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MEDICAID FREEDOM OF CHOICE WAIVER
ACTIVITIES

FRIDAY, MARCH 30, 1984

: U.S. SENATE,
SuBCOMMITTEE ON HEALTH
oF THE COMMITTEE ON FINANCE,
Washington, DC.
The subcommittee met, pursuant to notice, at 9:53 a.m., in room
SD-215, Dirksen Senate Office Building, Hon. David Durenberger
(chairman) é:eresiding.ll
Present: Senator Durenberger.
[The press releases announcing the hearing and the opening
statement of Senator Durenberger follow:]

[Press Release No. 84-122, February 27, 1984}

SENATE FINANCE SUBCOMMITTEE ON HEALTH SkTs HEARING ON MEDICAID FREEDOM
oF CHoicE WAIVER ACTIVITIES

Senator Dave Durenberger (R., Minn.), Chairman of the Subcommittee on Health
of the Senate Committee on Finance, announced today that the Subcommittee will
hl?ld a hearing on the tesults of the implementation of the section 2175 waiver au-
thority.

The hearing will be held on Monday, March 19, 1984, beginning at 9:30 a.m. in
Room SD-215 of the Dirksen Senate ce Building.

In announcing the hearing Senator Durenberger noted that “In 1981, section 2175
of P.L. 97-35 attempted to increase the efficiency of Medicaid program administra-
tion by allowing States to implement innovative approaches to providing care.
States were able to receive waivers of certain programmatic requirements in order
to implement these approaches. Among the requirements that could be waived, one
of the most controversial, was the so-called ‘freedom of choice’ provision. Critics of
P.L. 97-35 felt that any waiver of the freedom of choice requirement would further
restrict Medicaid recipients’ accees to health services.” .

Senator Durenberger also noted that as of January 31, 1984, 24 States had submit-
ted seventy-five waiver requeci+ under the section 2175 authority. Thirty-four of
these requests have been approved. To date, the Committee has not had an opportu-
nm{ to examine the effects these waivers have had on:

(1) Recipient access to services;

(2) quality of care;

(3) health care grovider participation rates; and

(4) Medicaid utilization and expenditure levels.

Senator Durenberger stated that the Subcommittee is interested in hearing from
the Administration in addition to State Medicaid authorities, provider groups, re-
searchers involved in the evaluation of the projects, and recipient groups.

{Press Release No. 84-122, Revised: March 1, 1884
FiNnance SubcoMmrrTer ON HEALTH RESCHEDULES HEARING ON MEDICAID FREXZDOM
or CHoick WAIVER ACTIVITIES

ofstggaégr Dt:\fco0 Durgaggrger I'Sin;{' Minn)), Chm&an of tl&o;aSu&oommittee orll1 }ieahlg
na mmi on ance, announ toda t i i
been scheduled for Monday, March 19, 1984 has been rzechedul:aw whie
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The hearingk::ill now begin at 10:00 a.m on Friday, March 30, 1984, in Room SD-
215 of the Dirksen Senate Office Building.

—— .

OPENING STATEMENT, SENATOR DAVE DURENBERGER

We are in the midst of a revolution in our health care system. Buyers of care—
whether patients, employers, insurers, HMOs. PPOs, or even government—are
B::;ing attention to price. Business is fomg to the health provider who delivers the

care at the best price. Its a revolution characterized by consumer choice and
provider competition, and it's working!

But there are some problems. Our major government financing program for the
medically disadvantaged— Medicaid—covers only a portion of the needy population.
Our present system of public and private health providers picks up a lot of the
slack, but now even that system subsidized financing is being tened.

For years, we have been able to use a relatively price-insensitive hospital market
to subsidize care for the disadvantaged. Hoepitals that provided this care were able
to build-the costs into their private room rates.

But as the health care marketplace becomes more and more price-competitive, it
becomes increasingly difficult for hospitals to provide care for the indigent by
simply boosting the price charged to private patients. Price-sensitive health plans
and patients will just take their business elsewhere. -

For these—and related—reasons this Sub-Committee began last November to ad-
dress the subject of the future of health care services for our country’s economically
disadvan . We have already looked at LTC and MR services and financing.
Next month a major hearing will scope the entire probem by population, program
ag:ld inter-governmental responsibility. A large part of the latter has been in medic-
aid.

The Medicaid program faces a rocky future. By 1982 Medicaid financed the care
of 22 million low-income persons at a cost of nearly $32 billion. According to esti-
mates derived from the Congressional Budget Office, the Medicaid program is esti-
mated to by 132 percent between 1984 and 1992.

Given the size and importance of the Medicaid program, both the Congress and
state officials have begun to look for ways to increase the efficiency of the program.
In 1981, the Congress changed the Medicaid statute in a way that would allow
states, through waiver authority, a new flexibility to negotiate with health care pro-
vider groups. Among the conditions that could be waived is one that requires Medic-
aid recipients to be free to select the provider of their choice—the so-called “free-
dom of choice provision.

As of the end of February, 1984, twenty-four states had submitted to the Health
Care Financing Administration seventy-four waiver requests under the Section 2175
authority. Thirty-three of these requests have been approved. To date, no evaluation
of these state efforts has been completed which examines the effect these waiver
projects have had on: recuii[:ient accees to services; quality of care; health care provid-
er participation; and, Medicaid utilization and expenditure levels.

e ize that the states’ waiver experiencee are very new. The oldest program
under the waiver provisions went into effect at the beginning of 1982. However, we
are anxious to hear about even the limited experience states have had with the
waiver experiments, and the changes that may be necessary. We expecially want to
hear about the trade-offs that are inherent in the exercise of these waiver provi-
sions—what have we gained, what, if any, have been the costs? .

Some might think that the waivers inhibit the development of choice and ‘price
competition. I'm not 8o sure. When reimbursement levels are dropped so low that
mainstream provider pull out of the program, there’s not much choice. Further-
more, the thrust of the emergi eovl‘napetltive health system is that buyers direct
businees with an eye on price. If individual patients are not in a position to examine
Frice—-aa is the case for many in the Medicaid program—then it may make sense
or government to assume the price-sensitive purchased role.
aul'xx; looking forward to our witneeses’ reactions to all of these items, and I wecome

of you.

Senator DURENBERGER. The hearing will come to order.

We are in the midst of a revolution, starting our meetings at 9:30
instead of 10. In our health care system, buyers, employers, insur-
ers, HMO's, PPO’s, and even Government are all starting to pay
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attention to price. Business is going to the health provider who de-
livers the best care at the best price.

It is a revolution characterized by consumer choice and provider
competition, and it is starting to work. But there are still some se-
rious problems. Our mﬁor Government financing program for the
medically disadvantaged, medicaid, covers only a portion of the
needy population. Our present system of public and private health
providers picks up a lot of the slack, but now even that system of
subsidized financing is being threatened. For years we have been
able to use the relatively price-insensitive hospital market to subsi-
dize care for the disadvantaged. Hospitals that provide this care
were able to bill the costs into the private room rates, but as the
health care marketplace becomes more and more price competitive,
it becomes increasingly difficult for hospitals to provide care for
the indigent by simply boosting the J)rioe charged to private pa-
tients. Price-sensitive health plans and patients will just take their
business elsewhere. For these and related reasons, this subcommit-
tee began last November to address the subject of the future of
health care services for our country’s economically disadvantaged.
We have already looked at long-term care and mentallf' retarded
services and financing. Next month a major hearing will scope the
entire problem by working at the economically disadvantaged pop-
ulation and the intergovernmental responsibility for this popula-
tion group. The medicaid program faces a rocky future. )

By 1982 medicaid financed the care of 22 million low income per-
sons at a cost of nearly $32 billion. According to estimates from the
Congressional Budget Office, the medicaid program is estimated to
grow by 132 percent between 1984 and 1992. Given the size and the
importance of medicaid, both the Congress and State officials have
befun to look for ways to increase the efficiency of that program.

n 1981, the Congress changed the medicaid statute in a way that
would allow States waiver authority and new flexibility to negoti-
ate with health care providers. Among the conditions that could be
waived is one that rectlires medicaid recipients to be free to select
the provider of their choice—the so-called Freedom of Choice provi-
sion.

As of the end of February 1984, 24 States have submitted to the
Health Care Financing Administration 74 waiver requests under
section 2175 authority. Thirty-three of these re?}lests have been ap-
proved. To date no evaluation Of these State efforts has been com-
pleted which examines the effect these waivered projects have had
on recipient access to service, ﬁuality of care, health care provider
participation, and medicaid utilization and expenditure levels. We
realize that the States’ waiver experiences are very new. The oldest
p under the waiver provisions went into effect at the begin-
ning of 1982. However, we are anxious to hear about even a limited
experience that Stutes have had with the waiver experiment and
the changes that may be necessary. We especially want to hear
about the tradeoffs that are inherent in the exercise of these
waiver provisions.

What have we gained? What, if any, have been the costs? Some
might think that the waivers inhibit the development of choice and
Rrice competition. I am not so sure. And reimbursement levels

ave dropped so low that if mainstream providers pull out of the
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program, then there is not much choice. Furthermore, the thrust of
the emerging competitive health system is that buyers direct busi-
ness with an eye on price. If individual patients are not in a posi-
tion to examine price—as is the case for many in the medicaid pro-
gram—then it may make sense for Government to assume the
price-sensitive purchaser role. So, I am looking forward this morn-
ing to our witnesses’ reactions to these items and other items they
may have come prepared to testify to. I welcome all of you to the
hearing and call our first witness.

STATEMENT OF JACK A. MEYER, RESIDENT FELLOW IN ECONOM.
ICS, AMERICAN ENTERPRISE INSTITUTE, WASHINGTON, DC

Mr. Mever. Thank you, Senator, and I am glad to be here. In the
interest of your time, I would just like to go over a few highlights
of my testimony. I know you have gone through it, and your staff
has, too, so I submit it to you for the record. I will be glad to re-
spond to any questions or commments you might have.

I think the place to start is to note that I am somewhat alarmed
by the fact that the fraction of low-income people covered by medic-
aid seems to be edging down steadily. The program, of course,
never did cover all the poor. We are now down to about 52 or 53
" percent 6f low-income households covered by medicaid. That con-
trasts yith about 65 percent 7 or 8 years ago. We have been cutting
mediedid eligibility through restrictions in AFDC, which trigger a
loss of medicaid benefits, and we have also been cutting the Feder-
al contribution to the States. Because of those cuts in Federal con-
tributions and soaring health costs many States have had to trim
covered services. Just an example or two. In the State of Florida,
there is a ceiling of $100, down from $500, on the outpatient serv-
ices that the State will pay for during a year. It doesn’t take long
to run up $100. The State of Tennessee, a couple of years ago, cut
covered hospital days from 20 to 14. ’

This sort of cost shifting and benefit cutting is really a very
short-sighted strategy. It is all many States felt they could do at
that time. At the same time, we have held down fees, and this has
been counterproductive, as I argue in my testimony. The state of
Florida hasn’t raised its medicaid fees since 1972.

We discovered in our visits to New Jersey that this State is
paying doctors under medicaid $7 for an office visit. Now, with all
the paperwork and a $7 payment, the reaction of a lot of doctors
is—I don’t need that aggravation. The tragic result is that, in our
short-sighted effort to save a few bucks by paying doctors less, we
steer patients into the higher cost setting and often the inappropri-
ate setting of wandering into an emergency room for nonemer-
gency care.

Qur research has found that there is embarrassingly little pre-
ventive care as well as primary care in medicaid, care where med-
icaid recipients have a case manager—a point of entry into. the
health care system—who can guide them through referrals and
hospitalization where necessary. And this has led to haphazard se-
lection—doctor shopping—and as I say, a lot of emergency room
use beyond what you would prefer to see happen.
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Now, I think freedom of choice has been something of a misno-
mer. It is very hard, as I am sure you realize from traveling around
the country, to go around the country and say that you are against
freedom of choice—how could such a thing be?

Well, I am for meaningful freedom of choice, but I think that the
kind we have has protected the high-cost providers and impeded in-
novation. I think the real freedom of choice is when the buyers of
care—whether it is the State or Federal government, or the em-
ployers and unions of this country—have the right to say we want
to do business with you. We have the freedom to choose you be-
cause you are offering us an attractive benefit package for a rea-
sonable cost, and we have the freedom of choice not to do business
with you, because you are not offering an attractive package of
benefits at a reasonable cost. It is just such freedom for buyers
that, ironically, has been hamstru y these so-called “freedom of
choice” statutes. Now, medicaid, like medicare and the Nation’s
emcfloyers, must direct their patients to more cost-effective plans,
and I think that prudent purchasing will bring real freedom of
choice. By saving money, I might add, it will free our needy citi-
z%ns teg'om some of the benefit cuts that will otherwise continue un-
abated. '

Instead of rewarding cost consciousness, the Government has
often haggled with the medical establishment over price, all within
‘the protective cocoon of the dominant fee-for-service arrangement.
I think we have relied too much on ratesetting and entry con-
trols—they haven’t worked in arresting costs, and they have shored
up the interests of the people inside against those who would gain
entry and compete with them.

Primary care networks and case management models, in my
view, offer an alternative to this approach of rate and entry con-
trols. As you noted in your introductory remarks, the jury is still
out on the cost effectiveness of this aﬁproach, and at AEl we are
doing a lot of research which we think ultimately will contribute,
along with the work of others, to the knowledge about the cost ef-
fectiveness of this approach.

But we feel that the incentives-based reforms are at least off on
the right foot. They begin to provide incentives to providers of care
to share in the risk and share in the rewards, and incentives for
them to hold down unnecessary utilization. This has been the miss-
inf element in the price control approach.

believe that we must offer certain protections to doctors to
limit their risk, and yet afut them at greater risk than tl:ly have
been under the traditional medicaid package. I have outlined in my
testimony some of the variations in the way risk is handled under
different primary care network case management programs. Some
States are contracting with hospitals, as in California, on a selec-
tive contracting basis. Others are working with doctors on primary
care, creating incentives for these doctors to hold down referrals to
specialists and to reduce unnecessary hospital stays.

I think that patients, like physicians, face a tradeoff. You men-
tioned tradeoffs, Mr. Chairman. Doctors are trading off volume for
price—they will help control the utilization of services, and that
will help hold down the Government’s cost. In return, the doctors
receive a somewhat higher fee. So, if the doctors begin to get $12 or

\
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$14 for an office visit, or receive a case management fee for serving
a medicaid patient, the State will save money on the quantity side.
The State will be no worse off and maybe better off and, the doc-
tors will want to be involved in the system. )
And then, the original purpose of medicaid, which was to give
low-income people access to mainstream medicine, will be fostered
rather than thwarted. The ironic result of what we have done—
with no intention to be sure—has been to deny them that main-
stream care by eliciting these boycotts. ‘
I think that patients make tradeoffs, too. What you are doing is
saying to patients that there will be some restrictions on your
doctor shopping and roaming through the commun;:ﬁ to get care in
a haphazarg fashion, but by the same token, you will get more pri-
mary care and more continuity of care. Some of these demonstra-
tions involve a 6-month guarantee of eligibility even if you dro,ﬁ‘gﬁ'
AFDC temporarily, so that they don’t go on and off medicaid. t,
by the way, is an incentive to the doctors, too. They don’t constant- .
ly have peop.¢ coming in and out. So, patients are trading more
continuity and access in return for some restrictions on their be-
havior. I think this is better than relyin%oon a cost-sharing ap-
roach for medicaid. ] am enthusiastic about more cost-shari
inﬁ offered to employees around the country, as you know, but
think that we have to be very careful about imposing higher and
~ higher cost sharing on low-income people. It defeats the purpose of

the program.

W}I)'nat I tried to do in my testimony was to highlight the prob-
lems; decisions, and challenges that a State or locality faces in
order to get these new programs up and running—how do you
enroll doctors, how do you set capitation rates, how do you work
out fair grievance procedures and quality controls? All of these de-
cisions are necessary. I can only report to you that the preliminary
results are encouraging. It is too early to tell if these findings are
definitive, but people that institute such models have noticed drops
in utilization and inappropriate care {xirly quickly.

I am not here to endorse these new cost containment measures,
but to urge that the Congress press the executive branch to contin-
ue to investigate them.

I would like to close by saying that I am somewhat alarmed at
recent reports that suggest—if they are accurate—that the Office
of Management and Budget is trying to clog the pipeline that leads
to waivers, and perhaps even shut down some waiver programs
that have already made it through the pipeline. We have cases
where the foundation community and the Government have invest-
ed millions of dollars gearing up for pilot projects. That may seem
like a lot of money, but we are talking about medicare and medic-
gxﬁ ‘which together, along with the States’ share, total about $100

illion.

So, if we have to spend $100,000 here and $100,000 there to
figure out how to get control of these two programs, I think it is
money well invested. The jury must be allowed to deliberate, and I
think that these freedom of choice waivers—along with the other
waivers—such as the long-term care and demonstration waivers
under the other sections of OBRA—represent an example of
needed flexibility and experimentation. We must allow this evalua-
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tioaémocess to proceed. New initiatives have to be objectively eval-
uated, and then when we get the results, we should use these re-
sults to make changes in policy. Thank you.

Senator DURENBERGER. Thank you very much.

[The prepared statement of Jack A. Meyer follows:)
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Thank you for this opportunity to appear before your subcommittee
to discuss the important role that freedom of choice waivers can play in
improving the Medicaid program. At the outset, I would like to point
out'that the granting of freedom of choice waivers for Medicaid can be
vieved as part of a larger trend of relaxing the rigidity of social
programs. After years of insisting upon s rigid national design in
joint federol-state social programs, the federal government is now
beginning to allow states the necessary freedom to design and implement
a variety of reforms in payment mechanisms and program adainistration,
This is a trend vhich I would like to see continued and expanded.

I would point out, hovnﬁgr. that I am very much opposed to local
determination of benefits and eligibility standards for social programs,
particularly with regard to the major health, nutrition, and cash
benefit programs targeted to the nation's low-income households. The
eligibility standards for our social programs -- who should qualify for
assistance and wvho should be left out -- should not be determined
separately in the 50 state capitols. Nor should the benefits available
to these persons vary to any large extent from state to state. Aside
from some small adjustments for cost-of-living differentials across
states, people of equal need should receive equal benefits -- the level
of income maintenance, food aid, or health care available should not
hinge on the state the person happens to reside in. These
determinations should transcend state boundaries, and I am concerned
that this Administration's push toward decentralization ~-- shifting the
decisionmaking from the federal government down to each of the state

governments -- while laudable in most respects, might get carried too

far.
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What states should be allowed is ample flexibility to determine the
most otficiggt method of getting the services to the deneficiaries. In
the Medicaid progr;l. this translates into a need to restructure the
reimbursement to providers in a way that reduces cost while still
assuring the recipients access to high quality health care oof;icoo.

The rigidity of the irogrn-'c structure prior c6 the vaivers has led to
a myriad of pgobicns. wvhich I would like to discuss briefly.

It vas initially felt that by giving beneficiaries the freedom to
select their own providers, access to high quality care would be
assured and Medicaid recipients could use the health care systea in the
same vay that the rest of us do. Unfortunately, this hae not been the
result. Providers sre not required to treat Medicaid patients, and
often choose not to do so for a variety of reasons -~ including low
reimbursement, complicated administrative requirements, and san inability
to discern vhether a patieﬁf is still on the Medicaid rolls. Medicaid
beneficiaries, who understandably find the program confusing, have
rarely been able to locate a "family" doctor and establish the kind of
physician-patient rclgtionship that is needed for continuity of care.
Instead, Medicaid recipients' use of the system is markedly different
than that of the general population., It is characterized by haphazard
selection and frequent changes of providers, heavy reliance on hospital
emergency roonn-(particulnty in public hospitali; wvhich are required to
treat them), and embarassingly little use of preventive and primary care
services. In essence, we have created just the two-tiered form of care
that.ve were hoping to avoid whcn_ye designed the program.

It has also become clear that the program's design leads to
unnecessarily high expenditures. The retrospective cost-based

reimbursement structure gives neither providers nor recipients the



11

incentive to make cost-effective use of the health care services offered
under Medicaid. With health costs increasing much faster than the
overall rate of inflation during the late 19708 and early 1980s, and
wvith the added pressures of cutbacks in federal assistance and
diminished revenues brought on by the recent recession, states have
developed a keen interest in gaining some control over their Medicaid
budgets.
Inappropriate responses to the cost squeeze

Without the flexibility to restructure their programs, the states
have opted for eligibility cuts, reductions 1ﬁ the benefit package,
and/or freezes in reimbursement rates to providers. All three of these
measures leave program beneficiaries worse off while leaving intact the
underlying causes of the expenditure {ncreasas. While eligibility and
benefit restrictions have a direct adverse effect on the beneficiaries,
the payment of very low fees to physicians has an indirect, though
equally adverse effect on beneficiary welfare. Florida, fd?'exauﬂle.
has not increased its reimbursement rates for physicians since 1972, and
many other states are paying the same rates as prevailed in the
nid~1970s. Low reimbursements discourage physician participation in the
program, thereby making beneficiary access to the primary care physician
more atfficuit. Yet improved ;ccesa is the program's primary objective.
This under-reimbursement is also penny-wise and pound-foolish from the
states' point of view, as they often wind up paying for other, more
costly care, such as emergency room care.

It 18 just these kinds of inadequate responses to the Medicaid
program's problem of cost escalation that highlight the need for a new

_ approach, and 1t 1s the increased flexibility provided by the federal
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government's vaivers that have given the states an opportunity to
attempt more effective reforms. _

Beneficiary free choice of provider requirements have been a
particularly strong roadblock to meaningful reform, as they protect
waste and preclude provider competition in the program. It may sound
confusing that the free choice of providers prevents competition, so let
me take a liiﬁte to explain this assertion. In order for competition to
take place, the buyer (in this case, the state) must have the power to
1) conduct business with those who provide a high quality product at a |
‘reasonable price, and more importantly, 2) to refuse to do business with
those vho fail to meet these criteria. Usually the buyer's freedom to
choose among sellers is not subject to question. In the Medicaid
program, however, this power is removed from the buyer's hands and given
to a third actor -~ the beneficiary. As noted earlier, this was done
out of a good-faith intention to give Medicaid beneficiaries .access to
the same health care available to the general population.

It is now clear, at least to me, that as well-intentioned as this
move was, it has backfired and should be reassessed. Many of the states
which have obtained freedom-of-choice waivers are now implementing their
restructured versions of the Medicaid program. These initiatives
provide an opportunity to weigh the pros and cons of 1upoaidg certain
provider networks on the recipients, and to compare the effects of doing
8o with the traditional Medicaid program structure. The American
Enterprise Institute's Center for Health Policy Research has become

heavily involved in just this kind of research.
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As of March 21, 1984, HCFA received 76 applications for Section
2175 free choice of provider waivers, with 37 applications in 16 atates
receiving spproval and 10 applications awaiting HCFA approval. Most of
the innovations that evolved from the vaivers involve primary care
networks (PCNs), selective contracting for services to Medicaid
beneficiaries, or a combination of these two approaches.

Primary Care Networks

Primary care networks have been formed in several states, and focus
on the matching of medicaid recipients to a physician vho acts as a -
"case manager"” -- the recipient's initial point of contact with the
health care systen. The case manager usu;lly provides primary care
services himself, and channels patients to an appropriate specialist
vhen necessary. This approach stressas prina;y care, an emphasis that
is very much lacking in the traditional Medicaid program, wvhere a strong
bias toward institutional care exists. PCNs also make available to
beneficiaries their "own' doctor, someone who knows their medical
history and provides the continuity of care currently missing for many
Medicaid enrollees.

While PCNs can restrict the group of participating physicians to
those known to‘ﬁrovide high quality, cost-effective care, free choisg of
provider within the group of participating physicians is allowed.
Program administrators tend to make a strong effort to facilitate an
informed provider choice by the recipients, and only when the recipients
fail to select a provider is a physician match imposed on them. Even in
this case administrators will try to match enrollees to providers in
their neighborhood, and from a specialty relevent to the enrollee's

needs.

