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Senator Georgianna uncoin
S’ato Capital
Juneau. Alaska 99801*1182

[ear Senator Lincoln:

For far too many yean. Alaska Native artists and those seeking to purchase the
products of meir laoor have been unsuspecting victims of fraud ana embezzlement.
Tne core ot me prcDiem ana responsibility for such deceit i with those unethical
marviauau wno matte ana/or profit from artwork. falsely po.rayoa as authentically
Aiasxa Native. Inis propiem nas oscciotca from being a stmpio annoyance to the point
toaay wnere aogus Aiasra Nanve cnworv» ponure.me manrot. outnumbering authentic
pieces peingsoia. The oxtenr or tnts propiem was orougnito tne puDiic sanenrion m
the Ancnoroge uany News tearure on September IU. IW5.

Unfortunately, theii noia new trena. Oecetrfut pronfeon navo aiwo 7/ssought out
iuouiivw buiinoj* marxers ro oxptoii far rher personal oenerir cr gain, illegally
cooiiuiudng uii lhe aomand for aurneniic Aiasxa Narive cnworxs |ust nappens to oe
tocJuy'i iu lw ol Citluntion for Itwse individuals. Tho reasons ere many as to wny tne
Kaiko iNc'lvo ufti oro ossion isbeing preyed upon. Tho marpin uf profitoonity. mo tow

CCdi cf TTiCTtwtyCiwilnQ wUpSCOtfc \XtrrC*k CvtnltvGS. ihO iucfc ui UpfITCUriuio *uYo 10

m!*!rnizd docoitfuicommerce, and the high demand for uuiittmiiu aluuu Native.

- IM VEA MM \’lW'I'IiHeIWMV!! sI:V Mor# ..Li*Mi)l)tll

o.r people, hutoho by the state who's potential tourisfend CCrJVfTSf yCin2
be *e«erv»r» py this fate The successful passage of Sera4* *273 ana *hesudsecucrf
enforcement and prosecution of violators of thts new law wtti *»eH?err.re "whdt

profiteering In the Alaska Nattve arh LcrTth nod» h k*p* rn d

For thisreason. lam encouraged bv your toonvmnioof SB @37ln»n <<;* yn-*
co.teaauet on behat of the viocei wtfh'n our roaion to SUOOOrt ¢*«h i >>ri"v vam »a»
volt time and consideration of mv views on thb most Imoor*ani *ng"i*nvin

Sincerely

tanana chiefs conference,inc.
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KIRG ISLAND NATIVE CORPORATION

r* O Box 003+ NOMf ALASKA **702 + 19071 AAJ

March 14. 1996

Mr. Richard foster

Representative. Alaska State Legislature
Sure Capitol. Room 410

Juneau. AK 99811

Rh. Senate Sill No. 273

Dear Honorable Representative For er:

Both the King Island Native Community and King Island Native Corporation tully
support the passage of Senate Bill No. 273 on behalf of their village members and their

shareholders.

This legislation is a positive step forwards the eventual solution to the prevention s ot
unethical practtccs common in the Native Arts and Craits industry' within Alaska.

Th reforc. we are requesting ppor'[ foT the enactment of this legislation
ay Carlisle. President G'albnci L. Muktovuk. Chiel

'King Island Native Corporation King Island Native Community



Alaskan Treasures
Wo Only Reprvscnt Authent,c Alaskan An'

205 E. Dimond, Suite 514
Anchorage. Alaska 99515

(907) 248-2323
Alagkan I-AX 248-2328

Trcjsunos

March 18, 1996

TO: Senator Georgianna Lincoln DATE: March 18, 1996
FAX #: 465-2652 PAGES TO FOLLOW: 1
FROM: Angie Larson

RE: Bill #273

MESSAGE:

As a legitimate wholesaler of Alaska Native Art (17 years). | strongly support this

bill and I believe there »sgreat need for it.

It has always been my policy to put in writing the name of the c.tist. their origins
and the matenals used. The bottom line is why would | or anyone -?lse who is running

a legitimate business refuse to do this?

The suggested certificate of ongin is trying to prevent specific acts of fraud already
regularly practiced in the State on a large scale. It provides a guarantee and creates

uniform information for the consumer
For the honest retailer, it will reinforce his market prospects Itis appropriate for
the retail outlet to offer these certificates, as they are in direct contact with the

consumer,

lhave observed jogus Native art offered for as much as S3000.00 in retail stores
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W hile most of us have read the extensive investigative reports done by both the
Anchorage and Juneau newspaper, many are not aware that these reports have been
also published in Canada and the Lower 48. Even an American-Indian Native Art

newspaper that is distributed all over the world.

There is a contact in the Federal Trade Commission. Eleanor Durham She has
been involved in a investigation dealing with the above subject in our State for the last
two years. While she has said she cannot initiate a telephone call to you. she can

speak to you about this matter if you call her Her number is (206) 220-4476.

Your support and sensitivity for Bill #273 is needed.

Thank you.

Angie Larson

Alaskan Treasures

cc: Bert Sharp
Randy Phillips
Loren Lemon
Dave Donely

Jim Duncan



Johnny Weyiouanna

signature

Shishmaref, AK

Ce™»cut S/ic*
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Treasures
March 8.1996
TO: Senator Georgianna Lincoln DATE: March 3, 1996
FAX #:465-2652 PAGES TO FOLLOW: 0

FROM: Angie Larson

RE: Bill #273

MESSAGE. We support Bill #273 and appreciate all your efiorts.

Eva Mane Larson
Freo Larson

Angie Larson
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STATEG:ALASKA BILL NO Iill Version: o/*? .Q 7 3
1996 LEGISLATIVE SESSION * (St Publish Djite: A
Revision Date: 3/18/96 Dept. Affected: Community ft Rnninnal Affairs
Title:  An Act relating to Native handicrafts and BRU: none
other articles mnde in ihe state Component: none
Sponsor: Senator Lincoln
Requestor:  Senate State Affairs COMPONENT SERIAL NO. nono

EXPENDITURES/REVENUES: (Thousands of Dollors) (inflation not included)

nPFRATINR FY R7 fy qn fy qq fy nn fy m fy n?
PFFisnrjAi sfrvicfc; nn nn nn nn nn on
TRAVFI
rnfjTnArniAi
siippi ipq
FFITIPMFUT
LAfjn A ‘tTRIICT! IRFri
NRAFjTrt ri aims
luicrn i ANFniis
i TOTAI nPFRATINR Q. n o n L N n

[ capital rxPFNnIiTiiRFs | nl nl nl ni nl nl

CHANGE INREVENUES( )
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FUNDING: (Thousands of Dollars)
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Estimate of cuf"»nt year (FY 96) impact S nono

POSITIONS:
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ANALYSIS (Attach a separate page if necessary )

This bill will have no fiscal impact on the department

p'fpa'es By Remona Henderson [ Phone 405-4706
C.»*VUn Director O<v of Administrate® bervices Date 3/1C96
Appiovea by Commissioner Cafe IMB'W
Agency ¢Mcirwih Cept cf Community A Red Affairs

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE
OFFICE

For further distribution information can tho Governors i cgtilative Office
Page t ot

Fiscal Notes



No. ¢cZ

FlSCAL NOTE Hill Version: 56.J73

STATE OF ALASKA <S) Publish Date;___
19% LEGISLATIVE SESSION
Revision Date: Deot. Affected: Department of Law
Title: 'An Act relating to Native hanOir.faits and other BRU: Criminal Division
articles made in the state.* Component: Criminal Division
Sponsor: Senator Lincoln
Requester: Senate State Affairs COMPONENT SERIAL NO. 2085
Expenditures/Revenues (Thousands of Dollars)

OPERATING EXPENDITURES FYy 97 FY 98 FY 99 FY 00 Fy 01 FY 02
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND & STRUCTURES

GRANTS. CLAIMS

MISCELLANEOUS

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES |

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1006 GF/MHTIA

Other
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any cur.onr year IFY96) cost: S 0.0

POSITIONS

FULL-TIME 0.0 0.0 0.0 0.0 0.0 0.0
PART-TIME
TEMPORARY

ANALYSIS: (Attach a separate page it necessary)

This bill amends AS 45.65, dealing with handicrafts, to dd new sections that: (Il roquiro that a person
who sol; an authentic Native handicraft at retail shall display an 11 by 17 inch poster advising of the
authenticity of Native handicrafts: (2) that roquiro an authontic Native handicraft sold at retail must bo
laccompanied by a written certificate of origin, if the handicraft has a retail fair market value of 5100 or more: 13)
Ithat prohibit the alteration of an article of handicraft for ousinoss reasons by a person other than tho maker of
the article: and, (4) prohibit a person from removing a state authorized handicraft seal or emblem from an article
of handicraft, unloss the seal or emblem is removed bv the person who made the article or is removed by a
person who purchased the article for the person s personal use. A violation of these provisions would be
punishable as a class B misdemeanor The bill will probably not have a fiscal impact for the Department of lavr,
because me number of violations is expected to bo small.

P'fC.veO tv R'emirgi P*T:»s P-»»*por * jprvirie 46€*ifi7?
0>Viv'en Agminnoattfo> Srrvirs* Djf/Norr Y AL jL tVj~ ' Date TIB =
Approved cv Commit* nrwu Snj-:- M Oofemo Attorney Gernvxi Date V118796
A'jencv Department c.i t lw

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR S LEGISLATIVE OFFICE
i I ruHB*> 4 tu Ool'un >Mip*fA«tiofi. t»| te* Govarngr i itpiiaiit* OH,c«

5»v 1C 341 3fili»no.»i» 09fl P*a» t 0* t
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FlSCAL NOTE Hill version:  v306 "~ 73

STATE OF ALASKA HIM sl Publish Date: 3 - ife
1996 LEGISLATIVE SESSION

Revision Dato; March 26. 1996 Department: Commerce and Economic Development
Title: An Act relating to Native handicrafts end othor BRU: Trade and Development

articles made in the etato. Component: Trade and Development

Sponsor: Sen. G. Uncoln

Requestor: Senato State Affairs COMPONENT SERIAL NO. 2056

OPERATING EXPENDITURES FY 97 FY 98 FY 99 FYOO FY 01 FY 02
PERSONAL SERVICES

TRAVEL

CONTRACTUAL 16.0

SUPPLIES 20

EQUIPMENT

LAND &STRUCTURES

GRANTS. CLAIMS

MISCELLANEOUS

TOTAL OPERATING 180 00 00 00 00 00

CAPfTAL EXPENDfTURES

CHANGE IN REVENUES

FUND SOURCE (Thousands of Dollars)
1002 Foderal Receipts

1003 GF Match
1004 GonoralFund

1005 GF/Program Reoelpta 18.0

1006 GF/MKTIA

Other

TOTAL 180 or 00 00 00 0.0

Estimate ot any currant year (FY 96) coat: S

POSITIONS
FULL-TIME
PART-TIL .
TEMPORARY

ANALYSIS:  (Attach a eoparato papa tf necaMary)
Silver Hand Program rooatpts wiMbe used to cover the oxpersea of S6nato BU 273 Tho aourcea of tho roceipta that will pay for
pnntmg end distribution ot tho poster will bo

| Tho Sitvor Hand Program receipts
A Fines lovoied by atato and federal enforcement agencies for violations againtt Silver Hand Program and Nativo
ana and crafts vtioations;
B Contnbutions coticitod to auppon tho pnntmg of tho postor. and

Proparoa by Charles McQoe. Davoioomoni Specialist Pnnna 269-fIn?
Division Trndo & Dovolopmont Dato March 26. 1TO6
Approved by Commissioner Wittiam L Hensley Dato:

Agency Commorco and EPOnomtc DeVoiopmonl

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information, can tho Governors Legislative Office

CVG/ODO11 ed/3/26/96 p*9® » of *



FISCAL NOTE

STATE OF ALASKA HILL NO. SH 273
1IW6 LEGISLATIVE SESSION

ANALYSIS: (continued)
DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT

Fiscal Note Calculations (or SB 273
C.  Other funds the division kable to raise through the SilverHand Program

2. Federal and/or Foundation Grants

The Department of Commerce and Economic Development will design the poster. We
anticipate the poster will be multicolorea and show four Alaska Native atistsmaking their
handicraft. Each will be ldertified by name ana village. The institute of Alaska Native Art has
agreed to provide the photographs without charge. Tho written comments required by the
legislaticnwill appear below the photographs. The objective Btomake the poster
aesthetically pleasing as well as fifill the intent of the legislation.

Datill of Expenditures

Contractual Services 160
Printing 10.000 posters 12.0
Postage for mailing posters 40

Supplies 20
Shipping containers for posters 2.0

Total 180

Page 2 of 2
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HOUSE BILL NO. 276
IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - FIRST SESSION
liY REPRESENTATIVE NAVARRE

Introduced:  3/22/95
Referred:

A BILL
FOR AN ACT ENTITLED

"An Act relating to legislative per diem; and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

*Sectionl. AS 24.10.130(c) is amended to read:

(c) The Alaska legislative Council shall adopt a policy regarding
reimbursement for moving expenses applicable to all legislators (AND AN
APPLICABLE PER DIEM ALLOWANCE POLICY |. The policy must set conditions
for the reimbursement for movii " expenses (AND PAYMENT OF PER D1EM| and
prescribe the amounts of reimbursement adapted to the special reeds of the legislative
branch as determined by the council.

» See. 2. AS 24.10.130 is amended by adding a new subsection to read:

(d) The Alaska I -gislative Council shall adopt a policy setting the amount of
and addressing entitlement to travel per diem and session per diem. A charge in the
amount of session per diem takes effect only if ratified by concurrent resolution.

» Sec. 3. (al Notwithstanding AS 24.10.130(d). enacted by see. 20f this Act. until the
Alaska legislative Council acts in accordance with AS 24.10.130(d) to set travel per diem.

11110276a |

. [IR 276
"ri-'ri tdeleted text bracketedi



1 the travel per diem in effect on the day before the effective date of this section shall remain
2 in effect.

3 (b) Notwithstanding AS 24.10.130(d), enacted by sec. 2 of this Act, until the Alaska
4 Legislative Council adopts a policy setting session per diem that is ratified by concurrent
5 resolution, legislators are entitled to session per diem in the amount of $100 per day.

6 *Sec. 4. This Act takes effect immediately under AS 01.10.070(c).

IH 27ft 0 lin0276a
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V)c Managed Care Consumer5’ Hill o jRights A Health Policy Guidefor Consumer
Advocates is a publication of tlic Public Policy and Education Fund of New York.
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Vintroduction

'ne Managed

r signs arc unmistakable Actually
2}y can't be missed Drive nn the
rrstatc into any city in the nation

J there are more billboards claim*
; the virtues of Bluccholcc or
-fcrredcare or US Health than there
*advertisements for the products
\gsc side clfccts provide customers
those same health care plans ciga-
tcs. beer and cars. In the past few
ars. health insurance has been
r.sformcd from a business quietly
-rkcted to employee personnel
partmenu to a hot commodity,
eearning for attention from con-
T.ers

first glance, it svould seem that
.king health delivery into a Con-
ner product wou'd enhance the
Juy cf consumers to choose

.ong products in order to find the
> combination of price and quality
nect their needs All thoie bill*
.irds and all those companies must
can that consumers have more
iiccs than ever before about where
get care

the reality is that the rise of man-
:ed care as a consumer product
*sks the loss of the traditional abil-
of insured consumers in ihe
ntcd States to choose any health
.-e provider they desire Ulv.lc doe-
's did not put up billboards, con-
c:> were able to gu to any doctor
ry wantrd or seek care from any of
r nation's finest medical centers
*.r svstcm encouraged die develop-
m i of the wuild’s leading medical
voerti and technologies Consumer
3icc was only limited by the lack
* h-alth coverage or try health cov*
eage that did not pay the going rate
health care, usually provided only
i the poor For Amencans with good
.vcragc, whether provided at work
: by Medicare — the nations health
estem for senior citizen* — choice
i health care prmidcr was a guaran-
of access to the finest medical
.re in the world

Care Revolution

Managed care is a radical change in
the way health care is delivered and
insured. By changing ihc way health
care providers arc paid and by com-
bining the financing of health care
with its delivery, managed care is
transforming the nation's health carc
system.

Managed carc plans reimburse
providers using a method known as
capitation. Capitation pays providers
on a -fec-pcr-hcad’ (per capita)
basis. Managed carc plans arc paid a
set amount for each cnrollcc regard-
less of die types and amounts of ser-
vices which arc provided to that
person This directly contrasts with
the traditional 'fce-for-scrvicc" system
in which providers are paid for each
service delivered. Capitation means a
plan gets the same amount of money
for a person they never sec as for a
very sick person for whom they pro-
vide many services.

Unlike traditional insurance, managed
care combines the roles of insuring
against risk and arranging or provid-
ing for the actual delivery of medical
care. Under the traditional insurance
system, there was a clear distinction
providers delivered carc and insur-
ance companies paid at least a por-
tion of the charge Patients perceived
that physicians were focuscu primar-
ily on treating their health needs
Ur.der the new system, providers
generally work for or arc under con-
tract with the managed carc plan,
which not only acts as the insurer by
bcanng risk, but also, sets die rules
under which care is delivered to
patients Today's managed cate
patients may perceive that their
physician has two clients the plan
and the patient

Uhde managed care by its very
nature reduces consumer choice of
provider, it has gamed a great deal of

the health cate market because it is
perceived to solve sornc of the prob-
lems existing in the traditional health
system. The first problem — and the
one of overwhelming significance to
purchasers of insurance, including
employers and government — is
increasing health care costs The tra-
ditional fce-for-scrvicc system is one
engine driving up utilization and
costs. Unlike other consumer mar-
kets, the demand for health carc is
driven by those who provide services
more than those who consume care.
A consumer decides when to seek
care, but most of the subsequent
decisions are made by providers.
Providers recommend the course of
care to consumers, which tests and
prescriptions to take, which special-
ists to sec, which procedures to
undergo. Under this traditional, fee-
for-scrvice system, providers increase
their revenues each time they provide
another service, regardless of whether
the care is necessary 1

*There are a number of mechanisms
which have been incorporated into
fcc-for service systems to address the
problem of nsmg cost* due to over-
utilization, including budgets,
prospective payment reimbursement
methodologies, volume performance
standards, and frequent monitoring of
actual vs. anticipated expenditures
The ufc of these mechanisms in
counucs such as Germany. Canada,
and Japan have resulted in lower
costs compared with the United
States. For more information, sec

Expericncg-ollTitntc. Gcetnunv/aiid
Japan. U S General Accounting
Office, November 1991. (GAO/HRD-
92 9) and German Hcallh-Rcfenm.
Changes Result in Lotvcf 11¢jJUl-Cq: 13
in 199.V U S General Accounting
Office. December 1994. {GAO/HKHS-
95-27).
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The second major problem in ihc
current health care system is the lack
of access to carc for people who
have no insurance or who have inad-
equate insurance. This was the funda-
mental objective of last year's failed
effort to win universal coverage
through federal health carc reform.
While most eyes were on
Washington, D C., the growth of man-
aged ».arc transformed the health carc
system back home. However, as
enrollment in managed care plans
accelerated, so, too, did the number
of uninsured Americans. The number
of uninsured Americans jumped from
37 million in 1992 to *13 million in
1995, casting doubt upon the claim
that the lower costs typical of man-
aged care plans would increase
access to health insurance. The
impacts on undcnnsurancc — limited
health coverage that doesn t meet
peoples' needs — arc less clear
Some consumers may obtain more
comprehensive services, particularly
in the area of preventive carc, others
may find new bamcrs to getting the
care they need

A third problem with the traditional
system is that consumers who do not
select a primary carc provider may-
discover that that no one is monitor-
ing their overall health status As a
result, patients may receive conflict-
ing treatment* which could lead to
the wrong kind of carc. could have
health problems misdiagnosed or not
diagnosed, as spcciahy providers
focus on one organ system at a time,
missing a syndrome or symptoms

A related problem is the frequent
lack of emphasis within the health
system on preventive care, ensuring
wellness as opposed ro curing sick
new. Consumers have an interest in
prevention, but might not know what
to do in terms of hfesiyle and health
services to prevent health problems
And since traditional insurance only

Tho Managed Caro Consumers’ Bill of Rights

pays for sick care, consumers have to
pay for any preventive services on
their own. Such a system ignores the
old adage, "an ounce of prevention Is
worth a pound of cure," since only
the pound of cure is paid for by tra-
ditional insurance.

