remaining provisions which arc severable from the invalid provisions shall remain

In force and effect.

Drafting Note: If« state elects to permit exclusive provider arrangements, ths foliowing section should be md'H
to the Act:

Notwithstandin%?nR/ other provision %f thifs_A?p health care insurers maY is?ue olicigs or
ubscribe agr ements hlc% rowéie ene |_t§ grhealthcareﬁerwceso g/l dservmes h(%e
%een render de%/a reﬁrf. Srow er, provi ef the Prggram as met all standards Imposed by the
ommissioner for availability and adequacy ot covered Services.

Legislative History (all references are to the Proceedings of the NA 10,

1987 Proc. 1 11, 19,652,713.716-718 (adopted).
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Al 7, 195

Im?sem' able Peie Koit
0 \ES

Labor and Commerce Committee Chairperson
Juneau, Alaska 9980!

Dear M., Kot

The Medicine Department of the Medical Staff at .Alaska Regional Hospital has unanimously
endorsed House Bill #266, ".An act relating to preferred provider agreements offered by hospital
or medical service corporations*. We urge passage of House Bill #266 out of committee and
passage of tlie bill by the legislature. (Those 46 physicians present for Lhe vote on this action
taken on April 7, 1995 are listed below and on the next page).

As physicians we tire concerned when patients are prevented from seeing the physician and
using the hospital of their choice or are financially penalized for doing so. We support this bill
as a way of continuing to Assure consumer freedom of choice of hospital and other providers.

Thank you for your consideration of this important health care issue and for passing the bill out
of your committee.

Sincerely,

(rjpeErson N of Medicine

DEPfjh
T e, s
WﬁerMBdicine Members Present

Beth Baker, MD

'SHI IVIVtrr

r.o. Box IDHKV

Anchr.Mfp. AK99514-314
WW-27h-111 | it 'AV-Avl-li It
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.mwoanmentof Medicine Mnmhcr.s Present Continued
Keith Hrownsberger. MD
Richard Buchanan, MD
Robert Bundteen, MD
Mary DeMers, DO
Prank Domurat, MD
Wayne Downs, MD
Richard Farleigh, MD
Glenn Ferris, MD
Shirley Fraser, MD
Sheryl Gale, MD
Gregory C-erboth, MD
Thomas Gordon, MD
Shawn Hadley, >1D
Hans Hager, MD
David Hentry, MD
Charles Herndon, MD
Kris Hirata, MD
Morris Horning. MD
Peter HuJman. MD
Burton Janis, MD
Janies Jolin, MD
Jamce Kastella, MD
Jayish Makim, MD
Anne Morris, MD
John Mues, MD
Richard Neubauer, MD
Patrick Nolan. DO
avid Peach,.MD
Kemeth Perrier, VD
William Ragle, MD
George Khyneer, MD
Lee Schlosstein, MI)
Charles Shannon, MD
Thomas Shreves, MD
Marjorie Smith, MD
Paul Steer, MD
Mary Stewart, MD
Latha Subramanian, MD
James Watson, MD
Dale Webb, MD
Thonm Wood, MD

AV " 1414
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AprU 7, iw

The Honorable Pets Kott

Hours of S ivas . .

Lavor 1] CONTIYEICE Cormittee Chairperson
Juneau. Alaska 99801

Dear M. Kott:

*Tie Pediatric Department of the Medical Staff at Alaska Regiunai Hospital has unanimously
endorsed House Hill £266, "An act relating to preferred provider agreements official by hospital
o>t medics! service corporations’. We urge passage of House Bill £266 mu of cotmuiuee and
passage of the bill by the legislature. 'Those 7 physicians present for the vote on this action
taken on April 5, 1995 are listed below).

As physicians we are concerned when patients are prevented Irotn seeing die physician and
using the hospital of their choice or are financially penalized for doing so. We support this bill
as a way of continuing to assure consumer freedom of choice of hospital and other providers.

Thanh you for your eu'ssideratkin of this important health care issue and for passing the bill out
of yottr committee.

Sincerely,

{\\ ﬁﬁ/* \(y\l \u W A

Chairperson, Department of Pediatric?;
/FB/jmh

Labor and Commerce Committee Members
Health & Social Service Committee Members

Department of Pediatric Members Present

Karl Boll, MD Clinton Lillihridge, MD
Jeff Brand. MD Donald Pickering, MD
James Briggs, MD Diuiid Tulip, MD

Bruce Chandler, MD

Lt Hir

r.0. Tlox tWUW
Ancl orjuf. AKVISI'MW#

'<07.?7h-1131 lo07-2«-J 143



States W eigh Plans T o D ism antle A Il or Part of T enure

"W e w ant to be able to assure the public th at
gualifications for classroom instruction are the firs

consideration for em ployment and not necessarily

seniority .
Carl Rose, Association of Alaska School Boards

"School districts w ant to help teachers get the

experience, supervision and professional developm
they need to be successful. Extending tenure
acquisition w ill give districts the tim e they need to

just th at.”
Carl Rose, Association of Alaska School Boards

"Tenure reform , a grow ing sentim ent?”
Education Week, American Education’s Newspaper of Record

"I think this has been coming for quite a w hile.

Education Commission of the States

"If [teachers] are sm art, theyil look at this as an
opportunity to elevate the profession. I don’t know

anyone who'’s more upset about a bad teacher than

7

good teacher.
California Secretary of Child Development and Education

t

e

L aw s

nt

do

a



The Trend: Tenure Headlines
"STATES SEEK TO OVERHAUL TENURE LAWS?”

* Alaska
Bills seek to extend tenure acquisition, allow for layoff when revenues decline, streamline a

costly nonretention process.

e California

Governor’s proposal would specifically eliminate tenure. Says the Governor, “Good teachers
don’t need tenure, [and] our children can’t afford a teacher who is just punching the clock.”
He also proposes to abolish California’s entire education code and start over.

e« Connecticut

In 1993 the Connecticut legislature tried to amend teacher tenure laws that would have
added new causes for dismissing a tenured teacher: The failure to demonstrate performance
that promotes student achievement or the failure to take part in activities that enhance
professional growth. Members of the legislature’s Joint Education Comm ittee are now
proposing that Connecticut require five years of service for tenure instead of three.

* New Jersey
Governor has introduced a proposal requiring teachers to undergo periodic recertification to

keep their licenses.

®New York
Legislature has already streamlined its procedures for disciplining teachers, but a new bill

has been drafted that would require teachers to be licensed every three years and undergo a
tenure review every five years.

* Ohio

Governor’s proposal would require teachers to teach at least four of the past six years in the
same district to achieve a “continuing contract” status. Also proposes a state education
licensing board that would evaluate, remediate, and, if performance is judged unsatisfactory,

release teachers.

* South Dakota
Governor is introducing legislation that would give school boards more flexibility to nonretain ineffective

teachers.

e Texas
Senate Education Committee proposal would make it easier to dismiss teachers: They could

be fired after two consecutive unsatisfactory reviews. Governor has praised the bill for
encouraging innovation and increasing local control of schools.

* Wisconsin

Senate lawmakers recently passed a bill repealing tenure. Governor supports the bill, and
has previously introduced similar bills. The Republican-led legislature is expected to pass the
bill into lav; soon. Other bills would repeal de novo type laws that recently cost the state
$200,000 to nonretain two school employees.

STATES THAT HAVE AMENDED TENURE LAWS IN THE PAST FEW YEARS
e COLORADO (Repealed tenure) e MASSACHUSETTS * NEW YORK

- FLORIDA * MICHIGAN s OKLAHOMA
SOURCE: EDUCATION WEEK, MARCH 1,1995, WSBA APRIL 18,1995, EDUCATION COMMISSION OF THE STATES, 1995



FEDERAL TRADE COMMISSION

WASHINGTON. D.C. 20580

CONIUMCM AND
OOMHTTTKW ADVOCACY

February 4, 1993

The Honorable Joseph P. Hazurek

Attorney General of the StAte of Montana
Justice Building

Helena, MT 59620

Dear Mr. Attorney General*

The staff of the Federal Trade Commissionl is pleased to
submit this response to your request for views on the possible
competitive effects of maintaining in place the recently-enacted
“any w illing provider” law, which is set to sunset in July 1993.
This law lim its the ability of preferred provider organizations
("PPOs") to arrange for services through contracts with health
care providers, by requiring a PPO to enter a contract with any
provider willing to meat the terms the PPO Bets. By preventing
PPOs from 1lim iting the panel of providers, the law discourages
contracts with providers in which lower prices are offered in
exchange for the assurance of higher volume. Although the law
may be intended to assure consumers greater freedom to choose
where they obtain services, it appears likely to have the
unintended effect of denying consumers the advantages of cost-
reducing arrangements and lim iting their choices in the provision
of health care services.

l. interest and experience of the Pederal Trade Commission.

The Foderal Trade Commission is empowered to prevent unfair
methods of com petition and unfair or deceptive acts or practices
in or affecting commerce. Pursuant to thiB statutory mandate,
the Commission encourages competition in tho licensed
professions, including the health care professions, to the
maximum extent com patible with other state and federal goals.
For several years, the Commission and its staff have investigated
the competitive effects of restrictions on the business practices
of hospitals and state-licensed health care professionals.

1 These comments are the views of the staff of the Federal
Trade Commission, and do not necessarily represent the views of
the Commission or any individual Commissioner.

1 15 U.S.C. S 41 fit sea.
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The Commission has observed that competition among third -
party payors and health care providers can enhance the choice and
availability of services for consumers and can reduce health care
costs. In particular, the Commission has noted that the use by
prepaid health care programs of lim ited panels of health care
providers is an effective means of promoting com petition among
such providers. The Commission has taken law enforcement
action against anti-com petitive efforts to suppress or eliminate
health care programs, such as health maintenance organizations
("HM Os"), that use selective contracting with a limited panel of
health care providers/ The staff of the Commission has
submitted, on request, comments to federal and state government
bodies about the effects of various regulatory schemes on the
com petitive operation of such arrangements. Several of these

3 Federal Trade Commission, Statement of Enforcement Policy
W ith Respect to Physician Agreements to Control Medical
Prepayment Plans, 46 Fed. Reg. 48982, 48984 (October 5, 1981);
Statement of George W. Douglas, Commissioner, On Behalf of the
Federal Trade Commission, Before the Subcommittee on Health and
the Environment of the Committee on Energy and Commerce, United
States House of Representatives, on H.R. 2956t The Preferred
Provider Health Care Act of 1983 at 2-3 (October 24, 1983)j
Health Care .Management Associated, 101 F.T.C. 1014, 1016 (1983)
(advisory opinion). See also Bureau of Economics, Federal Trade
Commission, Staff Report on the Health Maintenance Organization
and Its E ffects on Competition (1977).