85-234 O—84—2
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Provider reimbursement and cost containment incentives vary widely
across PCNsg., Some initistives, such as Santa Barbara County in
California and Jefferson County in Kentucky, pay case managers a
capitated, or per enrollee, rate, placing them at risk for the services
covered under that rate. Others, such as Michigan's Physician Primary
Sponsor Plan, continue to reimburse according to fee~for-service. This
program, however, threatens to lock out of the program any provider
wvhose ut{lization patterns are deemed excessive. Preliminary findings
suggest that significant reductions in the use of physician services,
outpatient services, laboratory services, and radiology services have
all been achieved without nnj noticable loss in quality of care.
Selective comtracting for Medicaid services

A second kind of program vhich has been made possible by the
freedom of choice waivers is selective contracting for services to
Medicaid @mrollees. Of these programs, California's contracting for
hospital services is the bc;t-knovn. The state annually negotiates
Medi-Cal (as its Medicaid program is called) per diem rates for all
hospital services. Those hospitals offering an acceptable rate receive
contracts to treat H‘Qt-Cnl beneficiaries, vhile those without contracts
are_not eligible for reimbursement under Medi-Cal. The state of
Calitorni; obtatned several vaivers in order to set up the nev payment
plan forchdtcnid. including a Treedom of choice waiver. The state of
California currently projects a 23 percent decrease in Medi-Cal hospital
inpatient expenditures for FY 1984, relative to the prior fiscal year.
The state plans to expand its contracting program to cover all Medi-Cal
health services.

Contracting for the entire package of covered benefits (except for

nursing home care) {s a common approach under the Medicaid competition



16

demonstrations now taking place in six states. Many of these

projects involve negotiated contracts between the state and several
slternative health plans, usually health maintenance organizations,
vhich receive a capitated payment per enrollee under vhich they are at
risk to provide all covered services to their Medicaid patients. This
spproach often serves to combine primary care/case management with
salective contracting, as it benefits the contracting entity to see that
its patierits are created in a cost effective manner. AEl's Center for
Health Policy Research is part of a research team conducting a study
funded by the Health Care Financing Administration at HHS to evaluate
the efficacy of these demonstrations. The six pilot projects have
either just become operational or are st{ll in the planning stages, so I
cannot yet report on how well they are working. I will be quite willing
to share our findings with this committee as our study unfolds over the
next three years. Our first report, based on a round of site visits
conducted between December 1983 and March 1984, will bo completed in
about two months.

The free choice of provider wvaiver was a necessary first step in
allowing this wide variety of government-sponsored innovations to take
place. Whether each i{ndividual reform succeeads or not will depend on
how well it is tailored to the specific problems and requirements of the
state or county in vhich it must operate. I am generally optimistic,
however, about the prospects for both the PCN and the service
contracting approaches to make some much-needed improvements in the
Medicaid program. Medicaid 1s now riddled with difficulties: low
provider participation; an over-emphasis on 1nlt1;pt{bnal care and
concosmitant lack of emphasis on primary care; an absence of incentives

for cost-consciousness for providers and for beneficlaries; and rapidly
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escalating overall progrsm costs. The structural reforms which have
been developed through the Section 2175 waivers address the root causes
of these difficulties, and provide a sensible alternative to cutting the
recipients’ eligibility and benefits. i

The problem with the "free-choice~of-provider" doctrine

In preserving beneficiary free choice of provider, we effectively
close the door on innovation, and keep the program locked into its
current ineffective and inefficient structure. It is worth noting that
freedoma of choice limitations are not strictly creatures of the Medicaid
program, something that we are willing to impose on the indigent, but
not on anyone else. They have characterized Hadié;rc and wmost private
health insurance policies as well, Recently, however, spiralling health
care costs and health insurance premiums have led the private sector )
into the development of programs which steer patients toward providers
vho are either deemed to practice cost-effective medicine or have
entered into contractual agreements to provide their services at a low
cost. Prefarred provider organizations (PPOs) are a rapidly growing
phenomenon that place an indirect limit on free choice of provider.
Under most PPOs, patient cost sharing is minimal or waived sltogether if
the patient seeks care from a participating provider, but more extensive
if the patient goes outside the "system."

Another indirect means of limiting free choice of provider is
through fixed contributions to health insurance premiums, where the
~ employee pays the difference between the employer's contribution and

premium amount, §ccausc plans such as PPOs and HMOs are selective ip
their choice of providers, they are able to operate more efficiently and
thus offer lower premiums (or a better benefit package for the same

premium) than tradttional fee-for-service plans. FPixed dollar

- —
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contributions are based on the principles of choice and power to the
patient. Instead of the "less is beautiful™ mentality of the regulatory
coutrols strategy now in place (including Certificate-of-Need lave and
hospital rate regulation, smong others), these principles would make
consumers more avare of and accountable for the financial consequences
of their decisions. They are free to chéose a high cost: provider, for
example, but must pay the difference themselveas. This incentives-based
approach puts the consumer into the health picture again, not so much at
the point of use of the system (when cost conaiderations understandably
seenm almost i{mmaterial to the consumer), but at the point of choosing a
health care plan.

I want to stress thtf the consumer financisl incentives that should
be injected into the overall health care system are largely
inappropriate for Medicaid beneficiaries. These p‘tiantu often have
such low incomes that even minimal cost-sharing would lead to decisions
against seeking needed health care services. I am not opposed to
"nominal" cost‘sharing under Medicaid, per se, but I am very coucerned
that it will lead to a steady increase in cost sharing that could
vitiate the intent of this program. For the problem of deneficiary
abuse of the Medicaid program (through high utilizatioﬁ of unn,edod
services), freedom of choice limits are again the potential solution, as
these recipients can be "locked in" to a case manager who must authorize
‘a11 care given to that recipient.

Prlva;e'aector efforts to limit free provider choice have not been ;
easily achieved. Many states have laws or regulations in place which
require private insurors to offer cénplete freedom of choice to
patients. This rigidity blocks private sector initiatives in the aa;e

wvay that innovations in the Medicaid program were thwarted before the
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waivers were_available. The Utah Health Cost Management Foundaticm, for
example, has been attempting to install programs giving patients
financial incentives to ghooa. cost-effective providers (by establishing
PPOs and other more cost conscious forms of care), but its efforts have
besn stymied by free choice of provider requirements. Last year, the
Utah state legislature debated a messure that would permit restrictions
on free choice of providers, but the bill failed to pass. By contrast,
California removed its freedom-of-choice in 1982, and preferred provider
organizations are being offered by private insurors. A
The federal government has recently shown interest in assisting

states such as Utah in their efforts to facilitate thé development of
innovative health care reforms. U.S. Congressman Ron>ﬂya¢n of Oregon, a
proponent of the PPO movement, ﬂas introduced a bill (H.l. 2956) that,
if passed, would supersede any state lav requiring free choice of
provider. This bill parallels the Medicaid waivers by allowing reform
efforts in ch; private sector to succeed or fail based on their own
merits, and it eliminates the arbitrary sanctity of the cost-based,
third party reimbursement systeam.
Preliminary findings and impressions

. I would like to share a few very preliminary findings from the case
studies_of incentives-based reforms conducted at AEI. I want to stress
the tentative nature of these conclusions; we will be extending and
refining our work in the future and will be a part of a research team
att?npcing to ascertain the eventualvimpact of financing reforms on the
extent and pgttern of utilization, on the cost of care, and on the
access to and quality of care.

We are finding that the establishment of primary care network/case

management models of health care financing is a process that takes a
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considerable smount of time and careful planning. It is not possible to
wvave a sagic vand and quickly chaﬁ;o the incentive structure and payment
system under Medicaid. The key decisions and aress in vhich background
work must be done are the following:

1) marketing and enrollment;

2) the establishment of payment rates (e.g. capitation rates);

3) the development of a quality assurance program and grievance
procedures;

4) the installment of prior authorization and utilization review
prograns;

5) the development-of counseling procedures to facilitate informed
- choices by beneficiaries; and

6) the determination of the proper rdole of a fiscal intermediary

in absorbing risk and giving the initiative a non-govermnment
flavor. :

The questions of marketing and enrollment and the calculation of
capitation rates are related. The nost -troublesome marketing problems
involve the "recruitment" of physicians as "gatekeepers" or case
managers. In many of the programs we have reviewed, participation by
beneficiaries is mandatoty, and where it is voluntary, the barriers to
enrollment do not seem insurmountable. Indeed, in at least one program,
the slow pace of recruiting physicians has been the chief impediment to
the enrollment of beneficiaries, as there are not4enough doctors signed
up to vhom willing patients can be assigned.

This does not mean that e&rollnent of beneficiaries is strictly
routine. Enrollment of Medicaid recipients in alternative health plans
involves coordination with the Medicaid eligibility determinations.
This coordination can.be hampered by the fact that Medicaid eligibility
is typically handled by a state's social service department while the

enrollment process falls within the jurisdiction of a state health

department. .
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The challenge i{s to structure financial 1ncent1ves.1n a way that
strikes a balanc; between two poles -~ too little risk for provider
practice patterns to be sltered significantly, and too much risk for
providers to be induced to participate. In "marketing" to physiciaus,
we need to set payment rates in the context of where they stand relative
to fees that providers charge other patients and in relation to the
quantity of care provided. We find fees under Medicaid far below fees
charged to private patients., Office visits are reimbursed under
- Medicaid in the states we have visitied at rates ranging from $7 to $11,
half (or less) of the fees charged other patients. At the same time
that fees are depressed under Medicaid, the quantity of care has
expanded and the pattern of utilization has been unorthodox. These
trends of depressed feed and excessive use of services in a high-cost
gsetting are not unrelated, as explained earlier. Low fees have led to .
physician boycotts of Medicaid and to sporadic and.disorganized. rather
than managed care.

Thus, it is important to note that‘physicians are being asked to
shoulder more risk under a prospective-based payment against the
backdrop of their long-~standing experience with low reinburae;;ht and
considerable paperwork under Medicaid. The adverse incentives are
heightened by new respongibilities facing doctors under a case
management model. Case managers not only must authorize the care

delivered by specialists and hospitals and have their earnings depend on
the behavior of these units, but also must typically provide 24 hour
"on-call" coverage for their enrollees.

States implementing case management models under waivers from HHS .

are responding to these physician concerns in several ways. Some offer

L ]
per capita case management fees to doctors. A number of states are
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experimenting with stop-loss provisions and reinsurance plans in order
to limit the down~side risk facing participating physicians. And some
authorities have established "withhold" amounts that hold back a portion
of the actuarially-determined amount, pending acceptable cost
experience, but do not make the doctors liable for amounts spent im
excess of the capitation rates.

While governments are eager to increase physician participation in
Medicaid, however, they are also unwilling to write blank checks to
doctors or sanction unlimited referrals. In effect, government is
striking a compromise in which effective reimbursement per unit -- the
fee -~ 18 raised in exchange a for more strict posture regarding
ptilization. In this way primary care physician revenues are maintained
while, over time, the state begins to save money as care by specialists
and in institutions declines somewhat.

We are finding that there is also a trade-off or compromise for
patients. In return for reducing doctor-shopping, emergency ;alk-ins,
etc,, beneficiaries receive an appropriate point of entry into the
_health care system and a greater assurance of continuity of care. The
latter is provided through guaranteed eligibility, regardless of AFDC
eligibility, for a period of time (such as six months).

Finally, we are finding that there is a need for counseling to
facilitate informed selection of a provider by patients who were
confused about the Medicaid program in the first plaqg. Quality
assurance programs involve such activities as counseling, meaningful
grievance procedures, periodic surveys of patient satisfaction, a right
to switch providers 1f a "bad match" is made initially, and review

committees with provider and consumer participation.



Concluding Remarks
Although it is too early to make authoritative judgements about the

cost-effectiveness of reforms in health care finance rendered possible
by freedom-of-choice waivers, preliminary findings are cncouragingf

The waiver approval process often requires considerable time, and
Congress should urge the executive branch to expedite the process
without jeopardizing required legal review. Once the waivers are
obtained, there will still be a considerable time lag until a program is
operational. This lag involves both technical and political factors, as
local authorities strive both to structure their plen with the proper
amount of risk and to pave the way for the acceptance of that risk
through negotiations with interested parties. Risk is vital to the
successful impact of the program, but I am convinced that this risk
cannot simply be imposed by fiat on participants who are already
disillusioned and wary. Programs that are up and running today afe
operazional in part because the local authorities engaged in careful
deliberations and negotiations with a broad spectrum of interested
parties in the community.

Once a program is operational, we seem to experience some
inmediate favorable results, as the pattern of care begins to change
toward more appropriate settings and a reduction in overall utilization
seems to occur. Whather these initial adjustments prove to be lasting
is still an open question. The jury is still out on the long-term
cost-effectiveness of managed care under wvaivers.

In my view, it is important that the inquiry proceed. Whether one
is concerned with freedom-of-choice waivers or other waivers permitting
different kinds of pilot projects and experiments, it would be a serious

error to seek false and temporary economies by shutting off the waiver
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spproval process. The coexistence of soaring costs in public programs
and a continuation ot'ggps in coverage and unmet needs requires that we
contiﬁuo the search for coat-‘ftcctlvo finance and delivery mechanisms
that assure high quality care. Today, Medicaid covers omly about
one~half of the people vith incomes belov the poverty line, and toverage
for those vho are eligible has been trimmed back. Thus, the inquiry
into the cost-saving potential of nev approaches to paying providers is
by no means academic. If successful, this quest could help avert
further cutbacks. Moreover, I do not suggest that only the reforms 1
find appealing should be scrutinized. Let us experiment with a variety
of new spproaches, subject them to rigorous evaluation, and then alter
the government's programs accordingly when reliable evidence is

available. ) -
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Senator DURENBERGER. Could you repeat the figures you gave me
in the beginning about the decline in the population that have
access to medicaid?

Mr. MeveRr. Yes. According to ﬁgures released by the Robert
Wood Johnson Foundation, about 65 percent of the low-income
people below the poverty line received medicaid in 1976. The latest
figure they have is about 52 }gercent today.

Senator DURENBERGER. OK, and are you the one that attributes
that to financial cuts? Is that the way I heard your testimony?

Mr. MEeyER. Yes; such cuts are part of the story. The economy is
the other part. There has been an increase in poverty, and one of
the things that alarms me is that we are making cutbacks against
a backdrop of an increase in poverty, so the numerator is shrinking
as the denominator has grown. The numerator is people served an
the denominator is people in need. We have borne down very heav-
ily on the working poor in this country, as you know, by making
them ineligible for the kind of marginal welfare benefits that trig-
gered their medicaid aid, which in many cases was more important
to them than the $30, or $40, or $50 a month they might have
gotten on AFDC.

GAO estimates that upwards of half a million people lost AFDC
benefits; of course, not all of these lost medicaid eligibility, but
many of them did. .

Senator DURENBERGER. Were we doing things just fine until 1981
when we changed the work disincentive rules in AFDC? Was that
when everything went to pot, and if we just went back to pre-1981,
would everything be all right?

Mr. MEeyer. I think not. I think where we were prior to those
changes was preferable to where we are today, but in fairness to
the an administration, I have to say that they didn't invent
the bias in our welfare system against the working poor. We have
always had two categories of poor in Government policy—one being
the split families headed by females, and they surely are needy,
but other groups comprise the second category that falls in the
cracks. This category included low-intome, intact families, either
with an unemployed head in about half the States that don’t pro-
vide the AFDC-U program, or with a working head whose earnings
fall short of the poverty threshold. Now, suppose you are in a
family headed by someone working at the minimum wa?e, $3.356 an
hour. Your household income is ro:fhlﬁ' $6,700 a year, if the earner
is working a full year, a full week all the time. But the poverty line
for a family of four is about $10,000; so, that family, working all
year, is at least $3,300 below the poverty line. Moreover, they are
Baying some income taxes—not much, but I understand that

urden has been going qu a bit—and they are certainly payinﬁ pay-
roll taxes out of that $6,700 and those taxes are going up all the
time, as you well know. Then, at the same time as we are taxing
some of their small earnings and thereby widening the poverty
gap, we take awag those few dollars in welfare that they were for-
merly getting, and that can trigger the medicaid eligibility loss.

Before the 1981 changes, I would-say the effective tax rate was
somewhere between one-half and two-thirds for the average female-
headed family. That means that this woman could at least have a
third to a half the dollars, on a net basis, that she earned for as
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long as she earned it. That is not as good as I think we should have
done, but it is better than where we are now. After 4 months of
work—under the new laws—you lose your welfare benefits, dollar
for dollar, except for a small and frozen expense allowance. As I
have said, this can cause you to fall over the medicaid cliff as well.
That can amount to an effective tax rate of 100 percent or more for
our lowest income citizens. Now, in a society where we have taken
a policy position that the tax rates everyone faced in 1981 were too
high, how do we justify this tax hike for the poor? We talked a lot
about work incentives and the need to hold down tax rates—and
Congress, lowered the top bracket from 70 percent to 50 percent for
our wealthiest citizens, and said 70 percent is too high. Well, if it is
- too high for the rich, it is certainly too high for the poor who would
do well to get a 50-percent effective tax rate again.

Senator DURENBERGER. I wonder if you wouldn’t come back into
this process in about 3 or 4 months with some recommedations on
how to tie some of the reforms we are talking about on the medic-
aid side with the w..le public assistance income maintenance pro-
gram. . -

Mr. MEyeR. I would be glad to do that, and I will send you an
article that I have finished—it is not yet published, but will be in a
month or so—in which I have attempted to relate the changes in
the health care sector to the changes in public assistance. But I
would be glad to come back and discuss it, too.

Senator DURENBERGER. Let me ask you one other question that
doesn’t quite get to freedom of choice, but you did talk about de-
cline in prevention. I know you know there is a sensitivity in this
committee in the whole area of maternal and child health. To what
extent do you see the decline in prevention in that area as well as
other areas? -

Mr. MEYER. There are reports of access problems of this nature
from studies that have looked at the overall trends in access, in-
cluding maternal checkupse in the prenatal state. These studies in-
clude work by the Urban Institute, as well as a new study about to
be released by GAO on the effects of 1981 program changes AFDC,
and a report by the Robert Wood Johnson Foundation. I think
these trends are quite alarming.

You know, here we are at the very point where the initiation of
life occurs, where for pennies we could not only do a very humane
act, but also a very long-term cost-effective act by encouraging
these women to get at least minimal care. We should not be penny-
wise and pound-foolish. The Iowa Legislature is considering a
State-only measure to cover this type of preventive maternal and
child health care. The question becomes how-to fund it. Most States
are strapped for money. So is the Federal Government. I think we
need an honest discussion about whether we should have an excise
tax and use the money from that to fund such coverage for those
who cannot afford it. Perhaps, if we are ever successful in capping
-the tax expenditure for employer-provided health insurance, we
could use some of the revenues for this vital need. We certainaliy
can’t afford all at once to have the Federal -Government fill in all
the gaps in coverage. I think this would be a good place to start.
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I would prefer to start with a Federal &r am, but in the ab-
sence of that, I would encourage States—like Iowa—to continue to
examine how they can start a modest program and how to fund it.

Senator DURENBERGER. Let me just read part of your testimon,
because I would like the other witnesses advice on what you identi-
fy as the key decisions and areas in which bac und work must
be done. They are the following: marketing, which is not only a
matter of marketing to medicaid eligibles, but marketing it to doc-
tors, and you do a good job of pointing out that problem. The en-
rollment problem. The establishment of capitation or payment
rates. The develoggxent of a quality assurance for griev-
ance procedures. The installment of prior authorization and utiliza-
tion reviem})rograms. The development of counseling procedures to
facilitate informed choices by beneficiaries. And the determination
of the groper role of a fiscal intermediary in absoring risk and
giving the initiative a non-Government flavor. =~ —

Having gone through that set of criteria for a workable program,
let me ask you if there aren’t, to your knowledge, in existence
todaﬁehealth plans that do a lot of that work already, and if so,
maybe you would describe them.

Mr. MEveR. Yes. I think there are in two senses. First of all,
some existing health plans perform many of those functions, in
particular prepaid plans. Health maintenance organizations, IP.\’s
and others have instituted some or all of these controls, and
indeed, if one looks at Blue Cross, or even some commercial insur-
:.rq,t_they are more and more beginning to get involved in these ac-

ivities. .

I could point you to the Santa Barbara Health Authority which
began its demonstration in September 1983. I think that it is fair to
say that they have {ut in place every one of these mechanisms,
and have adjusted them as time went on. They have a grievance
procedure, even though they have only been up and running 4
months—52 grievances were filed in January. They have all been
disposed of one way or another, I think, except one. They also have
a quality assurance program. _

ta Barbara has struggled with setting payment rates proper-
ly—capitation rates. The way they have set it up is to determine,
after adjusting for age, sex, the risk of the patient, and so on, the
proper level of payments to providers that approximate the aver-
age cost of serving different cutegories of medicaid patients. Then
they essentially credit doctors’ accounts for 100 percent of these
rates, but only pay them 80 percent at first, holding back 20 per-
cent, pending utilization experience. The Health Authority will ob-
serve utilization experience over the year, and if that turns out to
go over the target, the doctors will lose proportioned chunks of the
withheld amount. Health centers in the Santa Barbara area that
are serving medicaid patients shoulder %-reater risk by operating
under a capitation, where they are liable for any cost overruns, .

What we found in Santa Barbara and also in New Jersey and
Louisville, KY—where similar experiments are up and running—is
that the authorities are trying to strike a balance between enough
safeguards for the providers and the patients to lure them in, but
not so many safeguards that it is simply business as usual—there
does have to be an element of risk to save money, but risk doeen’t
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mean the law of the jungle either. We need to have these protec-
tions for consumers and providers so that the system works fairly.

One of my early impressions is that the gatekeeper approach and
the apparatus of peer review and utilization review is probably
more important than instituting an extreme amount of risk. Even
in the group practice, fee-for-service environment, we may be able
to save a lot of money if we start thinking differently about the
pattern of care. There is an interesting study at Stanford where
the Kaiser plan was compared to the Palo Alto Medical Clinic, the
latter a multispecialty group practice on a fee-for-service basis.
Their patterns of utilization and cost were very similar, and both
were different from the regular fee-for-service sector, and one inter-
pretation was that even though they didn’t have capitation and
prepayment in the group practice at Palo Alto, the process of look-
i_ng over the shoulder, consultations, and authorizations made a dif-
erence.

Senator DURENBERGER. What I am trying to explore here is the
notion of restoring freedom of choice, which was inherent in your
statement. I am not talking about the freedom to choose your own
doctor, your own hospital, whatever, but your freedom to make a
knowledgeable, workable choice of a health plan that best meets
your needs. And what I am exploring with you is whether or not a
public authority needs to set up its own system of marketing, en-
rollment, quality assurance, et cetera—whether or not there aren’t

arts of this country where fPeople just need to know a set of sx;‘eci-
ications so that they can find health plans that best meet their
needs.

Mr. Meyer. Yes, I understand. I think a little of both, and it
varies from area to area. I have found, in our studies, that simply
relying on the private apparatus of choice and the existing appara-
tus of choice in many communities for the medicaid population
doesn’t seem to be enough—and that the authorities do have to go
the extra mile themselves. This deesn’t mean they have to do the
whole job, but they can’t be passive about it. They can’t just send
letters out. They have to bring people in. Many authorities have -
developed brochures, films, and counseling sessions to make the
beneficiaries more aware of the relative advantages of various al-
ternative health plans. There are a lot of areas where HMO's are
active. And have a large nonmedicaid population in the metropoli-
tan area, but have a very small medicaid-eligible enrollment. The
caseworkers in AFDC simply aren’t making the enrollees aware of
the alternative care options. ”

So, as one public official told me when I was out in the field re-
cently, we are saving 20 percent on those in an HMO, but only 10

rcent of our medicaid are in an HMO so that the actual savings
18 only 20 %ercent times 10 percent, or 2 percent, and that is not
eno Public authorities have got to be more active in poiniing
~out the advantages and disadvantages of an HMO or other plans,
and bring those comparative features to the attention of recipients.

So, I do think that, without imposing plans by fiat, the authori-
ties have to get into the information dissemination business, but I
also think that they can rely on local experts, too.

Senator DURENBERGER. One of the Jmmts you make is about the
coordination between enrollment and eligibility, and maybe some
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of our next witnesses can tell us about that, too. You make the
point that medicaid eligibility is typically handled by a State’s
social service department while the enrollment process falls within
the jurisdiction of a State health department.

r. MEYER. Right. -
: Sg?nator DURENBERGER. Do you want to tell us why that is a prob-
em

Mr. MEYER. Yes. In Santa Barbara, for instance, we found that
the Santa Barbara Health Authority, which was trying to get this
primary care network up and running, was at first working from
an obsolete list of medicaid eligibles. They would find that they had
somebody all ready to enroll in the network, only to notice that he
had been dro pe! by medicaid several months before, and they
didn’t know that because there wasn’t that coordination between
the newly created auhority and the preexisting health department
that handled recertification. The medicaid population is a mobile
population with regard to eligibility, at least the AFDC, as opposed
to the long-term care and disabled groups.