Managed care proponents argue that
they can solve the cost concerns of
private and public purchasers while
actually enhancing the quality of care
provided to consumers Theoretically,
by reversing the incentives for
ovcrutilization and use of expensive
treatments, providers and services
and by increasing primary and pre-
ventive carc, managed carc will save
money. Managed carc seeks to pro-
mote preventive and early care,
replace specialty care with primary
care and better coordinate care in
order to avoid duplication and possi-
ble harmful care There is evidence
that some managed carc plans do
meet these goals, at least for some
populations

On the other hand, there is also evi-
dence that many managed care plans
do not meet the theoretical ideal.
Some of the cntiosms of managed
care are also true of traditional health
insurance, but many are exacerbated
by the incentives created by capita-
tion The dnvmg objective for many
managed catc plans is reducing costs,
even at the expense of quality and
access While under the traditional
system, consumers were free to sec
the providerf their choice, very
often in to ->'s market it is their
employer or a government sponsor
who selects the plan jnd who may
put a higher pnonty on saving
money than guaranteeing high qual!-

tty.

There are a number of ways in which
managed carc plans have been found
to reduce costs fry denying access to

high qualify care These include

imposing financial incentives and
penalties on providers to discourage
services, requiring long waits for
appointments, limiting the number of
providers below that needed to ade-
quately serve cnrollccs, and discour-
aging use of specialists. In addition,
many managed carc plans use dis-
criminatory practices to avoid
enrolling high-cost patients, or per-
sons who they think may be high-
cost Some of these practices include
refusing to hire or contract with doc-
tors who serve high-risk populations,
refusing to sell their product to high-
risk businesses, and selectively mar-
keting to healthy, low-risk
populations.

While the policy debates about the
effects of managed carc continue, the
increase in managed care enrollment
continues to accelerate. Congress and
state governments are providing
incentives and requirements for
Medicare and Medicaid beneficiaries
to use managed carc This trend is
mirrored in the private sector. Old-
fashioned, fcc-for-scrvicc insurance,
without any review ol medical utiliza-
tion, is virtually a thing of the past.

The Managed Care
Debate:

Throughout the nation, as Americans
increasingly use die new health carc
5) stem, consumers and their health
care providers are asking basic ques-
tions about whether managed care
means quality rare The questions
duster around these two rhemes
Who should make derisions about
health care consjmcrs and their
providers or insurance companies’
Who should choose a health carc
provider a consumer or a managed
care plan’ With the increase in man-
aged carc. the debate Is growing
about whether public policy has a
role in setting rules about managed
rare and how bcvt to guarantee that
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Promise and Problems of Manged Care

Health System Problem

Costs are too high

Access barriers for uninsured
and underinsured

No provider to coordinate
care

* No incentive for preventative
. carc

Promise of Manged
Care

» Capitation eliminates incen-
tives for overutilization

« Care coordination and pre-
vention lower costs

» Lower costs allow more
people to purchase insurance
* Includes preventive services
* Provides convenient, guar-
anteed souce of care (even
for typically underinsurcd
Medicaid beneficiaries)

» Consumers assigned primary
carc providers as gatekeeper,

coordinating access to special-
ized providers and all services

» Capitation provides incen-
tive for early detection and
preventive care to avoid high-
er costs for serious illness

» Plans cover peventive ser-
vices with little or no out-of-
pockct costs

Problem with Managed
Care

+ Capitation creates incentives

for undeservice . . .
+ No evidsnce of significant

savings
» High administative costs
» Saves money by denying
referrals

* The number of uninsured
has grown as managed care
has expanded

* Managed care results in
undcrservice and denial of
care

» Gatekeeper can serve as a
barrier to carc, denying access
to needed treatments

» Plans may lack gatekeepers
with appropriate expertise for
some enrollees

* Plan may lack adequate
capacity to serve enrollees
while preventing them from
obtaining care outside of plan

*Plans often lack adequate
outreach and culturally appro-
priate health education and
prevention services

» Plans often fail to meet min-
imal standards, ie. percentage
of children receiving immu
nization
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the promise of managed care is real*
ized while the dangers to quality of
carc are avoided. Legislation to regu-
late managed care has been intro-
duced in Congress and in every state
legislature. Coalitions of consumers
and providers arc finding new com-
mon interests in seeing that managed
carc companies are held accountable
to public standards.

The Managed Care Consumers' Bill of
Fights. A Health Policy Guidefor
Consumer Advocates (the Guide) is
designed to be a hand's on manual
for consumers and others who want
to be sure that managed carc pro-
vides quality carc and that the new
health carc system is an improvement
over the old. It is not designed to
answer die question of whether man-
aged carc is a better alternative than
a reformed fcc-for-rervice system
Instead, it gives background informa-
tion and suggested approaches to
ensure that where managed carc
does exist, consumers arc empow-
ered as much as possible to make it
meet their needs

At the heart of the Guide is the
Managed Care Consumers'BIU of
Fights. The Managed Care
Consumers'BIU o f Fights desenbes
ten rights diat will provide access to
affordable, quality health care for
consumers who are enrolled in man-
aged care plans and protections to
enable dicir providers to make qual-
ify health carc decisions. The
Managed Care Consumers'BIU o f
Fights includes sample legislation
that can be used as a model for con-
sumer advocates and odiers in
designing quality regulations for nun-
aged care.

The Guule is dengred to be useful to
many different individuals and orga-
nizations, including consumer and
health care advocates, social service
providers, legal service organizations.

community-based health carc
providers, individual health care
providers, labor union benefits nego-
tiators and administrators, state and
federal legislators, state and local
health and insurance regulator.#, and
academics concerned with health pol-

icy.

The Guide has four chap-
ters:

Chapter 1. The New World of
Managed Care, provides an
overview of managed care, including:
trends in the growth of managed carc
by type, region and payer, the differ-
ent types of managed carc entities; a
review of Medicare and Medicaid
managed carc. and, a discussion of
the evidence about whether managed
carc saves money

Chapter 2. So You Want to Regulate
Managed Carc.... discusses issues
with regard to csublishing quality
issues in managed care, including

the various venues for applying regu-
lation. the role of legislation and reg-
ulation. existing legal rights under
current laws, and, a discussion of the
viewpoints of the interest groups
which can be expected to engage in
any public debate on regulating man-
aged care

Chapter 3 contain- the Managed
Cane Consumer’s BIU o f Fights
including Daccess; 2) choice. 3)com-
prchecnsive benefits, 4) affordability,
5) quality. 6) appeals. 7) information.
8) confidentiality and non discnmina-
lion, 9) representation, and. 10)
enforcement

Chapter 4, Insurance Feform and
Managed Care, is a brief look at
related issues in insurance regulati. n.
since many of the issues that apply to
the regulation of managed care also
apply to other types of health insur-
ance.

At the end of the Guide, there is a
Glossary which defines terms used
throughout the chapters and defini-
tions for the model legislation con-
tained in the Managed Can?
Consumers'BIU o f Fights.

Hie final section, Resources for
Consumer Advocacy, includes a list-
ing of sample federal and state legis-
lation, the addresses and phone
numbers of national organizations
concerned with managed carc and a
bibliography.



Y Chapter 1

rhe New World of Managed Care

'e first chapter of 7ho Managed

ire Consumers'Hill o fRights A
calth Policy Guidefor Consumer
/locates provides an overview of

c emerging new world of managed
.re. The chapter is divided into five
ms:

rends In Managed Care, describes
e rapid growth of managed care in
c 1990s and explains what types of
anaged carc have experienced the
ost growth, the growth patterns by
gions of the nation and the growth
enrollment of Medicaid and
cdicarc beneficiaries.

ypcs of Managed Carc explains the
any forms that managed carc orga-
zauons may take ¢« HMOs, PPOs

C « and how' those forms vary by:
nsumer choice as to the number of
moviders; provider flexibility in
letting treatments for patients, who
ran the risk of paying for carc and
ho is obligated to provide carc.

cdJeare and Managed Carc
.-scribes in more detail trends in the
rvelopment of Medicare managed
.re, the types of managed care
rangemcnts permuted under
cdicarc regulation and some of the
rahty protections in place for
cdicarc bencficiar.es who enroll in
anaged care.

.edicald and Managed Carc
rsenbes the types of managed care
mrangcmcnis permitted under
edicatd regulations, how states have
.plcmcntcd Medicaid managed care,
eluding the applicatior for ar.d use
waivers and quality protections for
edicaid enrollees *n managed care

remlum Dollars and Managed
are reviews the available evidence
*to whether managed care reduces
e growth rate of health care spend-
g The section also discusses the
»ue of spending by managed care

plans on health care and administra-
tion and the conversion of non-profit
managed care plans to for-profit cor-
porations.

Part 1: Trends in

M anaged Care

The growth in enrollment in various
forms of managed carc has acceler-
ated rapidly in the last few years.
While the nation’s attention was
focused on ihc health carc reform
debate in Washington D C.; health
carc was, in fact, being transformed
by the shift to managed carc back
home. Three major trends have domi-
nated for the past few years:

m A rapid increase in enrollment in

all forms of managed care and in par-
ticular in the growth of plans used in
the pnvatc sector that allow a wider
choice of providers; more than 65%
of workers at medium or large com-
panies are now in such plans.

® A rapid increase in enrollment in
for-profit HMOs. The majority of all
people enrolled in HMOs are now in
for-profit HMOs.

m A ra’id increase in enrollment of
Medicaid and Medicare beneficiaries
into managed carc plans. Twenty
three percent of Medicaid recipients
were in such programs by the end of
1994, compared to 14% one year ear-
lier. Nine percent of Medicate recipi-
ents arc already enrolled ar.d thai
number is increasing by 75.000 r
month.

Anyone looking at managed care
trends should be forewarned of three
potentially confusing factors First,
specific numbers often differ from
one source to another because differ-
ences in definitions of managed care
result in different estimates. Some

a

Where can y«fi get
information on man-

'

Moo m ' % |
aged carc enrollment
lor your static?

Either (or Ixiih) the Department
of Health or the Department of
Insurance Is a place to start. The
HMOs in your state may have
some state-wide organization (in
New York State, it's called the
HMO Conference) that may
know how many people HMOs
cover in your state. The national
HMO trade association. Group
Health Association of Amcnca
(GHAA), publishes figures on
enrollees by state. For Medicaid
recipients, the State agency that
administers Medicaid Will have
data. The federal Health Care
Financing Administration
(HCFA) has the data oo
Medicare recipients in managed
care as well as Medicaid recipi-
ents. Doth the American Public
Welfare Association and the
Kaiser Foundation have a series
of reports on Medicaid. In addi-
tion, there are a number of pri-
vate research firms tracking the
growth m managed care- KPMG
Peat Marwick, Manon Merrill
Dow', Intcrsfudy, Foster Higgins,
and Lewin-VHT. These studies
arc often summarized in the
business section of the newspa-
per. In general, wc have found
die business sections and busi-
ness newspapers iHicJTiU
Street li'umal and Cf,uai) to be
covering these trends most
closely. The section on
Resources at the end of the
Guide includes the addresses
and phone numbers of many of
the sources listed above
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studies, for example, count only
HMO enrollment (and define HMOs
differently); other studies count al!
forms of managed carc. Second, stud-
ies may analyze trends for different
populations. Some studies look at
those insured through employers
(often, only medium and large
employers); others consider all peo-
ple with private insurant’ all people
below age 65, or the entire popula-
tion. Finally, enrollment is increasing
very quickly, resulting in dramatically
different numbers for time frames
that arc only slightly different.

The shift from traditional fec-for-scr-
vice indemnity insurance to managed
care has been most dramatic in the
sector that began the movement:
large, often self-insured, employers.
Among these, in 1991, -i79- of
employees were in some form of
managed carc. By 1994, the percent-
age in some form of managed care
had increased to 65%. While large
employers have the highest rate of
managed care enrollment, all employ-
ers have contributed to the very' rapid
increase Regional differences remain,
with the West having the highest
overall enrollment in managed care
by the end of 1994 (51% in HMOs;
29% in other forms), but the
Northeast showing the most rapid
growth from 1993 to 1994 (HMO
enrollment up from 26% to 42% in
one year; other managed carc forms
up from 8%to 21%)

Regional trends are depicted graphi-
cally in the Chan 1 It shows that
from 1993 to 1994. the portion of
insured workers with traditional
indemnity insurance fell to 3?% in
the Northeast, second only to the
West, where only 20% remain in tra-
ditional insurance. In the Midwest,
40% of insured workers remain in
traditional insurance, and 42% do in
the South

1941

Source: KPMG Peat Marwick
(AVi*- York Times, Dec IS, 1994)

Chart 1

The rise in enrollment in for-profit
HMOs is equally dramatic The major-
ity of ocoplc in some type of man-
aged carc are enrolled in an HMO
(including staff, group, and point-of-
service plans). From 1992 to 1994.
nine million people joined HMOs
This brought the total number
enrolled in HMOs — 50 million — to
a fifth of the country's population
ILMO enrollment is growing by more
than 11% per year Of those in
HMOs, the majority’ are in for-profit
HMOs For-profit HMOs surpassed
non-profit HMOs as the most preva-
ler.r form between 1993 and 1994
Between 1990 and 1994. |- r-profit
HMO enrollment increased from 15
million to nearly 25 million During
die same time penod non-profit

HMOs’ enrollment increased from 18
million to just over 20 million. Of the
ten largest HMO chains, the fastest
growing arc for-profit: FHP Inc, Aetna
Health Plans, CIGNA Health Carc and
PacifiCare. These trends arc shown
graphically by the New York Times
(December 18, 1994).

Not surprisingly, given this rapid
growth, many for-profit HMOs arc
“so awash in rash, they don’t know
what to do with it.” 10ne of the
options the companies arc pursuing
with the billions of available dollars
they have on hand is the acquisition
of other hcaldi plans. This move
toward consolidation into fewer,
larger, for-profit managed care com-
panies is a major trend in the corpo-
ratization of medicine, and a factor in
the growing replacement of indem-
nity insurance by managed care prod-
ucts. For example. United Healdtcarc
Corporation, one of the nation’s
largest HMOs, hid at the end of June
1995 to acquire Mclraheallh, a pri-
marily indemnity insurer that w'as
recently formed by the merger of the
Travelers and Metropolitan Life health
insurance companies. This merged
corporation svould be the nation's
largest provider of health rare plans,
insuring over 14 million people.
United Healthcare was able to pursue
such a major acquisition because it
was unusually cash-rich due to its
sale of its presenption drug benefits
management business directly to the
pharmaceutical giant SmithKline
Dcccham in 1994 for $2 3 billion.2

iThc-Wall Street Journal. December
21. 1994. page 1

*'For a discussion of how mergers
have affected areas with many man-
aged carc companies, see Strangled
Competition A-QIliQUC-Of

M iam i's DuxnmciiLanli
Managed Compcuon Kip Sullivan.
Minnesota COACT and the COACT
Education Foundation. July 1995
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Shifting to HMOs

m| Traditional iniurance
n HMO
| | Other managed care
o> ™M 91
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(Air. Tefi Unit. Mar 29.1999)

Chart 2

;st managed carc chains arc
gionally based, and states vary as to
j total proportion of the population
rolled ir. HMOs. As of the end of
93. HMO enrollment varied from a
~h of 39% in Massachusetts, with
Itfomta at 36%, Maryland at 35%.

d Minnesota at 34%, to the last two

Ihetenlirjrii HMO chain*:

remaining states without HMOs —
Alaska and Wyoming. Hie West has
the highest proportion of its popula-
tion in HMOs, hut tne Northeast is
catching up rapidly, as the 1994 activ-
ity shown in Chart 2 indicates.

No group is being enrolled into man-
aged care faster than Medicaid recipi-

The number ofpatient*. tn millions,
covered by HMO* o feach type

1994 V. growth
Chain Enrollment*  tince*92 "
sauer Pcrrr.cr.tnte 6,597,667 05'. ta ari
Prudential Health Care 3.811,408 37 /
CIGNA Healthcare 3.237.123 42
United Healthcare 3,159.100 87
Attr»Health Plan* 2.858,000 92
US Healthcare 1.737.C00 24
FHP.r.-; 1.712.000 139
Heal A System* Ini'1 1,439,018 23
Huwi 1,431,000 IS
PacifiCare 1,3*8,219 42

*Inc iude« plan* that allow u*e o f ootude docton for a fee,
enrollment* are given ai ofvanou* points in mid- to lait-1994

Sowrca Gtoup Health AsiocntionofArrcnca

(V«v i'ori JInrj, Dec 18,1994)

Chart 3

cnts. In many states, this rapid enroll-
ment is occasioned by new federal
waivers which allow states to require
that Medicaid beneficiaries enroll in
an HMO. In other cases, enrollment
is officially voluntary, but state and
local governments have set ambitious
targets for enrollment, and rewards
and penalties for HMOs for their
achievement. As will I>c discussed in
the following section on Medicaid,
many states have, or plan to obtain,
waivers to increase their use of man-
aged carc. Another factor is new,
aggressive marketing by HMOs which
believe that thcic are large profits to
be made serving the Medicaid popu-
lation.

NInctccn-nincty-four saw a stunning
63% increase in enrollment of
Medicaid recipients into managed
care programs. At the end of 1993,
14% of those eligible for Medicaid
were enrolled in such programs; by
the end of 1994, 23% of those eligible
were enrolled. Unlike the private sec-
tor where PPOs and other network
arrangements predominate, full-risk
capitated HMOs (HMOs which are
paid a flat amount per cmcllce, who
in turn must receive all carc through
the HMO) are the rule In Medicaid
One reason for this trend is that fed-
eral laws limit the amount of cost-
sharing which can Ixr imposed on
Medicaid beneficianes, so practices
which vary cost-sharing to encourage
use of network providers cannot be
implemented. Also, full-fsk HMOs
are more appealing to state policy-
makers because costs can be accu-
rately projected and controlled

To date, the use of Medicaid man-
aged carc has been used selectively,
both geographically and in terms of
which segment of the Medicaid pop-
ulation is included. Low-incomc preg-
nant women and children have
typically been the focus of state man-
aged carc efforts, probably because
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their health costs arc generally lower
and health needs less complicated.