A See, e.g., Medical Service Corp. of_Spokane County# 88
F.T.C. 906 (1976); American Medical Association, 94 F.T.C. 701
(1979), flifld as modified. 638 F.2d. 443 (2d Cir. 1980),
an equally divided court. 455 U.S. 676 (1982); Forbeg_H.ej?lth
System M adlcAl.Staff, 94 F.T.C. 1042 (1979); Medical S-tAf.lL.pfe
Doctors * Hospital of-Price George's County. 110 F.T.C. 476
(1988); Eugene M. Addison. M.D,. IIl F.T.C. 339 (1988); Medical
Staff of Holv, Cross Hospital. No. C-3345 (consent order, Sept.
10, 1991); Medical Staff of Broward General. Medical Center. No.
C-3344 (consent order, Sept. 10, 1991); see also American Socle;tY
of Anesthesiologists. 93 F.T.C. 101 (1979); Shsrmfln A-

MJLI, 98 F.T.C. 58 (1981).

3 The staff of the Commission has commented on a
prohibition of exclusive provider contracts between HMOs and
physicians, noting that the prohibition could be expected to
hamper pro-com petitive and beneficial activities of HMOs and deny
consumers the improved services that such competition would
stim ulate. See, L etter from Bureau of Competition to David

A. Gates, Commissioner of Insurance, State of Nevada (November 5,
1986).
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comments have addressed "any willing provider"” requirements for
health care service contracts.6

1. Description of Montana®o “Any Willing Provider* Law.

M ontana law permits "preferred provider"” agreements between
providers of health care services and health care insurers
relating to the amounts charged and the payments to the
providers. The law apparently extends to agreements with all
kinds of health care providers* hospitals, professional
practitioners, pharmacies, and other providers of health care

services.

The "any willing provider" requirement is a temporary
Srovision, which was adopted in 1991. It requires that an’
nsurer establish terms and conditions to be met by providers
wishing to enter such agreements. Any provider willing to meet
those terms and conditions must be permitted to enter an
agreement with the insurer that set them. This "any willing

provider"” requirement is set to terminate July 1, 1993. At that
time, unleBB the requirement is extended by legislative action,

6 The staff submitted comments to the M assachusetts House of
Representatives concerning legislation that would have required
prepaid health care programs to contract with all pharmacy
suppliers on the same terms (or offer subscribers the alternative
of using any pharmacy they might choose), noting that the bill
might reduce com petition in both pharmaceutical services and
prepaid health care programs, raise coBts to consumers, and
restrict consumers' freedom to choose health care programs.
Letter from Bureau of Competition to Representative John C.
Bartley (May 30, 1969, commenting on S.B. 526). The staff haB
submitted similar comments on similar legislation in

Pennsylvania, New Hampshire, and California. Letter from
Cleveland Regional O ffice to Senator H. Craig Lewis (June 29,
1990, commenting on S.B. 675); letter from O ffice of Consumer and

Competition Advocacy to Paul J. Alfano (March 17, 1992,
commenting on H.B* 470); letter from O ffice of Consumer and
Competition Advocacy to The Honorable Patrick Johnston (June 26,
1992, commenting on S.B. 1966).

7 Mont. Code Ann., Title 33, Ch. 22, Part 17 (1991).

* Mont. Code Ann. $33-22-1704 (Temporary). These terms and
conditions may not be discriminatory; however, the law permitB
differences among geographic regions or specialties, or
differences among institutional providers, such as hospitals,

that result from individual negotiation.
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the PPO law will explicitly deny that an insurer must negotiace
or enter into agreements with any specific provider or class of

providers *

This comment will focus on how "any willing provider"
requirements lim it contracting between providers and third-party
payors, and on how this Ilim itation is likely to affect

com petition and consumers. The actual effects of Montana's law
may be difficult to gauge, because it haB been in effect only for

a short time. The expectation that the requirement would end
Boon may have affected how providers and PPOs have dealt with
each other. Thus, this comment is based on general principles,

rather than Montana's particular experience.
1. Competitive importance of programs using limited-provider
panels.

Over the last twenty years, financing and delivery programs
that provide health care services through a limited panel of

health care providers have proliferated, in response to
increasing demand for ways to moderate the rising costs
associated with traditional fee-for-service health care. These

programs may provide services directly or arrange for others to
provide them. The programs, which include HMOs and PPOs,
typically involve contractual agreements between the payor and
the participating health care providers. Many sources now o ffer
limited-panel programs. Even commercial insurers, which in the
past did not usually contract with providers, and Blue Cross or
Blue Shield plans, which do not usually lim it severely the number
of ptoviders who participate in their programs, now frequently
also offer programs that do lim it provider participation.

The popular success of programs that lim it provider
participation appears to be due largely to their perceived
ability to help control costs. Economic studies have confirmed
that, under health care arrangements that permit selective
contracting, competition helps to moderate cost increases.10 In

9 Mont. Code Ann. $33-22-1704(3).

10 Studies have examined the competitive effects of
selective contracting, in particular California's experience with
perm itting hospitals to contract selectively. £E£E, e.g.. J. C.
Robinson and C. S. Phibbs, An Evaluation.pf-M edicaid Selective
Contracting in Callforniaf 8 J. Health Econ. 437 (1989). This
study found that shifting from cost-reimbursement to permitting
selective contracting moderated increases in hospital costs,

particularly in more competitive local markets. This study
e (continued...)
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addition, subscribers may benefit from broader product coverage
and lower out-of-pocket payments that these cost savings may make
possible. Competition among different kinds of third-party payor
arrangements, including those that lim it provider participation
and those that do not, should ensure that cost savings are passed
on to consumers. This principle would apply to all types of
health care payment programs and health care providers.

Hospitals compete, ultimately, for the business of patients.
A hospital may pursue the business of subscribers to PPO o. HMO
programs by seeking access to those subscribers on a
preferential, or even on exclusive, basis. The hospital may
perceive several advantages to such arrangements. A preferential
or exclusive arrangement may assure the hospital of enough
patients to make possible savings from economies of scale, for
example, by spreading fixed costs over a larger volume of sales.
At a minimum, it could facilitate business planning by making
sales volumes more predictable. The arrangement may reduce
transaction costs by reducing the number of third-party payorB
w ith whom the hospital deals, and may reduce marketing costs that
would otherwise be incurred to generate the some business. To
gat access to the business and the advantages represented by
these programs, hospitals compete with each other, offering lower
prices and additional services, to get the payors' contracts.

Third-party payors find such arrangements attractive because
they benefit from the providers' competition. Lower prices paid
to providers could mean lower coats for e third-party payor. Not
only might the amounts paid out for services be lower, but in
addition administrative costs might be lower for a limited-ponel
program than for one requiring the payor to deal with, and make

payments to, all or most of the providers doing business in a
program's service area. A payor might find it easier to
implement cost-control strategies, such as claims audits and
utilization review, if the number of providers whose records must
be reviewed is limited. And lower prices and additional services

would help make the payor's programs more attractive in the
prepaid health care market.

Consumers too may prefer iimited-provider programs if the
competition among providers leads to lower premiums, lower
deductibles, or other advantages. Consumer preference for

(.4 .continued!
concentrated on Medicaid experience; however, further studies
based on private health Insurance experiences confirm these
findings. , D. Dranove et al., Is hospital com petition
wasteful? Rand J. Econ., Summer 1992; see also G. Melnick et al.,
The E ffects of Market Structure and Bargaining Position on
Hospital Prices, 11 J. of HealthI Economics 217 (Oct. 1992).
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lim ited-panel programs would presumably mean that/ in tho
consumers' view, these advantages would outweigh the
disadvantages of lim iting the choice of providers, such as
reduced convenience or the occasional need to use a provider that

is not part of the payor's contracted service. Limitations on
choice are unlikely to be so severe that consumers' access to
providers is inadequate. For just as com petitive forces

sincourage providers to offer their best price and service to a
payor in order to gain access to its subscribers, com petition
would also encourage payors to establish service arrangements
that offer the level of accessibility that subscribers want.
Consumers' ability to change programs or payors if they are
dissatisfied with service availability would give payors an
incentive to assure that the arrangements they make for delivery
of covered health care services satisfy consumers.

V. E ffects of "any willing provider"” requirements on lim ited -
panel programs.

"Any v/illing provider"™ requirements may lim it firms' ability
to reduce the cost of delivering health care without providing
any substantial public benefit. They may make it more difficult
for third-party payors, including PPOs, to offer programs that
have the cost savings and other advantages discussed above.

Requiring that programs be open to all providers wishing to
participate on the same terms may affect both cost and coverage.
To the extent that opening programs to all providers reduces the
portion of subscribers' business that each contracting provider
can expect to obtain, these providers may be lees willing to
enter agreements that contemplate lower prices or additional
services. M oreover, since any provider would be entitled to

contract on the same terms as other providers, there would be
little incentive for providers to compete in developing

attractive or innovative proposals. Because all other providers
can "free ride"™ on a successful proposal formulation, innovative
providers may be unwilling to bear the costs of developing a
proposal. Thus "any willing provider” requirements may

substantially reduce provider com petition for this Begment of
their business.

Reduced com petition among providers for PPO business can
result in higher prices for services through PPOs. The higher
prices for covered services, as well as the increased
adm inistrative costs associated with having to deal with many
more providers, may raise the prices to subscribers for prepaid
health care programs, or may force those programs to reduce
benefits to avoid raising those prices.



The Honorable Joseph P. Mazurek
Page 7

M oreover, requiring programs to be open to more providers
may not give the consumer benefits from greater choice.
Subscribers may already choose other types of prepayment programs
with fewer lim its on the providers from which they may obtain
covered services. Indeed, by reducing their competitiveness with
other kinds of third-party payment programs, requiring PPOs to
grant open participation may reduce the number, variety, and
guality of prepayment programs available to consumers without
providing any additional consumer benefit.

V. Conclusion.

In summary, we believe that "any willing provider"
requirements may discourage competition among providers, in turn
raising prices to consumers and unnecessarily restricting
consumer choice in prepaid health care programs, without
providing any substantial public benefit. We hope these comments

are of assistance.
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laska S tate M edical A ssociation

4107 Laurel Street e+ Anchorage, Alaska 99508-5334 < (907)562*2662 <« FAX (907) 561-2063

April 26, 1995

Representative Norman Rokeberg
Alaska State Legislature

P. O. Box V (MS 3100)

Juneau, AK 99811

Dear Representative Rokeberg:

The Alaska State Medical Association is strongly supportive of House Bill 266.
"Any Willing Provider.” As you are probably aware, health system reform is Dot
dead. It is happening all the time, primarily in changes created by insurance
companies and HMOs. This any willing provider bill restores some balance to
these reforms. It allows patients to maintain or establish new relationships with
physicians of their choosing as long as that physician is willing to get paid at the
preferred provider rate. There is strong support from physicians across the state
for this bill. | hope it can be passed this session.

If you have any questions regarding this bill, do not hesitate to contact me.

Donald R. Lehmann, M.D., A.B.F.P.
President, Alaska State Medical Association

DRL.bj



CREED MAMIKUNIAN, M.D.

2401 EAST 42" AVENUE, SUITE 206
ANCHORAGE, Al ASKA 99508
(907) 562-1660 « FAX (907) 562-1865

Otolaryngology Facia! Plastic and
Head and Neck Surgery Reconstructive Surgery

April 21, 1995

Representative Pete Kott
House of Representatives
Juneau, Alaska 99801

Dear Representative Kott,

I am a solo practitioner who specializes in ear, nose and throat

diseases. 1 have practiced in Anchorage for the past five years.
House Bill 266 which is currently before your committee speaks in
favor of an open, free market health care system. Passage of this

bill would be in the interest of all patients by allowing them the
freedom to choose their own physician without being financially
penalized for it.