Thus, this can be a problem, but I think it is a problem that can
be overcome through good management.

Senator DURENBERGER. OK. I don’t want to keep you too long
here, but would you just elaborate a little on the statement—and it
is covered again in your testimony, where you talk about the cost
and the quantity issue—these trends of depressed fees and exces-
sive use of services in a high cost setting are not unrelated. Could
you give us a little on that? -

Mr. MEeYERr. Yes. We found, for instance, in our investigation in
New Jersey, as I mentioned, that the State was paying doctors $7
for an office visit. Two members of my staff went out and talked to
doctors in New Jersey and they got a very bitter reaction. Here
was a State that was paying them $7, imposing a lot of paperwork,
and now asking them to go at risk for the cost overruns for medic-
aid patients. B

Now, I am not here as an apologist for the doctors. I have some
specific criticisms of the way they have behaved. But what has hap-
pened is that in the same State there is an inordinately high
amount of emergency room use by medicaid patients, as well as
haphazard wandering into out patient clinics run by medical
schools or others. There is nothing wrong with such clinics, but pa-
tients do not use them as a regular source of care. We haven’t yet
reached the ability to say A causes B, but it sure looks that way,
and the attitudes of the regple suggest that it is that way. We also
have a lot of self-referral by patients to specialists when they may
or may not have needed the specialist because they don’t have the
internist, the GP, the pediatrician there ready to help them, to
guide them through the system.

This pattern of sporadic and high-cost care is showing up consist-
ently in the medicaid program. So I argue that we have been pen-
nywise and pound foolish. And if somebody checks into an emer-
genc{ room for an hour with the flu, thei can run up a bill of a
couple of hundred dollars, as opposed to that $7 for an office visit
to a doctor. Maybe if we had made it $14, they would have had an
office to go to, and could be told that you have the flu, here are
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some things to take, go home and take care of yourself, and if it
doesn’t get better, call me. And that is happening again and again.

Of course, there are cases where emergency care is needed, and
you have to be careful here not to discourage those. But then, when
you get some emergency rooms shutting down, it is almost as if
that woman with a couple of kids on AFDC has no options an
more. What some studies have found—including the Urban Insti-
tute Report—is that, in fact, there is another effect of our policies
that I haven’t mentioned as much—some people are just staying
home when they are sick, and that is very frightening.

The GAO report deals with this, too. I can’t release their findings
for them, but I have been an advisor to that study, and I know they
are about to release it. I would just say that they—along with the
Robert Wood Johnson Foundation—have some alarming findings
about the proportion of people who report, at least, that they have
stayed away from needed care because they could not afford it. The
incidence of this care-avoidance appears to be going up, and I think
that we are squeezing these people, and yet not changing the very
financial structure that is blowing the cost apart at this point.

Thus, I am arguing for a two-prong strategy. Let’s stop wringing
their necks, first of all, and second, through these freedom of
choice waivers and others, let’s start experimenting with a new fi-
nancing system. Then, I think we can save money without putting
the burden on the backs of those who cannot afford it.

Senator DURENBERGER. What is the question I should ask Caro-
lyn'? Davis when she gets here about expediting.the waiver proc-
ess

Mr. MEveR. Well, I think that the department has done a pretty
good job in their own area of responsibility, but I think you could
ask her about the pipeline for approving new waivers. You cited
numbers that were almost identical to ones in my testimony about
accepted applications, but there are also a lot pending. The main
inquiry I would direct to her involves the relationship between
OMB and the administration on one hand, and HHS, on the other;
The department could probably move a little faster on waiver afr
proval, but that is always true. I think they are doing a reasonably
good job. I think the problem is that at OMB they seem to be chas-
Ing a different sort of goal than long-term structural reforms, and I
think they are locking horns with HHS. I think that maybe the
Congress should investigate the OMB approach to waivers, too, and
what rationale they have for their posture.

Senator DURENBERGER. OK. One thing you don’t have to respond
to, Jack, since we are running out of time, but you made some com-
nents about the impact of State rate setting, and I would appreci-
ate your putting some thog?hts together on that. I met yesterday
with the chairman of the National Governors Association, and he
was telling me how in his State they want to probably move in that
direction. And I told him that he was all wrong, but maybe you can
put some of your own thoughts on how you handle both the cost
and access problems. A lot of people in his State have apparently
come to the conclusion that some sort of artificial rate-setting proc-
ess is the only way to hold down the costs.

Mr. MEyYER. Yes. It does promise a quick fix, and it has enormous
appeal, and these models are well intentioned. My own reading of

35-284 O—84—38



30

the evidence is that the savings are either nonexistent or relatively
small, and the cost of achieving those savings in terms of the via-
bility of our hospital sector is quite high. In fact, it is a relevant
question because I think one of the reasons why we have to talk
about freedom of choice waivers and primary care networks and all
these innovations that aren’t quite as sexy as rate setting is that
the burden is on people like me, who are critical of rate setting, to
come up with an alternative.

And I think there is an alternative, but as I tried to highlight in
my testimony, I can’t promise any overnight results. So, we have
got to be a little patient, too.

Senator DURENBERGER. OK. Thank you very much. I appreciate
your testimony.

Our next panel is a panel of State medicaid officials. Sharon
Marcum, deputy director, Missouri Department of Social Services;
Paul Allen, director of Medicaid Services Administration, Michigan
Department of Social Services; Katie Morrison, administrator, Divi-
sion of Health, Wisconsin Department of Health and Social Serv-
ices; and Sharon A. Wasek, director, Division of Health Care Fi-
nancing, Utah Department of Health.

Welcome. Let me thank all of you for coming. For some reason
or other, we always get in these regrettable situations where
people come from all across the country and make very brief state-
ments, and we don’t spend as much time with you as we.should.
Today is one of those days where, thanks to some disagreements
over foreign policy related to a nearby region of the world, we are
going to have to spend some votes. Since you don't see a lot of my
colleagues here today, this process is going to have to be somewhat
expedited, which means that if each of you will keep your remarks
as brief as possible, but get to the point. You came a long wa{ to
share some thoughts with us, and your written statements will be
made part of the record. Your ongoing involvement in this process
will be much appreciated. This is not a one-time shot for any of

you.
" So, thank you, and we will start with Sharon Marcum.

STATEMENT OF SHARON MARCUM, DEPUTY DIRECTOR, MISSOU-
RI DEPARTMENT OF SOCIAL SERVICES, JEFFERSON CITY, MO

Ms. MArcuM. Thank you, Mr. Chairman. I am pleased today to
give you a report about the Missouri prepaid administration
project. This approach, we believe, is a good example of responsible
use of Federal flexibility. The 30,000 KFDC recipients in Kansas
City will choose among six prepaid health plans or a physician-
sponsored program. Once a choice has been made, the recipient
will be required to receive all care and have all necessary referrals
made by the provider of choice. To date, over 7,600 clients have
made this choice, with 77 percent choosing a prepaid health plan
and 28 percent choosing a physician-sponsor. Key elements of this
project include a wide range of choices bein%provided to the AFDC
r%c(:sient. Prepaid health plans are being offered by two neighbor-
hood health centers, two federally qualified HMO’s, and two hospi-
tals—a public-hospital and a teaching hospital. In addition, the pri-
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vate practicinﬁ individual physician has been retained as a choice
through the physician-s program. '

The client is informed through choice counseling that is provided '
by the State. We have worked closely with the consumer and pro-

vider lEroups and hdve an ongoing monitoring committee to assure .
that the information presented is complete, accurate, unbiased, and
clear. As a result, we believe recipients participatipg in the ﬂroject,
wil:ebe better informed consumers regarding the health care
system. . .
The State engaged in extensive consultation with the recipient
and the provider community during the design and implementation
of this project. We invested thousands of staff hours over a year’s
time in meeting with every grou;l: and individual interested in the
project. holding public hearings, legislative briefings, and so forth.
As a result, our project enjoys widespread support in the communi-

ty.

Access to the health care system will be guaranteed for the first
time under this project. Once the provider of choice is selected by
the client, access to the health care system is guaranteed. Recipi- -
ents will no longer have to struggle for access to the system each
time a medical need arises, and continuity of care will become a
reality.

Protections for the clients to avoid unscrupulous or incapable
health plans have been assured, we believe. In addition to federally
qualified HMO’s, the State has developed contracts for prepaid
health care with mainstream medical providers who have served
medicaid clients and the general community for many years; who
are financially viable; and who enjoy good standing in the health
care community. . ‘ ~ :

Quality assurance mechanisms are extensive in this project. Pre-

id health care will undergo far more rigorous scrutiny than the

istorical fee for services program. \ :

Patients’ satisfaction is built into the groject. Satisfaction sur-
veys will be administered and evaluated throughout the project in
order to improve the project. Disenrollment procedures are speci-
fied to protect the rights of the client and to insure reasonable -
movement within the system. And last, savings are guaranteed to
the State since prepaid reimbursement is set at 95 percent of fee
for service. : :

I would also like to voice the concerns Missouri has about exist-
ing restrictions in the 1903 language and the TEFRA prohibition
on waivers of these restrictions.

Specifically, the prohibition of more than 75 percent of PHP en-
rollees being medicare-medicaid eligibles is unnecessarily restric-
tive because Missouri, like many States, does not have a well-devel-
oped HMO system, s0 we had to develop prepaid health plans spe-
cifically for the medicaid client. As a result of the current lan-
guage, we would lose four of our prepaid health plans because they
are 100 percent medicaid. In addition, the monthly disenrollment
on demand provisison, we believe, while well intended, is undesir-
able for two reasons. First and most importantly, it effectively ne-
ggws the case manager concept inherent in the prepaid program.

me restrictions—the case management concept specifically—can
result in improved health care delivery. There are other ways to
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protect. the rights of the individual client in this process without
underminding the basic premise of the prepaid concept.

The prohibition on contracting with the prepaid health plan that
is not a State or federally certified HMO i is counterproductive. The
Missouri project would lose two of its six prepaid health plans
under this provision. These provisions, therefore, inhibit the devel-
opment of prepaid health care.

We believe the Missouri project has actually resulted in greater,
freedom of choice for the medicaid client.
New providers—the federally qualified HMO’s—have been en-
rolled for the first time. Clients are fully informed about a wide °
. range of choices and given more information than ever before in
making a decision about where to get health care. The promise of
- guaranteed access is perhaps the greatest freedom of all. Current
. provisions in 1903 with the TEFRA restrictions on waivers are not
appropriate vehicles to protect the medicaid client. States have no
lessconcern than Congress about safeguarding clients from the
poor provision of health care, and States perhaps have even a
keener and more immediate interest in the success of new ap-
groachw for the delivery of health services to medicaid clients.
tates can and will act responsibly in using greater flexibility pro-
vided through the Federal structure, and we urge you make certam

such flexibility is guaranteed. :

‘Thank you.

Senator DURENBERGER. Thank you very much. Mr. Allen.

{The prepared statement of Sharon Marcum follows:]

-
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Statement Presented by Sharon Marcum
Deputy Director, Missouri Department of Socisl Services
Senate Finance Committee Subcommittee on Health

Friday, March 30, 1984,

Mr. Chairman and Members of the Committee:

I would like to provide this subcommittee with information
about the Missour! prepaid health demonstration project &and to
let you know why the State of Missouri strongly supports greater
flexibility for states in designing and implementing alternative
health care financing and delivery systems for Medicaid.» We are
concerned about the current restrictions contained in §1903(m)
regarding prepaid arrangements, Section 1903 (m) restrictions --
the limit on the per‘centage of Medicaid recipients allowed in
prepaid health plans, the monthly disenrollment of recipients
from preaid plans, and the prohibition on contracting with'a.ny
entity other than a certified HMO or PHS grantee =-- seriously
threaten our ability in Missouri to continue projects underway
and, in our opinion, will retard development o{ much needed

raeforms in Medicaid.

In Missouri, both the State and Kansas City (Jackson County)
provider community have invested significant tiwe, effort and
resources in establiai\tng a prepaid health plan for Medicaid
recipients. Based on the success of the Kansas City project to

date, we plan to expand to St. Louis. The current provisions of
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§1903(m) threaten the long-term stability of Missouri's approach to
toforﬁtng Medicaid.

Problems with Traditional Medicaid Program

The traditional Medicaid progrem has proven costly and has

not necessarily provided good health care.

- In 1981, Missouri was faced with out-of-control Medicaid
costs, with spending increasing in that year alone by 37% or $120
million. ©Equally troubling, an examination of key program
indicators revealed that not only were the costs unaffordable to
the state of Missouri but that health care was 1inadequate.
Specifically, ongoing primary and preventive care was lacking,
with the majority of heslth care aerv;ces being provided in
expensive institutional settings. The use of hospital days by
the Medicaid population was over 1600 days per 1,000 eligibles, a
rate that exceeded national Medicaid hospital use by 357 and
privately insured individuals by over 100%.

Use of expensive emergency rooms for routine primary care in
the Missouri Medicaid was commonplace. Medicaid patients did not
often enjoy a stable, ongoing relationship with one primary care
physician, Traditional Medicaid presents a problem for many
clients: finding physician willing to accept them as a Medicaid
patient. 1In working with client groups to address the high rate
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at which emergency rooms were used for routine care, we found
this was all too often the most accessible provider available to
recipients whenever they needed care and one they could be

assured would accept their Medicaid card.

Missouri Prepaid Program

Part of the solution to the multiple problems inherent in
the traditional Medicaid program is prepaid health care.
Missouri was one of five states to be awarded HCFA demonstration
grants and waivers in June, 1982, to develop alternative models
in Medicaid. Under the authority of Section 1115(a)(l) six
waivers of the provisions of the Social Security Act were granted
to Missouri in order to carry out the project. These waivers
included one thst provided the State the ability to implement the
program on less than a statewide basis; three waivers that
allowed the State to provide incentives to recipients to eproll
in alternative health plans; and two that would allowed the State

to restrict freedom of choice of providers.

I am pleased, today, to report on the progress of that
project made possible by these waivers. The approach Missouri
has taken in designing its Prepaid Health project is a good
example of responsible state use of federal flexibility. Thirty
thousand AFDC recipients in Jackson County will choose among six

prepaid health plans (PHP) or a physician sponsor program. Once
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a choice has been made, the recipient will be required to receive
all care or have any necessary referrals made by the provider of
choice. Bona fide emergency care 18, of course, always covered,
regardless of where obtained. Prepaid health plans will be paid
a fixed, capitation premium each month for eligible enrollees and
will be at risk if the cost of care exceeds the premium. Physi-
cian sponsors will serve as gatekeepers, receiving a monthly case
management fee in addition to the usual fee for service reim-
bursement. To date, over 7,500 clients have made the choice with
77X choosing a PHP and 23X choosing a physician sponsor. The key

elements of the project include:

. A wide range of choices for the AFDC recipient, with

prepaid health plans being offered by two federally
qualified HMO's, two neighborhood health centers, one
public hospital and one teaching hospital. 1In addi-
tion, the individual physician has been retained as a
choice via a physician sponsor program,

. Choice counseling. The State will present the full
range of choices to the recipient, using video tapes,
brochures, group presentations and individual sessionms.
We have worked closely with client groups as well as
the providers to assure a complete, accurate, clear and

- unbiased presentation of information. As a result, we

believe the recipients who participate in this project
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will be better informed consumers regarding the health
care system in general, the options available in the
local health care delivery system, and good health care
consumer practices. The emphasis throughout is on the
importance of a medical gatekeeper, guaranteed access,
and improved care patterns through earlier inter-

vention.

Extensive consultation with the recipient and provider
community during the design and implementation of the
project. We invested thousands of staff hours over a
year's time in meeting with every interested provider
or  recipient group or individual to discuss the proj-
ect, We formed both recipient and provider advisory
committees and listened to their concerns and ideas in
implementation of the project. Public hearings were
held and legislative briefings were provided. As a
result, the Missouri prepaid project enjoys widespread
support and became operational in November of 1983 with
no resistance or litigation i{mpeding its implementa-
tion. The physician associations have provided adviso-
vy and peer review committee members, the hospital
association has formally endorsed the project and the
Kangas City welfare rights organization has actively
worked with the State throughou; the project's develop-

ment.
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. Guaranteed access to the health care szstem} Quce the
provider of choice 1s selected by the AFDC recipient,

access to the appropriate health care will be assured.
Both PHP's and physician sponsors are required to be
available to enrollees for consultation 24 hours a day,
7 days a week. Recipients will no longer have to
struggle for access to the system each time a medical
need arises. The case manager concept will provide

continuity of care for the Medicaid recipients.

Protections for clients to avoid unscrupulous or
incapable health plans. Legitimate and viable PHP's
have been developed 1in Kisabuti. In addition to
federally qualified HMO's, PHP contracts have been
developed and” signed with existing fee-for-service
provi&ers who have served the general community and
Medicaid recipients for many years, who are financially
visble and who have good standing in the health care
community. Creative risk management provisions were
developed so that PHP's are at risk for factors in
health care cbsti within their sbility to manage and
control, but not for those elements beyond their
control., Expert actuarial analysis was used in setting
rates adequate to provide good.care, but that should

result "in at 1least & 5% savings to the State.
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Quarterly cost reporting as well as regular financial

audits are required.

Quality of care assurance wmechanisms are extensive.

Prepaid health care arrangements will undergo far more
rigorous scrutiny than the historical fee-for-service
program. Each plan 1is required to have 1internal
quality of care programs that will be reviewed by the
State. Every encounter by a Medicaid enrollee will be
reported to the SCate.Mincihding diagnosis and proce-
dure. This data will be profiled and used by the State
in conducting quality of care veview. The State will
conduct on-site medical audits at each plan regularly.
A locally based medical director will oversee the
projec; and a8 full peer review system has been estab-
lished.

Patient satisfaction 1is built into the project.

Baseline data has been gatﬁered regarding recipient
satisfaction with the existing fee-for-service system
and will be collected for the new system of health care
provided under the project. These satisfaction surveys
will be sdministered and evaluated regularly and usged

to improve the project.
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. Disenrollment procedures are specified to protect the

rights of the recipients and insure reasonable movement
within the system. Within the first 30 days after
making the initial selection, a recipient can exercise
"buyer's remorse” and change providers without cause.
After the initial six months of enrollment, a client
can elect to change providers and will then be enrolled
for at least a six-month period. A full grievance
process 18 provided so that recipients can disenroll
from a provider with cause anytime throughout the

project.

Smooth implementation has been enjoyed by the Missouri
project. We have taken the time necessary to work out problems
along the way, resisting premature implementation of any phase of
the project. We have tested and checked out all systems support
for the project before implementation, thereby insuring accuracy
in the enroliment and reimbursement for prepaid health. And as
mentioned earlier, a continual dia}ogue has been maincained with

———

the provider and recipient community.

Seétion 1903(m) Problems

The adverse impact the existing §1903(m) provisions would have
on continuing the Missouri project beyond its demonstration
status are a major concern to Missouri. Section 1903(m) language

is step
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back for needed reform of the Medicaid program. Our principle

concern about §1903(m) in Missouri are:

. Enrollwent Restrictions. Prohibition of wmore than 75X
of any PHP enrollees being Medicaid/Medicare eligibles

is uunecessarily rescrictive. Missouri, 1like many
other states, lacks a well developed HMO system.
Missouri obtained specific statutory authority for
developing such PHPs., Because these PHPs act as a
prepaid plan only to Medicaid recipients, they are
exempt from Missouri insurance laws and regulatioms.
As a result, with the exception of the two federally
qualified HMO's, the prepaid enrollment in the four
additional PHP's 1is 10021 Medicaid. While the two
hospital plans as well as the two neighborhood health
care plans would clearly meet such a 75/25 ratio for
their entire facility caseload, they are only offering
prepaid heslth financing for Medicaid recipients and,
hence, would be ineligible to continue under the §1903(m)

provision,

. Monthly disenrollment on demand. Such a requirement,

while well-intended, 1is unde;irable for two major
reasons., First and most importantly, monthly disen-
rollment effectively negates the case management
concept 1inherent in the prepaid concept. Hedicaid

programs must have the ability to design new
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incentives, both for providers and recipients. Uti-
lization and price controls are reasonable components
of a health care system. Some restriction -- the case
management concept for medical care services -- can
result in improved quality health care deliﬁery.
Disenrollment on demand ccntinues the historical
problem of poorly informed consumers wmaking choices
with litéie price sensitivity in health care decisions.
This feature could also results in administrative chaos
in actual operation. There are ways to protect the
rights of the individual client in this process without

undermining a bagic premige of the prepaid ézncepc.

Limiting Potential Prepaid Providers. Prohibition on

contracting with a PHP that 1s not either a state
certified HMO or an entity receiving at least $100,000
annually in PHS grants since 1976 is counterproductive.
The Missouri project would lose two out of its six PHPs
under this provision. Section 1903(m), therefore,
would inhibit the development of new prepaid plans.
Neither the public nor the teaching hospital would meet
eiﬁher‘of these requirements. Equally as important,
many of the 1institutions in St. Louis who have
expressed an interest in developing a Medicaid PRP
would not qualify. Other safeguards need to be

congsidered ~  that would
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provide assurance of legitimate prepaid arrangements
without such prescriptive—snd unduly restrictive

language in the federal statute.

The entire nation has developed a new consciousness and set
of expectations for the health care system. Private business 1is
struggling to begin purchasing health care with the same business
approach used to purchase other commodities. States have finally
been able to gain control of Medicaid programs -long considered to
be uncontrollable. The federal government 1is at last changing
_some of the more perverse incentives built fato the alarmingly
out of balance Medicare program. It is unfortunate of Congress
to now erect barriers for states in developing more rational
approaches to the financing and delivery of Medicaid services.
We recognize and share the concerns Congress has in insuring that
prepaid arrangements provide quality care, that ptoviaers are
.legitimate. and that widespread abuse of such approaches do not

develop.‘but the §1903(m) language 18 not the answer.

Porgape the most iwmportant point to make is that expanded
use of prepaid heslth arrangements by state Medicaid programs
often represents an improvement in how services are financed and
how care 1is delivered -- not a creation of s new alternative
health care system. Safeguards which might be appropriate for a
new industry are not appropriate when dealing with established

providers with a long history of service to Medicaid recipients.
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As a practical matter, states must consider existing providers
and patterns of “service delivery when making changes to the
system. The Missouri project incorporates existing major
Medicaid providers into the prepaid project, thereby insuring
continuity of care for clients who had chosen these providers in

the traditional system with no restrictions on freedom of choice.

Secondly, informed freedom of choice-is most relevant at the
outset of the patient/provider relationship. gnke this wmutual
commitment has been made, dissolution of the partnership should
be undertaken by either party only when based on cause.

i
- And lastly, we believe the Missourl project has actually
resulted in greater freedom of choice for the Medicaid clients.
New providers -- the federally qualified HMO's -- have been
enrolled for the first time. Clients are fully informed about a
wide range of choices and given more information than ever before
in making a decision about where to get health care. The promise

of guaranteed access is perhaps the greatest freedom of all.

However, the §1903(m) provisions as they currently exist are
not the appropriate vehicles to protect Medicald clients. States
have no less concern than Congress about safeguarding clients
from the péor provision of health care, and states have perhaps
even a keener and more immediate interest in the success of new

approaches for the delivery of health services to Medicaid
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clients. States cen and will act responsibly in using greater
flexibility provided through the federal structure and we urge
you to make certain such flexibility is guaranteed. Tog;fher. we
can redesign the Medicaid program. Our common goa{ must be not
only an improved health service delivery system but a more
responsible financing system that uses scarce resources in the

best way possible.