Some states, however, arc beginning
to explore managed care options for
other Medicaid beneficiaries: persons
with disabilities, low-incomc seniors
and persons needing long-term carc.

On the other hand, relatively few
Medicare beneficiaries have had
experience with managed care.
Medicare has had special programs to
allow beneficiaries to enroll in three
different types of managed care pro-
grams since 1982. (These will I>e
described more fully in the Medicare
section of this chapter.) The percent-
age of Medicare beneficiaries in man-
aged carc is far below that of the
general population: 9% compared to
over 5096. However, like in every
other payor group, the numbers arc
increasing rapidly for Medicare man-
aged carc enrollment. In 1985. only
300,000 Medicare beneficiaries were
in managed carc plans Today, there
arc 31 million, although they remain
concentrated in five states California,
Florida, Arizona, New York, and
Oregon.

Between 1993 and 1994. enrollment
in full-risk HMOs grew by ZBSllin
Medicare, compared to an 1lib
growth in the general population.
Reasons for this rapid expansion
include expansion of availability of
HMOs to more areas, aggressive mar-
keting to Medicare beneficiaries (for
the same reasons of profitability moti-
vating HMOs to market to Medicaid
recipients), and perceived benefits to
seniors, including some reduction in

out-of-pocket costs ."nd some supple-
mental insurance needs It is impor-
tant to note, though, that some
HMOs often do not provide the same
level of benefits for Medicare recipi-
ents as they do for other enrollees.1

In summary, managed carc enroll-
ment is growing rapidly, and is, in
fact, eclipsing indemnity insurance in
many markets. Market forces and
public policy trends have combined
to accelerate this growth among all
payors, and current developments
will only hasten existing trends. For
example. nuiny of the federal propos-
als to cut Medicare expenditures
prominently feature managed care.
The majority of the individual states
arc working to expand enrollment of
the Medicaid population in managed
care. More and more institutional and
individual providers arc forming man-
aged carc companies or negotiating
contracts with them (891b of doctors
who work in group practices have
signed at least one managed carc
contract 2). so it will be increasingly
difficult for providers outside these
systems of carc to survive economi-
cally. And. as the managed carc
giants acquire the indemnity insurers,
there may be no indemnity insurance
available in some markets, even if
there remain individuals and employ-
ers willing to purchase it Since man-
aged carc has arrived, it is clear that
consumers need to participate in its
regulation.

Part 2: Types of

M anaged Care

P lans

As recently as 1980, over 901b of all
Americans were in traditional indem-
nity insurance plans, where the
patient went to the provider of
his/her choice, the provider per-
formed whatever services were
deemed necessary and the insurer
paid the bill. Most of the remaining
insured people were covered by
health maintenance organizations
(HMOs). The vast majority of HMO
enrollees (more than 8016) were
enrolled in staff model HMOs, where
the provideis practiced in large,
multi-specialty group settings.
However, by 1995. just as the ma'ket
share of managed carc entities has
increased dramatically, so have the
variations on types of managed carc
entities. Despite their differences, all
managed care entities have the com-
mon characteristic of a degree of
integration Ixrtwccn the roles of
insurance and service delivery.3

Consumers, advocates, and policy-
makers all need to understand the
different types of managed care enti-
ties. Coasumcrs need to understand
the different kinds of managed carc
because they provide different
answers to the questions that concern
consumers most.

®m Can | continue to see my own doc-
tor?

~or example, in 1993, 50*6 of Medicare enrollees in full-risk HMOs received outpatient prescription drug services, com-
pared to 97H of the non-Medicarc population enrolled in such HMOs

;Ncw York Times While Congress Remains Silent, Health Care Transforms Ine If, December 18, 1994

JFor a physician's perspective on the effect of managed care on patient-providcr relationships, see Pretcning ihe
Physicia>.-Patient Relationship in the Era ofManaged Care. Emmanuel and Dubler, loum.il L>f_Ihg_Amcncan Medical

Association. lanunry 25. 1995



'‘an | change doctors or go see a
.cialist when | want to?

X'ho decides what care | will get
J who pays for it?

r advocates who are trying to
prove the ability of consumers to
cess appropriate and affordable
jlity health care, it is critical to
dcrstand the distinctions Iretween
res of managed care entities

cause each operates according to
tcrent rules. Similarly, policy-mak-
>need to understand differences in
jnaged carc types even to make
nsc of data and information — for
ample, there is not an agreed-upon
fmiUon of managed carc This con-
futes to differences in estimates of
w many people are in managed

re plans. More importantly, how-
er, since the structures of managed
re entities are changing so rapidly,
e regulatory frameworks tend to lag
r behind the current forms, leaving
nsumcrs with little or no protcc-
in.

hde there are multiple variations,
,sic forms of managed care include
vcral forms of health maintenance
gamzations. point of service plans,
d preferred provider organizations
adiuonal indemnity fec-for-scrvicc
ans still exist and will be desenbed
show how they differ from man-
ned carc Ihc following provides a
icf dcscnption of basic forms of
anaged carc; their specific clurac-
mtics are described in more detail
elow.

Health maintenance organize-
ons (HMOs) are capitated health
.ans Utat cover preventive services
nd medical care hy a selected group
f providers. Each patient's cate is
-.anaged by one case manager or
atekeeper. There arc two primary
mds of HMOs the stab or group
lodel and the independent physician

Tho Now World of Managed Caro

association (II'A). In staff or group
model HMOs, there are salaried doc-
tors serving only plan members, who,
in turn, arc covered only when they
use HMO providers. IPAs are HMOs
that contract with independent doc-
tors and hospitals to provide carc for
their enrollees according to the treat-
ment protocols, per-case fees, and
review and approval rules set by the
plan. In both cases, care is prepaid
and members arc covered only when
using HMO-dcsignated providers and
hospitals.

m Point of scr vice plans are
hybrids, allowing enrollees to use
services outside of the HMO in
exchange for higher premiums and
out-of-pocket payments, but provid-
ing the bulk of services within a pre-
paid HMO.

m Preferred Provider
Organizations (PPOs) offer
enrollees a network of epreferred"”
providers who provide carc accord-
ing to set fee schedules (PPOs are
sometimes referred to as ‘network
plans"). The managed care company
may review individual providers'
treatment and cate decisions, but
they do not control ciecision-rnakir.g
as closely as HMOs and reimburse
providers according to negotiated
rates by the service (fce-for-scrvicc)
rather than through capitated pay-
ments. PPO members may choose
out-of-plan providers, but will be
charged higher out-of-pocket costs
for doing so.

m Indemnity fec-for-scrvicc plans
represent the traditional system,
where a patient goes to any provider
they choose; lire provider sets fees
fot the services provided The
enrollce pays a deductible and a por-
tion of the fee (co-insurance), the
insurer pays the rcvt based on fees
which it deems to he ‘reasonable.*
Many fee-for-service plans today use

E

some managed care features, such as
review of treatment decisions by
providers.

Before describing a few key dimen-
sions of variation across plan types, it
is helpful to define tho "parties" to
the health carc contract.

CONSUMETrS arc the first party, that
i, those who receive medical ser-
vices. Consumers usually pay a por-
tion of the cost of insurance
coverage, but less than &>of the
population pays the entire cost on
their own.

Hie second party is the provider of
SEIVICES-, doctors, other health
providers, hospitals, etc. If people
simply contracted with doctors to
purchase care (as wc do with lawyers
or hairdressers), two parties would be
enough, ffowcver, because wc tend
to spread the risk (and cost) of illness
by purchasing health insurance, there
is a third party in the equation.

rite third party used to be simply the
Insurer, which in exchange for pre-
mium payments assumed the risk of
paying a specified portion of the cost
of covered services. Insurers some-
times paid providers directly; often
they reimbursed consumers who paid
medical bills Today, the insurance
role is more complicated.
Increasingly, employers, trade associ-
ations .»nd labor unions take on the
insurance role by operating their own
plans, although they may hire tradi-
tional insurance companies to admin-
ister those plans for them. Other third
parties actually combine the funciions
of managing the delivery of carc and
bearing risk (more about both later).

Finally, in many cases, there is a
fourth party in the health contract,
namely a purchaser of insurance,
other than the consumer. This party

is known as the SPONSOI or Payor



Sponsors include employers or
unions who contribute (o the cost of
health coverage for their employees
or members. Only those people who
purchase health coverage on their
own do not have a separate sponsor
paying at least part of the bill.

As with private employers, who may
operate their own health plans or
purchase coverage on behalf of their
employees, governments can serve as
tlic third party insurer (as is the case
with fcc-for-scrvice Medicaid and
Medicare) or as a sponsor (the case
with Medicaid and Medicare managed
carc). From the consumer perspec-
tive, the critical point is the existence
of another party — private or public
— that makes key decisions on what
benefits to purchase at what cost
from which providers.

The different forms of managed care
plans vary in their approaches to
dealing with the 'parties” described
above. The major dimensions that dif-
ferentiate the plans center on their
approaches to the following ques-
tions:

® Mow much choice does the con-
sumer have in selecting providers?

® Mow much choice does the
provider have in selecting treatment?

® Who bears the risk of paying for
care?

® Who has the contractual obligation
to provide rare?

Consumer Choice of
Provider

Doth consumers and providers have
the most choice in traditional fcc-for-
servit insurance, where the insurer
m erti/ pays the bills (although, as
indicated previously, even fec-for-ser-

vice insurers today are reviewing
provider treatment decisions before
paying for services). At the opposite
end of the spectrum is the staff or
group model HMO, where the con-
sumer may sec only those providers
employed by the plan or with whom
the plan has a direct contract (unless
they are willing and able to pay the
entire cost of going outside of the
HMO). Intermediate degrees of con-
sumer choice are present in various
preferred provider organizations
(PPOs) and point-of-service plans.
Specific selection and payment
arrangements vary; but, in those
plans, consumers typically pay signifi-
cantly more out of their own pockets
(in co-payments or co-insurance and
deductibles) in order to choose "out-
of-network" providers. In many
instances, it will be the sponsors, not
individual consumers, who determine
which option or options are avail-
able. Employers, for example, may
offer their employees a choice of fce-
for-scrvicc and managed carc plans,
only fcc-for-scrvice coverage, or only
a managed carc plan, Where spon-
sors pay at least a portion of the cost
of the plans they offer, employees
and their families may be limited in
their selections, (again, unless they
arc willing and able to pay for differ-
ent coverage on their own). Similarly,
as the Medicare and Medicaid section
of this chapter details, increasingly
these government sponsors determine
the amount of providers choice for
enrollees. (For more on this issue,
see Chapter 3. Right 2, Choice).

Provider Choice of
Treatment Options

Many consider die issue of provider
choice ;o0 be the pivotal one in defin-
ing whether a plan is ‘managed" or
not In traditional fcc-for-scrMce
insurance, providers had the freedom
to prescribe services using their own
clinical Judgment (Today, however.

evenin 1 ir-.scrvice plans, insurers
often re treatment decisions to
determine whether services are "med-
ically necessary or appropriate”
before agreeing to pay their share of
costs.) One of the key tenets of man-
aged care is that the old system led
to unnecessary, or at least inefficient,
use of often costly health services,
The goal of managed care is to
employ various methods to review
and change clinical practice in order
to contain costs without adversely
affecting carc and, ideally, to improve
health status by promoting preventive
and early carc. Hie evidence is
equivocal about whether managed
care actually achieves both parts of
this equation: lowering costs and
maintaining or improving health sta-
tus. Utilization control may indeed
lower costs, but most evaluations
have looked at the younger and
healthier populations typically
enrolled in managed carc. There is a
dearth of data on the impact on costs
or quality with sicker, higher cost
patient population

Managed carc plans use a variety of
mechanisms to restrict providers’
practices, including requiring
prospective approvals for many pro-
cedures before they may be per-
formed, issuing practice guidelines
that providers are required to follow,
and after-treatment utilization review
to determine whether a claim for
reimbursement should be paid.

In addition, various case management
and gatekeeping arrangements that
restrict the practice of individual
practitioners are common to most
managed care plans In these
arrangements, a consumer may only
receive carc from other providers or
services if approved by his her case
manager or gatekeeper Advocates of
this approach argue that it is impor-
tant to coordinate care in order to
prevent duplication of treatment and
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Factors Distinguishing Types of Managed Care

Factor FFS/Insuranee PPOs/Netvvorks POS HMOs
Consumer YES YES SOME NO
Choice

Provider Choice YES YES YES/NO NO
Risk on Insurer YES YES YES YES
Risk on Provider NO NO YES/NO YES
Obligation to NO NO YES YES
Serve

to eniure that the most appropriate
services arc provided. Particularly for
persons with multiple health prob-
lems or complicated illnesses, case
management is seen as a way to
compare and select the mc>t appro-
priate course of treatment. On the
other hand, critics of these arrange-
ments argue that they can serve to
prevent access to specialists, a partic-
ular proDlcm when the cost of spe-
cialty referral is reimbursed as part of
the capitated rate paid to the gate-
keeper. If gatekeepers receive a capi-
tated payment and must pay
specialists out of that payment, the
financial incentive will be for the
gatekeeper to avoid referrals, Once
again, HMOs tend to be the most
restrictive setting

It :s rare today to find any form of
insurance, including fce-for-service
insurance, with no form of utilization
control; however, the form varies
between types and. often, within a
plan type. For example, a point-of-
service plan could apply practice
guidelines and retrospective utiliza-
tion review for ns in-network
providers, but only utihz.it an review
‘'or the out-of- network providers
(Utilization review is discussed in

Chapter 3. Right 3, Comprehensive
Benefits). Clearly, the issue of who
decides how patients will be treated
is a contentious and critical one for
all parties.

Ris'C

The third major dimension differenti-
ating types of managed care plans is
who assumes the financial risk of
paying for care. As soon as a con-
sumer or sponsor purchases insur-
ance of any type, the basic financial
risk of illness is shifted to the insurer.
In today's complicated health financ-
ing. risk can be spread among insur-
ers, providers, consumers and payors.

In the old system of indemnity fee-
for-service insurance, consumers and
payors transferred most of the risk to
mtraditional" insurance companies,
which paid the medical bills (after
any cost-sharing requirements were
met) in exchange for a set premium.
If the cost of the services used
exceeded the amount of premiums
collected, the insurer was stuck with
the loss, though premiums would rise
in the future to accommodate such
loss. Under this system, insurers
either sought to spread risk widely or
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to match the premiums they charged
to die anticipated health needs of
their policyholders. (For a more com-
plete discussion, see Chapter 1,
Insurance Reform and Managed
Carc).

Driven largely by the concerns of
self-insured employers and other
insurers about rising medical costs,
numerous new financing models
have emerged which change the way
risk is spread among all four panics:
consumers, payors, insurers and
providers. The Amplest way in which
costs and risks have been moved
away from insurers is through the
shifting of costs to consumers, an
approach that requires little reorgani-
zation of the health system. In recent
years, consumers have been required
to pay higher portions of premium
payments, larger deductibles and
greater co-payments for care, or have
had some services dropped from
their benefits. These new require-
ments apply to many workers whose
employer sponsors previously paid
IOCdb of health insurance costs.

Ihe newest development, canting the
most reorganization of the entire sys-
tem. is to shift the risk to the
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provider. The pure form cf this shift
is capitated reimbursement, where a
provider is paid a set amount and is
responsible for providing all care for
each cnrollcc, whether at a profit or
loss. More modest steps toward
provider risk bearing arc various pre-
paid arrangements, including patrtial
capitation arrangements, where the
capitated rate covers only some ser-
vices while others are reimbursed on
a fce-for-service basis; prospective
reimbursement (like Medicare DRGS)
where providers are paid a set fee
per diagnosis; and other payment
systems (like "withholds") where the
provider is rewarded (or penalized)
for lowering costs by making fewer
referrals and ordering fewer tests.
Employer sponsored and self-insured
plans have made increasing use of
these options by encouraging their
employees to enroll in managed care
plans which are paid on a capitated
basis. And, over the past five years,
there has been a rapidly accelerating
trend by state and federal govern-
ments to shift risk from themselves
onto providers by enrolling Medicaid
and Medicare beneficiaries into capi-
tated managed carc plans.

While managed carc plans arc paid
on a capitated basis, they differ in the
method by which they reimburse
individual practitioners or facilities In
HMOs, providers are more likely to
be paid on a capitated basis and
more likely to bear the nsk. In PPOs
and other network plans, where man-
aged carc entities contract with a net-
work of providers, these individual
practitioners rarely bear direct finan-
cial risk for their patients

Thus "risk-bearing’ differentlitcs self-
insured companies and the govern-
ment (which bear nsk) from
non-sclf-insurcd companies, and
HMOs (where providers bear risk)
from various managed care networks
(where providers typically do not).

Some risk can be shifted directly
back to consumers in the form of
out-of-pocket expenditures in any of
the models.

Responsibility for Carc

The fourth dimension which distin-
guishes types of health coverage is
the degree to which the plan has a
contractual responsibility to provide
services to an individual enrollec. In
indemnity fcc-for-scrvice insurance,
the insurer has no responsibility to
provide care to the enrollec, merely
to pay bills for covered services. In
networks, the plan takes on the
responsibility to provide services to
its enrollees, at least within the net-
work; for services outside the net-
work, these plans function like an
indemnity insurer, paying some of
the costs but with no contractual
obligation to deliver services. In
HMOs, the insurer and die provider
of services are fully integrated, liter-
ally the same entity Thus, there is a
continuum from no responsibility to
total contractual responsibility to pro-
vide care that correlates directly with
the level of integration between the
insurer and provider of carc.

The actual operation of specific man-
aged carc plans is further compli-
cated because functions may lie
contracted out or performed by one
integrated entity. For example, utiliza-
tion review can be performed under
contract by a separate company or
performed by the plan Utilization
review contracts are most common
between a utilization review com-
pany and a managed care plan, but a
self-insured sponsor wishing to cut
costs could contract with a utilization
review company directly, or a group
cf providers interested in improving
their "efficiency profile' could con-
tract with a utilization review com-
pany. Provision of certain services,
such as rehabilitative or mental health

services, may be contracted out, as
well as functions such as quality
assurance.

Complications also arise at the
provider level. For example, most
individual providers (or provider
groups), hospitals and other facilities
have multiple contracts, within multi-
ple types of arrangements, with dif-
ferent managed care entities. So one
provider can be both an “in network"
provider and an “out-of-network"
provider for many different plans,
each with different rules for utiliza-
tion review and reimbursement. Only
those providers on staff or under
exclusive contract for one plan (IPA
plans) have limitations on the num-
ber of plans in which they can partic-
ipate.