Naturally, in medicine as in any field, there are some
practitioners who are better than others. Allowing for the passage
of an Many willing provider”™ bill would allow patients the freedom
of choice in choosing a physician who they feel can best take care
of them without financial constraints. The open-market system that
we currently have allows patients this freedom. I do not think
progress in health care should necessarily mean limiting access to
be treated by the physician of your choice without incurring
additional unnecessary financial burdens.

I strongly urge you to support the passage of HB 266. If 1 can be
of any help to you in any way whatsoever, please let me .know.

Creed K. Mamikunian, M.D

CKM:jag



M ark e.Richey m .d, obl/gyn PHONE!-(907) 272-4443
A Professional Corporation FACSIMILE 1-(907) 272-2262

April 6, 1995

Dear House Member:

I am writing you to*gncooM geitftreng gwppt i*HAffSgAW BirSg~ftitroduced on 3-17795.
This bill would allow any willingprovider to provide medical care to patients enrolled in a
preferred provider program ifthat provider was willing to meet the terms and conditions of the
patient's particular plan. Passage ofthis bill would have a number of benefits, but most
importantly would improve accessibility to medical services.

Please support this measure.

Sincerely,

)AU

Mark Richey

200 Airport heights, Suite 205 Anchorage, Alaska <?<?508
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The Honorable Pete Kott

House of Representatives ,
Labor end Commerce Committee Chairperson

Juneau, Alaska 99801
DAar Mr. Kott:

'Ihe _Familly Practice Department of the Medical Staff at Alaska Regional Hospital has
unanimously endorsed House Dill #266, *An act relating to preferred rowder_aﬁreements
offered by hospital or medical service corgorathns*. We ur?e passage Uf House Bill'VI66 out
of committee and passage of the bill by the legislature. (Tltuoe 18 Physmlans present for tho
vote on this action takeri on April 12, 1995 are listed below and on the next page)

As physicians wc are concerned when patients arc prevented from seein%vthe physician
using the hospital of their choice or are financially penalized for doing so. W ¢ support this bill
as a way of continuing to assure consumer freedom of choice of hospital and other providers.

Thank you for_your consideration of this important health carc issue and for passing the hill out
of your committee,

Gary L. Child, DO _ _
Chairperson, Department of Family Practice

GLC/jmh

cc.  Labor and Commerce Committee Members
Health & Social Service Committee Members

Degartment of Family Practice Members Present
Ronert Bosveid, MD

Sheila Burke, MD

Gary Child, DO

Ronald Christensen, MD

T. Layne Crowe, MD

2801 Deflarr RvH

P.O. Box 143889

Anc'wagc, AK99514-319

907-276-1131  K»* 907-264-1143
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Statement for Legislative Testimony

I'm Marilyn Patterson, and | am employed by Human Affairs of Alaska.
Human Affairs has been an Alaskan business since 1979, when our owner, Darryl
Logan, pioneered the concept of Employee Assistance Programs in Alaska. We
provide employees an employer prepaid benefit for confidential, face to face mental
health counseling from skilled mental health clinicians. This preventive approach to
helping employees get back on track by resolving personal and work related problems
early on helps maintain worker productivity and other job performance indicators, as
well as reduce potential costs for medical and surgical claims down the road.

Human Affairs also began providing Managed Behavioral Health Care
Programs in Alaska in 19S9. We are the largest provider of Employee Assistance
programs in the state, and a leading provider of MBITC.

We currently serve over 200 companies and organizations statewide, with
more than 50,000 employees and 120,000 covered members with our programs. We
have offices in Fairbanks, Juneau, and Wasilla in addition to Anchorage.

Our company is strongly opposed to House bill 266, or any other amendment
or legislation that would potentially restrict our ability to offer managed mental
health carc plans to our customers, now and in the future. It would be bad for our
company, bad for our customers, and we believe, bad public policy.

Many of our customers are interested in providing a mental health benefit to
employees, but managing this benefit helps to both contain costs for the company
while providing a valuable benefit to the employee. We use a Prelerred Provider
Network of physicians, therapists, and treatment facilities that meet our clinical
standards, and we contract with providers who share our brief therapy,
problem/resolution behavioral management philosophy, assuring compliance with
the health plan's requirements.

We are able to negotiate favorable financial arrangements with providers in
return for supplying increased patient volume. These savings are passed on to our
customers in lower costs, and to the employee in lower costs and in an enhanced

employee benefit.
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Having Preferred Provider Networks makes it possible for us to monitor
provider performance and on-going quality assurance and utilization management
programs more efficiently. It also helps to minimize our administrative overhead in
monitoring treatment patterns, maintaining electronic connectivity, conducting
provider education, and monitoring patient satisfaction with a smaller, selected

number of providers.

We believe strongly that HB 266 clearly discourages competition among
providers of health care. Requiring that programs be open to all providers wishing to
participate on the same terms reduces the portion ol our business that each preferred
provider can expect to obtain, making it less advantageous for these providers to
enter agreements with us at discounted prices. Also, since any provider would be
entitled to contract on the same terms as other providers gives little incentive for
providers to compete in developing attractive, innovative, and cost-containing
proposals. Because this would make it possible for all other providers to "tree ride"
on asuccessful proposal formulation, providers would likely be unwilling to bear the
costs of developing a proposal. There would simply be no reason or motivation for

them to be competitive.

| understand that the Federal Trade Commission staff, in response to requests
from officials in other states considering legislation that requires managed care plans
to contract with any health care provider willing to meet the health plans terms and
conditions, have issued opinion letters stating that this type of legislation discourages
competition among providers of health care, and may promote increased costs.

It is our experience at Human Affairs that competition is a powerful and
necessary tool in controlling costs. Managed mental health care will only work in a
competitive environment, containing costs by integrating financing and delivery of
healthcare.

In conclusion, HB 266 is anti-competitive, will promote increased costs, and
provides no benefit for our company or customers, or the thousands of employees
wc serve across the state who benefit from our contracts with preferred providers.
This bill would he extremely detrimental to many Alaskans, and we ask that it not be

passed out of committee in any form.

Thank you for the opportunity to testify on this issue.
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FOR IMMEDIATE RELEASE
July 21,1994 (102-94)
Contact: Rae Young Bond, 202-624-5898

Clovemo”i, policy affirms managed care to control costs

Washington, D.C.—A policy passed by the National Governors’ Association (NGA) on TVesday was
described today by new NGA Chiir Howard Dean of Vamonl as “an affirmation of managed care as a

means of controlling health-care costs.*1

The policy put the association on record, in opposition to ovedy restrictive "any willing provider*
legislation on the federal or state level. Such legislation would require managcd-carc networks to accept

all providers regardless of the need for their services.

South Carolina Gov. Carroll A. Campbell Jr., who turned his chairman's gavel over to Gov. Dean
Tuesday, presided over the midmorning policy session at NGA’s annual summer meeting in Boston. The

governors approved lire policy just before President Clinton made a major address on health care.

Gov. Campbell said: “It’s essential that government not stand In the way of the development of networks

of health care by forcing Inappropriate restrictions on them."

Gov. Dean said: “Tills type of legislation has a devastating effect on our ability to manage cost and

quality. And this means patients pay more for health care.”

Such bills have been turning up in slates across the country. Governors hove vetoed them In Colorado,

Vermont, and Massachusetts.
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EC-9. MANAGED CAREAND HEALTH CARE REFORM

Preamble

A* the nation move* to comprehensively refora iu hiwWith are_system, states
are again at the forefront of change. A numbeér of states havjaaggressively moved to
reduce health care inflation, expand access for tho working poor anld brlr]%; greater
Ieooantabllltf¥t0 the a%ftan,. Manaﬁ]ed care baa pl%yed an [n egral role In tieefforts
%fn}a{lﬁyaute fto reformtheirhalth carea}*ter» andb an in porunt partof national

ealth rare reform,

Aa | Wifliug Prorider Legislation

Soceled "ayvillng provider” egbliton ha*npﬁe_a/ajlna number of state
legislature* recently and ISujually framed u_a patient choic sissue, Soch legislation
may undermine aute health care reform effort! and could ioil bach our aignificant
itftte-yetate progress inthbarea. . _

Génerally, t eleglslatlon requires that any health care provider who agreef to
meet the terms and oondltloni of a health plan e allowed to participate in thatplan.
Thh té/geof Iegblatlon IS Iproblematlc because It has the pot sntial to undermine the
efforts ot managed care orgaalatkmi to.control com and i nit the size of networks
Inorder to achiéve maximum efficiency. The result may be decreased pattest volume
to managed cn e organisations, crippling their ability fo con
careservicec. Thb typeoflegblition canhave dovestaring effects on current managed
ore delivery systems by.

. destroyln% the gatekeeper concept essential to managed are, severely curtallln%
managed Care ofganizations'ability to control health cert costs and the quality o
their provider networks:

» lipuficantfy inatwuicg managed care organiatxma’ adminiauarfvoand claimi cotrt],

* preventing managed care organization* from achieving iigniflani provider db
counts in éxchange for patientvolume;

* undercutting the admini*native efficiencies of managed riaie

J a?tually rdeducing consumer choice by limiting the palirait's choice to indemnity
plans; an

» impeding effort* to improve health care quality through contracting standards
and information exchange# that can lead to better ontck mcs and higher quality
cans for patients.

Couduaion

_."Any willing provider" laws arise from good motivef4-ithe desire to presene
edltlnl\%pauau-prowder relationsand to safequard patients accesstoare orchoice
of prcMder from arhitrarydecisions byhealthplanatoatdodiordrop providerfrom
their networks. Thereare legitimate Poab that need to he adtireliedthroughvehicles
that do not threaten the coat, quality, and access advantigee that vell-daligned
managed care delivery systemsan provide.



H e Governors do nor suppon,ateither thestateorfedeniltevtl,overly
provider laws. We remain committed 10 remitting the state flexibility that:oanaged care delivery

systems provide to ui as we move to refcna onr healthare system.

Tim* limited (effective July 1994-LRZ996).
AdoptedJuIyS994. Y m )
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Representative Pete Kott
Alaska State Capitol
Juneau, Alaska 99801

Dear Representative Kott:

Preferred provider organizations (PPO’s) play a key role in the Municipality of
Anchorage’s ability to manage health care costs for our employees. House Bill 266, “An
Act relating to preferred provider agreements offered by hospital or medical service
corporations” would effectively eliminate PPO’s. | oppose its passage.

The Municipality uses several different PPO arrangements to help contain the costs of our
health care programs. They allow us to reduce our costs yet maintain benefit coverage
levels for our employees. We plan to expand these arrangements in tlie future to further
control the costs of our health care program. In our current negotiations, several of the
bargaining units have agreed to enter into PPO arrangements. We expect to save
$1,066,000 annually through the use of PPO’s for these unions. This is in addition to
savings of approximately $1,008,000 gained from PPO programs already in place.

If this legislation is enacted, it would have a severe financial impact on the Municipality.
The savings projected would evaporate and financial concessions agreed to would be
difficult, if not impossible, to fund without a serious negative impact on Municipal
services. Such legislation would seriously limit the ability to control the costs of our health

plan without actually eliminating benefit coverage.