85-284 O—-84—14
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STATEMENT OF PAUL ALLEN, DIRECTOR, MEDICAID SERVICES
ADMINISTRATION, MICHIGAN DEPARTMENT OF SOCIAL SERYV-
ICES, LANSING, MI

Mr. ALLEN. Senator, this is about the third time I have appeared
before your committee on some of these issues with a sort of status
report.-And T have got some good news, and I have got some bad
news. The good news is that section 2175 waivers do work. We have
had several in Michigan for over a year, and the one that has
worked the best is the one that has allowed us to go into a primary
care network, much as Jack Meyer was talking about, to the extent-
that 16 percent today of our medicaid population is in some form of
primary care network, either in a health maintenance organization
or in a primary physician-sponsored plan waiver which we received
last year. That 16 percent represents 130,000 people in the State of
Michigan. Medicaid individuals are in primary care network type
ap&'oach, most of them in an HMO.

e expect by next year to have 40 percent of the medicaid popu-
lation in a primary care network—either an HMO or a primary
physician sponsored plan. And so, the waiver process helped us to
move forward in this area bi/‘ waiving the freedom of choice issue.
We do provide freedom of choice through physicians and HMO's,
but it is mandatory in the major catchment area, which is Detroit,
Wayne County.

ey may choose one or the other, and it is working and it had
some political problems getting started because we are, for the first
time, restricting the freedom of choice.

It is providing mainstream access to the clients concerned. The
initial returns say it is economical. It is cost effective. It is giving
us some of the same benefits we got in the HMO’s, and that is
minimizing the hospital care, both inpatient and outpatient, as a
lot of our clients didn't even have a doctor until we got into this
form of operation. So, on balance, it looks real good, and we will
know more in about a year. We have an evaluation project spon-
sored by HHS that is allowing us to move forward and evaluate
this thing objectivelﬁ.

The bad news is that in support of what Sharon said, Michigan is
having a problem with 1303(m) in terms of the restriction of 76/25
match for public versus private enrollees. We have no public
HMO'’s in the State of Michigan. All we have is private, and two of
them have exceeded the 76 percent threshold because their catch-
ment area is in the medicaid population centers of the State, and
_ they have great difficulty making the 75/25 split, to the extent that

if we follow the letter of law, I am going to have to cancel a con-
tract tomorrow because my waiver expires on the 76/25 match
under 1903(m), and I can’t, in good conscience, cancel that contract.
It is saving the State and Federal Government over $2 million a

ear just for one HMO. We have over 30,000 enrollees in that

MO. They are getting quality care. It is a licensed State and Fed-
- eral qualified HMO, and yet we are being forced by the law to
cancel the contract, and won't do it. So, it may cost the State
money, but we have got to change that law. If you are a gublic
HMO, you can get a waiver. But if you are a private HMO, you
can’t, and to me it is an anachronism that we should be allowed to
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have this continue. In closing, I think that the long-term approach
for all medicaid enrollment and care in the future is going to have
to be a case management approach.

We are experimenting with 2,000 or 3,000 in Michigan. We are
experimenting with hundreds of thousands, and our initial output
says that, at a minimum, it is going to be 5 percent cheaper and
probably it is going to be 10 or 156 percent, and at a maximum, we
are already seeing that it is forcing hospitals to close outpatient de-
partments and emergency rooms because there is a shortage of pa-
tients. And this is a health care turnaround over the past 10 years.
Ten years ago, there was a shortage of doctors and health care re-
sources. Today, there is a shortage of patients.

And the 2175 waiver in all it holds for promise has exacerbated
the competition with these limited patients. And we think it is the
onéz way to fly for the future.

nator DURENBERGER. OK. Thank you very much.
Ms. Morrison.
{The prepared statement of Paul M. Allen follows:] -~
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Testimony of Paul M. Allen, Director, Medical Services Administration, of the
mcl;iga; Oepartment of Social Services before the Senate Finance Committee on
March 30, 1984.

SUBJECT: Section 2175 Waivers of Freedom of Choice under the _gnnibus Budget
Reconciliation Act (OBRA) of 1981 and the impact of changes brought about by
TEFRA of 1982vas it relates to the prohibition of Medfcaid contracting with a
private HMO that has more than 75% of their enrollees consisting of Medicaid
and Medicare beneficiaries. -

The State of Michigan requested a waiver from the Department of Heut\h and
Human Services of Section 2175 of OBRA in November 1981, The portions of the
Social Securtfy Act specifically waiver were sectfons 1902(aj{1) and (23).
The waivers were needed to implement a physician case management arrangement
known as the Physician Primary Sponsor Plan. This Plan has enrolled Medicaid )
beneficiaries -with primary care physfcians in Hayne County, Mi:nigan, since 1982.
The major objectives of this case management system are four in number:

1. To increase physician participation in the Medicaid Program,

2. To provide recipients better access to the health care system,

3. Better management of the use of medical services, and

4. To control costs in the Medicaid Program (p_g_rticula:rly hospi tal
. services) while paying equitable fees to physicians.
One of the major features of the Physician Primary Sponsor Plan was a limitation
of the Medicaid recipients' freedom to choose their health care provider fro_n_
among physicians and HMOs participating in the Plan. This restriction on freedom
of choice was the major realon for requesting a waiver authorization under the

provisions of OBRA of 1931.
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Subsequent to approval of our waiver request, the Michigan Medicaid Program
working ;vith the bdeneficiary-and physician communities ‘commenced the Physician
Primary Sponsor Plan in Wayne County. Approximately 1,100 primary care
physicians 1n~the county signed contracts with the Medicaid Agency. This is
about 55% of practicing MDs and DOs classified as primary care physicians in

Hayne County.

The Physician Primary Sponsor Plan in the past 20 months has enrolled 38,000
Medicaid recipients, primarily in the Detroit area of Wayne County with
appropriate primary care physicians. In addition, as a result of the conpetitio;
generated by the case management approach, there has been an exponential increase
in enrollments by Medicaid recipients in health maintenance organizations (HMOS)
in ‘_{ayne County. Consequently, there are approximately 30,000 Wayne County ‘
Medicaid recipients enrolled in HMOs as of this month. I; addition, in 1982

we launched another HMO-1ike option under the 1981 and 1982 “"flexibility"

sections of Title XIX of the Social Security Act. This option called the
Capitated Ambulatory Plan now has 2,000 enrollees in Wayne County. In sum, there
are approximately 120,000 of the targeted population of 320,000 Medicaid eligibles
in Wayne County now enrolled in some form of case management arrangement. We have
accelerated our enrollment activity and expect that within the next 18 months that
all 320,000 Medicaid recipients {n Wayne County will be in some form of a case ‘
management arrangement. As soon as we have digested this elephant-sized project,
we will be moving into other counties in Michigan.

Though 1t is a bit early to make an accurate assessment of the impact of this

case management activity, initial indications are that most of its objectives
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will be fulfilled. A small sample taken from the 38,000 enrollees mentioned
earli_er'- indicates that this small group and the physicians sérvlng them have
been effective in providing access to mainstream healtth care while reducing
almost every facet of health care costs as compared to their counterparts who
were not enrolled in the s,vstem.' further the sample group's health care
expenses are much less than they were before they entered the system. Hith.
respect to HMO enrollees, we have had contractual arrangements with KMOs in -
Wayne County since 1972 and we know that this form of health car?e delivery is
both cost effective and provides accessible care of high quality. As an aside,
our average savings with Medicaid HMO enrollees is 10 cents on the dollar as
compared to fee-for-service. This will amount to 6 million dollars in savings
to Medicaid in Michigan this year for our growing HMO enroliments.

The Physician Primary Sponsor Plan because of its significant impact on the

health care delivery system is being _intensely monitored ty all interests

involved through a steering committee which I chair. Those involved include
client advocacy groups, the osteopathic and allopathic physicians throughout

the state, the Legislature, the hospftal industry and the executive branch of
government and other interested parties. - The Department of Health and Human
Services has also financed an evaluation project through which we can make a
sophisticated and hopefully objective evaluation of the impact of the case manage-
ment approach from every perspective. However, the HHS sponsored evaluation
project is of long duration and will probably not provide meaningful information

for at least six more months.

My report today is that, based on early returns, the case management aoproich
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and related expansion of HMO-1ike capitation arrangements holds great promise
for containing costs while improving access of Medicaid clients to the health
care system. [ expect that in both the short term and long run, it will divert
Medicaid beneficiaries away from both inpatient and outpatient hospital care.
Over the years, many of oar.ben_eficiaries have become dependent on these
expensive forms of health care delivery because of lack of access to other forms

of ambulatory care.

The waiver authority granted by OBRA has been most valuable to Michigan in our
efforts to implement innovative and cost effective health care delivery systems.
We intend to use this authority wisely and judiciously to improve services state-

wide while husbanding our scarce resources. -

With respect to the second part of My message, I have a different story. Hichigan
is befng severely handicapped in our efforts to maximize HMO enrolliments with
orivate organizations because of the fact that in two of our Detroit-based HMOs
more than 75% of their enrolled population are Medicaid or Medicare beneficiaries.
There is a 1imit in Section 1903(m) of the Social Security Act which was placed
there by TEFRA and its background discussion. This limitation on Medicaid/Medicare
enrollees is apparently not subject to waiver except for “Pudlic HMOs". Why this
distinction, we do not know. We do ~I:m).w that we have no pudblic HMOs in Michigan.
Two of the seven HMOs we do have contracts with in South East Michigan serve in
excess of 50,000 Medicaid/Medicare enrollees and they serve them quite well,
Because their population mix exceeds the 75-25% formula, | am being forced
imninently to consider cancellation of these vital cost effective contracts.

These KMOs are providing quality care at great savings under state and federal
licensure/cerﬁﬁcation standards to an underserved popuylation. The law and
Social Security Act need to be changed now to resolve this anachronism. We

need your help to restore some sense to our efforts to expand proven health

care delivery systems such-as privately owned and financed HMOs that are

willing and able to serve the Medicaid population.

~—
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STATEMENT OF KATHRYN MORRISON, ADMINISTRATOR, DIVI.
SION OF HEALTH, WISCONSIN DEPARTMENT OF HEALTH AND
SOCIAL SERVICES, MADISON, WI “

Ms. MorrisoN. Thank you, Mr. Chairman. For the last couple of
years it has been Wisconsin policy to encourage HMO’s in all sec-
tors. We have done this in a number of ways. First we passed a law
that requires each firm having over 250 employees within the State
to make an HMO or PPO option available to their employees, if
one exists within their geographical area. Second, we have gone
through a process of tring to encourage medicaid recipients to
enroll in HMO's—1I will speak more about that.

Third, in the last year, we have encouraged State employees to
join HMO’s. In the last year, 60 percent of all the State employees
who could join HMO's did so. )

These employees are asked to participate in the HMO for a
period of 12 months. They then have an opportunity to disenroll.-

Why are we so involved in encouraging HMO's? For two reasons,
one of which is we believe in the importance of treating a system
which emphasizes prevention and J)rimary care. We believe a-capi-
tated system does that. The second reason is that we are obviously
concerned about overall costs. We are concerned /about the kinds of
actions that we in the State of Wisconsin and{‘ other States have
taken in the last couple of years with regard bo:-medicaid. It is true
in Wisconsin that, while medicaid was going up at 17 to 18 percent
in the last part of the 1970’s, it has, except forithe last year, been
going up at a rate of 3 or 4 percent in Wi in. Why is that?
That is use we made people no longer eligible for medicaid. We
_iust lopped some people right off the rolls. We cut back severe-
y on certain benefits. We do not wish to do that any more. We
would prefer to have another kind of approach. That is the reason
that we are encouraging HMO's as an alternatiye approach to put-
ti% some constraint on costs. |

e are finding in Wisconsin that the HMO's that are interested
in bidding for MA patients are the same ones that already have
State employees. -

There are 15 HMO’s involved—11 of those HMO’s are HMO's
which have a significant number of State employees already in it.
Four others will be new HMO’s although they are providers which
have been traditional MA providers.

For instance, the several community health centers in Milwau-
kee have gotten together and created an HMO. These new HMO’s
also include one of the smaller religious hospitals located in the
inner core of Milwaukee—Milwaukee Children’s Hospital, which
has about 40 percent of its clientele medicaid—and Milwaukee
County institutions which also have a high share of medicaid pa-
tients. So, what we find is that the HMO's interested in the MA in
State of Wisconsin fall into two categories. One is the B%roup of
HMO’s just interested in serving patients including Medicaid
Their first set of clients are people from businesses and state em-
ployees. The second group are those which have been traditional
fee-for-service MA providers.

We believe that this is going to be a very beneficial kind of
system because we will have an HMO system which is built around
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the needs of workers—people who are reasonably sophisticated in
ensuring that they get good care. We believe that is important for
quality insurance. We are, of course, not only counting on that to
ensure quality. We are asking that HMO's have both an informal
and a formal grievance procedure. We have found through experi-
ence in the two HMO's that exist for Medicaid right now that, in
fact, the informal system tends to solve most problems quickly and
efficiently. The State will audit these systems periodically. We will
also be contracting with the University of Wisconsin Madison to
take a serious look over the next couple of years at quality and pa-
tient satisfaction in all the HMO’s providing care for medicaid.

We have found thus far that we are saving about 6 percent. We
believe this will eventually rise to 10 percent. I think that in the
future this means savings in the range of $15 to $20 million a year
on the Wisconsin system.

We believe that to continue to make it work we are going to need
the ability to waive some of the freedom_of choice conditions. Spe-
cifically we believe that it will be necessary to have MA enrollers
commit to 6 months or more. State employees now commit to 12
months. We also believe that when we have a variety of HMO's to
offer, the individual on medicaid should be required to choose from
.among that group. Thank you.

Senator DURENBERGER. Thank you very much.

Ms. Wasek.

[The prepared statement of the Wisconsin Department of Health
and Social Services follows:]
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WISCONSIN's
HEALTH MAINTENANCE ORGANIZATION PREFERRED ENROLLMENT INITIATIVE

Thank you, Mr. Chairman, for sllowing me to pressnt this testimony on the

vaiver of ¥edical Assistance freedom-of-choice in Hheouli.n.\\l am Kathryn

' Morrison, Administrator of Wisconsin's Division of Health.

OVERVIEW AND BACKGROUND

In Wisconsin, it is state government poli.cy to encourage HMO formation and
growth in order to help control health care costs and to provide high quality
care. NWajor State legislation was passed in 1983 to facilitate HMO -~
operations. The State Health Plan calls for major HMO formstion end growth.
—~——
Hhcohun State government also is using its buying power to encourage HMOs.
In November, 1983 State employees went through an "open enrollment period” fn
vhich they were given a choice of an HMO or the standard fee-for-service
plan. The State pays 107 percent of the lovest cost plan for State employe
health insurance, and the employe pays the difference between that amount and
the premium of the specific health care plan. There vas s strong incentive
to join an HMO because their premiums were lover. In Dane County, over 60

percent of State employees had enrolled in HMOs as of January 1, 1984.

State government is also expanding enrollment -of MA recipients into EMOs.
The waiver of the federal MA freedom—of-choice lav permits Wisconsin to
require enrollment into HMOs. If there is.only one HMO/MA contract in an

area (as is the case nov with contracts in Marshfield and Wadison), the MA
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recipient must be given the option of disenrolling. If there are two or more
HMO/MA contracts, the MA recipient can be required to choose one of the HMOs.
Currently the State has implemented only the first type of restriction for
the Greater Marshfield Community Health Plan in Marshfield, and the Group

Health Cooperative in Madison.

The freedom-of-choice wvaiver accomplishes the following important objectives:

1) Increases enrollment of MA recipients in HMOs. HMOs provide comprehen-
sive health care at s cost-savings, focus on preventive care, and ensure

continuity of care.

" 2)  Treats MA recipients like State employes by increasing envollment in

m.l

3) Controls health care costs without reducing services.

THE NECESSITY OF HAVING AN ENROLLMENT COMMITMENT PERIOD LONGER THAN THIRTY

DAYS

In 1981, federal law vas changed to require that HMOs permit MA recipients to
disenroll as of the fiu‘t of the month after & 30 day notice period has )
passed. In 1982, the Federal Government eliminated the aushority of the
Department of Health and Human Services to vaive the thirty day disenrollment
option for programs of primary care case management. Lack of an enrollment

commitment period is a major barrier to the full success of Wisconsin's HNO

enrollment plans, HMOs achieve their typical high level of success by having

)
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an enrolled population for an extended period of time and being able to

manage health care. Without the enrollment commitment pariod:

~=The MA recipients will have inadequate time to experience HMO care and
make an informed choice about enrollment.

~~The HNOs will have insufficient time io demonstrate effective provision
of health care delivery, education, and hgclth maintenance services.

=-The HMOs will be unable to make sound financial plans.

~-=The State MA Program vill have higher than necessary costs for proces-
sing enrollment-disenrollment. .

~=The MA recipients will not be treated similarly to other enrollment

—

groups which have enrollment commitment periods.

The Prg‘f_c_r_red Enrollment Initiative can be uplu'cnied wvithout a six-month
entolinnu-co-uunt. but there is no question that the six-month enrollment
would enhance every aspect of the program, including quality of care,
continuity of care, effective provision of health maintenance services, and
control of enrollment-disenrollment costs. State employes have a
tvelve-month enrollment commitment, compared to the six-month enrollment

contemplated for MA recipients.

IMPLEMENTATION OF WISCONSIN'S HMO PREPERRED ENROLLMENT INITIATIVE

In the rural Marshfield area, enrollment of MA recipients into the Greater
- Marshfield Community Health Plan went from 600 to 4,300 in 1983 because of

this Initiative. When informed of HMO enrollment under the Preferred
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Enrollment Initiative, MA recipients can choose not to be enrolled, but only

about 10 percent do so.

Because Marshfield nov has about 90 percent of the MA recipients enrolled, it
is in a good position to plan for and manage the health care of the MA
population, With less uncertainty about the enrollment level and with
greater ability to plan for the MA population, wve expect increased cost-

effective delivery of care.

In Madison, enrollment into the Group Health Cooperative (GHC) of South
Central Wisconsin increased from 100 to 1,200 in 1983. When informed of the
Preferred Earollment Initiative, about 60 percent decided not to be enrolled.

The 40 percent GHC enrollment is considered very high for the urban Nadison
setting,

In 1984, the Initiative will be greatly expanded in Dane County and ¥ilwvaukes
County. A total of five HNOs in Dane County and fourteen in Milwaukee have
submitted proposals to serve the MA population. The Department is now
evaluating their proposals and plans to contract in May. Most of the HMOs
that have submitted proposals are already operational and serving large
numbers of private enrollees. The newer HMOs are traditional providers of
care to the MA population on a fee-for-service basis. Wisconsin requires
that all HNOs be certified and regulated by the Office of the Commissioner of

Insurance.

There are 10,000 MA-A{d to Pauilies with Dependent Children §ligiblcl in Dane
County and 110,000 in Milvaukee County. The expansion of the Preferred
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Barollment Initiative will enroll about 6,000 of the Dane eligibles and

30,000 of the MNilwaukee eligibles in HMOs in the first yur.’ As BMOs grow,

the Initiative will expand to other aid categories and areas of Wisconsin.

Wilvaukee has about one-fourth of the population of Wisconsin, and about
thirty percent of the MA population. Thus, the HMO Initiative expansion in
Nilvaukee can have a dramatic impact on the enrollment of MA recipients into

IMPROVED RECIPIENT ACCESS TO CARE/QUALITY OF CARE
&

Wisconsin requires HMOs to provide 24 hour-a-day, 7 day-a-week access to
quality care. HNOs must pay for emergency care provided by non-HMO provid-
ers. [§0p must demonstrate to the satisfaction of the Department of Health
and Socisl Services that they have the space, capacity, and ability to
provide quality care to MA recipients, before contracts are signed.
ﬁilconctn requires that HMOs must have a formal grievance procedure, an
informal grievance procedure, and that MA enrollees diu\ututud wvith the
outcome must be able to-appesl to ‘tho Department for a finsl and binding
determinstion. The combination of these processes will give an MA client

more redress than under the fee-for-service progras.

The Department will conduct annual medicsl audits to review the HMO quality
assurance plans, implementation, and follow-up. The Department will also
operate its own quality assurance system. To summarize and identify any

problems, the Department will use a computerized information systea.
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The Department vill conduct an extensive research and evaluation effort with
the University of Wisconsin Center for Health Péucy and Program Evaluation.
Quality of care, utilization patterns, and cost-effectiveness will be ex-

sained in the evaluation,

The Department fully expects this Initiative to result in an iwprovement in
access to quality care. We already see evidence of this in the planning
efforts by HMOs for the Initiative. HMOs recognize the need to attract and
satisfy the MA recipients. For example, the Greater Marshfield Plen and
Group Health Cooperative have employes designated to assist MA recipients
vith enrollment and service questions. We expect to see the MA eligibles

bescome one of the more sought after consumers of health care.
HMO enrollment provides many advantages for MA recipinnts:

--no MA co-payments;

--no MA prior authorization;

=~no MA required second opinions;

-~HMO emphasis on prevention and health maintenance;
--central location of medical records;

--coordinated care;

--guaranteed coverage when MA eligibility ends;
--guaranteed access;

--gtate-monitored grievance .yitcu:

=--HMO emphasis on satisfaction to retain membership;

--replacemsnt of "welfare" identity with "HMO member" identity.
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All these advantages will ensure and increase MA recipients access (o

quality, mainstream medical care.
HMO SUCCESS IN CONTROLLING UTILIZATION AND EXPENDITURES

. The Greater Marshfield Plan and the Group Health Cooperative have already
achieved remarkable success in control}ing costs and utilizstion. The
hospital utilization at Marshfield has decreased from over 900 days per
thousand MA enrollees in 1981 to about 500 in 1983. Group Health Cooperative
has succeeded in reducing hospital utiliz;tion from over 1,000 days per
thousand to about 475 dnyc‘ln 1983. This success illustrates what can be
expected in the large scale 1-pliuontation in Dane and ¥ilwaukee Counties in
1984. These decreases in hospital utilization bring MA utilization patterns

more ip _Jine vwith the rest of the population.

State reimbursement of the Greater Marshfield Plan and Group Health Coopera-~

tive has actually decressed over the last two years.

Overall savings to Wisconsin's MA program from HMO enrollment will be about
$100,000 in state fiscal year 1984 and about $1 million in fiscal year 1985.
Savings in fiscal year 1986 will be over $2 million.. As the Initiative
expands to include additional recipients, other aid categories, and other

geographical areass, savings vill increase further.

3%5-24 O—84—-b
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STATEMENT OF SHARON A. WASEK, DIRECTOR, DIVISION OF
HEALTH CARE FINANCING, UTAH DEPARTMENT OF HEALTH,
SALT LAKE CITY, UT N

Ms. Wasgk. Thank you, Mr. Chairman. In the interest of time, I
will focus my comments on some of the more salient aspects of
Utah's program because I think, in many respects, some of the
comments you have heard from my colleagues are very similar to
our experience in Utah, and my written testimony, I think, gave
you a pretty exhaustive analysis of how our program was imple-
mented. - ~

Basically, in Utah we implemented our case management—our
freedom of choice waiver—on a phased-in implementation, with the
full support of the Utah State Medical Association and the con-
sumer advocates. This, we felt, was very essential and has proved
to be one of the most beneficial aspects of our program. We chose
to put health care representatives in the field to interact with the
client on a face-to-face basis. Again, this was a very key aspect of
the approach we took. We developed a list of physicians who were
willing to take new medicaid clients. We obtained the physician
support up front and their official endorsement, which avoided the
need for clients to establish their own mechanism for finding physi-
cian care. The face-to-face contact also provided the client with an
improved level of medical care understanding.

Futhermore, this approval has resulted in improved third party
liability information collection and third party collections. We have
increased the number of preventive health care screenings for chil-
dren, all because of this one-to-one relationship between the State
health coordinator and the medicaid client. We have shown in the
1 year that we have accrued a savings of $4 for every $1 spent on
administrative costs, and we have increased the physician partici-
pation in medicaid by 15 percent. The savings are a result of the
reduction in the number of services as opposed to reduction in fees.
Because of the support of the Utah State Medical Association, we
have not had to pay physicians a case management fee, as some of
the other States have.

You may be interested in some of the other ways in which Utah

_has used the 2175 waiver authority. We have applied for and re-
ceived approval to selectively contract for hospital services, similar
to the California experiment. With the cooperation of the Utah
Hospital Association, we chose to implement on the DRG reim-
bursement instead. We view it as an interim method of payment to
collect more data in terms of case mix. This was implemented
State-wide on July 1, 1983. Our long-range objective beginning next
year will be to do selective contracting by DRG.

We also are evaluating the feasibility of selective contracting for
long-term care services. The reason that we are considering this is
that we are currently on a prospective flat-rate reimbursement
system for long-term care. We do have a surplus of beds in the

tate of Utah, brought about by an aggressive preassessment and
home community-based care programs, and with the experience of

—~ a flat-rate system, it has demonstrated that this approach in reim-
bursement does not provide an incentive for quality of care, the
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payment is neither reflective of the level of services provided, or
the level of services needed by the client.