In this section, managed care entities
have been desenbed, and contrasted
with indemnity' insurance in terms of
1) level of consumer choice; 2) level
of provider choice; 3) location(s) of
the risk bearing among the contract-
ing parties; and 4) level of contrac-
tual obligation to provide care. For
each of these dimensions, there is a
continuum of variation, with old
indemnity fec-for service insurance
representing one end of the contin-
uum and dosed HMOs representing
the other. In the middle are a
plethora of network arrangements
with fluid and unstandardized charac-
teristics, with new variations appear-
ing each year.
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nd M anaged Care

edicarc is a federally administered
eograrn which provides health ser-
ies to persons 65 years old and

dcr, persons with permanent kid-
?y failure, and persons with a pcr-
ancnt, total disability. Of the 36
Jlion Americans covered by
edicare, 3 1 million beneficiaries are
-.rolled in some form of managed
~:C.

rends in Medicare
lanaged Care

i this Guide goes to press, the U.S.
ingress is debating a number of
roposals which would have pro-
;jnd consequences in the use of
unaged care by Medicare bcncficia-
es. Some proposals would offer
-.ore managed carc choices to bcnc-
iiaries, such as PPOs and HMOs
.-.th a point-of-servicc option

.-.other approach would greatly
*:rease the incentives for senior citi-
;r.s and persons with disabilities to
ricct a managed carc option by
"teasing the out-of-pocket costs of
Irdicarc's traditional fec-for-scrvice
.tentative. In light of the ongoing
Congressional debate, the situation
*.ast be seen as being extremely

.id and subject to change. It is pos-
ole that, as a result of action this
ill, Medicare beneficiaries will be far
ccome more dependent upon man-
ned care

*xJay. the percentage of Medicare
-rneficurics in managed care is far
‘sslow that of the general population,
-+wbin Medicare compared to over
>{% in the general population.
elcdicare bcncficiancs have been
-,0w to enroll in managed care plans
cr a number of reasons Many bene-
‘“rune*. particularly those with ongo-
.-.g relationship* with their providers
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or with chronic health care problems,
are reluctant to give up the ability to
choose their own physicians. Opting
for a managed care option would
prevent them from exercising their
choice and, in the case where they
have an ongoing relationship with a
provider, could force them to disrupt
the continuity in their source of carc.

Other Medicare beneficiaries may be
willing to give up choice in order to
reduce their out-of-pocket spending
but have been reluctant to do so
because of reports of poor quality
carc in Medicare HMOs. In fact,
despite the efforts to incorporate
quality protections into the program,
evidence persists that problems con-
tinue at many HMOs. A U.S. General
Accounting Office report found that
many Medicare HMOs lacked effec-
tive quality assu-ancc programs and
failed to keep adequate quality data
to allow effective oversight.* A recent
survey by the Inspector General of
the Department of Health and
Human Services (HHS) found that
«hilc many enrollees were generally
satisfied, 16% of Medicare HMO
enrollees cither planned or wanted to
leave their HMOs. while 66% of dis-
abled Medicare enrollees with kidney
failure wanted to leave but were
afraid to because of cost issues. HHS
has documented problems relating to
lengthy waits and delays in getting
treatment, unmet needs, and failure
to provide emergency services.i

Finally, many beneficiaries have been
unable to enroll because managed
carc plans have not existed in many
pans of the country", particularly tn
rural areas and states where managed
care is just beginning to be available.

Recently, however, there has been a
substantial growth in managed care
enrollment by Medicare beneficiaries.
In 1985, only 300,000 Medicare bene-
ficiaries were in managed care plans.
Today, there are 31 million Medicare
managed care enrollees. There arc
several reasons for this growth. Some
70% of Medicare enrollees purchase
supplemental insurance to cover
costs and benefits not included in
Medicare. Medicare managed care
plans may provide lower costs such
as elimination of balance billing
(additional physician fees charged to
beneficiaries up to 15% above levels
set by Medicare), lower premiums
and reduced co-payments. Managed
carc may provide access to additional
benefits not covered by Medicare,
such as prescription drugs. The lower
costs and benefits often come with-
out any additional premium. Finally,
three out of four Medicare beneficia-
ries live in areas now served by
Medicare managed care plans, mean-
ing that the option is more available
to them. An increasing number of
recent retirees « familiar with man-
aged carc from the workforce « arc
likely to be comfonabtc staying with
managed care in Medicare.

Types of Managed Care
Plans under Medicare

As a result of federal legislation
passed in 1982, managed care may
be offered to Medicare beneficiaries
as an alternative to fcc-for-scrvice
coverage. Three different types of
managed carc plans arc allowed,
each providing different levels of
coverage to beneficiaries:

"Medicare FRO Review Docs not Assure Quality cf Carc IT'widcJ bv Eak

Contract HMOs. GAO/HRD-91-48,

-Medicate Manaued Cate Fromm Growth Highlights Nccvl IQLallM U
Payment Problems. L'5 General Accounting Office, 5/24/95. GAO T-HF.HS-95-
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Risk contract HMOs Plans wilh
sk contracts provide all Medicare
enefits and may olfer extra services
ot covered by Medicare, such as
urpatient prescription dm#*, dental
are, hearing aids and eyeglasses,

he plans receive monthly per
nroilce payments from Medicare in
xchange for assuming the risk of
aying for covered services,

aymenu arc equal to \#5b of what
Jcdicarc estimates it would have

aid under a fcc-for-scrvice basis
djustcd for fjctors such as age, sex.
ehethcr they arc living at home or in
health care institution, and

ledicasd eligibility.* Beneficiaries

«.ay be charged additional premiums
§ pay for additional services, as well
s a deductible, co-payments or co-
-.surar.cc for some services Hnrollecs
t r.sk contracts receive all services
euhin the plan, if enrollees use
hysiCians or other providers outside
: the plan for anything other than
.T.crgcr.cy care, the enrolllccs must
ay the entire bill themselves. Neither
*c plan nor Medicare will pay any
hare cf the cost.
i Cost contract HMOs As with risk
cr.tract HMOs. cost contract plans
rovide the full range of Medicare
crvices and may offer additional
enefits These plans differ from nsk
or.trac; HMOs in several key
espects First, unlike enrollees in nsk
or.trac: HMOs, enrollees in cost con-
-act HMOs must pay additional pre-
ruuir.s ;n order to receive additional
rr-iccs. although they can decline to
archaic them Second, enrollees arc
llowcJ to use providers outside of

c plan If they choose a non-partici-
aung provider. Medicare will pay
-hat.: would normally cover under

fce-for-servicc coverage (i.e.. 80% of
the approved rate). Third, plans with
cost contracts arc not fully at tisk for
providing services. Instead of being
paid a set (capitated) amount for
each person they enroll, cost contract
HMOs are paid according ro the ser-
vices they provide.

m Health Carc Pre-Payment Plans
Unlike risk and cost contract plans,
these plans do not have to offer the
full range of Medicare services and
may deny enrollment on the basis of
health status. Hnrollecs can receive
services outside of the plan, with
Medicare paying its share of the cost
as under fcc-for-scrvice.

In addition to these three types of
plans which cover some or all of
Medicare-provided services, the
Medicare SKLECT program provides
supplemental (Mcdigap) insurance
with managed carc features. Under
this program, now operating in 15
sutes, beneficiaries purchasing
Mcdigap coverage receive only partial
or no benefits if they obtain services
from providers outside of the man-
aged care plan The 15 states are:
Alabama. Arizona, California, Klonda.
Illinois, Indiana, Kentucky,
Massachusetts. Minnesota, Missouri.
North Dakota. Ohio. Texas,
Washington and Wisconsin Congress
is considcnng legislation to expand
the Medicare SELECT program to all
50 states

Quality Protections

There have been a number of steps
taken in the attempt to ensure that
Medicare beneficiaries receive high

Although evidence is that the rates paid by Medicare to HMOs arc actually
-.ore than 55b higher than what would have been paid under fee-for-servicc
overage because of problems in accounting for the healthier status of those
er.cfciancssclcctmg the managed care option) Sec Medicate Managed Care:
mrcgraa Growth Highlights Need to Fix HMO Payment PfL'blcms, U S. General

ruing Office. 5

95, GAO T-HEHS-95-I" |
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quality carc if they choose to enroll
in managed care plans. (See Chapter
2, Part 3. I-cgal Rights Under
Managed Carc. for a description of
due process protections legally avail-
able under Medicare).

First, managed carc plans must be
federally qualified HMOs or meet
specified standards in order to obtain
Medicare contract eligibility status. To
apply, plans must provide informa-
tion on the numisers and types of
providers in their network, benefits,
marketing strategics, quality assur-
ance plans, enrollment and discnroll-
mcnt procedures, and grievance and
appeals procedures. Plans must com-
ply with federal confidentiality
requirements and, to Ik*a full risk or
cost contract HMO. cannot discrimi-
nate on the basis of health status.

Second, Medicare managed carc
plans arc subject to external review
by independent Peer Review
Organisations (PROs) and by the fed-
eral government. Enrollees have the
right to lodge complaints or to appeal
denials of care or payments with the
PRO and with the Health Carc
Finance Administration, the federal
agency which oversees Medicare. If
enrollees are not satisfied, appeals
involving $100 or more can be made
to an administrative law judge and
appeals involving $1,000 or more can
be brought in federal court. (For
more information, sec Chapter 2. Par
3. Legal Rights Under Managed
Carc)

Third, at least 50 percent of plan
enrollees must I>c private papers, not
enrolled in cither Medicare or
Medicaid, litis so-called ‘50/50 rule"
is to guard against \Mcdicaid-imir
type plans which save on costs by
cutting back services, presumably
made easier by serving only publicly-
insured persons
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BACKGROUND

Cooperatives can be public, private, or state chartered
systems that include public and private employers, and potentially

Medicaid recipients.

Private cooperatives are voluntary associations of
employers who band together to purchase insurance for their

employees. Although pooled purchasing is generally
discussed in the context of assisting small businesses, in
fact, large firms have also organized cooperatives.

Examples of private cooperatives are the Business Health
Care Action Group, a relatively new association of large
Minneapolis-based firms, and the Council of Smaller
Enterprises (COSE), a small employer association founded in

1973.

Public cooperativeo were originally established by state
governments to purchase insurance for state employees and
were subsequently expanded to allow voluntary participation
by county and municipal workers or other public entities.
The largest public cooperative we visited, the California
Public Employees' Retirement System (CalPERS), began
offering health insurance over 30 years ago and now has
nearly 1 million covered lives.1 Recently, several states
have again expanded public programs by creating voluntary
cooperatives targeted at small businesses.

Finally, otatewido systems of cooperatives being
established in some parts of the country are an amalgam of
public and private cooperatives. They will eventually

embrace state employees and Medicaid recipients and are
open on a voluntary basis to a wider spectrum of groups,
including private firms, the self-employed, and low-income
individuals. The farthest along is Florida's statewide
system of 11 regional cooperatives that began enrolling

members in May 1994.

JThe 11 purchasing cooperatives we visited and some of their

characteristics are listed in table 1.

'Health Insurance: California Public Employees' All;anc£_Hfta
Reduced Recent Premium Growth (GAO/HRD-94-40, Nov. 22, 1993).
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Regf .dloss of the outcome of the current national health reform
debate, the growing number of states and businesses forming
cooperatives suggests they are here to stay. We found that pooled
purchasing is both a tested and effective mechanism to address
recognized problems in the insurance market--especially for small

employers.

EXISTING COOPERATIVES HAVE BROAD AUTHORITY OVER
HEALTH INSURANCE ADMINISTRATION AND BENEFITS

Purchasing cooperatives have several administrative functions
in common including enrollment, premium collection, and contracting
with health plans. These functions are similar to those being
considered for voluntary cooperatives by the Congress. But
existing cooperatives are also empowered to perform additional
policy and management functions. Notable among the broad policy
functions assigned to existing cooperatives are the ability to (1)
define benefits packages, (2) include or exclude individual health
plans, (3) negotiate contracts, and (4) develop and analyze quality

data.

Bencrits Package

E xisting cooperatives often play an active role regarding
benefits. The state legislature gave the Health Insurance Plan of
California (HIPC) responsibility for developing the benefits
package offered to small employers. Using health maintenance
organization licensing standards and information gathered during a
series of public hearings, HIPC created a standardized benefit
cooperatives have also standardized benefits in

structure. Other
order to (1) prevent plans from using the benefit structure to
deter bad risk enrollees, (2) make it easier for consumers to

and finally (3) enable the cooperative staff to more

compare plans,
cooperatives

easily evaluate each plan's efficiency. Private
generally work with insurance carriers to develop benefit
structures that reflect the needs of their membership.

Contracting Authority Affects Consumer Choice

Cooperatives have significant power over the type and number
of participating health insurance carriers and thus over consumer

choice. Although states allow public cooperatives to exclude
carriers, they tend to be inclusive. Thus, HIrC offers enrollees a
choice of 19 competing carriers. Especially for small businesses,
the broad choice of plans offered by public cooperatives expands
the options available to their employees. On the other hand. COSE,
typical of the private cooperatives we visited, contracts with only

two carriers.

Because they believe managed care is more effective at
controlling costs, both the private and public cooperatives we
visited gene' illy offer managed care options to enrollees. In

q



small business cooperative, contracts with only two carriers to

obtain a volume discount. Constituting about 15 percent of Blue
Cross's business in the Cleveland metropolitan area, COSE is the
carrier's single largest customer. According to COSE o fficials,

Blue Cross knows that the cooperative could "shop around" when the
current contract expires.

Quality of Care

Reflecting the state of the art, programs to measure, improve,
and report on the quality of care delivered by participating health
plans are in their infancy. Compared to the public cooperatives we
visited, however, private purchasing pools placed more emphasis on
such programs. For example, the Business Health Care Action Group
sponsored creation of a $2 million institute to develop practice

guidelines and a system to monitor treatment and patient outcomes.
Public cooperatives are now beginning programs that focus on the

quality of the services obtained. O fficials at the Minnesota State
cooperative told us that they intend to create a new unit to
collect and analyze quality outcomes data. Florida's statewide
system of cooperatives w ill issue report cards on quality using

health plan data analyzed by a state agency.

EXISTING COOPERATIVES OPERATE
WITH MODEST BUDGETS AND STAFFS

E xisting cooperatives are not big bureaucracies. Their
operating costs range from about 3 percent of total insurance
premiums for smaller or recently formed cooperatives such as the
HIPC, to less than 1 percent of premiums for larger and more mature
purchasing pools like the Wisconsin State Employee Group Health
Benefits Program. Most cooperatives contract with private firms
for enrollment and premium collection activities. Their relatively
modest in-house staffs tend to focus on management and policy
functions, including premium negotiations, plan monitoring, and

contractor oversight.

CONCERNS REMAIN REGARDING GOVERNING STRUCTURES

To many Americans, purchasing cooperatives are an unfamiliar
new entity, raising legitimate concerns about the role of
government, employers, and employees in their operation.
Governance is a central issue because under many reform proposals
cooperatives are the vehicle through which many Americans would
obtain portable health benefits. And for those unable to obtain or
afford insurance under the current system, government subsidies
channeled through purchasing cooperatives would facilitate access

to coverage. This nexus of interests highlights the importance of
establishing a proper balance between public and private
accountability. Although many of the cooperatives we visited
provide Ilimited lessons for establishing such accountability, we



Legislative Research Services

I 30SewurdStrest, Suite 21IS
Junejv, Alaska 99301-2196
[’hone: (907) MS-3991

Fax: (907)463-3331

Alaska Sinlc Legislature
Legislative Affairs Agency
Division of Legal & Research Services

March 27, 19%
MEMORANDUM

TO. Senator Jim Duncan

FROM: Maureen Weekst
legislative Analyst

RE: Census Bureau Estimates of Alaskans Without Health Insurance

You asked for the most recent U.S. Bureau of the Census estimates of the number of Alaskans
without health insurance. Specifically, you asked for the results of the bureau’s March 1995
population survey reFortlng health insurance coverage for 1994. The estimates arc presented on
the table below. Please note that the bureau rewrote the questions about health insurance this
year. As a result, the following estimates cannot be compared with estimates from earlier years.

Alaskans Without Health Insurance — 1994

Population Percent Number
All Alaskans 13.3% 80,000
Alaskans under age 65 13.8% 79,000

Source: Robot iknncfield, 13 S Bureau of ihc Census 301-763-8578

We have attached an article from the Bureau of National Affairs Health Care Policy Report
describing national (but not statc-by-statc) estimates of health insurance coverage in 1994. The
estimates quoted in the policy report arc taken from the March 1995 survey cited above.
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CENSUS BUREAU FINDS 39.7 MILLION
LACK HEALTH INSURANCE COVEHAGE IN 1994

In 1994. 39.7 million petsons were without health
insurance coverage, constituting 15.2 percent of the
population, the Census Bureau reported Oct. 5.

In addition, the bureau's 1994 annual report on
income and poverty indicated that 29 percent of the
poor had no health insurance of any kind, about double
the rate for all persons. Poor persons comprised 27.8
percent of uninsured persons.

Census officials pointed out that the 1994 survey
questions on health insurance were changed from the
prior years, suggesting that the results arc not strictly
comparable with 1993 and earlier periods.

Of the 139.1 million workers in 1994, 53 3 percent
had employer-provided health insurance policies in
their own names, Census found. There is no compara-
ble figure for 1993 and earlier because there were no
questions in the earlier surveys pertaining to types of
insurance, a Census analyst said.

Some 70.3 percent of the population was covered by
a private insurance plan for some or all of 1994. The
remaining insured persons had government coverage,
which included Medicaid (12.1 percent or 316 million),
Medicare (12.9 percent or 33.9 million), and military
health care coverage (4 3 percent or 11.2 million).

Part-time workers— those working 35 hours a week
or less-had the lowest coverage. In 1994,19 5 percent
of these workers had no health insurance coverage.

State figures showed considerable variation in the
proportion of populations that lacked health insurance
coverage last year. The range was from 8.4 percent of
persons in North Dakota lacking coverage to 242
percent in Texas.D

Post-Natal Care

PEDIATRICIANS ISSUE POLICY ON CRITERIA
FOR RELEASING NEWBORNS FROM HOSPITALS

Minimum criteria should be met and the decision
should be made mutually between a new mother and
her physician to rv.easc newborns from hospitals, the
American Academy of Pediatrics said in a policy
statement issued Oct 10

Insurance companies set arbitrary newborn dis-
charge policies based on few scientific data. AAP
charged Hut certain criteria and conditions should be
met before an infant is released, the group said. It Is
unlikely that the recommended standards could be
accomplished in loss than 48 hours, according to AAP.
which represents 49.000 pediatricians

Among the minimum criteria are pregnancy ami
labor are uncomplicated and delivery was vaginal; baby
has urinated and passed one stool, no evidence of Jaun-
dice in first 24 hours of life, the baby has completed at
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least two successful feedings, with documentation that
the baby is able to coordinate sucking, swallowing, and
breathing while feeding; the baby's vital signs are docu-
mented as being normal and stable for the 12 hours
preceding discharge; and a physician-directed source of
care for mother and baby has been identified.

AAP emphasized that each mother-infant pair
should be evaluated individually to determine the
optimal time of discharge. "The fact that a short
hospital stay for healthy term infants can be accom-
plished docs not mean that it is appropriate for every
mother and infant,"” AAP said.

The policy, initiated by AAP's Committee on Fetus
and Newborn, was published in the Oct. 4 issue of the
AAP's journal Pediatrics.O

Cost Containment

STUDY FINDS COMPETITION MORE EFFECTIVE
THAN REGULATION IN CONTROLLING COSTS

Rased on a comparison study of state health care
expenditures under competition-based managed care
and state government rate regulation, researchers
concluded that a properly structured competitive ap-
proach could play a significant role in controlling
health expenditures in the United States.