I urge you to reject this legislation and any other type of “any willing provider” legislation
that hampers an employer’s ability to effectively manage the cost of health insurance
coverage for its employees.

Sincerely,

Mayor
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The Honorable George J. Mitchell
U.S. Senate
W ashington, DC 20510

Dear Senator M itchellé

In an effort to promote basic consumer protections, the Nations! Association of
Insurance Commissioners’ Special Committee on Health Care Reform (the "NAJC
Committee")* has recently sent two letters to you and your fellow Congressional leaders
setting forth several recommendations relating to self-funded plans and community-rating
(the last correspondence, dated July 27,1994, is enclosed for your convenience). This
letter expands upon the recommendations in our prior correspondence.

Solvency Requirements for Self-Funded Flars

In July, the NAJC Committee recommended that the self-funding threshold for
employers be set at a group size of 500 or more employees. The NAIC Committee
recommends further that minimum solvency requirements be established for all
employer-sponsored self-funded plans that provide health care coverage. Under any
federal health care reform proposal, the NAIC Committee believes that states should be
charged with implementing these solvency standards.

Over the years, states have gained experience in developing and enforcing solvency
standards in connection with the regulation of various types of health coverages. For
example, suies actively supervise the finuncial condition of insurance companies, Blue
Cross/Blue Shield plans, health maintenance organizations, preferred provider
organizations, workers' compensation carriers, and disability insurers, among others.
Traditionally, states have used a myriad of solvency tools to protect consumers from the
potential harm of health plan insolvencies, Including: minimum deposit and reserve
requirements; capital and surplus or risk-based capital requirements; financial reviews
and audits; reinsurance or stop/loss provisions; hold/harmless requirements; and/or
guaranty funds.

i a$ you Know, the National Association of Insurance Commiwienm (NAICI, founded in 1171. i* the
nation'* oldest awocisiicn of state public officials, composed of the chief insurance regulator* In the fifty
*o-tv,,.*, rvMumbla. Anterican$irao»,Ouam,Pu«it* Rico, snd the Vjrfin Wind*.
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Capitation and Self-Funding

The NAJC Committee reaffirms the belief that when self-funded employers reimburse
iheir employee health car* eosts through capitated payment arrangements or through
other transfers of financial risk to providers, provider groups, or other outside entities,
these arrangements arc subject to state regulation.

Ability to Community-Pale

In July, the NAIC Committee recommended that all health insurance policies offered to
groups with fewer thai\500 employees be community-raled. In pail, this position reflects-
the NAJC Committee’S concern that the eommuniry-rated pool should be as large as
possible to maximize the spreading of the cost of insurance coverage among various
population groupings. To this end, the NAIC Committee now also recommends that all
policies sold to individuals includng both the standard benefits package and
supplemental coverage be community »ated in the same manner as group coverage.

Furthermore, the NAIC Committee believes that health plans should have the option to
community-ratc policies sold to employers with 500 or more employees. In conjunction
with this recommendation, il is imperative that precautions be taken, either through
minimum participation requirements or special assessments, to ensure that large
employers do not take unfair advantage of the community*rated market. Also, safeguards
should be implemented to ensure the fair marketing of health care coverages, including
community-rated policies, by health plans.

Fadirgihe Communty-FatedRod.ots

The NAIC Committee also recommends that the medical cost component of the
premiums for individual and group policies, including both the standard benefits package
and supplemental coverage, be incorporated into the same community-raied pool for
each health plan. With regard to the technical aspects of pooling the medical costs, some
flexibility may be needed to accommodate the various rypes of supplemental coverages as
ihey are pooled. The NAJC Committee recommends further that health plan
administrative or overhead eosts (e.g.. salaries, rents, taxes and commissions) as a portion
of ilte premium should be dearly identifiable and should not be included in the
community-rated pool, in order to tneourage competition and efficiency among health
plans. Furthermore, states should be permitted to establish appropriate regulatory

standards for the administrative and overhead costs so that they do not become a device
used by health plans to circumvent the community-rating requirements.
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The NAJC Committee recommends that cov%rage sup]plemental to the standard benefit
package be community-rated as referenced above. The NaJG Committee supports the
[)%urrement of health pl ns of errng theTe sulpplemental olicies on a uaranﬁe o| ISsue
asis and opposes. the’ offering of supp emental coverage that In any way duplicates
coverage provrded in the standard benefits plan (such as dead disease coverage),

Any W iling ProviderProvisions

The NAJC Committee believes that "any willing provider" provrsrons compromise the
ability ofmanaoed care organrratrons to qffer qualr and cost-cffctive eare. This type of

rovision may force managed care organjzations 10" accept any provider that is willing to

Pneet the ter n¥s and condrt?onso f the ﬂealth 8?an Consy ersw%ud not be well- servegd if
health plans have to accept less qualified pr iders i thejr provider networks and if the

ability of health plans to negotiate volume discounts is reduced as the number of
participating Rrovrders in the networks | rncrease Moreover state insurance reoulators do
not helievethat the adoption of an “any willing 8rovr er’ requirement is the proper
meanas to ensure appropriate consumer ceess t0 providers or consumer choice of
providers.

The NAIC members continue to look orward to workrn%wrth Congress on the technical

insurance-related details of federal reform measures to help ensure its proper directjon ¢
and successful rmplementatron We would be haB y to znswer any questions and provide

you with any additiona backrTrroun rn ormatron on request. If{ have any questions

plzeoazs)eegolnYt%B Garry Carneal ox Nicole Tapay in the NAJC's Washington, D.C. office at

<

Thank you for your consideration of ihese recommendations.
Sincerely,

-Director, Alaska Division of Insurance

Enclosure
QC Members of Congress
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By Cavid S. Hilzrvath

Wxtvnnon Pn« Safi Writer

hen Charles W.

Turner under-

went a coronary

triple bypass at

W ashington.
D.C.'s Georgetown University
Hospital in December 1992. the
hospital wns paid S28.113.

‘»'Tien Shelby A. Fowler had lhe
same operjtinn at ihe same hospi-
tal less than three months later,
the hospital paid only
S10.987.

Turner, a retired road construc-
tion worker from
Lonaconing, Md.. was covered by
a traditional fee-for-services insur-
ance plan, which paid the hospi-
tal's full charges. Fowler, an engi-
neer at a high-tech company in
Tysons Corner, Va.. was covered
by a health maintenance organiza-
tion. which paid a negotiated fee.

The hospital said it made a prof-
it of 512.181 on Turner but lost
S7.160 on Fowler because the deal
it made with Fowler's HMO
amounted to a below-cost dis-
count. Georgetown lost SR.2 mil-
lion during its past fiscal year on
inpatients covered by HMOs and
other managed care plans that
received discounts, the hospital
says.

The story of Turner and Fowler,
and a broader analysis of
Georgetown Hospital's finances
over a one-year period, show how
manv HMOs and other health
insurance plans that are cited as
modeis of cost effectiveness save
money largely by shifting costs to
other insurers.

Fee-ior-serwce

was

rural

Fedo-svie

(aiityare
al

PRIVATE INSURANCE COMPA-
nies have long complained about
cost-shifling, by which they mean
the extra charges they pay to make
up lor the money hospitals lose
treating uninsured patients and
those covered by government insurance programs for the
elderly, poor and disabled.

Now. manv private health plans—chiefly those run by
managed care companies and big employers— benefit
from a new form of cost-shifling in which they receive dis-
counts while other private insurers pay inflated rates for
health-care services.

The discounts may look as if they are helping to solve
the nation's problem of rising medical costs, but many
analysts, including tlie Congressional Budget Office, say
they merely redistribute the burden of payinR for health
care.

*You can't Rive everyone a discount." as health econo-
mist Harold S. Lull of the University of California al San
Francisco, puts it

The pursuit of discount prices works only as long as
hospitals can compensate by cutting costs, lowering prof-
its or raising somebody else's charges, industry analysts
and executives say And hospitals are running nut ol
potential somebody rises, bemuse HMOs anil other

O versny l_gglr%rﬁgpa rYpaWEt

The haspital's cost per procedure was similar for
each group, but actual payments varied widely—
IN TIOUSANOS OF OOLLARS

While only a minority ef patients had traditional
fee-for-service coverage-
1993 INPATIENT ADMISSIONS

1.500

NVENMUHSMOA I

R e ally

FHFTING THE QOBTS

e el o o

Save M oney

Tj—

Fedo-sme

$35
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in defined» those who. Hoof vnib Ibeir health imurm, are odlifated to pay Geoflehnvn'i MI chiryn. Coromry bypns Trim m basro on
232 wuenls wno urwenmnl Itw procedure without canUac cilhntration. i mates) atnnosnc tnl.

types of managed care are rapidly expanding their share of
people covered by private insurance.

If Ihe Georgetown example is any guide. lhe reliance of
many health plans on discount prices poses two challenges
for health care in the United Stales:

m As HMOs and other plans that benefit from discounts
grow, people already enrolled in those plans could find their
insurance costs rising in relation to other people's premi-
ums. because they could be forced to assume costs now
shifted toothers.

m For the same reason, a new national health care system
designed to save money by steering people into large pur-
chasing groups, such ns the systems proposed by President
Clinton and many lawmakers, could experience an element
ol diminishing returns.

Unlike traditional Insurance plans, which provide lhe same
coverage wherever their members seek treatment, IIMOs
and other managed care plans steer patients to bpprnvrd
doctors and hnspilnls that accept discounted rales.

Advocates of HMDs, which coordinate patients' rare

'AOHsaverage profit per case was far greater
for patients with traditional Insurance coverage

AVERAGE PROHIT PER CASE, IN TIOUSANOS OF DOLLARS

—these patients were the sole mejor group
onwhich the hospital meda a profit

Jre20 20. t

through medical gatekeepers,

discounts can lead to lasting s
ings for all patients because t!
drive hospitals to operate mi
efficiently.

They say HMOs also save
other ways, such as by empha?
ing preventive medicine, contr
ling patients' access to expenst
medical specialists, cutting dm
on unnecessary surgery, redi
ing hospital slays, and by urgi
the use of more cost-effecti
treatments.

‘There is a tremendous poll
tial savings from quality manat
ment and emphasis on preve
lion." says Karen Ignani. pre
dent of Group Health Associate
of America Inc.. an HMO lobby.

However, a recent study by Il
Healthcare Leadership Council,
health care industry group th
supports managed care, four
that those medical manageme
techniques account for only abo
a fifth of the savings that the mo
popular form of HMO offers ovi
typical fee-for-service insurance

The remaining 78.9 percent
lhe nelwork-style HMOs' savini
result from discounts from do
tors and hospitals, according
the study, prepared by Il
research firm Lewin-VHI Inc. ar
based on internal data from AeU
Health Businesses.

Many health care network
known as preferred prnvidt
organizations rely almost entire
on discounts lor their cost advai

il

tage.

Ui

GEORGETOWN. A LARG
teaching hospital, knows all to
well what discounts do in the ne?
world of cost-shifting.
Georgetown finished its mo?
recent fiscal year, which ende
June 30. $4.8 million in Ihe ret
even though it made a profit r
S17.9 million on inpatients wh
had fee-for-service insurance

0 IS &0

KWL

That profit was erased by the $6.2 million the hcspital los
on managed care inpatients, combined with millions of dol
lars of losses on Medicare. Medicaid. Blue Cross/Blu<
Shield and charity care inpatients.