Under this system some providers report considerable profits
while others report financial loses. -

We want to move into a more competitive marketplace, and the
surplus of beds should allow us to do this. We have also successful-
ly contracted for selective medical equipment and show consider-
able savings. Thank you, Senator.

Senator DURENBERGER. Thank you very much.

[The prepared statement of Sharon A. Wasek follows:]
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Enclosed are 100 inforwmation packets describing our method of
Medicaid's Case Management Progrem. The first page of tne
packet 1s & sumery, and the resainder is to provice detalls of tne

progrea.

Thenk you for this opportunity to present our ideas. We feel that
Uteh is maxking great progress in providing better quality care at
controlled costs for all Mediceid recipients.

- Sincerely,

SCaen & 0w

Sharon A. Wasek, Oirector

Oivision of Health Care Financing

] P.0. Box 2500 R
Sslt Lake City, Utsh 8all0 )

dwl
Enclosure




65

The Utah “Freedom of Chojce” Wajver

The high cost of medical care, with no controls for the recipient and
complete freedom of choice, creates very expensive health care. Many Medicaid
clients use multiple providers for their care; also, clients were unable or
uwilling-to find a doctor who would take complete charge of their care.
Therefore, we samw considerable use of emergency services and excessive amounts
of physician shopping and very little continuity of care. In March of 1982
_the State of Utah received a “Free Cholce of Provider” Walver froa the
Department of of Health and Human Services. This Choice of Health Care
Delivery Program has been operational, im-the four highest populated counties
of Utah, since July of that same year.

Utah's program provides Medicaid recipients with a choice of a HMO (Health
Maintenance Organ.zation) or a primary physician of their choice who is the
“gatekeepar® of their care. The primsry physician is responsible for
continuity of care by doing all the appropriate referring to specialists,
labs, x-rays, and hospitals. When the client enrolls in Case Management, the
primary physician's name appaars on his/her medical ID card. If possible, the
. spacified physician should always be called prior to seeking emergency care to
ensure appropriate use of the Emergency Room.

The preliminary results of case management show a significant reduction in
the number of physicians used, pharmacy claims and emergency room utilization.

4 [ raqe/Per,
n
Category of Claim 1st Quarter 1902  1st Quarter 1903 X Change +
Nuaber of ER (Emergency Room) )
Claims 294 .198 (36.6%)
Pharmacy Claims 4.200 3.770 (12.0%)
Number of Different
Physicians 1.470 1.100 (25.0%)

8y reducing the number of different physicians the continuity and quality
of care is improved. The decreased number of ER visits shows a greater
dependency upon the primary physician which also reflects upon the quality of

care.

Th ed Cost s F F Year of n
Recipjient State Wide

Case Management (3.4% savings) $ 32.00 $928,000.00

HMO (FHP) $352.80 - - $643,198.00

Total $1,571,198.00

After subtracting $296,555 in administrative expense the total uvlngi for
the first year is $1,274,643 or $4.3 saved for every $§! spent.

The Utah Division of Health Care Fimencing has found its program of
“fraeedom of Choice"™ has been a cost saving measure. But, of even greater
importance, is that we feel we are {mproving the quality of care for Medicaid
recipients. This is expressed in less physician and pharsacy shopping and
better continuity of care. This human concern for the quality of health care
provided is why our program has the support of a broad range of special
{nterest and professional groups.
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Dove Neodd Lobereswry Oesr Mr, DeArment:
The State of Utah Medicald p received a waiver from the Health Care
Finencing Administretion (HCFA freedom of chojce for Medicaid
clients sslect to receive care from a primery care physician of tneir
choice (Case Progrem) or from a Heslth Maintenance

Grganization (HMO). ,n;.tihoioo of-Heslth Csre Deﬁ:xy. through the Cass
Mansgement rem O th Meintenence Organiza has been
opoutimlpl?m four largest counties in Utsh for Medicaid Clients
since July 1982,

The high cost of medicel care, with no controls for the recipient and
complete freedom of choice, creates very sxpensive health care. Meny
Medicaid clients use multiple providers for their care; also, clients
were unsble or unwilling to find a doctor who would take conplete cherge
of their care. Therefore, we saw considersbls use of emergency services
and excessive smounts of physician shopping and very little continuity of
care,

Our Case Progrea provides Medicaid recipients with e primary
physician of their choice who is the "getexeeper™ of their care. The
primary physicien is responsible for continuity of care by doing ell the
referring to specislists, labs, x-rays, end hospitals.

T™his p hes accorplished s seduction of hospitelization, non-
essontisl emergency rvom use, duplicstion of lsd and x-rsy services, snd
h:: reduced the number of speciaslists and multiple prectitioners some
clients see,

when the client enrolls in Case Mansgement, the primery physicien's nese
sppears on his/her sedical ID card. If possiole, the specified physicien
should always be called prior to seeking emergency care. The primery
physicien or the doctor on call can meke sn assessment of the type and
place of treatsent required. The use of this procedurs avoids
unnecessary and ineppropriate use of the emergency room.

The primary pnysicisn is responsible for sll referrals to specialists,
thus ensuring entry to the sppropriste specialty. Tne continulty of care

An Equai Opponuacy Empleyer
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is maintained and duplication of costly health care resources is recuced.

The use of a referral form was specifically designeu to facilitate

information exchange. A copy of this form comes to Medicaid, which

me?‘n tne State to track the number of referrals from a particular
cien.

The preliminary results of case management show 8 significant reduction in
the numer of physicians used, lab fees charged and emergency room
utilization by recipients. -

An altemative program available for Medicald clients to receive medical
care, in addition to the Case Management program, is enrollment in a

health saintenance organization, Tne Utah Medicaid program currently
contracts with one HMO--FHP of Utah., Medical care received from an HMO is .
less expensive than medical care received in tne Medicaid fee-for-service .
sal:toi;&mronmnt in FHP has increased from 5,000 to 7,000 clients since
uly .

We have included a copy of Utah's Extension of "Freedom of Choice™ Waiver
request that can be used as written testimony. Estimated savings realized
from the Case Management and HMO programs are contained on pages 2 to S of
the waiver request.

The Utsh Division of Health Care Financing has found its program of
“Freedom of Choice" has been a cost saving measurs. But, of even greater
importance, is that we feel we are improving tne quality of care for
Medicaid recipients. Tnis is expressed in less physician ang pharmacy
shopping and petter continuity of care. This human concermn for the
quality of health care provided 1s why our program has the support of a
oroad range of speclal interest and professional groups. (See the Utan
Issues letter in the waiver request).

As the State Medicaid Director, I, or members of my staff, would
appreciats the privilege of testifying pefore your Committee. Wws are
excited about the progress the State of Utah is making in our Medicaid -

programs, . - 4 —
Sincerely, ~
St & loaae

Sharon A. Wasek, Director
Division of Healtn Care Financing

1Jh
Enclosure



68

EXTENSION OF "FREEDOM OF CHOICE" WAIVER ~.

A. MEASURES OF COST EFFECTIVENESS

The high cost of medical care witn no controls for recipient utilization,
and complete—freedom of choice creates very expensive neaitn care. Many
Neaicaid clients use multiple providers for their care, also clients are
unadle, or uwilling, to find a doctor who will take complete cnarge of
their care. Therefore, we see considerable use of emergency services, and
excessive amounts of pnysician and pharmacy shopping and very little
continuity of care.

Our Case Manegement program provides Meoicaid recipients witn a primary
physician of their cnoice who is the “gatekeeper' of tneir care. Tne
primary physicisn is responsiole for continuity of care oy doing all tne
referring to specialists, laos, X-rays, hospitals and pharmacies.Tnis will
sccomplish a reduction o nospitnization, non-essential emergency room
use, ouplication of lab and X-rsy and the many specialists and multiple
practitioners some clients ses.

when the client enrolls in Case Management, the primary physicisn's name
sppears on his/her medical ID card. If possiole, tne specified physician

-——should always be cslled prior to seeking emergency care. Tne primary
physician, or the doctor on call, can meks an assessment of the type and
place of treatment required. Howaver, in s life-threatening situation, or
when the client has the need for immediste medical care, he/she is
instructed to go to the emergency room, Treatment will ps provided and
the hospital will notify the primary provider witnin twenty-four nhours.
The use of this procedure should help avoid unnecessary and inappropriate
use of the emergency room.

T™he primary physician is responsivle for all referrals to speciaiists,
thus ensuring entxy to the sppropriate specialty. —Tne continuity of care
is maintained and duplication of costly healtn care resources is
reduced. The use of a referral fomm (see Attacrment #1), which was coverea
extensively in provider training, was specifically designea to facilitate-
information exchange. A copy of tnis form comes to Meoicaid, which
enadles the State to treck the number of referrals from a particulasr
physician.

Under the waivered program, the recipient, upon eligioility detemination,
selects one of the following:

1. HM0 (Hesltn Maintenance Organization), where reimoursement fbr’ul
medical care provided is based on en at-risk capitation rate
(premium per patient per month).

2. An IPA (Incepencent Practice Association), where tne providers are
paid on a capitation rate. Referrals are made by primary provicer,
with some risk sharing assumed oy the primary proviuver.
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3. Case Management, which is pesed, at present, on fee-for-service
reimbursement with the client choosing one pnysician provider wno
would be responsiole for nis/ner csre. Tne State will share part of
the cost-savings as an incentive to control costs. Tne primary
physician will do all of the referring, out not oe responsiole for
payments to specialists, labs and other medical services.

The chofce of health care delivery is accomplished when the client is
interviewed by a Health Progrsa Representative (HPR) in the Departaent of
~Socisl Services Community Operations office. After tne client spplies for
and is certified for Mediceld assistance, tne HPR assists the clieat in

making a selection, as well as educating the clien: toward better
continuity of care. . .

The “Cnoice of Health Care Delivery®, with the Cass Management, HND, and
IPA programs, provides Medicaio recipients with a primary pnysician or
group of physicians of their choice who are the "gstexeepers" of their
care. The pr sicien is iple for continuity of care

doing all t?\eh:gtﬂ‘ym to Spocimstm:: laos, X-rsys, .ndyhospluls?y nis
will eccomplish s reduction of hospitalization, nonessential eme

room uss, duplication of lab services, X-rays, and the many specialists
end nultiple practitioners some clients see.

The preliminary results of case mansgesent shov a significant reduction in
the number of physiciens used, lab fess charged and emergency room
utilization by recipients. It is our desire to see cass

continue to expand state-wide, and develop a system to assist both the
state administrators end the providers with the type of information
necessary to continue improvement on the oversll sffectivensss of tnhe

. progrea,
Estimated Costs and Benefits

Ibe following are the projected costs saved by the introouction of case
management and FHP (HMO) in Salt Lake County. The comparison is mede
b:tmnl the first quarter of 1982 (Jmnuary - March) to the first quarter
of 1983.

These projected savings are then epplied to the State of Utah and tnhen tne
Federal AFDC funds to predict the possiole savings potentisl. Tne huge
possibilities of applying the Utan system nationelly create an
overwhelming need to evaluate ano specifically vefine tne areas of Utan's
Cass Manageent where the savings occur.

Estimated Sevings From Case Management

Due to the phased-in implementation scheoule, there 1s insufficient cata
to evaluate wWeoer, Davis and Utan Counties' case manegement statistics.
The following data and estimations are from the largest county, Salt Lake
County, whers tne most accurate cata is aevailadle. The estimated totals
include only Case Management eligibles, no nursing home, Aid to Femilies,
Ald to the Disabled, or General Assistance categories.

-
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1st Quarter 1982 Adjusted 1982  1st Quarter 1983
Jan 1 to Mar 31 For Inflation Jan 1 to Mar 3
8.88% (Utan
Annual Incoms)
Total Medicaid )
Claims Paid $3,035,439.00 $3,304,986.00 $3,199,182.00

Oifference Between 1982 Adjusted

and 1983 Estimated Savings Per :

QUBTLBT « . . « « + « + s s s- e s s e e + o $105,804.00
4

PT YERT. . « ¢ 4 o 4 4 4t e e e e e e . . RWEW
X Decrease in Medicald Peyments. . . . . . . . . 3.4%
$ Oecrease Per Client/Per Year

(13,414 1982 Ave Monthly For SLC) . . . . . .+ . $32.00

HYO (FHP Savings Over Fee For Service - AFDC Category Only

Fee For Service HO (FHP
Cost Per Client
FY 1982 $ 938.46 $ 570.80 —
$938.46
. 570.80
Savings Per Client/Per Ye8T . . . . . . . .+ « + « « 3$387.8
FY 1982 FY 1983
_ Total Enrollees with AP 4823 6646
6646
-4823
Additional FHP Enrollees in 1983. . . . .+ .+ .+ ¢« + + o

: ; X $367.66
Total Additional Savings for 1983 FHP Enrollees. . . . . . . $870,244.18 -

Projected Costs Saved Nationally

As demonstrated in Salt Lake County, the implementation of a Case
Management program resulted in a 3.4% reouction in payments. If we apply
this figure to the State of California AFDC payments, the savings are very

significant. Figures are from national Quarterly Puolic Assistance
Statistics, Department of Health and Human Services, January-March anc
July-September 198l1.
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Average monthly payments to California AFOC. . . . . $216,970,180

X decrease Inpayments. . . . . . . ¢ e e e W X 3.4%
Average monthly savings . . . . .« ¢« « + « o« . . 7,376,986

x 12 montns
Annual AFDC payments savings in California . . . . . V $ 88,523,832
In applying this process to the National Goverrment as a whole:

Average AFDC Monthly payments . . . . . .« + . . $1,083,205,650
XODecrease., . . . . .+ ¢ o+ 4 4 e e 4 s e & X 3.4%
Aversge monthly savings . . . . . .. . . . . . $ 36,828,992
5 x___12 montns
Annusl AFOC Federal Savings . . . . . . . . . . $ 441,947,904

Source: Quarterly Public Assistance Statistics, Department of Health ang
" Human Services, January-March and July-Septemoer 1981

Special Features of Target Populations

As the waivered program continues to expand state-wice, the fououmg
additional recipient populations will pe saded.

"1, Rural %glatlon: The AFOC population in rural Utah is in cities of
ess ,000. These rural population centers are geograpnically

scattersd over sn extremely large ares, with $5X of tne entire rural
- population having access to primary care.

2. Mlnorltﬁ %Q'_s'itlon: The State of Utan's populstion is
p y e; however, in certain areas of the State tnere
are hignh concentrations of minoritfes--in particular, nispsnics ano

American Indians.
Nusoer ¥ of Totsl g -

Total Population 1,459,010 100%
(1980 figures male
and female comoined)

wnite 1,358,196 93.1
Black 9,053 0.6
American Indien 18,042 1.2
Asian 18,078 1.2
Hispanic 55,641 3.8

Source: Utan Department of Employment Security, Labor Market
Information Services.
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Potentisl Savings Stetewide (45,429 Eligiole Clients) $1,433,728.00

Although the statistics are quarterly, the data is cosperec over a year's
tiss. Thus the full 8.88% inflation ute is usad insteao of the 2.22X
Quarterly Rate. -

Actual Number of Clients Enrolled in Case Management
in Utah, Davis, wWeber & Salt Lake Counties . . . . . 29,000

Dallars Saved/Client/Year. . . . . « + « o « o « « X __$32
Extisated Tots) Sevings Per Year in Case Mensgement . . . .  $928,000
Estimated FHP Savings PEE Year . . . . .« « o . . . . _6A3,198
Total Gross Savings FHP/Cese Manegement . . $1,571,198

Lass Munistnuvo m::;sxmséxw‘i’;q al: g; ::; ond v ‘
ﬂ of Carol Thomas' and Ed Furia's Time. o e o o+ =$296,353

Estimated Total Net Savings of »Choice of Healtn Care"
m Utm- 3 . . L] L] . L] L[] » . . . L] . . sl|27"“3

Olvided by Administrative Expenses. . . . « . .« . . . $296,555
Equals $4.3 saved for every $1 invested.

All figures include sll Mediceid payments except nn-smo nome.

MEASWRES OF EFFECT ON RECIPIENT

The State of Utah, Division of Health Care meg nas ong of tne most
sgvanced Medical l.nogmnt Information Systems (MMIS), with & sunsystem,
Surveillance, Utilization Review System ( ). This makes it possible to
track tne clients and providers utilizstion of Mecicaid. The Pnysician
Referrsl Fform (Attactwent #1) also provides information as to tna prectice
of providers sending clients to specialists.

Statistical data from Salt Lake County since the enectment of the waiver
shows a definite decrease in utilization by tne client (see Attschment
#2). The emergency room use is the most drametic, with a 36.6X cecresse.
There were no prograas in place to account for tnis cecrease other tnen
Osse Management.The progrem has been supported by tne Welfare Rignts
groups and they are again supporting us to go state wide with our Case
Msnegement Program (See Attachment #3)

The case rs in the Field Service Offices nave served as eoucators s
well as & liaison for client and provider regarding the Medicaio program.
Their one-to-one contact with tns client gives tnem an excellent
opportunity to help tne client to learn what represents good micu care
and the importance of continuity of care.
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The complaints are rare concerning tne clients' sccess to anod quality of
care. Tne Case Maneger cen assist him/ner to change to another provicer
who may De more eccessiole or provide the type of care tne client

prefers, The Case Managers see every new Medicaid recipient sand, st a
sinimum, at tne time of annual review, all those coaing in for review.
when a recipient needs to change providers, ne/sne sust retum to tne Case
Nu;nger to complete a new Healtn Care Delivery Sslection form (Attachment
#4). Tnis enables the Case Maneger to again do education and assist tne
client in any way necessary, They are also availaole for any provlems the
recipient mey encounter in Medicaid at any time throughout the year.

C. IMPACT OF THE PROGRAN *

Utah has been very fortunats in the fact that no litigation hes occurred
because of Case . A tremsndous smount of groundwork was laid
with physicisns previous to implementation of the Cass Msnageaent -
progrsa. This included winning the spproval of the State Medicsl Society
{ses Attachaent ¢#5) on ths program and on the brochure that was sent to
all physicians. The returned portions of the brochures were compiled into
8 list of availsdble pt;y;ﬂi:im ;‘d‘tlgm t:n:em Medicaid umrw Case
Management, When s ¢ , 88 by Case Manager, aid not have &
primery physicien, the list was useo to help the client hnd a physicien
willing to sccept & Medicaid client. The number of physicisns willing to
work with the program hes incresssd. Frequently contact is made witn the
Program Director Dy the providers concerning their clients. The mejority
feel much more comfortable with the prograe and would rather trsat the
Mediceid client as the primery physiciaen than just treating an unknown.

0. ~RATIONALE FOR EXTENSION

The State of Utan feels very comitted to the Case Management program,

Our cost savings and gtojectec savh?: maxes the program very
cost-effective as well as giving better continuity of care to the Medicaio
recipient. We need an extension of our Waiver to continue to work in tne
uroan area, but we are also very desirous of texing tne program state-wice.

Our objective is to improve the quality of health care in tne rurasl areas,
reduce the cost of Medicaid services ang increase the competition of
quality rural Medicaid proviocers.

POPULATION TO BE SERVED -

Description

There are 58,137 Medicaid recipients in Utan. After subtracting tne General
Assistance group of 2,708 and the Nursing Home group of 4,982, there are
50,477 eligible recipients for the "Cnoice of Health Care Delivery” progrsa in
Utan, of which apbout 90X are AFOC (Aia to Families with Depencent Cniloren)
with the remaining 10X in CC (Care for Onildren) and OAA (0la Age Assistance).

Source: Utsh State Department of Healtn, Division of Healtn Care Finanting
(average montnly figures for FY 1982-83 preliminary report July 29, 1983).
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Of the 50,477 eligibles only 7600 receive heslth care through tne State's only
0 (FHP), which is limited to service in only three of twenty-nine counties -
Osvis, Weber, and Salt Lske. An estimated 29,760 of the same grm:p of
eligiples are, or will pe, enrolled in Cass Management or the Primary
Prysician concept, Tnis leaves 13,117 who do not have any affilistion witn
the Primery Care progrems as ndmsnistem oy Case Management, HMO's and IPA'S
and who live in Rural Utah.

Tnis group of 50,477 eliginle primary care Medicaid recipients is the target
group for the proposed use of the HCFA demonstration grant. Approximately 80X
of this group are in the srea of the State called the Wasatch Front, weoer,
Dsvis, Sslt Lake, and Utan counties and ere currently participating in the
Case Management program. The remaining 20X are spread over tne remaining 25
Utsh counties in small cities and towns of 20,000 or less people. Tnis
remaining group will begin to participate in the Case Manegement program as it
expands statewide

Rstionsle For lstion Selection: The 50,4877 AFOC, CC, and OAA Medicaid
recipients oeccurntil Tor approximately 52% of the FY 1982-83 state Medicaid
budget (exclude nursing home expenditures).

Totsl Medicaid Services $123,034,000

AFDC, CC, OAA Expenditures $ 63,977,6%0

Source: Utah State Department of Health, Division of Health Care
Financing Preliminary FY 1982-83 report July 29, 1983.

1f, by going to the Primery Care concept statewide, a one or two percent
savings is realized, it could ve significent, and a five percent reduction in
expenditures as predicted, could reduce tne state's Medicaid budget oy
$3,198,884 & year. _

Since the granting of the state's "Freedom of Cnoice Waiver”, the entire
Medicsid population other than the GA and institutionalized groups may pe
pleced, according to their choice, into one of the three cetegories of the
waiver - Case Management, HMO, or IPA. The State, thereTore, has a population
defined with which {t cen implement tne Primery Care concept without any
difficulty.

Specific Recipient Medicaid Categories Targeted

Category Number of Recipients
AFDC 45,429 )
OAA 4,038

cc . 1,010

Other Classes of Payors

The target population will not include any other class of payers, the only
payer will oe the State Medicaid program.
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Prodblems of the Target Population in Receiving Care

Linited number of HO's and IPA's: There is only one HMO in Utan, FHP wnich
is in Weoer, Davis and Salt Lake Counties. Tnere gre no IPA's at tnis time.

Population Distribution: 13,117 of the Medicaid recipients eligiole for the

Primary Care concept live in rursl areas in population centers of less than

20,000. The logistics to serve tnis group of recipients have prevented the

irplementation of the cass management concept statewide. However, this is the

specific target group for the Rural Health Nstwork, wnich is tne approach tnat

;:lé be used to expand the Case Management Program into the rural areas of the
. ‘.O !

Americen Indian Population

One specific area of concentration for the proposed grant project is tne .
Arerican Indian population in Utah. Tnere are two trioal organizations of
major proportion in Utan--the Ute trioe in Ducnesne and Uintan Counties, with
aout 2,500 mempoers and the Navajo tribe in San Juan County witn approximately
6,000 menoers. Both groups historically have high unemployment and & nign
dependence upon state health programs. Utah Health District 7R, whicn is San
Juan County has soout 1,000, or of its total population enroilod in
Medicaid.” These figures are extremely large wnen lasss than 4% of the total
state population is enrolled in Medicaid.

We feel that a mejor effort needs to be extended to the American Indien
population of Utsh for a well-managed health care progran. The proposed Case
Mana t Representatives in both of the above areas will have a8 smaller
totag population, but a higner concentration of Medicaid recipients, many of
which are native Americans. Also, it is estimated that 40X of San Juan county
is below the poverty level. . )

Source: Medical Assistance '82, FY 81-82, Utah State Department of Health,
Utan Affirmative Action Information, February 1981, Joo Service. .

State-of-The-Art Resolution

1. ORGANIZATIONAL STRUCTLRES - CURRENT: As of Novemoer 1, 1983, tnere
are twelve healtn districts in the State of Utan. Tnese are
multi-county in the rural areas, and partial county in the
metropolitan Salt Lake City area, Tnese nealtn districts oo not,
undar the Utsh system, administer any Medicaid funds. Tney are,
however, involved in immunizations, pregnancy screenings, ano other
state and federally funded programs.

In addition, there are also three rural hesltn clinics located in- -
non-populace areas of Loa-8icknell, Duchesne, and Green River. They

provide primary health care to indigent and low income residents.
Funding for these rural health facilities comes from potn state ang

federal agencies with no Medicaid aoministration responsipilities
whatsoever.