For the study, published in the October American
Journal of Public Health, researchers Glenn A. Mel-
nick and Jack Zwanzigcr looked at data on cumulative
growth in real per capita health expenditures between
1980 and 1991 to compare California— a state with a
pro-competitive policy— with the national average
and with four states with established hospital regula-
tory programs— Maryland, New Jersey. New York,
and Massachusetts.

Selected measures studied included expenditures
for hospital services, physician services, retail drugs,
and the total of all three measures.

"Aggregate data show that California not only did
much better than the national average in controlling
growth in hospital expenditures per capita but also did
better than all of the states with hospital rate regula-
tion programs," the researchers stated.

Furthermore, the data provide no evidence that
health expenditures were shifted from the hospital
sector to other sectors in California as a result of
competition, the researchers observed *“Rather, it
appears that states with hospital regulatory programs
arc the ones that show evidence of the so-called
‘ballooning or unbundling' effect, in which expendi-
tures in the unregulated sectors grew much more than
the national average for many of the regulatory
states," they added

The researchers noted that their data covered only
70 percent of total health expenditures and that there
could have been shifts to the other sectors, such as
long-term care
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I' i<MI'liO\ Dfttc L'sl \mi mi ADA

A U,S district court recently ruled th.it
requiring employees to disclose what
medications they arc taking violates the
Xmericans With Disabilities Act (Roe i s
Cheyenne Mountain Conference kam<’i
lanuary 11.1996).

In |uly 1995, Jane Roe filed sun in ti e
L' S District Court in Denver against | or
>mployer. Cheyenne Mountain
Cinference Resort in Colorado Spring'
Colo msking the court lo prevent the
resort irom enforcing its policy requiring
workers to fell their supervisors what
yrc-criphon medications they were tak-
ing The hotel argued that it was entitled
0 t! «information as pan of its drug-
testing program

Pie court held that the ADA prohibits
employers from asking employees to
reveal their disabilities unless the
inquiry is [ob-related and necessary

This decision, the first involving ADA
limits, contrasts with others that have
allowed employers with drug-toting
programs to oblatn employee medical
information

The hotel will not appeal

‘rin/y Cur closed.
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A group of menial health therapists
and patients have filed suit m
Massachusetts stale court against Blue
Cross and Blue Shield ol Massachusetts,
claiming that ihe company engaged in
deceptive practices by promising sub-
«cribers comprehensive mental health
benefits without informing them that
their benefits had been drastically cur-
tatled through adoption of a managed

ate plan tfclutfer » > Blue Cron iin.f Blue
Shield of Massaehu>ellst

When Blue Cross and Blue Shield
acquired Bay State Health Cate, it repre-
sented to subscribers that they would
continue to receive 20 therapy cessions
that were part of their benefit plan In
practice, however, says Frederick
Schiffer, MD, a Harvard psychiatrist and
the icad plaintiff in the case. Ihe number
of sessions was limited to six. In addi-
tion, subscribers were made to call an
S00 number as the only way to access
benefits and obtain therapists. Therapists
who requested more sessions with
patients, says Schiffer, were intimidated
with threats of being removed from the
list of recommended therapists

Schiffer says the case raises the impor-
tant issue of whether insurance compa-
nies need to honestly disclose the tme
nature of the pending mental health ben-
efits they provide The pbintiffs' morion
for summary judgment is pending A
trial date is expected lo be set this month
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A mother of two children has filed
cud against Aetna Health Rians, alleg-
ing that the company violated ERISA by
requiring that her pediatrician switch
from fee-for-scrvice pricing to a capita-
tion system (Moll: vs. Aetna Health
Plansli

For 16 years, Mara Maltz of North
Bellmore. N Y, has taken her children to
a local pediatrician The children suffer
irom chronic intestinal disorders The
Maltz family had been covered bv an
Aetna group managed care plan
through Malta's husbands employer
tor a year and a half. Aetna notified the
physician that for him to stay in the
physician network, he would have to
switch from fee-for-scrvice pricing to a
capitation system The pediatrician told
the Malt/cs that he could no longer be
their family doctor because he was
opposed to two features of the HMO.
the reimbursement per patient and the
“physician incentive fund," under
which Aetna pays bonuses for lower
hospitalization rates and other cost
savings.

Maltas suit, filed m US. District
Court for the Eastern District of New
York, alleges that Aetna breached its
fiduciary duty under ERISA by not act
ing in the interest of participants and
beneftctanes. Maltz is seeking only
attorneys’fees and court costs.
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OCCASIONAL NOTES

PATIENT ADVOCACY IN'l HE 1000s

IN this decade of cost containment in medicine,*1
many of ns have encountered insurance carriers that
denied coverage for certain medically indicated proce-
dures or treatments. Managed rare has also led to
centralized planning and reimbursement for expensive
treatments such nsorgan transplantation, with some in-
-alters restricting the choice of institution on a contrac-
tual basis. Those of us in academic medicine have had
less experience with these phenomena than other phy-
sicians, but that fact is rapidly changing.” A recent ex-
perience at our institution highlights the ethical con-
flicts that can arise during the referral of a patient in a
rnanayed-care svstetn.

A pediatrician working for a national health mainte-
nance organization (HMO) referred a three-month-old
girl with pallor, bruising, and hcpatosplcnomegaly to
our pediatric-oncology group. She was found to have
leukocytosis, anemia, and thrombocstopcn.a. We diag-
nosed acute lymphoblastic leukemia and started inten-
sive chemotherapy. Cytogenetic analysis revealed an
abnoimahty of chromosome [lg?3. an indication of a
poor prognosis with conventional chemotherapy (less
than 10 percent disease-free survival at five years). HI.A
typing showed that her older sister was a suitable
donor. We recommended an allogeneic bone marrow
transplantation in the first remission — the standard
therapy for this subgroup of patients with acute lym-
phoblastic leukemia.4 Even with transplantation, the
prognosis is guarded in such patients.

We informed the referring physician of the results of
our evaluation and the plans for transplantation. Short-
ly thereafter, we were contacted by an administrative
physician from the HMO and asked to assist in the re-
ferral of the patient to the nearest 'center of qualuv,” a
transplantation center in another state that had been
selected by the HM O to perform all bone marrow trans-
plantations in our region. We bad previouslv referred
patients to this center, and we had no doubts about the
quality of care the patient would receive there

After the plan had been discussed with me patient's
family, as well as with the social worker and psycholo-
gist on our team, it became clear that treatment out of
state for several months would he detrimental lo tiie
family Both parents were distraught The father w uld
not be able to be involved because of employ ment re-
strictions. The mother, who obviouilv needed to be
with the infant, would lose her position and be forcer!
to take a lesser ;obwith a pay cut The older sister, who
was having serious behavioral problems, would have
to be separated Irom her mother lor a prolonged peri-
od The rxprnses associated with an extended stav m
a cttv where the family had no relatives or friends
would be difficult for the family to manage Tiiete ate
two excellent rraniplantanon cenirrs ncaibv ir. our
own state, and wewere jslrd tu rrijuest that the HMO
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make an exception to us policy on selecting a ti.'im-
plantation center.

When we explained why this family would be belter
served if the transplantation were performed nearby,
we were informed that the HMO would not make an
exception. The stated rationale was that the HMO ex-
amines the results of transplantation at all centers and
chooses only the "best" for its clients. Noting that Johns
Hopkms University and the University of Minnesota
were not among this select group, we decided to inves-
tigate further. It turned out that the center selected for
our patient has no particular expertise in acute ly mpiio-
blastic leukemia in infants or in the preparative tcgi-
men or transplantation procedure. All bone marrow
transplantations ate not alike, and we routinely refer
patients to other institutions for specific indications and
protocols. No published reports Irom the center chosen
by the HMO suggested a reason for its selection. Fur-
thermore, there are no differences between outcomes in
large and small centers pcrlbrmme more than live allo-
geneic bone marrow transplantations per vear.1 Thus,
although the two nearby (in-state) academic institu-
tions that perform transplantations are relatively small,
cither one could have performed the procedure, accord-
ing to current standards of care.

It was informative to sec the reactions generated bv
our request for an exception to the IIM O * transplan-
tation policy. At our own institution, we were cautioned
by a transplantation specialist not to offend this carrier,
"because we are m the running for the next contract.”
Other colleagues merely shook their heads sadly, advis-
ing us to let it go, since nothing could he gained, and
"this is the new medical-economic reality.” The HMO
administrator thought wc were "interfering with the di-
ent-carrier relationship.”" He told us, “You should be
glad we cover this procedure. C*t used to it. Its hap-
pening everywhere. Your program mav end up being a
beneficiary of tins approach.” The assumption was that
our primary interest was the development of our own
transplantation program. This assumption was inaccu-
rate; we often refer-patients to other institutions. Most
important, none of these responses spoke to the specific
needs of die patient and her familv

Against the stated wishes of the family and in the ab-
sence of medical indications, the patient was referred to
the transplantation center selected by the HMO She
underwent an allogeneic hone marrow transplantation,
winch site tolerated telativeiv well, and returned to our
care five to six months later In the meantime, the older
sibling was sent to live with rclatves in another state,
the mother was demoted, atsd the lather lost his job
Several weeks ago. a bone marrow aspiration per-
formed at our institution showed that the patient was
having a relapse Rcir.duction chemotherapy was initi-
ated. and the potsibilitv of a second bone marrow
transplantation was raised The ajrninivirative ph* «-
cun at the HMO called to teil us that an appointment
had alreaijv been made for nut patient at vet another
trantplantation center. The family's HMO physician
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had apparently contacted tlir HM O arinnniiir.itor. The
previous center was no longer considered a "center of
quality”™ (for reasons we were not told). Given the
guarded prognosis for tins patient, n would have been
more appropriate to discuss with us whether another
transplantation was in her best interest than to initiate
another referral before a remission had been attained.

None of the psychosocial factors that made the first
out-of-staic transplantation problematic had improved.
In addition, the first transplantation cente: had estab-
lished an ongoing relationship with the family. To keep
Itrr familv together, the patient's mother decided to quit
herjob, give up her HM O coverage, and apply for Med-
icaid, The parents have lost their home and their sav-
ings, and the older sister has had increasingly severe
behavioral problems. Despite being the infant s pri-
mary oncologist and social worker, we have lost the au-
tonomy to make decisions that lake these factors into
account.

What can we do to prevent such extreme disruption”
As advocates tor our patients, we most stand no lor the
uoctor-patient relationship and for continuity of care.
We must continue 10 an on the h.v.is r.l imr. pnner.tT"
best interests, not the bottom line When the two con-
tiict, we must speak out: write letters to the insurance
carrier, the insurance commissioner, and elected of-
ficials when necessary. Academic physicians need to
work more closely with managed-care groups to devel-

Feb. 2?. 1900

op flexible policies ihai n-r rather than ignore sub-
rpccialty decision making. We cannot ignore published

outcome measures* and must work together to perforin

additional studies designed by specialists. In some situ-
ations, physicians may need to educate families about

their options for choosing a carrier. Certainly, employ-,
crs or insurers should inform prospective enrollees about

the restrictions on choice m each health plan, particu-
larly d patients must travel substantial distances to ob-
tain specialized care. We must provide the very best

carc we can lor our patients, keeping psychosocial fac-
tors in mind. The trend toward insurance-mandated

medical decision mnkitur is accelerating. We cannot al-

low national contracts and policies to harm the individ-
ual families and patients we serve.

I'nixtrtiiy of Norrh Caratin
ti Chipel M
Oupel IMI. NCJ7JM

Brent Weston, M.D.
M arie i.auria, M.S.w .
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BOOK REVIEWS

Effects or Atomic Radiation: A half—century
OF STUDIES FROM HIROSHIMA AND NAGASAKI

Bv William J. Schull. 392 pp. New York, John Wilev, 1995
Sli. ISBN 0-471 -12524-5

This book discusses the short-term and long-term medical
effects of atomic radiation in about 155000 of the people who
survived the atomic bombings of Ihrciinma and Nagasaki in
1945. These people have been the subject of a continuing
study conducted by the Atomic Bomb Casualty Commission
and ns successor organisation, the Radiation F.ffects Research
Foundation. The book is in one sense a history of the otigin,
objectives, growth, creative personnel, and contributions to
radiobiologic knowledge of these orvr .-mens. The detailed
evaluation of (he medical effects of radiation appropriated
occupies most of the book, since tre author has been inti-
mately involved with major facets of tne atomic-bonb-survi-
vor study for most of his professional career, specifically from
1?49 to the present. The experience cf the survivors consti-
tutes the most powerful epidemiologic follow.up of radiation
exposure, and the results of theie stacies are widely recog.
mred at the principal source of our information on radiation-
induced malignant disease, fetal efftcis, and genetic aber-
rations. The author presents an erudite and well-organired
description of these studies ar.d the>r results.

The hiltorv begins w.ih a brief a-.-c-nt of the hurrur. and
property damage caused bv Ihe bcrr&s, based on lhe assess.

ment of a joint U.S -Japanese commission in ihe autumn of
1945. More than 50 percent of the deaths in the immediate
aftermath of the bombings m the two cities were due to burns,
about 18 percent were uue to the blasts themselves, and
possible- as many as 30 percent were due to ionizing radiation.
In 1946, the Atomic Bomb Casually Commission, jomtlv
funded and staffed bv the United States and Japan, was cre-
ated after approval bv President Harry Truman 1found de-
scriptions of rhe earlv history of space, personnel, and finan-
cial problems and diplomatic relations tangential to the mam
scientific objectives of the hook. However, the studies con-
ducted dursng the period from 1948 ro 1955 show that manv
of the major delayed medical effects w--e already manifest,
patncolarlv in ihe high-dose region within | km of the epi-
center of the blasts Examples are adverse pregnancy out*
comes, developmental delays among children, lens opacn.es
finves-icated bv a team of United States ophthalmologists in
1949), and an excess rate of leukemia The first 9 cases of leu-
kemia v-ere noted .n 1949. there were 59 eases bv 1953, with
a risk of about | in 80 for those who were within | km of the
epicenter, as compared with a risk of 1 m 13.000 for those who
were farther awav In this section, the author provides rhe first
of several excellent printers for general medical readers on
tlie characteristics of nrpcrrant radiation effects — m this
case, leukemia.

The initial studies were concerned vuih particular syn-
dromes ara were nor pari of a central, organized plan of
study This situation was transformed after 1955 bv a National
Research Cviiucil rev.ew commitlee uniter tne leaders'! p cl
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The author provides context for. and responses to, a
recently released survey of consumer protections in
state HMO laws.--Ed.

Plan Regulation

Staff* HMO Consumer Protections Vary,
Many Laws Inadequate, Consumer Group Says

State legal protections for health maintenance organi-
zation enrollees vary widely, and most do not provide
adequate protections in the areas of access, quality of
care and related data collection, and provision of HMO
information to enrollees and the public, according to a
study recently issued by the Center for Health Care
Rights (CHCR), l.os Angeles, a non-profit consumer
advocacy organization.

“Wc were especially concerned about the lack of
strong stale mandates on monitoring of the carc pro-
vided by HMOs, the lack of state standards by which to
measure access and quality of carc. the lack of informa-
tion available to consumers on quality of carc, and the
lack of adequate grievance procedures for enrollees
wanting lo appeal an HMO's decision not to provide, or
pay for. medical carc,” CHCR (executive Director Ger-
aldine Dallck said in a statement announcing the study's
release (1 MACR 507. 12/6/95).

However, CHCR % study has been criticized by the
managed carc industry as focusing too narrowly on state
HMO licensure without discussing other federal and
stale HMO laws and regulations. Critics of the study
also note that HMOs arc more heavily regulated than
arc other types of managed care cmtities.

Source 01 Vorialioni

A review of laws in several states where HM O enroll-
ment is fairly high among the population with health
carc coverage suggests that the variations may result
from the different state agencies that regulate HMOs. as
well as from the range in the underlying statutes'
comprehensiveness.

For example, HM O statutes in Arizona, California.
Florida, Maryland, Massachusetts, and Minnesota, re-
llect regulation by a variety of agencies, including the
health department, the insurance department, and cor-
porations department. Primary regulatory jurisdiction
over HMOs may be exercised by any one of these
departments HMOs. like other businesses, also are regu-
lated under state and federal tax. antitrust, and consum-
er protection laws

About two-thirds of the states have had HM O statutes
on the books since the 1970%, according to a recent
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50-statc profile issued by the Intergovernmental Health
Policy Project. George Washington University. Perhaps
the most striking feature of the laws is their diversity.

State laws often arc fairly detailed regarding stan-
dards for HM O licensure, solvency, content of subscrib-
er contracts, and coverage for specific conditions, but
vary considerably as to the public availability of infor-
mation that would aid consumers in judging the com-
parative quality of various plans on issues ranging from
subscriber participation in HM O governance to provider
access, quality assurance, and effective procedures for
appealing benefit or claim denials.

The actual organizational information available to
enrollees may be limited, with most disclosure require-
ments running from the HM O to state regulators, rather
than to consumers.

The CHCR study, Consumer Protections In State
HMO Laws, examined 10 categories of HM O consumer
protections, marketing/enroliment; access and benefits:
quality; grievance procedures; HMO data collection;
cnrollcc and public information; cnrollcc participation in
governance; conflicts of interest; insolvency; and state
law penalties for violations.

Each section outlined key consumer concerns, the
issues studied, and an analysis of state laws, including
comparative charts on each issue.

Among some 150 detailed recommendations, CHCR
called for greater regulation of HM O marketing materi-
als and agent training; strict monitoring of care quality,
including_requircmcnts for internal .qualit)&:Blan.x and
assessment of financial risk arrangements roprprcrviders;.
improved procedures for contesting specific denials of
carc, including review by an independent entity; and
cooperation among the states, the federal government,
and private accreditation entities to standardize data
reporting requirements.

Key Issues Identified

Some of the key consumer issues identified by the
study included concern over delays in or restriction of
access to appropriate care, financial risk arrangements
that provide incentives undermining carc quality, lack of
adequate grievance procedures, and lack of standardized
quality data.

With respect to health carc access, the study noted
that while 23 states mention or require HMOs to have a
referral system, only five set out parameters under which
these systems must operate. Four states require HMOs
to maintain a specific physician/enrolice ratio, 10 estab-
lish a maximum travel time or distance from the HMO's
provider or facilities to an cnrollec's residence or work-
place. and only one sets a maximum waiting lime for
cate in a health care provider's olhcc.

Crcy-gM ¢ 199S t+ tr<* Dumu o' Utventl A"im . loc. Wss*non, 0 C TX)f

19U-1U2JtVU>IIN



ANALYSIS

Of ilie 31slates that icquirc some external monitoring
of quality of carc, three require a yearly review, 24 call
for a review every two or three years, and two require a
review once every five years. According to the study,
only 13 stales provide statutory standards for these
evaluations.

Although all states require HMOs to have a grievance
system, only ?I| states specify the time within which
HMOs must resolve cnrollcc grievances and none re-
quires HMOs to provide for an appeal of a service denial
to an entity, other than the state, that is independent of
the HMO. the study found. And only 10 states icquirc
HMOs to provide a way for physicians lo file grievances.

Study Colled "Too Morrow"

GHAA criticized the CHCR study as focusing too
narrowly on state HM O licensure statutes without exam-
ining other sources of federal and state HM O regulation
providing protection for consumers, such as the HMO
Act of 1973.