Although the hospital made an average profit of $4.68
each lime it admitted a fee-for-service patient, it lost an aver
age of $1,159 each time it admitted & managed care patient
Ihe hospital says.

Georgetown lost almost three limes as much money or
inpatient managed care as lhe $2.1 million it lost on inpaliem
charity care.

Differences in patients' needs or treatments may account
for part of the gap between Georgetown's profit on fee-for-
service business and its los* on managed care. But the over-
riding explanation appears to be that the two groups paid dif-
ferent prices, as reflected in data on more than 700 suigery
cases that Georgetown provided at The Washington Post's
request.

For rxample, among 232 Georgetown pnlienl* undergoing
lhe roronary bypass operation without cardiac callieterir.a-



Art. 1, § 15 Constitution of Alaska Art. I, § 15

Section 15. Prohibited State Action. No bill of attainder or ex
post facto law shall be passed. No law impairing the obligation of
contracts, and no law making any irrevocable grant of special privi-
leges or immunities shall be passed. No conviction shall work corrup-
tion of blood or forfeiture of estate.
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Position Regardinﬁ
Any Willing Provider Caws

Sisters of Providence, Alaska

The Sisters of Providence oppose introduction of Any Willing Provider laws into the current
health care environment. Our reason is simple:

The system can't work two ways at once.

» The Any willing Provider concept destroys the spirit of competition in the current
health care setting.
« It becomes unnecessary in a reformed health care setting.

Discounts are Based on Volume.

Payers (insurance, employers groups) negotiate with providers (health facilities, profes-
sionals) for discounted fees in exchange for volume given.

If "any willing provider"” is allowed to enter the picture offering the same discounts,
volume is dispersed. Without offsetting volume, discounts are difficult or impossible to
sustain. Before long, all discounts disappear. (Basic rules of business and competi-
tion.)

We would argue differently If health reform & universal coverage initiated.

If we had health reform and universal coverage however, the picture could/should
change.

These negotiated discounts and involuntary discounts imposed by government
payers (Medicaid, Medicare, VA and Champus, etc.) contribute to the cost shifting
cycle.

In a new health care system, reduced volume will mean lower cost. We believe that
if a comprehensive Alaskan health reform bill offering universal coverage was passed,
cost shifting would stop. Under the reform proposals which we have supported, every-
one takes on a fair share of their responsibility. Focus on prevention and early interven-
tion on medical problems will mean less time in the hospital (less volume and less
expense to the Alaska Health Plan).

With offsetting advantages of no "bad debt" and simplified paperwork, providers would
be able to charge all their patients the same price*. The "vicious circle" of passing on
costs to someone else becomes a "cooperative circle” instead.

*The "market-based” aspect of the proposed market based single payer system allows providers to set their
own fees so Hospital A can charge more or less than Hospital B. Hospital A just can't charge a State employee
one price, a "self-paying” individual or a Medicare recipient another price. Consumers may make theirselec-
tions based on cost, quality, accessibility, etc.



RICHARD A.ANSCHUETZ,M.D.,F.A.C.C

RECEIVED

3340 Providence Drive. Suite 35"
Anchorage, Alaska 99508*4627 APR 17 1995

Telephone: <90~) 5610066 PAX: (907) 563*9386
Hib U

April 4, 1995

Representative Pete Kott
Alaska State Legislature
State Capitol, Room 432
Juneau, AK 99801-1182

Dear Rep. Kott:
I would like to make a briefcommentary in support of House Bill 266 (Any Willing Provider).

| know that you have received many conflicting messages of support and opposition to this
legislation.

As a cardiovascular specialist practicing in Anchorage, | feel that passage of the Any
Willing Provider Bill is a very important step.

Alaska is a small enough state and the medical community is small enough that, should any
one "insurance" entity or hospital choose to exclude certain physicians, this could represent
a significant negative impact on a medical practice. As long as a physician can meet the
"medical" standard created by a payer, and is willing to perform services at the contract
price, he shoi Id be allowed to participate. An equally important aspect is the protection of
due process such that a payer cannot arbitrarily exclude a practitioner from a plan without
appropriate due process.

All of the physicians with whom | have discussed this issue are in support of Any Willing
Provider legislation. The only entities that seem to be opposed are those that are or want to
become provider/payers.

Please consider continuing a patient's right to choose his physician, and a physician's right
to continue to practice his profession in your deliberations on this bill. | hope that you will
come to the conclusion that support of the Any Willing Provider Bill is very important.
Thank you for your interest in this matter. Please feel free to contact me at any time.

Sincerely,

Ri

Fellow, American College of Cardiology

RAA/sI



Aoril 10, 1995

Honcrat'le Pete Kott
House of Representatives
Labor and Commerce Committee Chairperson
June3u. Alaska 99801

Dear Mr. JCctt:

Tlie Pathology Radiology Department of the Medical Staff at Alaska Regional Hospital has
unanimously endorsed House Dill #266. "An act relating to preferred provider agreements
ottered by hospital or medical service corporations”, We urge passage of House Bill £266 out
of committee and passage ofthe bill by the legislature. (Those "1 physicians present for tho vote
on this action taken on April 1Q, 1995 arc listed below).

As physicians we are concerned when patients are prevented from seeing the physician and
using the hospital of their choice or arc financially penalized for doing so. We support this bill
as a way of continuing to assure consumer freedom of choice cf hospital and other providers.

Thank you for your consideration of this important health care issue and for passing the bill out
of your committee.

Sincerely,
SuU / /
r : /Radiology
SJ/jmh
ccC: Labor and Commerce Committee Members

Health & Social Service Committee Members

Department of PatholocvR aliolotry Members Present
Geoffrey Hastings, MD .Steven Jayich, MD
Jules Holayter, MD Lester Lewis, MD

*MY1 Dr*finr Pond
P.O. Box 143M89
Alltliomee. AKWt-MItSV

gl7-27f1 111  kiv mi7.7M .1143
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The Honorable Pete Kott

House of Representatives

Labor and Commerce Committee Chairperson
Juneau, Alaska 00801

Dear Mr. Kott:

The OB/GYN Department of the Medical Staff at Alaska Regional Hospital has unanimously
-mndorsed House Dill *266. "An act relating to preferred, provider agreements ottered by hospital
or medical service corporations”. V/c urge passage of House Bill #266 out of committee and
passage of the hill by the legislature. (Those 9 physicians present for the vote on This action
taken on April 6, 1995 arc listed below).

As physicians wc arc concerned when patients arc prevented from seeing the physician aud
using the hospital of their choice or are financially penalized for doing mj. Wo support this bill
its a way of continuing to assure consumer freedom of choice of hospital and oilier providers.

Thank you for your consideration of thi3 important health care issue anil for passing the bill Out
of your committee.

Sincerely, a

(1 folo Q ,,UH

John B. DcKcyscr. MD
Chairperson, Department of OD/GYN

JBD/jmh

cC: Labor and Commerce Committee Members
Health & Social Service Committee Members

Department of OB/GVN Members Present

Donna Chester, MD Mark Richey, MD
Wynd Counts. MD Sherrie Richey. MD
lohn DeKeyser, MD George Straustry, MD
John Erkroann, MD Rohert Thompson. MD

Melanie McCleave, md

?XIM Oi’ltnrr Road
;j.O. liux urns*
Aiu'hor.icv, Aa ‘w51

*U7-zrft*tni  r.ix‘inr-zivt-i ma



RICHARD A.ANSCHUETZ, M.D.,F.AC.C

CARDIOVASCULAR DISEASES

Atrricsstorjl CorlMtum received
3340 Providence Drive. Suite 357
Anchorage, Alaska 99508-4627 APR 17 1995

Telephone: (907) 561-0066 FAX: (907) 563-9386

April 4, 1995

Representative Pete Kott
Alaska State Legislature
State Capitol, Room 432
Juneau, AK 99801-1182

Dear Rep. Kott:
| would like to make a brief commentary in support of House Bill 266 (Any Willing Provider).

| know that you have received many conflicting messages of support and opposition to this
legislation.

As a cardiovascular specialist practicing in Anchorage, | feel that passage of the Any
Willing Provider Bill is avery important step.

Alaska is a small enough state and the medical community is small enough that, should any
one "insurance" entity or hospital choose to exclude certain physicians, this could represent
a significant negative impact on a medical practice. As long as a physician can meet the
"medical" standard created by a payer, and is willing to perform services at the contract
price, he should be allowed to participate. An equally important aspect is the protection of
due process such that a payer cannot arbitrarily exclude a practitioner from a plan without
appropriate due process.

All of the physicians with whom | have discussed this issue are in support of Any Willing
Provider legislation. The only entities that seem to be opposed are those that are or want to
become provider/payers.

Please consider continuing a patient's right to choose his physician, and a physician's right
to continue to practice his profession in your deliberations on this bill. | hope that you will
come to the conclusion that support ofthe Any Willing Provider Bill is very important.
Thank you for your interest in this matter. Please feel free to contact me at any time.

Sincerely,

Ri
Fellow, American College of Cardiology

RAA/sI



“Any Willing Provider” Legislation

Summary Comments

“*Any willing provider” laws add costs to the health care system.

» A health plan's ahility to control eosts j§ in part afunction of its ability to limit its
selection of providers (Ref. Atkinson S€ompany: “The Cost Impact of ‘Any
Willing Provider’ Leglslatlon'g_. _ o _

» Plans can negotiate fuvorable discounts with providers in return for patient
volume. Physicians in the plan's system generate hospital referrals, which
inccntivizes the hospital to offer competitive pricing to the plan to retain business,

» Consumers can benefit from lower premiums when plans ure able to contain

claims costs by obtuining favorable pricing from providers.

A health plan's contracting should not have to maintain providers that have

surplus capacity (e.g. a hospital with a low census).

|f plans have to accept any willing provider, the administrative costs of plans

monitoring and munaging providers rises.

"Any willing provider” laws threaten quality of health care delivery.

» Delivering all care within u single delivery system offers continuity of care to
consumers,

» A delivery system thut encompasses specialty, hospital-based ancillary and
hospital services facilitates the process of continuous quality improvement and
quality monitoring. A referral system that integrates care depends on the plan’s
ability to contract selectively. o _

» BCWA's pluns are to focus on accreditation by the Jfat|o#|a| Committee on
Quality Assurance. Without selective contracting, our efforts to meet the NCQA
criteria are compromised. o . .

+  With unlimited provider networks, pluns lose their ability to monitor quality
efficiently and effectively.



“Any willing provider” laws can have n negative impact on consumers.

»  Consumers do nut benefit if plans that already have adequate provider networks
are forced to contract witli additional providers. The costs of contracting with
unneeded providers result in higher premiums. N _

* Pluns no longer have the right to choose tlie best and most efficient providers to

serve their customers, _ _
»  Selective contracting enables plans to demonstrate that high quulity care can be

provided for lower cost to the benefit of die consumer.
“Any willing provider” laws are anti-compctitivc,

» Hospituls und professional providers no longer have the incentive to compete for

gatient volume hy agreeing to accept deeper discounts.
J quo_rters of “any willing provider” provisions arc seeking a guaranteed source

0f business at the consumer's expense. .
»  Consumer demand is a sufficient incentive for competing health plans to develop

attractive provider networks.