At tnis time, Medicaid is aoministered in rural Utah on a
fee-for-service pasis through qualifieo provicers, i.e. pnysicians,
specialists, nursing nomes, hospitals, and other designated entities.
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Services Provided: Tne State of Utan provioes tne following
Categorlies of care for AFOC Medicaid recipients:

Priysicien services

Inpatient Hospital services

Home and rural healtn services

Prescrived medications —
Dental care

Ladb end X-ray services

Podiatry care

Eye examinations and eyeglasses

Speech_snd audiology services

Physical The -

Psychology services

Mentel nealth services

Femlly planning services

Early periodic screening, diagnosis, and treatment (EPSOT)
Medical supplies, prosthetic devices, and special sppliances
Medical transportation

Special surgery such as open heart, organ transplants, etc. are
referred to the major metropolitan nospitals I northern Uten.

Administrative Systems: Mediceid inTUral Utah is administered on a
Tee for service basis, with tne providers pilling tne State Medicaid

Agency directly and these claims being pald on a weekly basis as
suomitted. .

Approach for Provlem Rcsoiution

1.

Rural Health Network: Tne purpose of the Rural Health Network (RHN)
s to provide case management through primsry care sicians/
providers and/or HMO's or IPA's. This will be accomplisnen througn
the formation of an administrative sgency consisting of a project
director and five Case Management Representatives. The Case
Management Representatives will first enlist family practice
physicians as primary care providers, then assist AFOC ano otner
case management eligioles in tne selection of one of the faaily
practice physicians as their case manager. Additional
responsibility following tnis initial formation of tne cass
management system-will De to assist, promots,-and markst HMO's ano
IPA's in areas with populations large enough to support capitated
programs. Another important continuous function of the Rural Healtn
Network is the training of potnh providers ang clients in ways to
improve quality and reduce costs.

The following cities are targeted: Logan, Tremonton, 8righem City,
Tooele, vernal-Roosevelt, Price, Monticello, Delta, Cedar City, St.

George, Gunnison, Ricnfield, Panguitch, Kanao.

The Project Director's function would pe to direct and oversee tne
RHN's operstion including: claims processing, record keeping,
M.1.S., direct supervision of the rural case management
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representatives, developing marketing plans for the creation of HMOS and IPAs
in the target areas, and creating tralning programs for provioers and clients.

Tne goals of the Rural Health Network are to (1) get 90% of all
eligivle AFDC clients enrolled in case management and, (2) at the
end of the 3-year demonstration period have 20% of those clients in
capitated programs such as HMOs or IPAsS. Tnese Qoals are reasonaole
as similar results have already oeen acnieved in the four
metropolitan countlies during the initial 2-year implementation

period.
Tne Oivision of Health Care Financing in Utan is desirous of continuing the
Case Ma nt Program and request our "“free Cnoice of Provider" waiver oe

extended for at least the next two years, beginning March 24, 1984, Tnis will
prevent any break in continuity of the progranm.

35-234 O—BL—8
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UTAK DEPARTMENT OF HEALT™
MEDICAID FORM

PHYSICIAN REFERRAL FORM
OIVISION OF HEALTH CARE FINANCING
CUIENT UTILIZATION CONTROL PROGRAM

VAIL TO:
S..ent Utkzation Control Program f
Room 440
P.0.80x 510187
Set Lake City. Utah $4141

“=¢ recipient named below requires medical services in addition to-those that-+provide-t-sm-therefore,

-s‘erring the recipient 1o the practitioner named below, a8 discussed with the recipient.

SSCIPIENT NAME

- .

(V1

ZDICALD 1D NUMBER:

Fem

CONSULTANT REFERRED TO? vy

2EASON(S) FOR REFERRAL:
Q Opinion Only
O Concurrent Care o
O Referred tor Assumption of Care
2:AGNOSIS (ES) and/or CONCERNS:

Agsrens

= sterring Provider Name, Address and ﬁophom

< gferring Provider License No.| Date Referral Authorized

Referring Provider Signature

- 42820 01 Chent UAg 3000 Controt Srogram

*NOTE: TO CONSULTANT

TO 830urs DrOMPL DEYMON when Delling for
YOUr 880viCet. assure that the lilMl’m'
Physi Liconse N @ enered in the
“Refernng Provider License Numbder™ fisld
on your HCFA-1500 or Inpatem Hospdai

Soee Attachment £ of your r

Provider Manual
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- RLIAVAMENT #¢

Specific Statistical Dats, Aversge/Per/Client
Salt Lake County Case Management N

" Category of Claim . 1st Quarter 1982  lst Quarter 1983
Number o‘ Physicien Office

visits 2.83 2.23
Number of ER Claiss « 294 .198
Pharmecy Cleims A.28 3.7

Number of Different )
Physicians 1.47 1.10
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'UTAH ISSUES

Statewide Information System on Social Issues

" (801) 521-2035 231 East 100 South .-

o 1AL

Lower Level
Lake City. Utah 84111
December 5, 1983 Saht Lake City. U

Carol Thomas

Utah Department of Health/Health Care Financing
150 Mest North Temple

Salt Lake City, Utah 84103

Dear Ms. Thomas:

As a representative of & community-based organization, I Have monitored the
development of Case Management in the target areas for the past year and
found, generally, that it has worked to the benefit of Medicaid recipients.
1 appreciate the responsiveness of your agency to our concerns,

Utah Issues Information Program was incorporated in 1972 as a state-wide
mechanism to address issues pertaining to Utah's low-income population. The
basic philosophical tenets under which we operate are as follows:

1) that low-income needs are inadequately represented in governmental
decisfon-making. However, needs of low-income people can be ad-
dressed effectively through recognfzed democratic processes with
assistance from those who understand the. decision-making process;

2) that welfare recipients and other dependent poor want to work and
will become economically independent {f programs are deSigned to -
facilitate, rather than discourage, this self-sufficiency. The
clear goal of social programs serving the low-income should be to
eliminate existing barriers to economic independence;

3) that governmental programs designed to aid the poor will be more
successful and more cost-effective if those to be served are involved
in the planning and monitoring of those programs; and

4) that the quality of life for all citizens is improved when the needs—
of the disadvantaged are addressed adequately.

As federal and state resources to provide the poor health care constrict, we
are supportive of alternative modes of delivery that maintain quality of care
and encourage fiscal accountability. We would hope to be able to continue to
relay and represent concerns of low-income participants to you and other de-
cision-makers.

Our and your objectives happily coincide in the matter of Case Management. Be
assured that we will follow any expansion with interest.

Again, 1 appreciate your responsiveness to concerns raised by and on behalf
of Medicaid recipients.

Sincerely,

Bi11 Valsh, As§istant Director
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Senator DURENBERGER. Let me start with the issue that some of

E))\; raised—which was 1903—and I will just read from the Blue

k and ask you how we are going to handle this in places like
Michigan and Missouri.

It says:

Proponents of the deletion of the 1903(m) waiver authority argued that allowing
the Secretary to waive these requirements might lead to contracting abuses similar
to those which occurred duringsthe Medicaid prepaid health plan scandal as experi-
enced by California in the 1970s. During that period, lax contracting controls result-
ed in discriminatory marketing practices, denied access to needed services, and
other problems.

Now, I know that wouldn’t happen in Michigah, and I know that
wouldn’t happen in Missouri, and so forth, but folks are concerned

about medicaid bills, if you will, in the form of a prepaid plan. If .

you come to my State, with which you are all familiar, you don’t
run into this kind of problem because there were seven or eight
HMO'’s there already in the private sector, and all you would have
to do in this process is buy in through medicaid, and you would
never run into this problem. Why is it though that with the advan-
tages the community has in having large populations who are will-
ing to enroll in prepaid health plans that the community can’t pick
-up this notion and expand it to the medicaid po&tﬁlation, expand it
to employer-based porulations‘, and so forth. y is it that the
community doesn’t solve your problems rather than our having to
solve the 1903 Problem by eliminating the 75 percent?

Mr. ALLEN. | have been contracting with O'’s since 1972, and
I have been hearingrfhat sanie old song about the problems in Cali-
fornia since 1972. And I think they have taken a specific problem
that occurred early in the development of HMO’s relationships
with medicare and medicaid, and they have tarred the States with
the same brush, and it is wrong. We had an HMO licensure lawin
Michigan before they had Federal standards, and we have been
monitoring it carefully, and we have more petwle as a percent of
our po;ulation than the private sector does. We have, as I said,
over 12 percent of our medicaid population in an HMO right now,
and I think in the private sector—the Fords, the General Motors,
and so forth—theirs is less than 4 percent.

So, I think the California experience is not applicable in today’s
marketplace at all. ‘ .

Senator DURENBERGER. But why would you have a problem in
Wayne County when you have all those auto workers ready to sign
up for the O's?

Mr. ALLEN. I think because the union contracts had some specific
language about the ability to encourage market, coerced their
membership into that kind of a health care delivery system.

Senator DURENBERGER. Very good. The reality is that the United
Auto Workers have decided that you can only go to a captive HMO.

ight? Is that good for Wayne County and its poor and its economi-

y disadvantaged? Why should I change the rules here when
these guys that are getting paid $6,000 for their health insurance
are restricting access in Wayne County? Isn’t that a Detroit prob-
lem and a Michigan problem, rather than my problem?

Mr. ALLEN. Well, it is except that I think the union and manage-
ment are on the same track together now, and they are trying to
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discourage what c{ou have said has become a habit over time, and
that is to restrict them to one HMO. So, I think that problem is
going away. On the other hand, Federal and State groups like ours
that are trying to maximize HMO use are inhibited by the current
law, and we would like it changed. We think we are big boys and
we can monitor it. ~

- Senator DURENBERGER. Yes, but you can see where I am stuck. I
am trying to foster choice and competition, and you are doing a
great ,)ot)1 for me, for all of us,landdoing it with a t;:wdicaid ;l)_topula-
tion, and you are giving people in your community an opportunit
to expand choice through a variety of health plans. But you stiﬁ
are being staffed by a large portion of the employed population . in
that communitﬁ

Mr. ALieN. But a lot of the employed population doesn’t live
where _the medicaid population lives, and there are vast pockets of
underserved areas where there are no large employer amounts of
people, and that is our problem.

Senator DURENBERGER. OK. Maybe you can expand on that par-
ticular ghase of it for me but not just now. We are going to have to
take a b- or 10-minute recess, so I can go vote.

[Whereupon, at 10:55 a.m., a short recess was held.]

Senator DURENBERGER. Let me just continue a little bit on the
1903, Sharon. Jack Danforth is in a markup, I think on Commerce
and he wanted to be here to say hello to you. Do you-want to add
some comments?

Ms.-MarcuM. Yes, I would, Mr. Chairman. First of all, I would
reiterate what Paul said about the service area. Where the client
lives is very -important, and again, we have the same problem—

. where we have highly concentrated pOﬁulation areas of our medic--

aid clients, and we do have providers there serving them. We have
used those existing fee for service providers and converted them to
a prepaid financing arrangement for the medicaid client, but they
exclusively offer prepaid arrangements for the medicaid client.
Second, we simply don’t have many HMQ’s in Missouri. The State
has been a leader in the development of Frepaid health care and
hopefully that will change over the next few years, but if we had
had tqtdepend on existing HMO's, we would not have had sufficient
capacity. . :
nator DURENBERGER. Yes; I suppose we have the luxury in the
Twin Cities of having HMO’s that are—at least a number of them
are—community based. They overcome the locational problem by
contracting “hospitals that are in the same location or having
doctor members that are in that location. When the private side
prepaid plan can ?t there first and get itself established, it is
much easier than the flip side, which is what I understand you are

- ex 1 -
gut from our standpoint, there is still the problem of the people

that stand in the way. It isn’t just geography that stands in the

. way. I really meant what I said about the auto workers-and the

automobile companies and whoever else runs Detroit, and they are
standing in the way of holding down the cost of health care and
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uppin%;};e access of the poor. And somebody has to say that to
them use they are not poor—they are doing just fine. There
are a lot of poor 1n Detroit whose cost of health care—when they
can get it—1is being increased, not decreased, by those auto worker
plans. And I just hope that changes. Does anybody else want to
react to that general subject?

Ms. Wasek. We have a similar problem in Utah. We have only
one HMO, but Utah is more of a rural State and so we haven't
been faced with the 75-percent problem yet, but it is an arbitrary
limitation, and I do think there are other alternatives to achieve
the same purpose in terms of standards and quality assurance and
certification procedures which would get at the medicaid mill prob-
lem without putting an arbitrag limit that hurts States that do
not have any kind of a private PPO or HMO. We have a concern
about another that maybe Ve'ou are getting to, and that is the
30-day disenroliment question. We just feel that without the ability
to ask medicaid people to gartici ate at a somewhat longer period
of time—as everyone else does—State emgloyees, 1privat,e industry,
and so forth, and it is a year for most other employees—that it is-
going to be very difficult to keep the HMO’s encouraged about pro-
viding care for MA clients and yet will result in their not having
available to-them the kind of continuity. care that is part of an
HMO, and we think valuable, and second, it surely will force
b.lgl;er administrative costs.

nator DURENBERGER. There are probably hundreds of questions
that could be asked here, but your statements cover a lot of it.
When Jack was here, he talked about the problem that we are
trying to resolve, and he talked about it in terms of the challenges
to structure financial incentives in a way that strikes a balance be- .
tween two poles—too little risk for provider practice patterns to be
altered significantly and too much risk for providers to be induced
to participate. And he talked about New Jersey and the example of
the $7 office visit and the result was that a lot of people are utiliz-

m%::pensive emergency. rooms.
any of you relate for us from your experience how you have
changed some of those disincentives, utilizing the program waivers
that you are involved in? -

r. ALTEN. I would like to speak to that, yes. I think frankly
that the problem that Jack addressed and you are addressing now
is indemic—it is a national problem. -

And in Michigan, because of our high unemployment for several
ears now, we addressed the problem earlier, and we find—I wasn't
ing facetious when ] said there is a shortage of patients—there
are. There is a surplus of health care delivery capability out there.
And so, by using the waiver process, the O incentive and the
like, we have encouraged our gh icians to participate more by
giving them a capitation fee and then paying them tee for service
over and above that. And we have also given them an incentive by
mrg that if you keep our patients out of the hospitals, then we
are the savings with you through an increase in your fees.

Now, this then encourages them to participate.
We have also told the client that, as a result of their joining an
HMO or primary care network, they won't have to pay any copay-
ments or deductibles for the services that they currently have to

———
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pay under the fee for service system. No copayment for drugs. No
copayment for vision, and the like. And this is an incentive to both
sides of the issue to join in this kind of an arrangement—receive
accessible care at a reasonable price. »

_ Senator DURENBERGER. Yes; do you have a comment?

Ms. MarcuM. Yes, I do, Mr. Chairman. In 1981 the Missouri
medicaid program was totally out of control in terms of spending—
our cost increased 37 percent in 1 year, and it was a year when the
State was almost bankrupt due to high unemployment and lagging
State revenues. :

We immediately implemented over 170 different tost contain-
ment measures for short-ternu budget savings, which we had to do.
We recognized that that was not the long-term solution, but that
we had to change the basic incentives in the system. We simulta-
neously sought the waivers in order to begin this project, and we
stial}{ feel very positively that it is the best investment a State can
make.

Senator DURENBERGER. OK. Ms. Wasek, let me ask you a ques-
tion about nursing home waivers. Utah is unique in that it has a
surplus of nursing home beds. And I understand you have applied
for a waiver to enter selective contracting for nursing home care.
Could you tell us something about the waiver and how it would fit
into the State’s overall plan for long-term care? —

. Ms. Wasegk. Mr. Chairman, we have not apﬁlied for a formal
waiver yet. We have developed one, and are in the process of nego-
tiating with our health care association in Utah, looking at that as
an option toward moving off of the flat-rate reimbursement system.
And it is a way in which we feel we could improve the quality of
care of nursing home patients. We see it as a negotiated contract
where both parties can negotiate both in terms of deficiencies relat-

~—ed to continued certification—how many would be allowed—as well
as the provider can come-in and be reimbursed at a fee that would__ _
meet their needs. You could guarantee a certain volume which
think has some tradeoffs for it—it is a feasible approach.

Senator DURENBERGER. OK. Thank you all very much. I appreci-
ate your being here, and I am particularly grateful for the volume
of testimony that we now have as part of the record, thanks to
your advance work. - -

Our next witness is Carolyne Davis, Administrator of the Health
Care Financing Administration, Department of Health and Human
Services, Washington, DC.

Carolyne, thank you for being here, and thank you for your pa-
tience. 1 apologized earlier for the way the day has been goofed up,
gh“d I will repeat that because I know you are under time limita-

ions.

STATEMENT OF CAROLYNE K. DAVIS, PH.D., ADMINISTRATOR,
HEALTH CARE FINANCING ADMINISTRATION, DEPARTMENT OF
HEALTH AND HUMAN SERVICES, WASHINGTON, DC, ACCOMPA."
NIED BY ELMER SMITH, DIRECTOR OF OFFICE OF ELIGIBILITY
POLICY

Dr. Davis. That is fine, Senator. If I could just befin by introduc-
ing Mr. Elmer Smith who has joined me at the table. He is the Di-

. 7
. h \
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rector of the Office of Eligibility Policy. Mr. Smith has been with
‘the medicaid program since its inception in 1965, and I think he
will lend a great deal of expertise to our discussions this morning.

Let me just briefly highlight my testimony. In terms of imple-
mentation of the waiver program, I think we acted ‘gromptly r
the initial pass:ﬁ‘e of the legislation by Congress. We waived the
g:oposed rulemaking process and published the regulation in Octo-

r 1981 as an interim final with a comment period. And in the
development of that regulation, we tried to afford the States a
great deal of opportunity for flexibility and innovation in develop-
ment of their particular progam guidelines, and tried to minimize
our Federal role in terms of being overly prescriptive.

In terms of the processing of the waivers, the waivers are gener-
ally submitted by the States to the HCFA regional office. Those re-
quests are reviewed at that level and then they are forwarded,
along with the regional office’s recommendations, to the Central
.— Office for further review. Final approval or disapproval of the ap-

plications are generally made by myself as the administrator, al-

though a disapproval must have the concurrence of the Secretary.

Waiver requests can also be submitted directly to the Secretary
by either a Governor or a State cabinet level official, and those pro-
cedures are spoken of as being on a fast track and are reviewed in
the centrdl office, and then the notice of approval of a waiver is
submitted back to the Secretary and are made by the Secretary
back to the Governor.

Waiver requests must be approved or disapproved or we must re-

uest additional information within a 90-day period of time from
the receipt or else that request would be deemed granted. We have
been able to meet those deadlines. I can just highlight the fact that
we have granted some 87 waivers in 16 States now under the free-
dom of choice provision. I think the most frequent request has been
for waivers of case management-purposes, which typically utilizes
family practice physicians, internists, pediatricians, or physician
extenders in order to deliver primary care services. They provide,
however, for a full scope of health care including the provision of
specialized services. We have 23 of those waivers for case manage-
ment that have been approved. In addition, we have approved nine
waivers to restrict the choice ot;groviders and four waivers to share
cost savings with the State’s medicaid beneficiaries, and one waiver -
for a locality to act as a central broker.

My testimony does highlight a number of the States in terms of
the kinds of materials that they have submitted to us. arding
the types of waiver requests we have received, I_think that the
States have spoken very eloquently to that, and so I would just
Eoint out that that information is included as well. Our experience

as been—in terms of implementation of the waiver authority—
that the States often require raore time than they had initially an-
ticipated in implementing tkeir waivers. Consequently, a number.

~—of States have submitted waiver requests, and then they have sub-
sequently withdrawn those requests because they find that they
need more time to think out the design of the program and per- -
haps even to work with the %ovider community to gain stronger
provider community support. We are required by statute to submit
to Congress by September 1984 a report on the waivers that have
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been granted under this section, and we will be doing £1. I would -
like to point out also that we are providing monthly reports to the
committee staff on an informal basis regarding what waivers we
are approving and where the others are in the system. In terms of
monitoring the waivers, we do that in a number of ways. The re-
gional offices are responsible for the first-line review, and they also
review the waiver process as part of their annual State assessment.
In addition, we do have some special reviews that are going on in
particular States where there is an aspect of the program—such as
the California competitive bid system—that we are particularly in-
terested in. I have been receiving monthly reports from some of
these. Also, we performed a number of onsite assessments in some
States that have the waiver programs. We have a contract for an
overall evaluation of our waiver program in relationship to the
freedom of choice waivers. We contracted with James Bell & Asso-
ciates, Syracuse University, the Urban Institute, and the National
Governors Association to review and evaluate a number of issues
that relate to the freedom of choice waivers. We will be looking at
the impact of the changes on health care costs and utilization, as
well as consequences of the 1982 limitation on the 1908(m) HMO
waiver authority. Our preliminary report will be due in December
1984, and then the final report in December 1986. In addition, we
funded several States for individual State evaluation efforts, in-
cluding Michigan which mentioned the fact that they have such an
?uward. I expect we will be awarding several more in the near
ture. _

I think the waivers have not been in effect long enough to pro-
vide data that is conclusive regarding cost effectiveness. However,
we strongly support the flexibility that has been provided by the
States in this waiver provision, and we do feel that the walvers,
particularly those in the case management area, will assure conti-
nuity of care to medicaid beneficiaries in the proﬁrams.

And I think that is an equally important one. It i clear that we
are optimistic and enthusiastic about the efforts that the States
have undertaken in this effort. It seems to me that it is an impor-.
tant movement for them to think through the various options that
theaymhold, rather than reduce eligibility. I believe that States are
finding that they can restructure some of their proq{ams to de-
crease some of the excessive utilization by the use of these case
management or freedom of choice waivers. And we think that that
will indeed revitalize their medicaid delivery systems.

Thank you. I would be happy to answer your questions.

Senator DURENBERGER. Yes. Thank you very much.

[The prepared statement of Carolyne K. Davis, Ph.D. follows:]
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STATEMENT OF

CAROLYNE K. DAVIS, PH.D.

MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE, I AM PLEASED
TO BE HERE TODAY TO DISCUSS WITH YOU IMPLEMENTATION OF THE
MEDICAID FREEDOM OF CHOICE WAIVERS.