"We also make the point that consumers, patients in
HMOs, have more protection than in any other type of
health plan, including non-HMO plans,” GHAA % Don
White told BNA.

The HMO Group, an organization of non-profit
HMOs, argued that other entities— such ns physician-
hospital organizations or other provider networks— pro-

lypcs of managed carc products do not
always face the same type of state regulatory oversight.
These entities *“should have a level playing field and
should be regulated the same,” Curtis Kelley, govern-
ment relations director, told BNA.

In a press release. GHAA noted that the CHCR study
also did not cover private accreditation as another meth-
od of reviewing HM O operations. “The HM O communi-
ty has taken the lead in the development and release of
quality assurance data, physician credenlialling stan-
dards. the formation of private accrediting bodies, and
the release of report cards. We would like to call for a
more complete study of all these consumer protections to
see how other forms of health insurance measure up,”
GHAA said

Stole* Re-Examine Regulation*

With recent explosive growth of managed carc organi-
zations in addition to more traditional HMOs. and a
heightened emphasis on cost containment, states with
20-year-old HM O statutes have begun to revise their
rules to reflect the new health care environment, The
Medicare and Medicaid programs' increasing embrace
of managed care also are likely to direct the changing
regulatory picture.

Examples of statutory changes during 1995. featuring
enhanced consumer protections, include:

+ Antona: A new statute is scheduled to lake effect
Jan. |, 1996, that requires HMOs to provide comprehen-
sive information to prospective enrollees on their referral

*-:0-54

(Vol 1) 565

systems, provider incentives to withhold services, restrict
specialist referrals, and other standards that might limit
carc provided.

+ California: A recently enacted law requires health carc
service plans to include dispute resolution procedures in
their contracts with providers, and lo allow enrollees to file
grievances with the corporations department. Another new
law establishes a toll-free consumer hotline for filing com-
plaints against HMOs, requires HMOs to resolve griev-
ances within specific time limits, and imposes monetary
penalties for nonrcsponsivencss to grievances (I MACR
383, 10/25/95; | MACR 402. 11/1/95).

- Minnesota'. In addition to an existing comprehensive
regulatory system with detailed standards for health
carc access, state monitoring, internal quality assurance
plan requirements, and grievance systems, new reforms
adopted this year call for greater accountability by
integrated service networks, requiring them to establish
internal quality improvement processes.

+ Texas: Although the governor vetoed a bill altering
managed carc rules, the insurance commissioner Nov. 15
adopted comprehensive HMO and preferred provider
organization rules governing emergency medical treat-
ment, and requiring disclosure of financial arrangements
between managed carc plans and providers (I MACR
480, 11/29/95).

* Hew Jersey: Health and insurance officials have
proposed a comprehensive rewrite of HM O regulations
(1 MACR 482, 11/29/95).

Instead of moving to increase regulation of managed
care in whatever form. Kelley argued that it might be
more effective for states to examine ways to make
available data more understandable and to focus on
verification of quality information through the accredita-
tion process, like that presently conducted by the Na-
tional Committee on Quality Assurance

CHCR's report. "Consumer Protections in State
HMO Laws,” may be purchased from the Center for
Health Care Rights. 520 S. Lafayette Park Place, Suite
214. Ix>s Angeles. CA 90057;'tel. (21J) 383-4519; fax
(2131 383-4598.D

—By Leslie J Gold

Invitation To Authors

In this section, SNA's Managed Carc Reporter
intends to offer the commentary and perspective of
experts in the field on a range of important issues
facing the managed carc industry,

Articles can provide context for undcrs’andmg
trends or they can provide practical guidance.
Individuals interested in contributing suggestion*
or articles aie encouraged to call Managing Editor
Deborah Spiegciman, (202) 452-7572.



*6 MANAGED CARE: SYSTEMS CREATING PAPERWORK BLIZZARD

Whilo managed earn has been billed as a moro cost-offoctivo
way to deliver honlth care, a study released today in the 2/96
issuo of AMERICAN JOURNAL OF PUBLIC HEALTH IAJPH) shows that "it
has fattened up hospitals by forcing thorn to hire thousands of
paper pushers and administrative staffers.” Study co-
author/Physicians for a National Hoalth Program (PNHPI co-founder
Dr. Steffio Woolhandlor said the growing number of health workers
omployod for administrative purposes "is a trond that oxistod
before managed care, but it has been accclorotcd by managed caro"
(Sogal, WASH. POST, 2/15). She added that "managed care squeozos
doctors, nurses and patients but eats up most of the savings with
bureaucracy” (PNHP release, 2/15).

THE NUMBERS: According to the study, the number of managers
and clerks in tho hoalth industry "ballooned" by almost 700% from
1968 to 1993, "making them on over greater portion of tho total
hoalth caro workforce" (Segal, 2/15). In comparison, tho number
of physicians and nurses grew by only 77% and 164% respectively
over the same period (PNHP release, 2/15). Tho number of health

caro "manngors" toppod ono million in 1993, up from 129,000 in
1968. Tho number of "caro-givers" e doctors and nursos -
"shrank™ from 51 % to 43% of the total health care workforce over
tho period. Tho percentage of “administrative” staff, meanwhile,
grow from 18% to 27% (Segal, 2/15). Woolhandler noted that "in
1993, administration accounted for 57 percent of hoalth sector
job growth and all of the growth in hospital employment” (PNHP
release, 2/15).

BLAME THE GOVERNMENT: Hosoital administrators in the
Washington, DC, area responded to the survey by saying that
"government regulations are equally responsible for larger
administrative staffs."” Alexandria (VA) Hospital's David Tatro
said, "Health care institutions have hod to answer to a lot more
agoncios in tho past two dccados. It takes pooplo to doal with
OSHA and tho EEOC and other federal agencies we have to comply
with." Sounding a similar noto, Woolhandler said, "Doctors and
hospitals now havo to hire staff to handle a staggering numbor of
forms for referrals and payments" (Segal. 2/15).

SINGLE-PAYER COMPARISON: The study's authors found that the
U.S. "allocates far moro of its hoalth budget to paper-pushing
and administration than does Canada,” which relies on a
government run, single-payer system. Canada’s health care
system, they found, employs more nursos, clinical hospital staff
and nursing homo staff than the U.S. system, "despite spending
one-third loss on health caro per capita.” In fact, tho
researchers found that if the U.S. duplicated "Canada’s 1986
staffing pattorns,” tho country’s hospitals and outpatient
facilities would require 1,407,000 fewer clerks and managers
(PNHP roloaso, 2/15).

ANOTHER SWIPE AT MANAGED CARE: In tho study, tho authors
conclude. "Administration's growth spurt ... has coincided with
promarkot policios in tho (U.S.) designed by managed care's
architects to make providers' profitability 'the mandatory
condition for survival.” Entrepreneurial incentives spur
markotmg, detailed cost tracking, and efforts to amplify
profitable services, eliminate unprofitable ones, and battlo
insurers over payment. ... Recent U.S. policies have also
assigned more regulatory oower to insurance firms and employers.
... Curiously, wo have exempted new administrative procedures
from tho evaluation we demand of clinical ones. Does managerial
pressure to compress care savo work or just occclcrnto tho pace?
Do managed care referral constraints husband scarce resources or
merely keep clerks busy and specialists idle? Does moro
administration mcronso efficiency or waste time and trees?"

IAJPH. 2/96 issue).

IS IT WORTH IT?: POST reports that some health caro exports
said tho oxtra administrative porsonnel *aro often worth the
money because they help hospitals become moro cost-effective."
Taking tho administrative efficiency lino. Rand Corp. economist
Glenn Melmck said that "using 27 porcont of tho health caro
work-forcu to hnndlo administration could bo an optimal use of
mnnpowor" (Segal. 2/15).

ABOUT THE AUTHORS: Tho study was co-authored by Woolhandler
and Dr. David Himmelsioin, both of Harvard University's Center
for National Health Program Studios. Himmolstcin also co-foundod
PNHP. Last year, he and Woolhandlor co-authored a study in tho
NEW ENGLAND JOURNAL OF MEDICINE on "gog clauses" contatnod in
many managod core physician contracts (seo AHL 12/21).



===== STATELINES === ==

*2 CALIFORNIA: COALITION PUSHES ANTI-HMO BALLOT INITIATIVE
"A coalition of consumer groups and labor unions has
launched an effort to diminish tho growing power of California's
managed caro industry through a November bollot initiative,” L.A.
TIMES reports. Tho effort, which is "sweeping in scope," is
being led by consumer advocate Harvey Rosenfiold and the
California Nurses Association. Several versions of the
initiative havo been submitted to state Attorney General Dnn
Lungrcen (R); each calls for banning tho payment of certain
bonuses to doctors or nurses for limiting care, eliminating "so-
called physician gag orders” and prohibiting insurers from
"forcing" mombecrs to give up their right to go to court to settle

contractual differences.

BACKLASH: According to the TIMES, tho effort "comes amid a
growing backlash against managed caro and its impact on the
quality of medical care.” HMOs have been criticized for their
"hefty profits" and the lucrative salaries paid to some of their
executives. As a result, legislatures in California and other
states "have passed, or are considering, a flurry of managed care
measures that sook to" protect consumers by placing restrictions
on certain HMO practices. Rosonfield said that tho initiative
"is a response to the 'concentration and intrusion of managed
caro and its unprecedented emphasis on corporate profits rather
than patient protection.'” Othor supporters of the bollot
initiative ore: Oakland-based Neighbor to Neighbor, a health
caro advocacy group; San Francisco-based Hoalth Access, a
consumer health group: and the Service Employees International
Union, which roprosonts nurses and other health care workers in
tho state.

INTERNAL DISSENT7: Groups supporting the ballot measure are
"divided over which version of tho initiative to throw their
collective support bohind.” The nurses union supports a version
that would place fees on "certain health caro mergers,” on
"'excessive' executive compensation and on hospitals that sook to
reduco their numbers of patient beds.” But some groups are
concerned that this version "moy go too far and erode support for
tho measure."”

OPPOSITION: TIMES reports that managed care companies arc
opposed to tho mcc*‘ire and "contend™ it is "unnecessary because
hoalth plons are already well-regulated” and because "marketplace
forces arc providing adequate consumer safeguards.” Kurt Davis,
spokesperson for Foundation Health, one of ihe state's largest
HMOs, said, "Tho market is pushing companies to address some of
the issues that are behind this initiative." Ho added that
passage of the initiative "would only add to tho burden of doing
business in California and mako it moro attractive to bo in
states that don't tiave those provisions.”

A LOOK BACK: The initiative "marks the second attempt" by
some of the groups involved "to bring changes to tho state's
.medical delivery system." Voters were asked to consider
Proposition 186 on tho 1994 ballot, which would have established
a "so-called single-payor health initiative" in order to “create
a state-run health care system" (see AML 4/22/941. TIMES notes
that tho measuro was "resoundingly defeated" otter businesses and
tho ir.suronco industry mounted "fierce opposition” 10Ilmos, 1 181
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Executive Summary
%

States increasingly arc recognizing their role as important players in the health carc
marketplace as buyers of health benefits. By increasing purchasing power, enhancing
competition, coordinating administrative functions, and collectively negotiating for
beneficiaries' benefits, several states arc seeking to control the cost of health benefits for state
government employees and retirees, employees and retirees at state higher education

facilities, and other public employees. Some states may also include Medicaid beneficiaries,

small employers, and individuals in their purchasing strategy.
To achieve their goal of reducing costs, seme states arc:

Leveraging their own employees and Medicaid beneficiaries by allowing other groups
to participate in their purchasing arrangements. As states enlarge existing risk pools,

some are exploring ways to adjust payments based on risk differences

. Implementing competitive features, including requiring employers to contribute some
fixed dollar amount to their employees' premiums, standardizing benefit packages,
enabling enrollees to compare price and service across participating health plans, and

offering enrollees a choice among health plans.
Coordinating the administrative activities of multiple purchasing programs

. Collectively negotiating and contracting for beneficiaries' health benefits. Such efforts
can reduce administrative costs for both the state and health plans, provide the state

with better leverage in negotiations with health plans, and avoid the difficulties

inherent in merging risk pool?.

Several states also arc striving to improve the quality and. therefore, the value of

health benefits they purchase. By collecting additional, standardized, and more reliable data.



I Introduction o e
States increasingly are recognizing their role as important players in the health carc

marketplace. Not only do states serve as regulators of providers and health plans, but they
participate in the market as buyers of health benefits on behalf of their employees. Medicaid
beneficiaries, and others. By using their purchasing power.1states have been better able to
contain costs and increase the choice of health plans for their enrollees. Further, as large
buyers of health care, the states arc learning that they, like large privatc-scctor employers, can

catalyze changes in the market

States' oversight of health care financing and delivery systems includes purchasing
strategies and insurance market reforms that are intended to change the way health carc
coverage is bought 3nd sold. Most states have enacted insurance market reforms to improve
the availability of health insurance products. These reforms include rating restrictions,
guaranteed issue and renewal, and portability. Available evidence suggests that these reforms
reduce premiums for high-risk groups and mdivnduals and may reduce gaps in coverage that
result from pre-existing condition exclusions (Chollct and Paul, 1994). They may also
concentrate the health insurance market among fewer insurers and promote greater
penetration of managed care, although these latter effects have not been carefully* measured.

Many states have begun to consider developing coordinated strategies for purchasing
health carc coverage. Some states have authorized the establishment of private voluntary
purchasing cooperatives. At the same time, romc states arc reconsidering their own
purchasing strategics in an effort to increase the value of the health benefits purchased by
state-run programs. New state purchasing Qraicgtcs typically include increasing the state's
purchasing power (by maximizing enrollment and coordinating negotiations with health
plans), enhancing competition (including greater cnrollcc choice of health plans), and
consolidating or coordinating administrative functions. These state strategies typically apply

J“Purchistng power* has been described as 'the ability to gel good prices and influence ihe health care
and insurance industries to change in ways rhat will benefit people (quality, access, etc )* (O Loughlin. 1995a)

1



Alliance Finally, Colorado is jdst'at the point of discussing with vanous public employers
ihe possibility of consolidating their health benefit purchasing activities.

These states have one aspect in common each is making efforts to consolidate or
coordinate putchasing across multiple health benefit programs. Based on their different
approaches and experience, they provide varying perspectives on the opportunities and
problems that consolidated state purchasing presents



Tabic 1

Administrative Functions of Health Benefits Purchasers

' Negotiate with health plans and providers

’ Contract with health plans and providers

‘ Enroll and discnroll members
Collect premium contributions from participating employers, enrollees. and
public sponsors

J Dishurse premiums: buy insurance policies and/or reimburse providers
Assess and adjust for risk among health plans
Collect data and analyze/monitor quality if care delivered

' Provide appellate and advocacy services

' Market to consumers

. Develop and maintain prouder relations

To reduce the overall costs of the health benefits purchased by state programs, states
mav leverage their own employees and Medicaid bencficianes by allowing other groups
non state public employees, private employers, and individuals  to participate in their
purchasing arrangements A state may also encourage price competition among health plans
and coordinate the purchasing functions of multiple purchasing programs, including
collective negotiation for beneficiariesthealth benefits Although the primary goal of such
strategies is containing the public-scctor costs of health benefits, they may have a broader
effect as well. That is. the state may achieve lower costs in the overall system if it cataly.cs
health plans to change how they manage and deliver health carc more broadly.



Table 2

Groups for Which Purchasing Functions arc Rcing Consolidated

*

Kentucky Minnesota Washington
Purchasing Entity Kentucky Health Department of Health Care Authorm
Purchasing Alliance Employee Relations’
Mandatory Groups Employees of Employ ees of Employees of
+ State government + State government + State government
+ Public health + University of + State higher
departments Minnesota education
+ School districts State retirees State retirees
+ Local governments School district retirees
« Judiciary
+ State higher
education

State and other public
sector retirees unuer

65
Voluntary Groups Employees cf Employees cf Employees of
Firms with 2-100 + Counties* = Political
employees + Ciues’ subdivisions'
« Affiliated groups cr e Townships”’ = School districts
associations e SchoM districts’ Private employers and
Individuals = Private employer;” individuals”

"The Minnesota Department of Employee Relation* operate* three purchasing programs, or.e for state employees
one for ether public employees (the Public Emplovees Insurance Plan (PEIP)). and one for private employers
(the Minnesota Employees Insurance Program (MEIP

'in addition to local governments, political sutd.visior.s .rclude public hospitals and the port authority

"The Washington State Health Care Authority pUr.bases health benefits for private employers and individuals
through the Basic Health PIm. which is run as a separate program Subsidies are available to low-ir.ccme
individuals

Mwncsoia. With 144.000 employees dependents, and retirees, the sute is the largest
employer-based insurance group in Minnesota (OTA. 19°4). Using this group as a base, the
state has b *cn able to instill competition based on price, scmcc. and benefits into the market
for state enrollees. The state also manages separate voluntary programs for non-state public
employees (the Public Employees Insurance Plan (PEIP)) and pnvaie employers (the



som”™ arc exploring ways to adjust payments based on risk differences in order TOavoid the
jumps in rates that may result when highcr-risk groups merge with lowcr-nsk groups,

Kentud<y The state's insurance market reforms permit insurers to adjust premiums
only for age, geography, and four family sizes in the nongroup, small group (under 100
emDloyecs). and Alliance markets. Further, insurers offering coverage to Alliance enrollees
submit separate rates for the individual and group pools 9 The Kentucky Health Policy Board
administers a market-wide risk adjustment program that prospective!)' further adjusts these
premiums on the basts of age. sex. retiree status, and COBRA status.1) This program also
retrospectively reimburses health plans when they incur a greater than average number of
high-cost medical cases.ll

Washington. The Washington Health Carc Authority adjusts health plan premiums
for age. sex, family size, and Medicare enroliment for all enrollees except those m ihe Basic
Health Plan (BHP) The health plans providing coverage to BHP enrollees charge premiums
adjusted only by age.

Minnesota. The Minnesota Department of Employee Relations (DOER) adjusts
payments for risk both prospcciively and retrospectively in both the Minnesota Employees

' The Alliance originally planned lo have three risk pools, one each for individuals, public err.plovers.
and small employers Although public emj loyees had been concerned that they would have io pay higher raits
10 subsidise small businesses, the initial bids riceived from health plans showed hu'.e or no difference between
ihe proposed rates lor small businesses and for public employees The Alliance subsequently decided to merge
all employer groups into one pool

Although all employers will pay ihe same rarcs premiums will be calculated differently for public and
private employers Large public sector employers will receive a composite rate at iheir request, while private and
small public employers will pay an individually calculated premium for earh employee Disbursement to carriers
will reflect ihe age- and geography-adjusted rales in all cases (Tassi. 1995. Costieh. 1995)

"Relative risk factors ate calculated prospecitvelv During the first year, debits and credits will be
accrued quarterly, and payments made at the end of ihe year (Tassi, 1995).

"All health plans in the nongroup, small group, and Alliance markets arc requited to contribute one
percent cf premiums quarterly to finance ints system Payments will be made annually (Tassi. 1935).