Many organizations and regulatory agencies do not support “any willing provider”

laws.

» The National Governors’ Association has issued a policy statement in opposition

to “any willing provider” laws. R N
» The National Association of Insurance Commissioners is opposed to “any willing
[%rowder” laws. - - _
» The Federal Trade Commission has stated that “any willing provider” laws arc
nnli*compelitive and would result in reduced consumer choice.



April 18, 1995

The Honorable Pete Kott

House of Representatives

Labor and Commerce Committee Chairperson
Juneau, Alaska 99801

Dear Mr. Kott:

The Surgery Department of the Medical Staff at Alaska Regional Hospital baa unanimously
endorsed House Bill 3266, "‘Anact relating to preferred provider agreements offered by hospital
or medical service corporations”. Wc urge passage of House Dill #266 out of committee and
passage of the bill by the legislature. (Those 22 physicians present for the vote on this action
taken on April 18, 1995 are listed bedew and on the next page).

As physicians we are concerned when patients are prevented from seeing the physician and
using the hospital of their choice or are financially penalized for doing so. We support litis bill
as a way of continuing to assure consumer freedom of choice of hospital and other providers.

Thank you for your consideration of this important health care issue and for passing the bill out
of your committee.

Sincerely,

JEO/;mh

cC: Labor and Commerce Committee Members
Health «t Social Service Committee Members

Qgjinlincnt of Sumerv Members Present
David Anderson. MD

Robert Briller. MD

John Broda, MD

Won P. Chune, MD

Donald Dippe® MD

2RCn Drll.irr Rowirl

P.O. Dox RvUW
Anchorage*. AK 99511-3189

907-276*1131 I'a» W7-264-1U3
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’Die Honorable Pete Kott
House cf Representatives

Labor and Commerce Committee Chairperson

Pin* 9

Department of Surgery Members Pregent Continued

Steven Fioexchinger, MD
John Godetsky, MD
Roland Gower, MD
William Hammel, MD
Thomas Harrison, MD
Herbert Klocs, MD
Oliver Korsbin, MD
Stephen Kuhn, MD
Creed Mamilranian, MD
Michael Manuel, MD
James O’Malley, MD
William Pease, MD
Robert Risica, MD
James Scully, MD
George Siegfried. MD
Kevin Tcmera, MD
Charles Tschopp, MD

RP17 ;-f,4 14*4
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April 19, 1995

'Hie Honorable Pete Kott

House of Representatives

Labor and Commerce Cnmmiitce Chairperson
Juneau, Alaska 99801

Dear Mr. Kott:

'*Tic Emergency Medicine Department of the Medical Staff at Alaska Regional Hospital has
unanimously endorsed House BUI #266, "An act relating to preferred provider agreements
offered by hospital or medieal service corporations”. We urge passage of House Bill *266 out
of committee and passage ofthe bill by the legislature. (Those 4 physicians present for the vote
on this action taken on April 19, 1995 are listed below).

As physicians we are concerned when patients are prevented from 3Coing the physician and
using the hospital of their choice or are financially penalized for doing so. Wc support this bill
as a way of continuing to assure consumer freedom of choice of hospital and other providers.

Thank you for your consideration 0f this important health care issue and for passing the bill out

of your committee.
/

Donald Hudson, DO
Acting Chairperson, Department of Emergency Medicine

DH/jmh

cC: Labor and Commerce Committee Members
Health, Education & Social Services Committee Membors

Department of Emergency Medicine Members Present
Peter Hackctt, MD Keith Winkle, MD
Donald Hudson, DO Ken Zaffen, MD

7801 DrKrtfr

P O. Box 143889

Anchorage. AK ' | 4*11HD
VO7-27A1 D1 F.ix 4d7.7M.rAl



Position Regarding
Any Willing Provider Caws

Sisters of Providence, Alaska

The Sisters of Providence oppose introduction of Any Willing Provider laws into the current
health care environment. Our reason is simple:

The system can't work two ways at once.

e The Any willing Provider concept destroys the spirit of competition in the current
health care setting.
« It becomes unnecessary in a reformed health care setting.

Discounts are Based on Volume.

Payers (insurance, employers groups) negotiate with providers (health facilities, profes-
sionals) for discounted fees in exchange for volume given.

If "any willing provider” is allowed to enter the picture offering the same discounts,
volume is dispersed. Without offsetting volume, discounts are difficult or impossible to
sustain. Before long, all discounts disappear. (Basic rules of business and competi-
tion.)

We would argue differently if health reform & universal coverage initiated.

If we had health reform and universal coverage however, the picture could/should
change.

These negotiated discounts and involuntary discounts imposed by government
payers (Medicaid, Medicare, VA and Champus, etc.) contribute to the cost shifting
cycle.

In a new health care system, reduced volume will mean lower cost. We believe that
if a comprehensive Alaskan health reform bill offering universal coverage was passed,
cost shifting would stop. Under ine reform proposals which we have supported, every-
one takes on a fair share of their responsibility. Focus on prevention and early interven-
tion on medical problems will mean less time in the hospital (less volume and less
expense to the Alaska Health Plan).

With offsetting advantages of no "bad debt" and simplified paperwork, providers would
be able to charge all their patients the same price*. The "vicious circle” of passing on
costs to someone else becomes a "cooperative circle" instead.

"The “market-based" aspect ol (he proposed market based single payer system allows providers to set their
own fees so Hospital A can charge more or less than Hospital B. Hospital A just can'tcharge a State employee
one price, a "self-paying* individual or a Medicare recipient another price. Consumers may make their selec-
tions based on cost, quality, accessibility, etc.



3200 PROVIDENCE DRIVE Td 7 322211
PO BOX 196604

ANCHORAGE, ALASKA
99519-6604

Providence Health System
Position Points Regarding
Any Willing Provider Legislation

Overview
The proposed legislative language in HB266 to create an "Any Willing ProviderIlprovision and
thus replace Preferred Provider contracting in Alaska raises several key issues:

1. Without preferred provider programs, there will be no "volume discounts".

2. This legislation will increase costs-particularly in Anchorage (the only
community where there are competing hospitals).

3. This legislation will take away the ability of purchasers (primarily employers)
to determine where they purchase services.

4. Why legislate to protect one specific institution that already has a healthy
profit margin?

Responding to the first two issues ...

1. No "volume discounts” and 2. |Increased costs
W e reiterate our testimony before this committee last spring . ..

. The Preferred Provider concept has been key in reducing the spiraling costs of
health care in Alaska. Competition has led to volume discounts for employers and
insurance companies without* lowering the quality of health care.

If "any willing provider" is allowed to offer the same discounts, volume is
dispersed and the discounts are impossible to sustain. The ultimate result will be
increased health care costs, a fact readily admitted by Alaska Regional Hospital who
has requested this bill. (See Attachment A: What the increase would be for current
Providence contracts.)

Preferred Provider contracts have been sought by employers because they allow
organizations to better manage their health care costs. In fact, over 97,000
Alaskans-now part of Preferred Provider contracts-would be negatively affected
by this bill. Any Willing Provider legislation means Alaska would not be able to have
managed care or HMOs, which have proven very effective in controlling cost of care in



other states. (Note: Managed care is being strongly promoted at the Federal level as

an approach to the impending Medicare crisis.)

Issue 3: This legislation takes away the ability of purchasers (usually
employers) to determine where they purchase services for their
employees.

W e believe that as the major purchasers of health care, employers should continue to
be able to select the health plan of their choice to offer as an employee benefit.

Under current plans, employees retain their freedom to choose health care providers
and may seek service from other than those listed as Preferred Providers.

When exercising this choice however, the employee must be willing to pay the
difference in deductibles to go outside the plan. (The trade-off--which has*always been
in effecHs that by accepting an employer's health care benefit dollars, the employee

also agrees to some limitation in "purchasing” choices.)

Some physicians support Any Willing Provider, and raise the issue of patient choice of
physician. We believe Lower 48 experience indicates benefits to managed care
subscribers (convenience, access, satisfaction in less out-of-pocket expense) generally

offsets concerns regarding some limitations in choice of physician.

Issue 4. Why legislate to protect the institution that is already the most
profitable hospital in the state?

Not-for-profit vS For-Profit. Tax issue.

Small Provider vs Large Provider/Opportunity to Compete

For-Profit providers maintain that because they must pay taxes they cannot compete

with Not-For Profit hospitals who do not pay taxes.

Providence Alaska Medical Center maintains that FOr-Profit hospitals have
deliberately chosen to be in business to make a profit, waiving the traditional
tax-exempt status of hospitals. The state's only for-profit hospital, Alaska Regional
reported a profit of $8 million in 1994, even after paying taxes. According to
submissions to the State's Medicaid Raid Advisory Commission, their net income per

("adjusted”) day is 94% higher than Providence's . (See Attachments B1 and B2)

The designation "Not for profit" indicates that while an institution such as Providence
needs to have annual net revenue exceed expenses-make a "profit"--in order to
remain viable, all our revenues may only be reinvested into the organization or used

for charity care and community health needs.

The large player in this issue is not Providence Alaska Medical Center; it is Alaska
Regional Hospital which is owned by Columbia/HCA Healthcare Corporation, the

largest health care corporation in the world.
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Alaska Regional has not been locked out of the market and does in fact, have a
number of Preferred Provider Agreements (See Attachment C) and they had the Aetna

contract previously.

W e believe Providence's commitment to control costs (while still maintaining quality)
has resulted in oursuccess in obtaining contracts. (See Attachment D: Cost
comparisons for State of Alaska employees as reported by Aetna, their insurance
provider. Average cost per day at Providence $1,920, $2927 at Regional)

If Providence charged what Alaska Regional charges per adjusted patient day, we
would have net operating income of $52,317,516 as opposed to our current
$7,966,671. (See Attachment E: This demonstrates the complete difference in charges
applications between hospitals.).