BACKGROUND -

ONE OF THE PRINCIPLES UNDERLYING THE MEDICAID PROGRAM HAS

BEEN "FREEDOM OF CHOICE" OF THE BENEFICIARY -- THE RIGHT OF
THE INDIVIDUAL RECEIVING MEDICAID BENEFITS TO SELECT HIS OR
HER ONN PHYSICIANS AND OTHER PROVIDERS AND SUPPLIERS OF HEALTH
SERVICES WHO MEET REASONABLE STATE QUALIFICATION STANDARDS.
THE PURPOSE OF THE PROVISION WAS TO AVOID A DUAL MEDICAL
CARE SYSTEM IN WHICH MEDICAID BENEFICIARIES RECEIVED CARE

FROM ONE SET OR TYPE OF PROVIDERS, WHILE OTHERS RECEIVED

CARE IN A DIFFERENT MANNER. THUS, THE FREEDOM OF CHOICE
PROVISIONS WERE ENACTED TO ENSURE THAT MEDICAID BENEFICIARIES
ARE SERVED IN THE “MAINSTREAM" MEDICAL CARE SYSTEM BY ALLOWING
THEM TO CHOOSE AMONG THE SANE PROVIDERS OF COVERED HEALTH

CARE AND SERVICES AS ARE- NORMALLY OFFERED TO THE GENERAL
POPULATION, _

EXPERIENCE SUGGESTS THAT FREEDOM OF CHOICE 1S HONORED MORE

IN PRINCIPLE THAN IN PRACTICE. MANY PROVIDERS DECLINE TO
SERVE MEDICAID BENEFICIARIES, 'AND THE POOR MUST OFTEN USE
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PUBLIC CLINICS AND HOSPITALS LOCATED IN THE AREA IN WHICH
THEY RESIDE,

HAIVER AUTHORITY )

IN 1981, CONGRESS ENDEAVORED TO INCREASE THE EFFICIENCY OF

THE MEDICAID PROGRAM BY ALLOWING STATES TO IMPLEMENT INNOVATIVE
HEALTH CARE DELIVERY AND MANAGEMENT ALTERNATIVES.-

THE OMN1BUS BUDGET RECONCILIATION ACT oF 1481 (P.L., Y7-35)
PROVIDED AUTHORITY FOR STATES TO MAKE FUNDAMENTAL CHANGES IN
THE RELATIONSHIP OF MEDICAID BENEFICIARIES TO HEALTH -CARE
PRACTITIONERS AND PROVIDERS, INCLUDING EXCEPTIONS TO THE
FREEDOM OF CHOICE REQUIREMENT AND OTHER PROGRAM PROVISIONS,
UNDER SECTION 2175 OF THAT LAW, STATES MAY ENTER INTO CERTAIN
ARRANGEMENTS TO PURCHASE LABORATORY SERVICES OR MEDICAL DEVICES
THROUGH COMPETITIVE BIDS, STATES MAY ALSO ESTABLISH “LOCK-

IN" PROGRAMS WHICH RESTRICT FOR A REASONABLE PERIOD OF TIME

THE CHOICE OF PROVIDER BY A BENEFICIARY WHO HAS OVERUTILIZED
SERVICES, OR A “LOCK-OUT“ PROGRAM WHICH PROHIBITS PROVIDERS
WITH QUESTIONABLE PRACTICE PATTERNS FROM PARTICIPATING IN
MEDICAID, ) -

1}
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THE LAW FURTHER PROVIDES THAT TO THE EXTENT THE SECRETARY
FINDS IT TO BE COST-EFFECTIVE, EFFICIENT,. AND NOT INCONSISTENT
WITH PROGRAM INTENT._THE SECRETARY MAY WAIVE CERTAIN FEDERAL
REQUIREMENTS IN ORDER FOR STATES TO IMPLEMENT A NUMBER OF

~  CREATIVE OPTIONS FOR DELIVERY AND MANAGEMENT OF HEALTH SERVICES.
THESE PROVISIONS ARE THE ONES MOST FREQUENTLY REFERRED TO AS
“FREEDOM OF CHOICE WAIVERS.” UNDER THESE PROVISIONS, A STATE
MAY TMPLEMENT A PRIMARY CARE CASE MANAGEMENT SYSTEM OR A
PHYSICIAN SPECIALTY ARRANGEMENT, OR MAY RESTRICT THE CHOICE
OF PROVIDER FROM WHOM THE BENEFICIARY CAN OBTAIN SERVICES
(IN OTHER THAN EMERGENCY CIRCUMSTANCES), A STATE MAY ALLOM
A LOCALITY TO ACT AS-A CENTRAL BROKER IN ASSISTING MEDICAID
BENEFICIARIES IN SELECTING ANONG COMPETING HEALTH PLANS, IN
ADDITION, A STATE MAY SHARE WiTH BENEFICIARIES IN THE FORM
OF ADDITIONAL SERVICES THE SAVINGS RESULTING FROM THE USE OF

MORE COST-EFFECTIVE CARE.

WHEN RESTRICTING CHOICE TO COST-EFFECTIVE AND EFFICIENT
PROVIDERS, THE STATE MUST ASSURE THAT PROVIDERS COMPLY WITH
STATE STANDARDS WHICH ARE CONSISTENT WITH ACCESS, HIGH
QUALITY CARE, AND EFFICIENT AND ECONOMIC PROVISION OF

~—SERVICES, FURTHER, STATES MUST NOT DISCRININATE AMONG TYPES
OF PROVIDERS FOR ANY REASONS WHICH ARE NOT RELATED TO
DEMONSTRATED EFFECTIVENESS AND EFFICIENCY IN PROVIDING
SERVICES.,
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WAIVERS GRANTED UNDER THIS PROVISION ARE ISSUED FOR TWO

YEARS, ALTHOUGH A STATE MAY REQUEST A CONTINUATION AT THE

END OF THAT TIME PERIOD,

\

_ WALVER OF HMO REQUIREMENTS

ASs ORIGINALLY ENACTED, SECTION 2175 ALSO INCLUDED AUTHORITY
FOR THE SECRETARY TO WAIVE THE REQUIREMENTS OF SECTION
1903(M), THE HEALTH _MAINTENANCE ORGANIZATION (HMO)
REQUIREMENTS, SECTION 1903(M) PROVIDES THE ONLY AUTHORITY
IN THE MEDICAID LAW FOR CAPITATION PAYMENTS FOR
COMPREHENSIVE SERVICES, "IT ALSO ESTABLISHES ENROLLMENT AND
DISENROLLMENT REQUIREMENTS FOR HMOS, THIs New 2175
AUTHORITY MEANT THAT STATES WOULD BE ABLE TO WAIVE HMO
REQUIREMENTS TO IMPLEMENT A CASE MANAGEMENT SYSTEM, ALLOW A

LOCALITY TO ACT AS A CENTRAL BROKER, SHARE COST SAVINGS WITH

BENEFICIARIES, OR RESTRICT AN INDIVIDUAL'S CHOICE OF
PROVIDERS, A NUMBER OF STATES SUBMITTED REQUESTS TO UTILIZE
THIS WAIVER AUTHORITY, AND AS OF AUGUST 10, 1982, THE HEALTH
CARE FINANCING ADMINISTRATION (HCFA) HAD GRANTED SIX SUCH
REQUESTS (ONE EACH TO NEW YORK, WISCONSIN, PENNSYLVANIA, AND

NEw HAHPSHIRE. AND THO TO MICHIGAN), -

IN 1982, HOWEVER, IN THE TAX EQUITY AND FISCAL
ResPONSIBILITY ACT (P.L. Y7-248), CONGRESS ELIMINATED THE __
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SECRETARY'S AUTHORITY TO WAIVE THE SECTION 1903(M)
REQUIREMENTS. IN ORDER TO MINIMIZE DISRUPTIONS OF
ARRANGEMENTS WHICH WERE ALREADY IMPLEMENTED UNDER THESE
WAIVERS, CONGRESS SPECIFIED THAT WHERE A WAIVER HAD BEEN
GRANTED AND THE WAIVERED PROVISIONS WERE IN EFFECT PRIOR TO
AucusT 10, 1982, THE LIMITATIONS ON THE SECRETARY'S WAIVER
AUTHORITY WOULD NOT APPLY. THE EXEMPTION EXTENDS ONLY FOR
THE PERIOD FOR WHICH THE WAIVER WAS INITIALLY APPROVED.

CONGRESS NOTED I1TS UNDERSTANDING THAT CERTAIN TYPES OF
ENTITIES WERE NOT SUBJECT TO THE REQUIREMENTS OF SECTION
1903(M) AND THUS WOULD NOT BE AFFECTED BY ELIMINATION OF THE
I903(M) WAIVER AUTHORITY. THOSE ENTITIES INCLUDE
CONTRACTUAL ARRANGEMENTS BETWEEN THE STATE AND AN 1ND1VIDUAL
PHYSICIAN OR A GROUP OF PHYSICIANS UNDER WHICH: (1) CASE
MANAGEMENT 1S THE PRIMARY PURPOSE; (2) HOSPITAL SERVICES ARE
NOT PROVIDED DIRECTLY BY OR UNDER CONTRACT FOR PAYMENT TO
SUCH PHYSICIAN OR PHYSICIAN GROUP; (3) THE PHYSICIAN OR
GROUP RECEIVES AT LEAST 25 PERCENT OF ITS GROSS REVENUES
FROM NON-MEDICAID AND NON-MEDICARE PATIENTS (THROUGH FEE-
FOR-SERVICE OR OTHER REIMBURSEMENT METHODS); (4) THE
MEDICAID REVENUES THAT THE PHYSICIAN OR GROUP WOULRD
OTHERWISE RECEIVE FROM THE ARRANGEMENT WILL NOT INCREASE
-MORE THAN 20 PERCENT AS A RESULT OF DECREASES .IN THE USE BY
BENEFICIARIES UNDER MANAGEMENT OF HOSPITAL AND OTHER COVERED
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SERVICES; AND (5) PRIMARY CARE SERVICES ARE AVAILABLE ON A
24-HOUR BASIS, -

IMPLEMENTATION OF WAIVER PROGRAM

THE HEALTH CARE FINANCING ADMINISTRATION ACTED PROMPTLY TO
INPLEMENT THE FREEDOM OF CHOICE WAIVER PROVISION. IN ORDER
TO HAVE REGULATIONS IN PLACE AS CLOSE AS POSSIBLE TO THE

- EFFECTIVE DATE OF THE LAW, WE WAIVED PROPOSED RULEMAKING AND
PUBLISHED THE REGULATION ON OCTOBER 1, 1981, IN INTERIM
FINAL FORM WITH A COMMENT PERIOD ALLOWING FOR PUBLIC
PARTICIPATION. IN DEVELOPING THE REGULATIONS, WE TRIED TO
AFFORD STATES THE GREATEST POSSIBLE OPPORTUNITY FOR
FLEXIBILITY AND INNOVATION IN THEIR PROGRAMS. THEREFORE, WE
MINIMIZED PRESCRIPTIVE FEDERAL DEFINITIONS AND PROCEDURES IN
ORDER THAT THE WAIVER AUTHORITY WOULD NOT IMPOSE
RESTRICTIONS BEYOND THOSE CONTAINED IN THE STATUTE.
FOLLOWING PUBLIC COMMENT, FINAL REGULATIONS WERE PUBLISHED
MAY 24, 1983, :

WAIVER REQUESTS GENERALLY ARE SUBMITTED BY THE STATES TO
HCFA REGIONAL OFFICES. THE REQUESTS ARE REVIEWED INITIALLY
AT THIS LEVEL AND THEN FORWARDED, ALONG WITH THE REGIONAL
OFFICE'S RECOMMENDATION, T0 HCFA CENTRAL OFFICE FOR FURTHER
'EVIEW. FINAL APPROVAL OR DISAPPROVAL OF THE APPLICATION



" ACHIEVE, AND HOW THAT WOULD BE CONSISTENT WITH THE

93

GENERALLY 1S MADE BY THE HCFA ADMINISTRATOR, ALTHOUGH
DISAPPROVALS MUST HAVE THE CONCURRENCE OF THE SECRETARY.,
WAIVER REQUESTS MAY ALSO BE SUBNITTED DIRECTLY_TO THE
SECRETARY BY EITHER A GOVERNOR OR A STATE CABINET-LEVEL
OFFICIAL., THOSE APPLICATIONS ARE REVIEWED AT HCFA CENTRAL
OFFICE; AND NOTICES OF APPROVALS OF WAIVERS SUBMITTED
DTRECTLY-TO THE SECRETARY ARE MADE BY THE SECRETARY,

A WAIVER REQUEST MUST BE APPROVED, DISAPPROVED, OR
ADDITIONAL INFORMATION REQUESTED WITHIN Y0 DAYS OF RECEIPT
OR ELSE THE REQUEST WILL BE DEEAED GRANTED.
IN ADDITION TO SOME SPECIFIC STATUTORY REQUIREMENTS RELATED
TO EACH TYPE OF WAIVER, STATES MUST ALSO MEET CERTAIN OTHER
KEY REQUIREMENTS: THEY MUST DOCUMENT THE COST-EFFECTIVENESS
OF THE PROJECT; THEY MUST DESCRIBE THE EFFECT OF THE PROJECT
ON RECIPIENTS REGARDING ACCESS TO CARE AND QUALITY OF

- SERVICES; AND THEY MUST DESCRIBE WHAT THE PROJECT HOPES TO

OBJECTIVES OF THE MEDICAID PROGRAM,

THE HEALTH CARE FINANCING ADMINISTRATION'S APPROACH IN
GRANTING WAIVERS HAS BEEN TO ALLOW THE STATES MAXIMUM
FLEXIBILITY IN PLANNING THEIR WAIVER PACKAGES AND IN
DEMONSTRATING COST-EFFECTIVENESS AND EFFICIENCY, ACCESS,

35-84 O—~84—1
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AND PROJECTED PROGRAM IMPACT, WE EVALUATE WAIVER REQUESTS
ON A CASE-BY-CASE BASIS, BEARING IN MIND SPECIAL
CIRCUMSTANCES THAT MAY APPLY IN EACH STATE,

STATUS OF FREEDOM OF CHOICE WAIVERS

To DATE, HCFA HAS GRANTED 34 WAIVERS TO 16 STATES UNDER THE
FREEDOM OF CHOICE WAIVER PROVISION, (STATES MAY REQUEST
MORE THAN ONE WAIVER, THUS THE TOTAL NUMBER OF WAIVERS
GRANTED IS GREATER THAN THE NUMBER OF STATES MAKING
REQUESTS.) THE MOST FREQUENT REQUEST HAS BEEN FOR WAIVERS
FOR CASE MANAGEMENT PURPOSES, WHICH TYPICALLY UTILIZE FAMILY
PRACTICE PHYSICIANS, INTERNISTS, PEDIATRICIANS, OR PHYSICIAN
EXTENDERS TO PROVIDE PRIMARY CARE, AND PROVIDE FOR OR
ARRANGE A FULL SCOPE OF HEALTH CARE INCLUDING.SPECIALIZED
SERVICES. WE HAVE APPROVED 23 SUCH WAIVERS, WE HAVE
APPROVED EIGHT WAIVERS TO RESTRICT CHOICE OF PROVIDERS, AS
WELL AS THREE WAIVERS TO SHARE COST SAVINGS WITH STATE
MEDICAID BENEFICIARIES, AND ONE WAIVER FOR A LOCALITY TO ACT
AS A CENTRAL BROKER.

I WOULD LIKE TO HIGHLIGHT FOR YOU JUST A FEW OF THE
INNOVATIONS WHICH HAVE BEEN POSSIBLE UNDER THESE WAIVER
PROVISIONS,
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UTAH HAS USED THE WAIVER AUTHORITY TO IMPLEMENT A CASE
MANAGEMENT SYSTEM, UNDER WHICH MEDICAID BENEFICIARIES ARE
REQUIRED TO CHOOSE A PRIMARY CARE PROVIDER., THEY MAY CHOOSE
TH1S PROVIDER FROM A GROUP OF FEE-FOR-SERVICE PHYSICIANS OR
FROM ONE OF TWO HMOS. THESE CASE MANAGERS WILL BE
RESPONSIBLE FOR PATIENT CARE AND ALL REFERRALS TO
SPECIALISTS, LABS, HOSPITALS, AND PHARMACIES. THE STATE
LATER EXPANDED 1TS WAIVER EFFORTS TO ALSO INPLEMENT A
SELECTIVE PROVIDER CONTRACTING PROGRAM FOR HOSPITAL
SERVICES., [N ADDITION, UTAH HAS USED THE WAIVER AUTHORITY
TO CREATE A PREPAID HEALTH PLAN TO PROVIDE COMPREHENSIVE
CLINIC SERVICES AND DAY TREATMENT SERVICES TO THE
DEVELOPMENTALLY DISABLED AND MENTALLY RETARDED, ADULT
MENTALLY ILL, CHILD MENTALLY ILL, FRAIL ELDERLY, ADULT
HANDICAPPED, AND CHRONIC SUBSTANCE ABUSERS,

WASHINGTON HAS RESTRICTED PROVIDERS TO IMPLEMENT A PREPAID
CAPITATION PLAN TO PAY FOR PRESCRIPTION DRUGS PROYIDED TO
RECIPIENTS IN LONG TERM CARE FACILITIES.,

CALIFORNIA HAS USED THE WAIVER AUTHORITY TO IMPLEMENT A
PROGRAM OF SELECTIVE CONTRACTING WITH 2U5 HOSPITALS IN THE
STATE. THOSE HOSPITALS, WHICH HISTORICALLY ACCOUNTED FOR 88
'PERCENT OF TOTAL STATE MEDICAID EXPENDITURES, OFFERED THE
MOST COST-EFFECTIVE ARRANGEMENTS FOR INPATIENY HOSPITAL
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SERVICES TO THE MeDICAID (MEDI-CAL) POPULATION, CALIFORNIA
HAS ALSO BEEN GRANTED A WAIVER FOR A PRIMARY CARE PHYSICIAN
CASE MANAGEMENT SYSTEM WHERE THE PHYSICIAN ACTS AS A
“GATEKEEPER” FOR ENROLLED BENEFICIARIES. THAT_PROGRAM IS IN
THE PROCESS OF BEING IMPLEMENTED.

OUR EXPERIENCE WITH IMPLEMENTATION OF THE WAIVER AUTHORITY
INDICATES THAT STATES OFTEN REQUIRE MORE TIME THAN THEY
ANTICIPATED TO IMPLEMENT THEIR WAIVER PROGRAMS. A NUMBER OF
STATES HAVE SUBMITTED WAIVER REQUESTS, AND HAVE SUBSEQUENTLY

WITHORAWN THOSE REQUESTS.,

As REQUIRED BY THE STATUTE, THE SECRETARY WILL BE SUBMITTING
70 CONGRESS BY SEPTEMBER 30, 1484 A REPORT ON WAIVERS
GRANTED UNDER THIS SECTION, | WOULD LIKE TO NOTE THAT,
RECOGNIZING CONGRESSIONAL INTEREST IN THIS PROGRAM, WE DO
PROVIDE MONTHLY REPORTS TO COMMITTEE STAFF ON AN INFORMAL
BASIS,

HONITORING

THE HEALTH CARE FINANCING ADMINISTRATION IS MONITORING THESE
WAIVERS IN A NUMBER OF WAYS. THE REGIONAL OFFICES ARE
RESPONSIBLE FOR REVIEWING THE WAIVERS THROUGH THE ANNUAL
STATE ASSESSMENT PROCESS. TO FACILITATE THAT WORK WE HAVE
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PROVIDED A SPECIAL REVIEW GUIDE SECTION ON THE WAIVER
PROYISION, FOCUSING PARTICULARLY ON THE FREEDOM OF CHOICE
AND THE HOME AND COMMUNITY-BASED CARE WAIVERS. [N ADDITION,
CENTRAL OFFICE STAFF HAVE PERFORMED A NUMBER OF ON-SITE
ASSESSMENTS IN STATES WITH WAIVER PROGRAMS,

EYALUATION

AS | NOTED EARLIER, THE STATES ARE REQUIRED TO DOCUMENT THE
RESULTS OF THEIR WAIVER EFFORTS. IN ADDITION, HCFA 1s
FUNDING AN OVERALL EVALUATION OF THE WAIVER PROGRAMS, WE
HAVE CONTRACTED WITH JAMES BELL AND ASSOCIATES, SYRACUSE
UNIVERSITY, THE NATIONAL GOVERNORS' ASSOCIATION, AND THE
URBAN INSTITUTE TO EVALUATE A NUMBER OF ISSUES RELATED TO
FREEDOM OF CHOICE WAIVERS, NONWAIVER PROVISIONS RELATED TO
FREEDOM OF CHOICE, THE IMPACT OF CHANGES ON HEALTH CARE
COSTS AND UTILIZATION, AND CONSEQUENCES OF THE 1932
LIMITATION ON 1903(M) HMO WATIVER AUTHORITY. A PRELIMINARY
DESCRIPTIVE REPORT ON WAIVERS AND NONWAIVER CHANGES RELATED
TO FREEDOM OF CHOICE 1S DUE IN DECEMBER 1934, WITH A FINAD
REPORT DUE IN DECEMBER 148v,

IN ADDITION TO THE OVERALL EVALUATION, HCFA WILL ALSO BE
FUNDING SEVERAL INDIVIDUAL STATE EVALUATION EFFORTS., WE
HAVE ALREADY ISSUED ONE EVALUATION GRANT TO MICHIGAN, AND WE
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MAY AWARD SEVERAL OTHERS IN THE NEAR FUTURE, ALL OF THESE
EVALUATION EFFORTS ARE STILL IN THE PRELIMINARY STAGES.

WE BELIEVE THAT ANY CONCLUSIONS WITH RESPECT TO HON WELL THE
WAIVER PROGRAMS CAN CONTROL COSTS OR THE EFFECT OF PROVIDING
INCENTIVES FOR APPROPRIATE UTILIZATION MAY BE PREMATURE.

THE WAIVERS HAYE NOT BEEN IN EFFECT LONG ENOUGH T0 PROVIDE
DATA REGARDING EFFECTIVENESS, HOWEVER, WE STRONGLY SUPPORT
THE FLEXIBILITY PROVIDED TO THE STATES BY THE WAIVER
PROVISIONS. WE FEEL THAT THE WAIVERS, PARTICULARLY THOSE
FOR CASE MANAGEMENT, WILL ASSURE CONTINUITY OF CARE FOR
MEDICAID BENEFICIARIES, THE WAIVERS MAY PROVIDE GREATER
ACCESS TO CARE AS MWELL.

WE ARE OPTIMISTIC AND ENTHUSIASTIC ABOUT THE EFFORTS THE
STATES HAVE UNDERTAKEN TO DATE, AND WE HOPE AND BELIEVE THAT
THE EXPERIENCE UNDER THESE WAIVERS MAY PROVIDE INFORMATION
CRITICAL TO STATES INTERESTED IN REVITALIZATION OF MEDICAID
DELIVERY SYSTEMS,

[ WILL BE HAPPY TO ANSWER ANY QUESTIONS YOU MAY HAVE.
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Senator DURENBERGER. Let me start first just with a general
question that I didn’t have time to ask the State people. Would you
give me your observations about the impact of budgetary uc-
tions, or reductions in the growth in medicaid funding at the Fed-
eral and State levels for facilitating these waiver experiments. And
again, I am just asking for a general observation over the last
couple of years.

Dr. Davis. I think it is very clear, as we have looked at the
impact over the last 3 years, that we have seen a significant reduc-
tion in overall medicaid outlays. Primarily, I think the first year
the States reacted by looking at the issues of perhaps restriction
and eligibility—restriction in the number of visits and issues like
this. But very quickly, I believe, that they focused on the idea of
longer range concerns for restructuring their program, as I heard
some of the States mentioning this morning.

And I think that that is clearly the way to go. We have anecdotal
evidence that they have been able, for example, to restrict the use
of the emergency room services in a number of these States
through of case management. Of course, use of emergency rooms
results in higher costs when they do care for the patients, and they
lack continuity of care. So, I think that perhaps what started as an
activity for gaining control of costs actually will prove to be a
better methodology for delivery of preventive care services and for
continuity of care.

Senator DURENBERGER. It strikes me that the States are alwa
goin uz have a“problem, because they are stuck with those people,
in effect.

Dr. Davis. Yes.

Senator DURENBERGER. That is not a prejorative characterization,
but I mean, they have got a real problem because if it isn't State
level financing that is stuck with it, it is city, county, or local gov-
ernment. So, the incentive ought to be at that level to find better
ways to do things. And at the Federal level, when we do 2175 and
some of these other things, we are trying to help the localities in
some fashion. Are there areas that have occurred to you in which
we might be more helpful than we have been to date, either legisla-
tively or in an appropriations area or something else. What might
we be missing in this area we are calling freedom of choice that we
ought to consider?

. Davis. 1 think it is still a little early for us to have a good
handle on this, Senator, because, as I indicated earlier, so many of
these case management waivers are fairly new. We primaril
heard two issues from the States, and I think I heard them bot
addressed here this morning. One was the requirement in the
1903(m) provision for the 75/25 enrollment split—in other words,
the necessity to have 25 percent of the patients in the HMO non-
medicaid or medicare beneficiaries—clearly is an issue for selected
areas of the country where they find a geographic limitation that
contains almost exclusively a medicaid-type population. They have
clearly addressed that.

I think a second area has been one that the provider community
has been concerned about, namely, the ability of the beneficiary to
opt out at any point in time, rather than be locked site it in for
say, a 6-month period of time. This means that the providers
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cannot plan for the numbers of beneficiaries. Those two seem to be
the major issues that have cropped up that I am familiar with at
this point, but there may be other ones that we will discover as we
do an extensive review in our evaluation process.

Senator DURENBERGER. Again, a general question. I know that
you have to go shortly. When you look out over the country, today,
what are you seeing States doing? Are you seeing more and more
moving in the direction of the waiver approach. you see States
wanting to use some freedom of choice, or do you see them just cut-
ting back the dollars, or do you see them moving on from the direc-
tion that Jack pointed out of setting rates and moving toward rate
setting and trying to hold down their costs that way? What does
America look like today when you look out there at the Medicaid
Program?

Dr. Davis. I think that primarily we have found that there is a
great deal of interest in restructuring the programs by the use of
both the freedom of choice waivers and the home and community
based services waivers. Since clearly a half of medicaid’s budget is
related to the long-term care area, this has been an area that they
have been increasingly active in. I think that the redesigning
through case management and the use of the freedom of choice
waivers have become increasingly popular areas.