9



Minnesota Departments of Employee Relations and Human Services now coordinate the
release of RFPs and plan to conduct joint negotiation of contracts (see box on page 12)

Washington. The Public Employees Benefits Boaid (PEBB)'3 purchases health benefits
for state and other public employees and retirees. Although contracts will remain separate.
PEBB md the Basic Health Plan arc releasing a single joint REP and conducting negotiations
jointly for the first time. (At present, carriers arc not required to contract with one program
in order to contract with another, although there is substantial overlap between the two
programs (O'Loughlin. 1995h).) By combining the negotiating power of both programs, the
Health Carc Authority has developed a track record of encouraging health plans to reduce
costs and improve the quality of benefits.

The Washington Health Carc Authority and the state’s Medicaid program have also
begun coordinating and streamlining the requirements that they impose on health plans.
The agencies' efforts have resulted in rhe coordination of RFPs and progress toward common
contractual requirements for quality assurance ami 'ata collection Authority and Medicaid
representatives arc also sitting in on one another's negotiations with health plans
(0'Loughlin, 1995h).

3. Enhancing competition

By increasing competition among health plans at the point of enrollment, a number of
states have attempted to increase their purchasing power and thus reduce their costs.
Typically, these states require employers to contribute some fixed dollar amount to their
employees' premiums (such as the pnee of ihe lowest cost health plan offered); standardize
benefit designs, permuting enrollees lo compare price and service across participating health
plans; and offer enrollees a choice among health plans.

:1The PEBB makes eligibility and benefit design decisions for the Public Employees Benefit Program,
which is administered by the Authority. The PEBB consists cf one active employee. t*o retiree representatives,
and three 'experts* in health benefits and economics. The Authority Administrator chairs the Board a..d serves
as the seventh vote.



Employers' contribution Toward Employeest Premiums n

By requiring employers to'contnbutc a fixed amount to each employee's premium,
states have effectively required enrollees to bear the cost of higher pneed health plans. The
hope is that enrollees will have an incentive to choose lower priced plans and that health
plans will have an incentive to compete based on pncc.

Katudsy The Kentucky Health Purchasing Alliance does not require participating
employers to contribute any portion of their employees' premiums. However, its statutory
language stipulates diat if the employer does contribute, the same dollar amount must be
paid for each employee Because a stnct interpretation of this policy would not allow for
insurance adjustment factors such as age and family sue. the Kentucky Health Poltcy Board
has interpreted the cqual-contnbution requirement to mean an equal dollar amount within
each age and family class. The'Statc's own contribution toward employee premiums is
sufficient to cover the pnee of a comprehensive policy for the employee or a less
comprehensive family policy.

Minnesota. Minnesota's State Emplovees Group Insurance Program calculates the
employer (i.e., the state) contribution relative to the lowest-cost plan in the county where
each employee works. DORR recognises that this choice of premium base might be jn issue
In those areas where medical trade patterns do not coincide with county lines (Burck, 1995),
but in practice finds the county of emplovment a workable base. Employers purchasing
health benefits for their employees through MF1P and PEIP are required to contribute at least
50 percent of the pncc of single coverage for the lowest cost plan available.

MAny fundi remain r.j after an employee bar purchased coverage maybe credited to the employee $
flexible ipendinft account (Ccittcb, 1995).



The Alliance has chosen 10 make IS of those plans available to its members. (After
reviewing insurer bids, Alliance officials eliminated plans if similar bids had been received for
more comprehensive plans (Costich, 1995).) As of September 1995, 14 carriers had
contracts to offer one or more of the standard benefit plans through the Alliance. 5 Four of
these carriers - Blue Cross/Blue Shield, John Deere Health Carc, Humana, and American
Medical Security - will offer group benefits statewide (Tassi, 1995).

Mmne.".ora. DOER negotiates the benefits of the State Employees Group Insurance
Program with several different collective bargaining uniLs. Although co-payment provisions
differ only slightly among benefit plans, DOER hopes eventually to reduce c%cn these
differences in collective bargaining. Minnesota's MEIP and PEIP programs offer standardized

benefit packages to their enrollees.

Weghington The Washington State Health Carc Authority offers a benefit package
that is standard across the managed care plans offered to PEBB pool. (School districts arc an
cxcepuon in that they have die choice of determining their benefits through the union
bargaining process, or of joining the PEBB pool.)

Enrollcc Choice

States trying to increase competition in their purchasing also emphasize choice of
health plan by enrollees. Enrolice choice of health plan, when combined with employee
contributions to premiums, encourages enrollees to select less costly plans and may also
encourage health plans to reduce costs and improve service delivery 3nd quality. Purchasing
programs in Kentucky. Minnesota, and Washington all permit cnrollcc choice of health plan.

i: The Kentucky Health Purchasing Alliance sauthoring statute requires ihe All-ance to offer (1) a plan
that ts identical to the Kentucky Rare Standaid benefit package is of January-1.1994. and (2) a basic plan
(Kentucky Kare is the stale’s self-insured plan for state employees Kentucky Rare Standard is the minimum

health benefit plan available to most siate employees )

l#For instance. MUIP offers us enrollees a standard plan, although cost sharing levels differ across the

four managed care plans offered.



<rlf-insured Minnesota employers', to explore alternative purchasing strategies’ such as
contracting directly with competing provider networks. Beyond its agreement in principle
with BHCAG and an interest in related initiatives such as quality monitoring and
improvement. DOER has not committed to purchasing health benefits through BHCAG

(Ohnstein, 1995).

Washington. One of the Washington Health Care Authority'sgoals is to generate
program savings by reducing the administrative burdens that multiple programs place on
health plans and providers (Health Carc Authority. 1990). The Authority centralizes
functions previously performed separately for the PEBB and die Basic Health Plan. Functions
such as health plan contracting, quality assurance, data collection, legislative relations, media
relations, accounting, and information systems arc integrated in the hope of developing a

cohesive State policy in the areas of health carc purchasing, regulation, and public health"
and creating a single "consistent focal point for partnerships with the private sector" (Health
Care Authority, 1990). Only enroliment and beneficiary services remain separate functions
Further, a steering committee of three agencies (the Health Carc Authority, Medicaid, and
Workers' Compensauon) maintains an RBRV5 fee schedule.

Washington State's Development of an RBRVS Fee Schedule

“In.response lo Xbudget provisoduring the 1991 legislative session, a steering committee.ofjepresentativcs 'y **.
from three sute agencies— the Health Cate Authority. Medicaid, and Workers'.Cbmpcnsationp formed toV..-;
*Vdevdopjnd'niaintainan.RBRVSfee schedule. Although the committee does not existic suiute’(ontyth'e
.Health.CafeAuLhorityvi‘as chjrgedvvith the ctcanon of the fee schedule);iheAtedicaidaridaVorkere*ir;
ACompensation programs joined In rhe effort mainly to coordinate.the threejiattagendesWebti®oruhips.ivI*vA'
mrdvideri.'"*Medididabdjv'anledaorreallocate the proportion of bMeDTddilarsTTein”i'd.Vaxhfreren'tTVoyideri

lifirxITlic'fee schedule to nrovide Incentives for.Dt*ormini®stiviccs i~ ~
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and service, as well as price. At present, twenty states collect data to rncasurg-jjic qualttv of
care, and eight states collect consumer satisfaction statistics (NIHCM, 1995).

Minnesota. Minnesota's Department of Employee Relations conducted surveys of
consumer satisfaction in the State Employees Group Insurance Program in 1991, 1993. and
1995. Using data from these surveys, the state developed reports to help enrollees compare
health plans (Burck, 1995).18 The State plans to coordinate with the Minnesota Health Data
Institute and the National Committee on Quality Assurance (NCQA) to include HEDIS"
information as well as consumer survey information in these reports (Burck. 1995).

While not now coordinating with DOER. Minnesota's Medical Assistance (MA)
program, including its Prepaid Medical Assistance Program (PMAP), also has conducted
activities to improve the value of health benefits. MA monitors enrollees' access to medical
carc and discusses potential problems with participating health plans. PMAP conducts
ongoing renew of participating health plans’ quality improvement systems, complaint
procedures, service delivery plans, and summary information about health service use ss part
of Minnesota's participation in the Quality Assurance Reform Initiative (QARL).J0

Weshington  The Washington Health Care Authority currently uses cost, utilization,
and quality data to negotiate with health plans and is exploring also collecting HED1S data
Although the Authority docs not presently provide enrollees with such information, it is

19Comparative reports bared on ihe mesi recent survey will be sen to enrollees prior to the open
enrollment period this fall (Ohnstein. 1995).

wThe Health Plan Employer Data and Information Set (HEDIS) provides standardized. comparable
information cn health plans’ quality, access, patient satisfaction, membership, utilization, and plan financing
Lsmg HEDIS. ylans ran be compared on measures such as preventive services delivered, prenatal care and
related outcomes, and incidence of acute and chrome illnesses

;>The Quality Assurance Reform Initiative (QAkl) is a demonstration program developed by HCFA to
test nittonal quality standards for Medicaid managed care systems The Henry J. Kaiser Family Foundation is
funding three states (Minnesota. Ohio, ar.d Washington) to participate in the demonstrauon.



Il The Effects of State Purchasing Strategies -V

Although little supporting documentation exists, state efforts to use their purchasing
power strategically seem to be effective in reducing the states' own health care costs
However, information regarding the impact of these strategies on systemwide health carc

costs Is much more scarce.

A. What We Know

A fundamental goal of state purchasing programs is to reduce the state's costs in
purchasing health carc, including both its administrative and benefit costs. Available
evidence of the states' success in achieving this goal is encouraging.

Ariministrufive Costs: While a number of states have reduced the administrative costs
of their indemnity plans by self-insuring (Schoen, dal, 1994).J the states discussed in this
monograph have implemented various additional purchasing strategies which appear also to
have had an impact on administrative costs. For instance, the operating costs of the
Minnesota Department of Employee Relations average 18% of premiums (ranging from
0.83% for state employees to approximately 3 0% for MELP and PEIP) (GAO, 1994) While
information documenting earlier administrative costs of these programs is unavailable, they
compare favorably to national averages.

Similarly, the operating costs for programs managed by the Washington Health Cate
Authority average 2.3% of benefit expenditures (GAO. 1994), ranging from 15% of benefit
expenditures for the public employee pool to 7.0% of benefit expenditures for the Basic
Health Plan (O'Loughlin. 1995b). The Health Carc Authority believes that its efforts also
have played a role in reducing health plans' administrative costs (O'Loughlin. 1995h).

J,“Ten siaies repoit indemnity plan administrative costs of 5 percem or less of plan expenses, while four
operate insurance plans with administrative costs of under 3 percent. These rales are much lower ihan both ihe
14 percem national average for private health insurance administrative costs as a percent of toial expenses, and
ihe 13 percent adminisirative/profit cost average reported by HMOs* (Schoen. etal, 1994).

2



may reduce systemwide costs, and the shifting of health care costs from largepurchascrs to
|
groups with less purchasing power -- is unknown

However, emerging evidence suggests that the impact of states' purchasing strategies
on the larger market is generally positive. The Washington Health Care Authority believes
that its competitive procurement process has had an impact on the rest of the market by
encouraging health plans to manage costs more effectively (O'Loughlin, 1995h). although
they have not sought out objective evidence of such an effect Washington also has produced
evidence that its purchasing strategies do not lead to cost shifting and that its costs are
justified by the experience of its programs' enrollment (O'Loughlin, 1995b). Officials of the
Kentucky Health Purchasing Alliance have observed health plans entering rural markets since
they began requesting bids for the coverage of public employees around the state.

23



Finally. Colorado was concerned that contracting insurers might shift costs to smaller
purchasers in the market. However, it concluded that insurers would not be able to shift
their costs from such a large purchaser without risking their competitive position in the
larger market. Moreover, it concluded that the same market power that could result in cost
shifting also could induce the delivery system rcfoims needed to reduce health care costs

(Office of Public and Private Initiatives. 1995).

2. Consolidation of Activities and Agency Organization

The Washington Health Carc Authority believes that they have achieved economics of
scale by consolidating the administrative functions that support the purchase of health
services. When the Washington Health Carc Authority mcigcd with the Basic Health Plan,
the Authority consolidated many of the administrative activities common to both programs.
These include health plan contracting, quality assurance, data collection, legislative relations,
media relations, accounting, and information systems. However, the Authority decided to
manage separately the enrollment and beneficiary services functions as public employees and

the beneficiaries of the Basic Health Plan have different customer service needs (O'Loughlin,

1995b).

Since the Alliance was formed. Kentucky has made many decisions about the
organization of purchasing activities. The Board made an early decision to maintain a
Separate program for Medicaid enrollees. largely because of the contractual barriers. For
instance, in the absence of a Section 1115 Medicaid waiver, the state would be unable to alter
the benefit package for Medicaid enrollees Also, Medicaid's monih-io-monih eligibility
would have posed a significant cost to health plans that sell only guaranteed issue products,

as Kentucky requires in the nongroup market (Costich, 1995).

3. Contractual Barriers to Consolidating Risk Pools
In developing their purchasing strategies, several states have considered consolidating

financial nsks across different groups. However, these states have determined that it is



Finally, spreading financial risk across a consolidated risk pool can create a number ol
problems related to the contractual relationships and obligations of groups participating in
the pool. For instance, because some groups of Medicaid beneficiaries arc likely to have
significantly higher health carc costs on average than the employed population, acommunity
rate that includes Medicaid beneficiaries would shift the burden of Medicaid costs to other
populations that share the same community rate. As the average (and total) cost of the
Medicaid program decreased, so would federal matching funds provided to the state To the
extent that Medicaid costs would be shifted to state employees (the other large group for
which states purchase health benefits), the state's fiduciary responsibility to its employees is
not served. For private employers, ERISA's fiduciary responsibility provisions may also
prohibit them from participating in i community rate that obviously docs not reflect the
group's risk. As a result of these considerations, all parties e entitlement programs and both
public and private-scctor employees -- may demand separate rates and benefits within a

common purchasing alliance.

B. Implementation Issues
The confluence of activities involved in implementing a purchasing strategy pose
obstacles at every stage in the process Adgain, the experience of several states at different

points in implementing their purchasing strategies provide examples.

1. Political Viability of the Purchasing Strategy

In contemplating changes in (he way that they purchase health benefits, some groups
have expressed a number of reservations about consolidated purchasing. For instance, in
Kentucky, several universities' health insurance premium rates were lower than most of the
initial Alliance rates (Tassi, 1995). Although cooperating with the statuatory requirements to
participate in the Alliance, university officials are concerned about the initial rates, as well as

about the impending administrative changes



Governor (O'Loughlin. 1995b,>0nce the appropnanon is made, the Pf:BB determines how
to purchase the unions' health benefits within that appropriation. Because the Authority
docs not directly negotiate Yvith unions, it has greater freedom to consolidate purchasing
functions than other states might have. Nevertheless, the Washington Health Carc Authority
cites efforts to keep communications open as an important factor in their on-going
relationship with employee unions..6

As with other states. Minnesota negotiates health benefits directly with the stale
employees' unions. The DOER attributes its ability to make revisions to its purchasing
strategy to the unions' understanding that health care costs affect salary increases and the fact
that the leadership of the largest union has an interest in health carc reform In 1989,
Minnesota's employee unions established the Joint Labor-Managemcnt Committee on Health
Plans and the state separated out the union insurance article from the general bargaining
agreement The Joint Labor-Management Committee, which includes both DOER and union
representatives, meets regularly between bargaining sessions to monitor health plan
pcrfoimance and set broad strategic direction for the insurance program. For example, when
one of the plans experienced severe financial difficulties in the late 1980's, the state and the
unions cooperated to develop a self-insured PPO (Burck. 1995)

. The only exception to this case is the school districts, where collective bargaining is maintained at the
Iccal level Further, the bargaining units for public school employees decide whether to enroll in the Authcrin
or in their own health plan.

“'ihe focal point of the communication between the Authority and the public school unions over the
Us: two years has been the mandate that public school employees purchase health benefits through the
Authority. Although public school districts have been allowed to purchase their health benefits through ihe
Authority since it was created in 1968. the 1993 Health Services Act mandated that all public school districts
purchase their health benefits through the Authority by October 1995. Because ihe unions have anticipated that
the legislature might reconsider the mandate, however, they hive been uncertain how to proceed in retooling
their systems to coordinate with the Authority. Furthermore, the unions expected the Authority to be
know ledgeable about the Legislature's intent, making communication between *hc parties even more important
to maintaining a cooperative relationship. The Legislature repealed in 1995 the mandate that public school
districts purchase health benefits through (he Authority
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V. Conclusion -

Several states have found that strategics to coordinate health care purchasing among
multiple programs can achieve some of the major goals of health care reform. One of the
most successful outcomes of state purchasing strategics appears to be a reduction in the
administrative and heath benefit costs of government programs. But states also hope their
strategies will increase the choice of health plans available to enrollees and improve the
quality and value of care delivered. State purchasing strategies include maximizing the
number o! enrollees for which a state directly purchases hca'th benefits (although the state
may not finance all ol these enrollees). coordinating or consolidating negotiating,
contracting, and oilier administrative functions across programs; and enhancing price and
service competition among health plans.

States in the forefront of innovative purchasing have achieved many of their goals,
despite a number of obstacles. Wishing to enhance their bargaining position with health
plans, these states have effectively demonstrated that purchasing pools can be enlarged
without actually merging risk pools. For some programs (such as Medicaid), incorporating
outside populations is probably unnecessary it enroliment is large enough to enable the state
to make a difference in the market fox health benefits (Holahan. 1995)

Washington State's experience illustrates the important role that legislatures can play
in states' purchasing strategies. Having first created the Health Cate Authority, the
Legislature in 1993 then charged the Authority with integrating purchasing foi al! public-
sponsored health services (O'Loughlin. 1995a) The Legislature also has directed the Health
Care Authority to develop an RBRVS fee schedule (having removed the expected savings
from the Authority's budget). More recently, the legislature again cut the Authority's budget
by S60 million, forcing it to find additional ways to reduce the cost of health benefits
(O'Loughlin. 1995h).
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Senator Jim D uncan

A iAs'ka S tatic Legislature

Alaska Stalo Senate —

Stato Cipitol + Room 119 + Junoau. Alaska 99801-1182 + (907)405 4766 + Fax 465-4748
MEMO
Date: February 23. 1996
To: Senator Tim Kelly. Chair

limcrcc Committee

Subject:  Request to™hcar SB 288. establishing the Alaska
Health Purchasing Alliance

| request that you schedule a Senate Labor and Commerce Committee
hearing on SB 288 which will establish an Alaska Health Purchasing Alliance.

. The Alaska Health Purchasing Alliance will collectively purchase health
insurance for Pubhc employers and provide health insurance purchasing
opportunities for all Alaskan emﬁlo_yers and individuals. Other states have
successfully reduced their health insurance costs and provided coverage for
more individuals through the use of collective negotiation and contracting.

The Ihirchasing Alliance is charged with conducting a study to
determine if poolln% Insured groups under one state pollc?; will result in
cost savings and whether participation by public entities should he voluntary

or mandatory.

| feel there arc economies we as a state can achieve through use of the
Alaska Health Purchasing Alliance and urge you to schedule a hearings as

s00n as possible.
Attachments

Sponsor Statomont
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Proposed 1996 Amendments to Alaska's Accountancy Statute 1
Rationale for Change

The Alaska Board of Accountancy, the Alaska Society of Ccitified Public
Accountants, faculty from both the University of Alaska Anchorage and the
University of Alaska Fairbanks and other interested parties have jointly drafted and
endorse this proposed legislation. All parties agree that the proposed changes will
protect the public interest while maintaining a dynamic, competitive and efficacious
public accounting profession The proposed changes arc limited to three areas where
altered conditions require adjustment. This proposed legislation docs not result in
radical change to our accountancy statute and no such sweeping change is
recommended by the drafting parties.