ATTACHMENT A

IF ANY WILLING PROVIDER PASSES

NEGOTIATED CONTRACTS WILL END

AND PROVIDENCE PRICES WILL INCREASE IMMEDIATELY
DUE TONO KNOWN VOLUMES IMPACTING THE FOLLOWING:

EFFECT ON:
BLUE CROSS (75,000 lives) $ 4,000,000
AETNA (13,000 lives) 2,418,000
ETHIX 420,000
SOUND HEALTH 2,115,000
FIRST CHOICE 540,000

TOTAL INCREASE IN INSURANCE COSTS (tfesegmups) s 9.493.000
EFFECT ON EMPLOYER THRUDIRECT CONTRACTS

BRITISH PETROLEUM $ 152,000
ALYESKA PIPELINE 130,000
CARRS 65,000
TEAMSTERS 1,100,000

TOTAL INCREASE IN HEALTHCARE COSTS (thesegmup) s 10,940,000



1994 ACTUAL
OPERATING INCOME
NET INCOME
INPATIENT REVENUE
OUTPATIENT REVENUE

TOTAL REVENUE

PATIENT DAYS

AVERAGE DAILY CENSUS
MEDICARE DAYS
MEDICAID DAYS
OCCUPANCY

DISCHARGES

MEDICARE

MEDICAID

MED/MCAID PERCENTAGE DAYS
MED/MCAID PERCENTAGE DISCHARGES
ADJUSTED PATIENT DAYS

ADJUSTED DISCHARGES

AVERAGE DAILY ADJUSTED PATIENT DAYS

PROV
7,966,671
11,724,377
151,339,046
61,307,973
212,647,019

67,743
186
17,551
12,694
54
14,026
2,388
3,076
45%
39%
95,186
19,708
261

ARH
8,094,372
8,514,342

98,540,019
47,205,391
145,745,410

24,047
66
5,709
4,540
28
5,204
849
1,047
43%
36%
35,567
7,697
97

ATTACHMENT Bl



OPERATING INCOME PER ADJUSTED (ADJ) DAY
NET INCOME PER ADJ DAY
AVERAGE REVENUE PER ADJ PATIENT DAY

COSTTO CHARGE RATIO
PERCENTAGE OF PATIENTS PAVING FULL CHARGES

Providence
84
123
2,234
0.65
25%

Alaska Regional
228
239
4,098
0.38
25%

ATTACHMENT B2

% DIFFERENCE
172%

94%

83%

-42%



ATTACHMENT C

ALASKA REGIONAL HOSPITAL'S PREFERRED PROVIDER AGREEMENTS NOWIN FORCE

AFFORDABLE HEALTHCARE . $ 1,000,000
CIGNA

WALMART

VETERANS ADMINISTRATION

INDIAN HEALTH SERVICE

NEW YORK LIFE 27,000
ASI FLEX $ 140,000




Significant Findings
194

Top Ten Hospital Providers

Inpntlent Outpatient Total Percent In Bed Avg Cost
Provider Nome Locution Benefits Benefits ii clients Alt Hospitals Admits Days Per Day*
providence Hospital Anchorage 52,501.-106 1 $1,424.271 $3,925,677 16.6% 337 1,657 $1,920
Alaska Regional | (ospila) Anchorage 51,57-1,493 ... $1,066,199 $2,640,692 11.2% 157 666 .52.927
Part|ci| Memorial Hospital Juneau $1,110,392 $1,663,101 $2,773,493 11.7% 365 938 $1,406
Fairbanks Memorial Hospital Fairbanks $736,506 $75-1,203 $1,490,709 6.3% 148 471 $1,924
Swedish Hospital Med-Ctr. Seattle $506,696 $227,389 $734,085 3.1% 49 315 $1,892
University of Washington Seattle $-159,747 $221,987 $681,73-1 2.9% 30 255 $2,098
Childrens Hospital and Med. C]r. Seattle $439,735 $205,003 $64-1,738 2.7% 13 161 $3,079
Valley Hospital Association Anchorage $347,590 $288,104 $635,694 2.7% 43 140 $2,945
Charter North Hospital Anchorage $323,990 $14,534 $338,524 1.4% 35 430 $1,249
Virginia Masoi) (lospllal Seattle $195,742 $226,090 $-121,832 1.8% 20 104 $2,215
TOTAL $8,196,297 $6,090,881 $14,287,178 60.5%
Percent Jo Total T.'s; ilal Pcncllls 5-1.8% 70.3% 60.5%
e Tlie facilities shown above arc (he top ten hospitals ranked by Ihe total benefits payable during 1994
. 'llic differences seen |n lhe average cost per day is significantly Inllitienced by case mix, l.e., the severity of illnesses and intensity of services
fcndcfed.
e llic high number of prcgnnncy/chlldblflh confinements and costly treatments at the lop four hospitals Influence high nvernge cost per day.

+ Basal on billal inpatient Chaises (nut shown in aggregate)

Stale Of Alaska

ATTACHMENT D



ASSUMING ARH RATES USED ATPROVIDENCE
PROVIDENCE NET INCOME

REVENUE PER ADJ PATIENT DAY ARH
REVENUE PER ADJ PATIENT DAY PROV

DIFFERENCE

ADJUSTED PATIENT DAYS
CHARGE BASED PAYOR PERCENTAGE

CHARGE BASED VOLUME

INCREASE IN NET INCOME WITH ARH RATES
PROVIDENCE ACTUAL NET OP INCOME

NET OPERATING INCOME WITH ARH RATES
PERCENT INCREASE IN NET OP INCOME ARH RATE

NET INCOME

STATE OF ALASKA EMPLOYEES
AVERAGE COST PER DAY

4,098
2,234
1,864
95,186
25%
23,797
44,350,845
7,966,671
52,317,516
557%
PROVIDENCE

ATTACHMENT E

PROV ARH'S RATES ARH

7,966,671 52,317,516  8,514,342.00
557%
PROVIDENCE ARH % DIFF
1,920 2,927 -0.52



April 20, 1995

Alaska State Legislature
House Labor and Commerce
Committee Members

State Capitol

Juneau, Alaska 99801

Dear Legislators:

| would like to voice my strong objection to HB 266 being moved out of the House
Labor and Commerce committee in any form.,

| founded Human Affairs in Anchorage in 1979, and we have been providing*
Employee Assistance Programs (EAPS) to businesses and organizations across the
state since then. We are the largest provider of EAPs in Alaska, and the leading
provider of Managed Mental Health Care (MBHC) in the state. We have offices in
Anchorage, Fairbanks, Juneau, and Wasilla.

Our EAPs provide employees an employer prepaid benefit for confidential, face to
face mental health counseling from Masters level or above professionals that are
particularly skilled in the problem/solution brief therapy model of counseling. The
philosophy hehind EAPs s that helping employees deal with work related or personal
proglerrt[s _?arly on helps employers and employees by enhancing workplace
productivity,

We have also been providing Managed Mental Health Care to Alaskan emplozers
since 1989. Some of our customers include the Municipality of Anchorage, the State
of Alaska, the Alaska Railroad, and Alyeska Pipeline. Under our MBHC contract
with the State of Alaska, we have brought the net mental health cost per employee
down from $582 {)er employee prior to inception of our program in 1993, to $220
per _emploYee in 1994, This represents a savings to the State of Alaska of over $5
million dollars in claims costs since we started managing the mental health benefit.
These savings are possible partly because of the monitoring, case management, and
utilization review that we do, and also because we use a preferred provider network
of physicians, therapists, and treatment facilities that meet our high quality clinical
standards, and with whom we have negotiated discounted rates.



Alaska State Legislature
April 20, 1995
Page 2

HB 266, allowing any willing provider or hospital to participate on the same terms
as our preferred Prowders, gIves no incentive to ahosrltal or medical service
corporation to otfer discounted rates to us, and virtually wipes out competition.

In addition, regarding the statement in the hill...."A subscribers contract containing a
preferred provider program must provide for payment for aservice provided by a non
preferred provider”...we believe that in the employer group context, all covere
Individuals under a preferred provider contract are treated the same. If they goto a
preferred provider, tfoy receive preferred or enhanced benefits. If they go to anon
network provider, they get non-ﬁreferred benefits. There is no.discrimination
between covered individuals of the same class. The distinction is between what
provider is used, not who uses the provider, and all covered individuals have the same
ability to receive preferred benefits.

Human Affairs represents thousands of workers and covered dependents in
communities all across the state who are able to receive a high quality benefit under

" their employers plan because of our ability to negotiate discounted rates with out
preferred providers. Our customers want Managed Mental Health Care because they
are able to provide a desirable mental health benefit, but at the same time, contain
costs. It isawin/w:n for employer and employees alike.

This legislation, while only written to apply to Blue Cross at the moment, could
easily be expanded to cover Human Affairs, as was the case in a recently proposed
amendment to SB 100. If applied to us, this legislation would eliminate our ability to
offer managed mental.nealth care programs to our customers, including making
favorable financial arrangements with providers, and creating effective provider
monitoring and quality assurance. It is fundamentally anti-competitive, and bad

public policy.

| urge you to vote it down. | would welcome the opportunity for me or my staff to
discuss this critical issue with you, and would be available at any time to do so. 1can
be reached on my direct line at (907) 273-9207.

With best regards,

"Darryl R. Logan
Area Director
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SEPTEMBER 27,1995

RE: ANY WILLING PROVIDER LEGISLATION HEARING
DEAR MR. KNOTT'S,

| WOULD LIKE TO VOICE MY OPINION IN SUPPORT FOR,
"ANY WILLING PROVIDER" LEGISLATION. PLEASE HELP US
GET THIS IMPORTANT BILL PASSED.

4048 Laurel St. Comptax Fractures
Suite 306 PostErguM?a}gJLc Recobnsltruction
Anct.orage, AK S3509 Acetabulum

TOTAL P .01
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M ichael D. Manuel. M.D.
PLASHCEL RECONSTRUCTIVE SURGERY
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Michael D. Mahuel, M.D

Member
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eur-mG**soocrr

Representa Kott

Rep House é|ﬁ No. 266

Dear Representative Kott,

A? a represent t|v of the or M dical S OCdI tg/ and a member
of the ou?(e 0 ates o I ka St te lcdl Asso on,
T woul o mae you ware a v? e ou come at a re enﬁ
medica somet meeting. The me ers of the Anch orggg ica
Society voted |thout op osjtion to ppor t Ho useB I trust
that the support of the OCIet¥ ||| be considered cin in the
hearings an eventual vote on this important p ec eqgi Iature
Sincerely,

TOTAL P. 132
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A SILL

FOR AN ACT ENTITLED

P.cn

"Ah Act rds&ag to preferred prorider agreeavsals offered by kvapUal fir asedkal

senice cnxatia&s.,

BE IT EXACTED BY THE LEGISLATURE OF THE STATE Of ALASKA:

* Section L AS 2157 is axnejwted by adding a new section to resa:

Sec 21,87.135. PREFERRED PROVIDER PROGRAMS. A hospital cr
medical service corpocaiioa may offer a preferred provider service agrecaseac to a
provider cc hospitel licensed in tins sate. A provider of hospital willing so meet dw
terms a coditioaof tfje prefenxd provider savice spxeancnt may not be occluded

from frCo=af as

referred provider. A sabscibefa cantraci ccmatiSHig a preferred

prouder pro-am mast provide for payment ffcr a service provided by a loapredGirred

provicer or bespjlal

HB*2*4* ‘1- HB 265
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ajc . . .
anchorage ivedicaiSociety
3701 E, Tudor Rd. Ste 208 a Anchorage, AK 99507 H (907)562-1567 5(907) 561-7464 fax

DATE: April 2L 1995
TO: Mouse Labor & Commerce Committe
bC. IR

The Anchorage Medical Society supports the amendment to Section 1. AS 21.87
regarding Preferred Provider programs.
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January 24,1995

Tt IMMEDIATE RELEASE

CONTACT:

Senator Bill Gwatney, Arkansas State Senate 682-2902
Lynn Zeno or David Wroten, Arkansas Medical Society 224-8967
Stacy Pittman, Legislative Consultant 664-6445

PATIENT CHOICE ADDRESSED IN PROPOSED LEGISLATION

LITTLE ROCK - Arkansans who belong to managed care plans, such as
HMOs, might have more choice in selecting their health care providers if the
Legislature passes a bill introduced today by Senator Bill Gwatney of
Jacksonwville.

The Patient Protection Act would guarantee that every company that
writes insurance policies in Arkansas must give every qualified health care
provider the opportunity to participate in their health care plans, if they can
agree to comply with the managed care operating criteria. Those criteria
include fee schedules, quality standards and utilization review requirements
determined by the health insurance company.

Gwatney said the proposed legislation w ill offer Arkansans the
freedom to choose their physician, hospital, pharmacist and other health care
providers while also protecting the fundamental components of managed

care.
\

"When the American public demanded affordable health care services,
insurance companies responded by creating managed care organizations,"
said Gwatney. "Butin their effort to control costs, many insurance
companies are sacrificing quality health care by severely limiting the patient's
choice of health care providers."

At the present time, insurance companies who write policies in
Arkansas do not allow all qualified providers, willing and able to meet the

-continued

The Patient Protection Act ts supported by the following organizations: Area Agencies on Aging ol Arkansas ¢ Arkansas Association ol Ambulatory Surgery Centers
Arkansas Chiropractic Association « Arkansas Counseling Association « Arkansas Home Care Association « Arkansas Hospital Association Arkansas Medtcal Society
Arkansas Occupational Therapy Association « Arkansas Opthalmoiogical Association « Arkansas Optometnc Association « Arkansas Osteopathic Medical Association

Arkansas Pharmacists Association « Arkansas Physical Therapy Association « Arkansas Podiatnc Med<c*J Association Arkansas Psychological Association
Arkansas Speech-LanguapeHearing Association « Arkansas State Dental Association



News Release
Patient Protection Act

Page 2

managed care criteria, to participate in their health care plans. However,
Gwatney feels confident his legislation will pass, just as it has in other states
across the country.

"Fourteen other states have provided patients with their medical
freedom to choose without intervention from the government or health
insurance companies,” Gwatney said. "And they've provided this freedom
while also protecting and preserving managed care's goal of containing
health care costs. It's a perfect match for everyone — patients, health care
providers, and insurance companies."

Gwatney has already attracted seven co-sponsors for the bill among his
Senate colleagues.

Members of a coalition who are supporting Gwatney's bill point out
that rural communities experience greater consequences when their local
doctors and hospitals are not allowed to negotiate and participate in managed
care plans.

Lynn Zeno of the Arkansc-s Medical Society said that many insurance
companies are jeopardizing the viability and economy of rural communities
by excluding physicians and hospitals from treating patients in their
communities.

"With the increase in managed care plans, it’s not unusual for patients
in rural communities to be forced to seek medical services outside the county,
miles away from home," said Zeno. These communities, which are being
arbitrarily excluded, w ill see access to health care services deteriorate and will
then find it difficult to attract new industries to the area.”

'We all know that public education, recreation and health care services
are critical to attracting new industry to our communities," said Zeno.

The Patient Protection Actis supported by several state organizations
including the Arkansas Medical Society, the Arkansas Pharmacists
Association, the Arkansas Hospital Association, the Arkansas State Dental
Association and the Area Agencies on Aging.

-30-



A Health Care Problem in Arkansas

insurance companies have established an exclusive and arbitrary selection process
selecting physicians, hospitals and other health care providers who can participate in the

HMO/Managed Care Plans.

Managed Care Plans are not equally open to all qualified health care providers who are w illir
to meet the rules and requirements of the plan. This results in a disruption of the cunrei
provider-patient relationship. Arkansans are losing the ability to maintain relationships wit
their physicians, pharmacists, their local hospitals and other health care providers.

Access to health care services is jeopardized when we begin excluding quality physician;
hospitals and other health care providers from treating their existing patients or attractin

new patients.

Rural communities experience greater consequences when their local doctors and hospital
are not allowed to participate in managed care plans. As aresult, residents of smaller con
munities are forced to drive long distances to seek medical attention and prescription dru

services.

Insurance companies are jeopardizing the viability and economy of rural communities t
excluding physicians and hospitals from participating in their plans. Rural communities wi
see adcess to health care services deteriorate and find it difficult to attract new industriesini
their area. Public education, recreation and health care are critical to attracting new indus

tries.

The Solution
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L2VifnMi ¢.he number one concern regarding health system reform is the patlents fear oflosm
the ability to choose their personal health care provider. The "Patient Protection. Act of 199E
will significantly enhance patient choice through any-willing provider provisions. J

. By affording health care providers greater opportunities to participate in healtii care piais.
"A this Actwill: = LA \- "of < e

K7 A 'Y/ give patients greater access to a variety of qualified health care proViders?H"

e v e 1e-« fostef patient choice by prohibiting health care plans from excluding qualified
providers who are willing to accept traditional managed care operating criteria.
.. Thesecriteria could include adherence to fee schedules, quality standards ajad
utilization review requirements. =%

strike an appropriate balance between the needs ofhealth care plaps to
establish management criteria and the patient’s freedom to choose, their health

care provider. e

w
WHAT THE PATIENT PROTECTION ACT WILL DO: il e

It will prohibit insurance companies from excluding qualified providers who want to
accept the managed care participation requirements. i

i '] me *e

V- A . . .
# It -will enhance vour choice of health care providers. .o
i&'t
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Legislature o fthe State o f Alaska Rharm aCy Inc

Hbuse Labor and Commerce Committee
HB266 Vv \ '

Dear Committee Members:

| Would like to offer my support ofHouse Bill (HB266), which addresses preferred provider
programs. 1strongly support allowing any health care provider willing to meet the terms and
conditions o fthe. preferred provider service agreement to participate and provide service. | feel
thils type o flegislation is essential to the State o f Alaska and it's residents.

The major problems relating to health care in the State of Alaska, both in teTms o f quality and
cost, have to do with accessibility and availability. Alaska has a small population base, spread out
over alarge geographic area, with few health care providers. Many "larger” towns, such as
Bethel and Dutch Harbor, don't even have a physician, retail pharmacy or hospital.
Transportation costs, to access health care, are a significant component o f health care costs in
Alaska. If exclusive, preferred provider programs are allowed to exist in our state, they will only
decrease further the number o f health care providers and increase the costto access health care.

| have recently withessed the implementation o f a restrictive preferred provider program. A
medical service corporation decided to lim it the number o fhome infusion providers in their
network for both the states ofAlaska and Washington. Before the new contract, there were six
home infusion providers in the State o f Alaska, four in Anchorage, one in Soldotna and one in
Juneau. Now, three providers remain in the network as preferred providers, all based in
Anchorage. Evenifthe providers in Juneau and Soldotna are willing to accept the proposed
reimbursementrate, they are being excluded from participating. Is this good for Alaska?

Do we want to discourage health care providers from setting up practice in any community other
thfin Anchorage?

The cost o fhealth care will not be increased by allowing open participation in preferred provider
programs. A business will either accept or not accept a proposed rate. |f the rate becomes too
low for them to do business, they will drop out o fthe network. By allowing open participation,
you are allowing competition and the free market place to work.

i
The quality o f health care in Alaska w ill be severely affected if exclusive preferred provider
programs are allowed to operate in our state. What health care is available in areas outside o f
Anchorage w ill decrease or become extinct. People in areas outside o f Anchorage will delay
seeking medical attention and in an emergency they will have no one in town to turn to. Ifa
patient is unhappy with the quality o fhis care, he'll be restricted from changing providers.
M ultiple providers, patient choice and competition are what keep quality up. *

7”5 Northway Drive  Anchorage, Alaska 99508
Phone: (907) 279-8055  800-262-8055  Fax: (907) 279-8054



As to choice, a person will have none. Even in Anchorage we only have two hospitals. |fyou
rejstrict it even by one, you have in essence, eliminated any inkling o fchoice. People in areas
ohtside o f.Anchorage, will have a "choice" to come to Anchorage and be seen at the preferred
provider hospital, doctor’s office or what not. Which brings up the question o fwho's going to pay
for these increased transportation and accommodation expenses?

EfMO's and restrictive preferred provider programs may work in dense, highly populated areas o f
the United States, where you have a large number o f hospitals, primary care physicians and
specialists; but they won’t work in Alaska. We need more provide”, notless. We need more
accessibility, not less. Health care providers willing to meet the terras and conditions ofa
preferred provider service agreement, need to be allowed to participate and provide service.

Sincerely,

Karen Marcey RPh/VP



TESTIMONY ON HOUSE BILL 266
BEFORE THE
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My name is Gordon Evans and | represent the Health
Insurance Association of America ("HIAA"), which is a trade
association of the nation's leading commercial health insurance
companies which provide health insurance for approximately 55
million Americans.

HIAA opposes House B ill 266, which ostensibly would
allow a hospital or medical service corporation to offer a
preferred provider service agreement to a provider or hospital
licensed in Alaska.

At this time Alaska does not have a statute directly
authorizing the operation of FPOs ("preferred provider
organizations") in the state. There is a model PPO act drafted
by the National Association of Insurance Commissioners ("NAIC"),
which has not been adopted in Alaska, but HB 266 would not serve
tlie same purpose as aAPPO act.

HB 266 is nothing more than a badly disguised "any
willing provider" mandate, the consequence of which in the long
run would be to increase the costs and reduce the efficiencies of
managed care.

An integral part of managed care is the provider
network. When a managed care plan such as a PPO enters into a



contract with a particular provider — whether ahospital, a
physician, or some ancillary provider — it seeks to accomplish
several purposes.

One is to establish a long term relationship with the
provider that enhances the plan's market attractivness and its
ability to provide access to quality health care.

A second purpose of the plan is to establish a method of
reimbursement with the provider that improves the plan's ability
to manage its health care costs effectively.

Managed care plans attract providers by guaranteeing
access to a specified pool of enrollees. If all providers in a
community are required to be included in a plan — as the second
sentence in HB 266 would require — there is no economic
incentive for any provider to enter into an alternative delivery
or reimbursement system.

"Any willing provider" laws erode savings since, as the
costs to a plan increase, savings can no longer be passed along
to consumers, and the value of the plan for consumers is lost.

"Any willing provider" legislation also hurts consumers
by hindering the ability of health insurers and HMOs or PPOs to
construct delivery systems that can guarantee specified standards
of care to meet the needs of their members. To serve its
enrolled population efficiently, a health plan must be allowed to
establish its own credentialing standards and to decide on the
optimal number (and specialty) of providers to be included.



HIAA believes that managed care systems should be able
to limit their networks of providers and to alter reimbursement
systems to reward efficient providers in their network. Insurers
should be free to negotiate reimbursement schedules with
providers to contain health care ejcpenditures.

HIAA is opposed to legislation that would restrict the
ability of an insurer or other entity to contract with providers,
and which would require the insurer to accept ANY provider in a
particular service agreement.

Buyers of insurance plans — and not state government —
should dictate what services and which provider groups should be
covered.,

The Federal Trade Commission has determined that "any
willing provider" mandates are anti-consumer and "may discourage
competition among providers, in turn raising prices for consumers
and unnecessarily restricting consumer choice in prepaid health
care programs, without providing any substantial public benefit,

In addition, the National Governors' Association has
gone on record as opposing "any willing provider" mandates at
both the state and federal levels. They believe these laws can
undermine the access, cost containment, and quality assurance
benefits provided by effective managed care organizations.

We urge the committee to reject HB 266.