Change is proposed in the following areas:

1) the education requirement for licensure as a Certified Public Accountant.

Tl)  the applicability of the Limited Liability Company statute to public
accounting practice units.

HI)  reciprocity for Certified Public Accountants moving into Alaska from another
domestic jurisdiction.

Herein, we present the rationale for each of these proposed changes to Alaska's
Accountancy Statute.

Sponsor Stntomont
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) Thr Educational Requirement -

In 1991. the Accountancy Statute was amended to require completion of 150
semester credit hours to meet the educational requirement for licensure as a certified
public accountant. The effective date of this requirement is September 1, 1997
Both the Alaska Board of Accountancy and the Alaska Society of Certified Public
Accountants were acttve supporters of this increased educational requirement as the
1991 legislation was debated. As the technical requirements of generally accepted
accounting principles and generally accepted auditing standards have expanded over
the last twenty-five years, and as technology and communications of our business
society have similarly expanded, the accounting profession has recognized the need
to improve and lengthen educational requirements. The Model Accountancy Act of
the American Institute of Certified Public Accountants (AICPA) and the National
Association of State Boards of Accountancy (NASBA) includes a 150 hour
educational requirement  Additionally, the AICPA by-laws require such an
educational requirement for AICPA membership after the year 2000. We have not
wavered in our support for the 150 hour requirement. We are proposing, however,
to delay the effective date until January 1,2001. Several factors have contributed to
this proposal to delay the effective date.

The original 1991 draft legislation proposed an effective date after the year
2000. A later effective date would have correlated better with the AICPA
membership requirements and would have allowed our educational institutions more
time to plan and initiate 150 hour credit programs. The 1991 legislation was
amended to move the effective date up to 1997. While we continued to support the
amended legislation, all parties in the professional accounting community realized
the difficulties inherent in ihe establishment of the earlier effective date. Our
educational institutions have established curriculum planning and approval
processes which require significant lead time. Additionally, prospective CPA
applicants must work a minimum of two years after completion of their educational
programs to fulfill experience requirements. Our educational institutions needed to
have 150 hour programs approved and in operation for the 1994/95 academic year
to comply with the 1997 effective date Unfortunately, the programs could not be
implemented so rapidly. The 150 hour MBA with Accounting concentration
became operational at UAT this academic year and the UAA 150 hour program is
only now in the final planning stages. It does seem unfair to potential CPA
applicants to requue the 150 credit hours for licensure when the programs arc just
being established at our educational institutions. Additionally, there has been
significant confusion with regard to ihe implementation of the 1997 requirement.
Many members of the professional accounting community, recognizing the time



'96-03-18 22:34 CHARLES GRIFFIN CPA 907-74)5-6039i

required for our educational institutions to implement formal programs, believed the
State Board of Accountancy would pass a transition regulation to ease into the
increased educational requirement. Such a transition rule might have allowed
applicants who received a baccalaureate degree pnor to September 1997 to be
certified without meeting the 150 credit requirement during a transition period of
two or three ycais. However, the Board has been advised that such a transition
period cannot be made available through regulation. The 1997 date is enacted in
legislation  The office of the Attorney General advises that the legislative date
cannot be iltcred through regulation by the Board of Accountancy.

A significant number of accounting students throughout our state believe they
are being treated unfairly with the 1997 effective date. They argue that they were
advised to expect a transition regulation and that the 1997 date would not apply to
them provided they completed their undergraduate degree before September, 1997,
They also argue that, even now, 150 hour programs are not in place and functioning
at all the educational institutions of our state.

Additionally, as the statute presently reads any CPA licensed in another
jurisdiction who applies for a license in Alaska after September 1, 1997 will have to
meet the 150 hour education requirement. The present law does not allow any other
means of licensing a CPA from another state (see proposed changes for reciprocity).
This was not the intent of the 150 hour provision The vast majority of CPA's
licensed in other states will not have the 150 hours of education and will not be
eligible to practice in Alaska.

This proposed change would alleviate all of these concerns. |f Alaska revises
the effective date of the 150 hour requirement to January 1, 2001 we will exactly
agree with the effective dale of the AICPA By-Law change and allow our
educational institutions three additional years to initiate formal programs. The extra
years would give the program already implemented at UAF ome to establish a track
record and allow [JAA sufficient time  lave their proposed program approved and
implemented.

The scr:nd proposed change to Section 8.04.120 (a) (I\would allow either a
baccalaureate degree with additional semester hours or post graduate study hours to
meet the 150 hour requirement. (A technical change from the word “of' to “or.")
Again, this was the original intent but subsequent interpretations have stated that the
statute requires post graduate hours. It is believed that this change wtuld case
applicants understanding of this provision and alleviate some future problems for the
Board
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The third part of the educational proposal (new Section 8.04.120 (b) )gives
the Board of Accountancy the Authority to establish a transition period when the
new requirement becomes effective in 2001, We expect the necessary' educational
programs to be operational for a significant period prior to 2001 and do not foresee
the necessity of enacting a transition regulation when the increased educational
requirement becomes effective. However, we believe that the Board should have
the flexibility to respond to environmental conditions that might exist as the new
requirement becomes effective. The proposed Sec 08.04.120 (b) would give thw
Board of Accountancy the flexibility to react to such unforeseen circumstance
without seeking statutory relief,
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I1)  Limited | ability Company Sfatnttr-

In 1992, the Alaska legislature enacted statute allowing for the establishment
of limited liability companies in Alaska. Since that time, various professional
entities have organized as limited liability companies. Certified Public Accounting
practice units, however, ha ¢ been unable to organize as limited liability companies
because the form of entity is governed under the Alaska Accountancy statute which
has not been revised to recognize this new form of organizational structure. The
legislature has already determined the acceptability of this form of organizational
structure with the passage of legislation allowing formation of the limited liability
company type of entity We feel that Certified Public Accountuig practice units
should be granted die opportunity to organize in this manner just as other
professional organizations

The statutes will need tc be amended throughout wherever corporations and
partnerships arc discussed as acceptable forms of accounting entities.
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[I1)  Reciprocity -

There arc 54 separate accounting jurisdictions in the United States. Each
jurisdiction requires potential Certified Public Accountant applicants to pass the
national CPA exam, but experience and educational requirements differ significantly
among states.  Currently, the Board of Accountancy must apply the same
certification requirements to an established CPA moving into Alaska as they are
applied to a new applicant just beginning a public accounting career. The Board has
in some instances not been able to grant a reciprocal license to a relocating CPA
because the rules under which he or she was initially certified differ slightly from
Alaska. On other occasions obtaining the documentary evidence to satisfy Alaska's
requirements has been difficult to obtain due to the passage of time, lack of any
physical records at the pnor employer or due to the fact that the prior employing
firm no longer exists. Documentary evidence on file in the applicants prior
jurisdiction docs not always comply with Alaska’s requirements due to the differing
statutory requirements and regulations.  Other State Boards of Accountancy
experience similar problems in granting reciprocity.

As a result, the AICPA/NASBA model act adopts the 5/10 interstate
-iprocity provision which is proposed in this legislation. An established CPA who
has worked in public accounting for five of the preceding ten years would be
granted a reciprocal certificate in Alaska without regard to Alaska's requirements.
This proposal would significantly lessen the Board's work in granting tne license.
We do not feel that the public interest is threatened. This individual has already
completed at least five years in public accounting practice. Our entry requirements
are designed to ensure that the newly licensed CPA possesses the necessary
technical competence and experience to practice public accounting. An individual
who has already served five or more years as a CPA in public practice has proven
the necessary technical competence and experience. We feel the public interest in
Alaska is best served by allowing experienced CPA's to relocate to Alaska with a
minimum amount o f regulatory oversight,

fAwksadmimCPA\RATIONAL.DOC
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c iiari.ks R. G uii tin
CtMtlt-IEC) PUOUC ACCOUNTANT
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March 18, 1996
VTA FAX 907-465-3756

Senator Tim Kelly, Chairman
Senate Labor & Commnrco Committoo
Alaska State legislature

State Capitol, Room 101

Juneau, Alaska 99801-1182

Dear Chairman Kelly:

Thank youl - the Alaska State Board of Public Accountancy
sincerely appreciates your efforts in introducing SB 305. Thin
b ill, amending our Accountancy Act, containo proviaiona for only

three changeo and was unanimously endorsed and supported by our
Board on January 25, 1996.

The three amendments include:

1. Sections 22 and 23 of the b ill provide for deferral of
the 150 hour education requirement until January 1, 2001, ar.d the
"grandfathering” of degrees obtained prior to that date. We seek

thio change to accommodate tho current students and graduates of
both UAA And UAF who feel that the September 1, 1997, effective

dato and lack of a transits.ial rule io causing them an undue
hardship.

2. Sectionc 2 through 21 of the b ill provide for statutory
authority so that tho Board raay recognize tho |I|imited lia b ility
company form of practice unit for the purpose of issuing permits
to accounting firm s. Absent this provision we are unable to even
permit limited liability companies organized under the Alaska Act

which became effective July 1, 1995.

3. Section 1 of tho b ill provideo for permissive 1liconsure
through reciprocity and would enable our Board to recognize on
applicant's credentials based upon both current good standing and

recent experience in another jurisdiction. This "five in ten™
provision could enable tho Board, whore appropriate, to license
an active practicing CPA moving to Alaska in a manner much more

e fficient than wc do now in requiring application and complete
documentation.

I look forward to participating In tomorrow's teleconference and
again express the Board's appreciation for your time and efforts
in getting this legislation introduced.

Very truly yours,

Charles R. G riffin, C.P.A., Chairman
Alaska State Board of Public Accountancy

Letters ot Support
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STATE Of AASK>
OmCtOl TUX GOVERNOR o« \#
HILL ANALYSIS
| N*rsf,. Itu. NIHVeCH VMM
PUBLIC ACCOUNTANCY SB 305 SENATE L6C/SEN KELLY

utotTTnu ormll
AN ACT RELATINC TO THE REGULATION OF ACCOUNTANTS AMO AMENDING EI'F DATE FOR SEC 6, CH 62, SLA91
Infd rowTvx

BOARD UNANIMOUSLY ENDORSED AND SI®PPOKIS; ON THE RECORD DURING JAN ?5, 1996 MEETING SESSION

««AiOfy O TT
CHARLES GRIFFIN, CHAIRMAN 3/18/96
SUMMARY
otfi icono irmrrs»rtax coMrrrrvpne»<x*n;imCTTD it »>u
NONE COLLEGE GRADUATES ENTERING PROFESSION
FIRMS WHIGI HIRE GRADUATES
FIRMS WISHING TO ORGANIZE AS LLC3
oauMunnwimimt mamu. occamxatLxai 0rrotmoN n>»iu.

ALL CONSTITUENCIES SUPPORT (BTLL PF.K REQUEST) NONE

nriiM jo MX 1 J Al X7TTaTT«Q1U>

1. DEFER 150 HOUR EDUCATION REQUIREMENT UNTIL 1/1/2001 AND CKANDFATHER APPLICANTS WHO
GRADUATE BEFORE 1/1/01; DEFERS 9/1/97 EFFECTIVE DATE AND PROVIDES TRANSITION.

2. ENABLE BOARD TO RECOGNIZE AND PERMIT FIRMS ORGANIZED AS LIMITED LIABILITY *COMPANIES;
NO CURRENT AUTHORITY TN STATUTE; PROVISIONS ADVISED BY OUR AAG COUNSEL.

3. ENABLE THE BOARD TO ADOPT A LIMITED FORM OF RECIPROCITY FOR LICENSING APPLICANTS WHO
ARE LICENSEES TN ANOTHER JURISDICTION; A FIVE IN TEN PROVISION.

AKUTM o* (KUnaCBiM OTKTt

1. THE 1SO HOUR EDUCATION REQUIREMENT DEFERRAL UNTIL 1/1/200) AND THE CRANDFATHER
PROVISION WILL ENABLE CURRENT GRADUATES AND STUDENTS WHO GRADUATE PRIOR TO THAT
DATE TO CONTINUE TO F.NTF.R THE PROFESSION WITHOUT HAVING A FIFTH YEAR OF COLLEGE.
IT WILL Al.LOW THE BOARD 10 LICENSE FUTURE APPLICANTS WHO MEET TODAY"S REQUIREMENTS
AND ENABLE FIRMS TO HIRE/TRAIN/RETAIN EMPLOYEES WHO MAY BECOME LICENSED.

2. THE LLC RECOGNITION FOR FIRM PKRMTP PURPOSES WILL ENABLE THE BOARD TO PERFORM ITS
LICENSING FUNCTION IN AN F.XPEDITOUS MANNER. CURRENTLY WE MUST SEEK DEPT OF LAW
ADVICE FOR EVERY SL'C.H APPLICATION FOR FIRM PERMIT. WE HAVE BEEN TN THIS POSITION
SINCE THE ENACTMENT OF ALASKA®"S LLC STATUTES (AND, AS | UNDERSTAND, THE AELS BOARD
IS IN A SIMILAR SITUATION).

3. THE PROVISION FOR RECIPROCITY WILL ALSO ENABLE THE BOARD TO MORE EXFEDITOUSLY
LICENSE APPLICANTS WHO TOSSESS CURRFNT LICENSES AND RECENT EXPERIENCE IN PUBLIC
ACCOUNTING OBTAINED IN ANOTHER STATE. PROFESSIONALS ARE MOBILE AND MOVE TO ALASKA
TO WORK IN ALASKAN FIRMS.

tW  OMLrOVOKit

. BILL SEC I/AS 08.04.195(a)(1) WILL DE AMENDED TO READ "PASSED THE UNIFORM CERTIFIED
PUBLIC ACCOUNTANT EXAMINATION..."

2. BILL SEC 22/AS 08.04.120(b) WILL BE AMENDED TO READ "__ RECEIVED A BACCALAUREATE
DECREE, OR ITS EQUIVALENT BEFORE JANUARY 1, 2001,..."

THESE TWO AMENDMENTS SHOULD BE ADOPTED ON 3/19/96 DURING HEARING/TELECONFERENCE CONDUCTED

BY SENATE LABOfT L COMMERCE COMMITTEE.

el "-LANU_r»H
*rmo**on



University of A laska A nchorage

1211 Pttvidcticf Dnw
Anchor™*, Al*iL* y9Si'8-8244
SCHOOL OF bJSINESS
March 18. 1996 75%6-4J00

FAX i« 71

Senator Tim Kelly
Capital Building
Room 101

Juneau. Alaska 99801

Dear Senator Kelly:

On bchali of the faculty of the University of Alaska Anchorage School of Business, we would
like to ihank you and your staff for introducing SR 305. We feel that the changes incorporated
into SB 305 will have a significant effect on the CPA profession and on students preparing to
enter the profession.

The UAA School of Business supports the three areas of change in the accountancy statute. The
extension of the 150 hour education requirement to January 1 2001 will give the Board of
Accountancy the authority to establish a transition pcnod for accounting students entering the
profession This is of particular concern to us as we work with and advise our accounting
students on the career opportunities and requirements relating to the profession.

The second cl«angc dealing with reciprocity would case the administrative burden on the Alaska
State Board c.f Accountancy and allow experienced CPAs to relocate to Alaska with a minimum
amount of rrguJatory oversight.

The third change in the accountancy statute allowing certified public accounting practice units
to organize as limited liability companies, will allow CPA firms the same organizational

alternatives already available to other professional organizations in Alaska.

We would like to thank you for introducing SB 305 and for your continued support.

Sincerely.

Interim Dean

[ CPA
Depanmeni Chair. Accounting
A PATSION OF THE UNIVERSITY OF aLA<K> STATFXTOE SYSTEM OF HIGHER EDUCATION
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Xniveisfti'op A laska F airbanks

School of Management

Department ai Accoununc and Information Systems
PO Box 750080
I alib.inlo. Alaska 59775 0080

Maich 13. 1996

To. Senator Tim Kelly

Senate Labor and Conuncrcc Committee
Prom E. Thomas Robinson. Associate Professl
RE: Senate Bill 205

I am a senior faculty member ot the Accounting and Information Systems department of
die School of Management at the University of Alaska Fairbanks. | also serve us co chair
(along with Lynn Ko”hiyama from die University of Alaska Anchorage) of the Relations
with Higher Education Committee for the Alaska Society of Certified Public Accountants.
Our committee along with students and accounting faculty from the University, actively
participated in the decision to request an extension of the effective date of die one hundred
fifty hour requirement for becoming a certified public accountant in the State of AlaskalL

This memo serves to document the University of Alaska’s accounting faculty support for
the extension of the effective date of the one hundred fifty hour lequirenient for Certified
Public Accountants. Wc hope that your committee will act favorably and expeditiously in
die passage of Senate Bill 305.
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Department of Accounting an<l Information Systems
PO Box 7560A0
Utrhankv Alaska H977!Vb080
ApnJ 10.1995

Chuck Griffin. CPA

Chair. Alaska Accounting Board of Public Accountancy

State of Alaska

Department of Commerce and Economic Development -
Division of Occupational Licensing

Board of Public Accountancy

PO Box 110806

Juneau. AK 99811-0806

Dear Mr. Griffin:

The below signed students in UAF's Accounting program and Great Alaska Accounting People
(GAAP) members encourage the ASCPA's conuderauon of the following issue and our
proposal.

According to revised scctnn 08.04.120 of the Alaska Accountancy starve, effective September
1.1997, ail persons wishing to become a CPA in Alaska will be required to complete 150 credit
hours. We believe these requirements will unfairly impact recent graduates and those students
curnendy enrolled in the Accounung Program. It appears that when the law was written there
was an oversight regarding CPA candidates who have earned an undergraduate degree but have
not yet fulfilled the experience requirement. The impact of the new rules extends beyond
students currently enrolled in the Accounting Program. Public accounting firms will find it risky
to hire recent graduates because th « run a greater chance of not qualifying for certification in
Alaska. While smaller firms arc.Jt:ly to be disproportionately impacted, all firms are sensitive
to high costs of employee turnover. Without some transition rule firms will either face higher
training costs or a smaller pool of job candidates.

A secondary concern is the increased pressure on students holding undergraduate degrees in
accounting who have not yet passed the CPA exam. This appears to put an uninravicd risk on
them that failure to pass the exam by May 1997 will result in their having to satisfy the higher
educational requirement ar tremendous personal cost. This would impose a cost that many will
not be able to bear.

The issuance of a rransition rule would give candidates with baccalaureate degrees awarded prior
to September 1997 a reasonable period of time to fulfill the experience requirement and pass the
CPA exam without being subjected to the revised education requirement. We propose the
following transition regulation for the Board's consideration.

Applicants completing baccalaureate degrees before September 1997 will
fall under the education requirements in effect on the date of their
graduation until September !, 1999. After September 1.1999, the revised
requirements ot 08.04 120 will apply to all applicants for certification.

> M. -NC- i*, ¥ uUtd O<FTwi-'Infl OT & i*r Ai»»>-«< r/ 0.a