And I think, in conjunction with that, some of the States are
lookin? at reassessment of reimbursement through either a DRG-
type of approach, such as we have used in medicare for payment to
hospitals, or through the construction of a State rate-setting au-
thority. And those types of things seem to vary from State to State,
but a great deal of interest has been engendered in the waivers.

Senator DURENBERGER. Where, right now, is OMB holding you up
or holding this whole process up?

Dr. Davis. In relationship to the particular waivers, I don’t be-
lieve that there is a holdup in any relationship in these particular
programs.

Senator DURENBERGER. So, if there is any problem out there, it is
your problem? You are causing a problem in holding up waivers?

Dr. Davis. I don’t like to be accused of being the source of a prob-
lem. I don’t think we are holding them up either. We have about
10 waivers that are pending at this point in time. Of those 10, we
have had about 6 of them that we had to go back and ask for addi-
tional information. Many times, because it is a new process to a
State—even though we provide a great deal of regional expertise to
help them design and to input into the paper flow and explaining
to us the quality of care and access and what they believe will be
cost effective—we find that we have to go back and ask for addi-
tional information because, within our authority, we do have to
guarantee access and the fact that it is cost effective. And that does
take us some time, but in noting those 10 that are pending, I would

int out that with 6 we have asked for additional information.

ree of the other four are renewals, and they are just coming in
at this point in time. I think we are being fairf; expeditious in our
review.

Senator DURENBERGER. OK. Thank you very much. I appreciate
your testimony and your comments.
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Our next panel is a panel of health care providers and consum-
ers. Sara Sinclair, president of the Utah Health Care Association,
in Logan; Steve Press, vice president of the Federal-State Rela-
tions, American Health Care Association; Judith G. Waxman, Na-
tional Health Law Program; and Rina Spence, former project direc-
tor of the Commonwealth Health Care Corp. in Boston.

OK. We have everybody. We will start with Ms. Sinclair.

STATEMENT OF SARA SINCLAIR, PRESIDENT, UTAH HEALTH ‘
CARE ASSOCIATION, LOGAN, UT

Ms. SINCLAIR. Thank you, Mr. Chairman. I am representing the
American Health Care iation. The American Health Care As-
sociation is the largest organization of nursing home providers.
Also, | am the administrator of the Sunshine Terrace Foundation,
a nonprofit nursing home provider in Logan, UT, and the chair-
man of the board of the Utah Health Care Association. Sunshine
Terrace is a 172-bed skilled nursing facility and currently the larg-
est one in the State of Utah. Accompanying me is Gary F. Capis-
trant from the AHCA staff.

AHCA supported the principles behind section 2175 of the 1981
Omnibus Budget Reconciliation Act, and encourages the develop-
ment of such innovations in the medicaid program but not at the
expense of beneficiary access to services and quality of care. As a
registered nurse, ] am most concerned about these issues.

AHCA would like to express its concern over one tt;)épe of freedom
of choice waiver that, when imEroperly implemented, could possi-
bly be catastrophic to nursing home patients and long-term care,
gnd that is the competitive bidding system for nursing home resi-

ents.

Senator DURENBERGER. Sounds good. Tell me what is wrong with
it.

Ms. SiNcLAIR. | will tell you. AHCA believes that a competitive
bidding system for nursing home residents that is predicated on
price alone is both insensitive to patient well being and fiscally in-
appropriate if medicaid is to maintain reasonable access to quality
nursing home care.

Currently, Utah is considering a competitive bidding system
under medicaid for long-term-care services. The primary emphasis
behind Utah's consideration of competitive bidding is to cut addi-
tional dollars from the program. However, the current medicaid re-
imbursement system in Utah is both efficient and economical. In
1981, the Utah medicaid program adopted the modified flat rate
payment system for nursing homes and the Utah Health Care As-
sociation sufgested this in the beginning and supported it. Nursin
home providers under this system over the past 2 years have sav
$11 million in the medicaid system.

This is what is wrong with the competitive bidding idea now. The
intensity of care level in Utah nursing homes has increased greatly
over the past 4 years, as we have seen an increasingly heavier care

atient. Yet, we have only a miniscule number of patients classi-
ied as needing skilled nursing care in the State. Three years ago,
we had 1,179 medicaid nursing home residents classified as skilled
care. Today, we have less than 150 patients classified as skilled and
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that is solely because of a change in the State’s criteria used to
define skilled care. Our heavy-care patients are either in hospitals
or in intermediate-care beds receiving payment at the medicaid in-
termediate-care rate. A move to ccmpetitive bidding without ac-
knowledging the current trend in Utah toward more intermediate
patient classifications and the national trend toward sicker pa-
tients in nursing homes—that is, skilled- or heavy-care patients—
will be detrimental to the medicaid population. Unless the access
problem, particularly for heavy-care patients, and the quality of
care issue are dealt with, both the recipients and the providers face
serious problems in trying to meet their needs under this system.

We in Utah and the American Health Care Association are con-
cerned that in the movement toward elimination of freedom of
choice considerations of ideas like competitive bidding should not
be rushed into for cost containment purposes only, without serious
consideration of the equ important issues of quality and access
to care. In addition, I would <0-make a general comment that a
public forum should be part of the waiver process. Thank you.

Senator DURENBERGER. Thank you very much.

Ms. Waxman.

[The prepared statement of the American Health Care Associa-
tion follows:)
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Statemeat Ny
Americas Health Care Assesiatioca
On
Medicaid *Freedom of Choioe® Baivers

Defore The

Subecuxittes on Bealth

Committes om Finance
U.3. Semate

March 30, 1984
M. Chairmen and Members of the Suboommittee:

My name is Sara V. Sinclair and I am representing the Ameriocan Health Care
Association. AHCA is the largest organisation of nursing hose providers, repre-
senting 8000 facilities whioh care for 800,000 patieats. Also, I ss Administrator
of Sunshine Terrace Poundation, s non-profit nursing home provider in Logan,
Utah, and am Chairman of the _Board of the Utah Bealth Care Assooiation.

ABCA supported the principles bedind Section 2175 of the 1981 Gmnibus Budget
Reconciliation Aot vhich were to increase the adainistrative efficiency of the
Medioaid program by authorizing the Secretary of Health and Buman Servioes to
vaive oertain prograa requirements. Seotion 2175 allows the Secretary to specif-
ically waive the freedom of choioce requirements by allowing states to place
restriotions ob providers from vhom ap individual may obdtasio services. This
adminiatrative rio‘ubuny oan lead to greater economies and efficiencies in
the adainistration and operations of the Mediocalid prograa.
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AHCA encourages the developmeat of such innovations in the Mediocald progras,
but oot at the expense of beneficiary acocess to services and quality of ocare.
Freedos of ohoioce waivers sbhould be supported as long as assuranoces are provided
that:

8. providers acoept and ocomply with reimdursement, quality and utili-

sation standards under the state plan,

b. restrictions are conaistent with standards of acqasa, Quality, and

effiocient and eocounomioc provision of care and servioces, and

¢. restriotions do not disariminate among classes of providers on grounds

wrelated o their demonstrated effeotivensss and efficiency in providing

servioes.

The AHCA would like to express its concern over one type of freedom of
choioe vaiver that when improperly implemented oould be catastrophio to aursing
home patients and long teram care--a ocompetitive bidding systea for nursing doae

residents.

Competitive bidding arrangesents can result ip lower oosts to the government
for ocare provided to public program beneficiaries. However, AHCA 1s concerned
that this method could also result in a tradeoff of quality care and aufficient
access to care--only exacerbating the current diffioulties for Hedicaid eligible
individuals. To be effective, competitive diddiamg would have to occur among
Bomes for a given standard of care vwith no adverse impact on access to such

care for program deneficiaries.
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ARCA delieves that & competitive bidding systes for nuraing home resideats,
that is predicated om price alone, £3 doth fnsensitive to patient well-deing
and fisocally ipmppropriate Aif Medicaid is to saintain reascnsbdle access to quality
nursing bome care. The elderly population is inoreasing rapidly--the age 8%
apd over population is projected to double in the next 18 years, for example.
The U.3. General Acoounting 0ffioce has recently documented vhat nursing homes
have known for a long time, that over the past aeveral years patients bdbeing
admitted to nuraing homes are aore funotionally impaired and have more inteansive
care needs. 1In addition, Mediocars's nev diagnosis-based prospective payment
systea for inpatient hospital servioces is already resulting in inocressed nursing
' bome patient admisaions, who require greater ocare needs and services, as hospitals
are epoouraged to reduce acute care lengths of stay. These trends indiocate
nursing homes will have to inorease their levels of servios iatensity in the
future in order to provide quality care to a sicker patient population. Pubdlic
payment aystems need to be sensitive to the increasing care deeds of nuraing
homse residents, while recognizing that nursing bomes are already lowv cost and
efficient health care providers. Conaider the faot that at my facility an inter-
mediate care patient who requires total care pays oaly $1.43 per hour for 2%
hour licensed aursing care and services of many other medical and social servioce
‘professionals. This amounts to $34.37 a day. This is less than the cost of

8 qQuality motel rooa in Logan.

A competitive didding systea under Medicaid freedom of choios waiver autbority
has been implemented in California, but only for bospital services. VWhile this
bidding systea has oot been fully evaluated, it has raised some oonoeras in

that atate over patient access and quality of care for Medicaid recipients decause
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of its beavy emphasis on cost outting. In Arisons, 8 similar typs of demomstratios
for medioally fadigeat patients has been undertakea by the State and the federal
governments. The preliainmary results of this system indiocate massive cost overrums
and an admiaistrative nightaare.

Currently, Utah $s oconsidering a competitive didding systes under Medioaid
for loag term oare services. The primary emphasis bebind Otab's oconsideration
of a competitive bidding system for mursing hose ocare is to out additiomal dollars
from the prograa. However, the ourreat Medioaid reisbursesent systes in Utasd
is both efficient and econmomiocal. In 1981, the Utah Medicaid program adopted
8 nagotiated paymsnt aystesm for nursing bomes vhioh the Utah Bealth Care Assooiation
supported. HNursing home providers, uoder this system, have saved the Medicaid

prograa $11 million over the past 2 years.

The intensity of care level in Utab aursing bomes has inoreased greatly
over the past four years as ve have seen nn increasingly heavier ocare patient,
yot we only have & minisoule number of patients classified as needing skilled
mrsing facility care in the state. Three years ago, we had 1179 Medicaid nursing
home residents olassified as needing SNF care. Today, we bave l¢ss than 150
patients classified under Medioaid as peeding SNF care s0lely becauss of s ohange
in the state's oriteris used to define akilled care. Our heavy care patients
are either in hospitals or {n intermediate care deds receiving payment at the
Medicaid intermediste ocare rate. A move to competitive hidding without acknowledging
the ourreat trend {n Utah toward more ICF patient olassifications and the national
trend towvard sioker patients in nursing homes, £.e. SNF/heavy care patients,
vill be detrimental to the Medicaid population. Unless the aoccess prodlem,
particularly for heavy care patieants, and the quality of care issus are dealt
wvith, both the recipients and the providers face serious problems in trying
to meet their needs under this aystes.

In summary, we in Utad, and the American Health Care Association, are conoernsd
that in the movement tovards elisipatioa of freedom of ohoice, oonsideration
of ideas like ocompetitive bidding sbould not be rushed into for ocost contaioment
purposes only, vithout consideration for the equally important issues of quality

and acoess to ocare.
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STATEMENT OF JUDITH G. WAXMAN, J.D., NATIONAL HEALTH
LAW PROGRAM, WASHINGTON, DC

Ms. WaxMAN. My name is Judy Waxman, and I am with the Na-
tional Health Law Program. We appreciate your invitation to testi-
fy this morning on this matter which is of great importance to our
clients. The National Health Law Program is a health law support
center that is funded by the Legal Services Corp. to provide profes-
sional advice and assistance to legal services lawyers, and advo-
cates and clients from all over the country. Qur testimony this
morning is based on our experience in providing that assistance
and our extensive knowledge of the medicaid program and in par-
ticular the concerns our clients have expressed to us about the sub-
ject of today’s hearing.

It is basically our position that primary case management sys-
tems are a two-edged sword. We do believe that they can, in fact,
increase access for our clients, encourage greater use of prima?
and preventive care, decrease overutilization and inappropriate uti-
lization and increase quality, and reduce program costs. Unfortu-
nately, as painful experience has shown, they can also decrease
access to care, result in underutilization of services, lock recipients
into poor quality or inappropriate providers, and ultimately in-
crease medicaid costs. We think that there are particularly grave
problems that could exist in a capitated system where there are in-
centives for providers to provide less care 'and make more money,
therefore this is one of the areas that I would like to emphasize
this morning. Our concern is that in the rush to establish some of
these innovative plans, there may not be careful planning and
actual problems that we have seen in some places may be ignored.
I was really glad to hear this morning that—Dr. Davis said that in
fact some States are pulling back and doing more planning. We
think this is a good thing—planning is extremely important.

I would like to quickly go through my testimony which contains
some lessons we have learned from, the-capitated plans that have
been in existence the longest—the Arizona health care cost con-
tainment system known as AHCCCS and the Kentucky “Citicare”
system. We think it is possible to learn some lessons about how to
make these systems work better. :

Lesson No. 1. Careful planning is essential for an effective pro-
gram. States are rushing to implement case manaﬁement systems,
sometimes with little understanding of how complicated they are.
One would not expect a $180 million business with 150,000 custom-
ers to set up shop in 4 months, but that is exactly what Arizona did
when they established the Arizona health care cost containment
system. After a year of operation, access is still without a workable
system to enroll eligible Jyatients. Thousands of the poor have been
lost in the computers and enrollment delays in a mixup lasting sev-
eral months has resulted in serious harm, and some patients who
are eligible for the AHCCCS program, are still unable to obtain
care. Similarly, systems to monitor access and quality are often in-
adequate from the outset.

Lesson No. 2. Extreme caution must be used when choosim
vate firms to administer the case management syswm. Both
na and Kentucky have been unhappy with the private firms they
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chose to administer their systems. Arizona contracted with McAuto
Sgstems Group, Inc., known as MSGI. MSGI'’s original bid was for
$8 million for their 3-year contract, but that was increased to $11.4
million before the contract was even signed, and by the time MSGI
was dismissed on March 15, they were telling the State that they
would need $385 million to complete their contract. This mishan-
dling of funds caused an economic crisis in the State when the
State tried to come up with the money to keep the plan goinf.

Complaints by citicare physicians in Kentucky on the lack of
needed data to monitor their specialty and hospital use and late
payments has resulted in intense ﬁressure there, to fire Healthcare
America, after only 8 months on the job.

Lesson No. 8. Without a careful monitoring of the access and
quality, these systems are likely to result in harmful underutiliza-
tion and the denial of needed care. The financial incentives exist
for rroviders to give less care in a capitated system, so what is
real ly needed, of course, is utilization controls to prevent underuti-
lization and denial of care, again these were absent when Arizona
set up its plan. In fact, the AHCCCS medical director, Dr. Jeffrey
Schwimmer, resigned on January 31, 1983—less than 2 months
after taking the job—charging that he had received hundreds of
complaints about poor, inadequate, and abusive care, complaints
which MSGuze?nored. Dr. Schwimmer found that some ACCESS
doctors refl necessary but expensive care and that in extreme
cases, doctors groups had actually attempted to disenroll these
high-risk utilizers from the plan.

Quality is also an issue in the Louisville citicare system. Physi-
cians’ prior authorization is needed for emergency care, except
when care is needed to prevent death or permanent impairment.
Sometimes authorization is very difficult to get when primary care
&’roviders cannot be contacted and are reluctant to authorize care.

e know of several documented cases where people reall¥ did need
emergency care and didn’t get it. The same kin of problems exist
when patients are referred to specialists and don’t get the special-
ist care they need. Other access issues such as insuring that pa-
tients have proximity to providers has not been adequately ad-
dressed, and adequate grievance procedures have not been set up
from the start, dg:'ievance procedures might, in fact, help alleviate
some of the kinds of problems I have outlined.

Lesson No. 4. Capitated case management systems do not neces-
sarily assure reductions in medicaid costs. Estimates are coming in
now that the ger capita cost for enrollees in AHCCCS are actually
27 percent higher than nationwide medicaid per capita costs.

nator DURENBERGER. Are you getting near the end of your
comments? -

Msd WaxMAN. Yes. Lesson No. 5.f_ t\eednpinistraltors in conltractin
provider groups can engage in profiteering unless properly moni-
tored. We have lots of examples in my testimony about how the
AHCCCS administrators held onto money for long periods of time
in order to earn extra interest, and how one of the provider grou
in Arizona, Health Care Providers, has used patient’s money for
contracts with other provider group entities that the owners of
Health Care Providers owned.
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No. 6—and I only have two more. No. 6 and No. 7. No. 6. Oper-
ation of the case management system may cause undesirable policy
consequences for other aspects of the health care system. In fact,
the county system that AHCCCS was intended to help has been
very detrimentally affected by the AHCCCS program and has re-
sulted in the abandonment of other indigents in the county that
are not eligible for AHCCCS.

Lesson No. 7—Ilast one. Case management systems must be more
carefully monitored by Government to avoid untold consequences.
We have heard—Dr. Davis talked about it this morning—about
how HHS is monitoring these programs. I would like to add that
we think it wouldn't be asking too much of HHS to actually re-
quire evidence that enrollment processes will work, that provider
participation will in fact be sufficient so that access will not be im-
paired, that effective quality monitoring and grievance systems are
in place, and that access to emergency and special services will not
be impaired.

We do not oppose the expanded use of case management systems.
What we do oppose is a headlong plunge into them without ade-
quate advance planning and_protections, and we hope that the
actual evidence we have seen through the plans that exist will be
taken into account so that grave harm does not result. Thank you.

Senator DURENBERGER. Thank you very much.

Ms. Spence.

‘ l[;I‘he ]prepared statement of the National Health Law Program
ollows: .

ittt
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Testimony of

National Health Law Program

Mr. Chairman and members of the Committee

We appreciate Senator Durenburger's invitation to testify
today on a matter of gréat importance to our clients.

The National Health Law Program is a health law support
center funded by the Legal Services Corporation to provide
professional advice and assistance to legal services advocates
and their clients. We have extensive and ongoing contact
with poor people and their representatives ;ﬁtoughout the
country regarding a variety of health subjects, including
Medicaid, which are of vital concern to them.

Our testimony is based on our experience in providing
professional assistance to clients and our extensive knowledge
of the Medicaid program and in particular the concerns our '
clients have raised with us about the subject of today's hearing,
namely, Medicaid primary care case management systems.

Considerable interest has been generated in recent years
over expanded use of Primary Care Case Management Systems
in the Medicaid program. Under the Omnibus Budget Reconciliation
Act of 1981, states were actively encouraged to experiment
with them (see §1915 of the Social Security Act, 42 U.S.C.
1396n). These systems are seen by many as an important means
of controlling governmental health spending.

A case management system is one in which each recipient
selects or is assigned to a "primary carc case manager'--- )

a physician, clinic, etc.---who must authorize all medical
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care for the recipient. Such systems can operate simply ty
paying the primary care case manager a fee or bonus to manage
recipients' care---in fact the majority of existing case -
management systems use this format. On the other hand, the
systems can rely on capitated payments, where the case manager
receives a fixed fee for each recipient and may be at financial
risk to provide all necessary services from that payment.

It has long been known that primary care case management
systems are a two-edged sword. They can increase access to
medical care for recipients, encourage greater use of primary
and preventive care, decrease overutilization and inappropriate
utilization, increase quality and reduce program costs. Unfor-
tunately---as painful experience has shown---such systems
can also decrease access to care, result in underutilization
of services, lock recipients into poor quality or inappropriate
providers, and, ultimately, increase Medicaid costs. The
potential for these latter problems is particularly‘scrong
in capitated systems---where providers can make more money
by providing less care. Congress has recognized these potential
problems in enacting provisions such as §1903(m)(2) of the
Social Security Act, 42 U.S.C. 1396b(m)(2) which provides some
- protections against potential abuses.

Whether these systems will promote health care for the
poor or undermine an already shaky Medicaid system is not

clear. Certainly the manner in which they are planned,
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implemented and monitored will be critical. Reports and

comments by many public officials and analysts euphorically

tout the positive potential in these systems---particularly

those systems employing capitation---without underscoring

their negative aspects. The systems are often cheered as

__the panacea of Medicaid reform and cost-containment, without

acknowledging that they can open up a pandora's box of problems.
Advocates of these systems often show a remarkable lack

of attention to the problems these systems can pose for the

needy people they are supposed to help. The pursuit and

establishment of the system itself, with the actual problems

experienced by recipients are dismissed as growing pains if

considered at all. Symbolic of this focus is a recent audit

letter from HCFA officials to representatives of Arizona's

problem-racked "AHCCCS'" capitated system. The letter

congratulates program officials on their work in creating

and implementing the system, and only later notes that the

system has problems of "eligibility, enrollment and coverage."
Proponents of capitated case management systems look

to the experience of Health Maintenance Organizations as

evidence of the reform and money-saving potential of their

new systems and then propose systems which izék the organizational,

staffing and patients rights features of HMO's (and ove;look

that some HMO's do fail). --
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The history of California's prepaid health plans in the
1970's and, more recently, Arfzona's AHCCCS program and Louis-
ville's "Citicare' system can and should teach us lessons
on how to make these systems work. If we fail to adequately
learn these lessons, then we will not only have lost our
chance to provide better care for this nation's neediest
citizens but we will have seriously harmed countless

thousands.

LESSON #1: Careful planning is essential for an effective
program. _

States are rushing to implement case management systems
with little understanding of how complicated they are. One
would not expect a $180 million business with 150,000 customers
to set up shop in four months but that is exactly what Arizona
did in establishing the Arizona Health Care Cost Containment
System known as AHCCCS.

Sophisticated computer systems are needed to adequately
enroll recipients and monitor the care they receive. The
enrollment process for many case management systems depends
on adequately merging three different enrollment data sources:
federal SSI tapes; state AFDC tapes; and County Medically
Needy information. Yet after a year of operation, AHCCS is
still without a workable system to enroll eligible patients.
Thousands of poor have been '"lost" in the computers and enroll-

ment delays and mix-ups lasting several months have resulted
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-1n serious harm and death to patients eligible for AHCCCS
but unable to obtain care.

NHelP is unaware of any Medicaid case management system,
regardless of how well planned, which has not had some
enrollment difficulties. Indeed, administrators of the
Monterey Health Initiative, in California will be the first
to admit of troublesome enrollment problems, despite a three
year planning process.

Similarly, systems to monitor access and quality are
inadequate. Freedom of Choice waivers to restrict recipients
to certain providers are predicated on state promises to
ensure access and quality. Yet too oftén case management
systems have no mnchanism in place to determine the amount
and kinds of servicea provided enrollees.

Both Arizona and Kentucky have been unhappy with the
private firms tﬁ;y chose to administer their systems. Arizona
contracted with McAuto Systems Group Inc. (MSGI) although
Blue Cross bid $1 wmillion less for the contract. MSGI's
original bid of $8 million was increased to $11.4 million
before the contract was signed. When MSGI was dismissed on
Harch—IS, estimates were set that the administrative costs
would reach $35 million, triple the base price. One audit
found—that the firm overcharged the state more than $544,000

during the first three months of the program's operation.
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MSGI was chosen because of its "expertise and hands on
experience in establishing experimental prepaid health systems,"
despite its quastionable history. MSGI's forerunner, Bradford
Administrative Services Inc. had been a subsidiary of Bradford
National Corporation which, in December 1981, pleaded guilty
to twenty counts of defrauding the federal government of
$750,000 in fraudulent billing records.

Nor is the Citicare program in Kentucky happy with its
choice of Healthcare America to administer its case management
system. Complaints by Citicare physicians on the lack of
needed data to monitor their specialty and hospital use and
late payments has resulted in intense pressure on the state
to fire Healthcare America after only eight months on the
Job.

LESSON #3: a _Ca g access and quali
these sys t in harmful underuti)izat on'

In the fee-for-service system, the obvious incentive

is for physicians and hospitals to provide excessive care;

the more care provided, the more money made. In a capitated
case management system the exact opposite incentive exists;
the lass care provided, the more money left over for the
provider. Utilization controls are needed in a fee-for-
service system to prevent overutilization and the provision
of unneeded care; in a case management system, utilization
controls are needed to prevent underutilization and the denial

of needed care.
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Such controls were absent when California instituted
its Prepaid Health Plans (PHP) system in the 1970s. Clinics
which promised to be open 24 hours a day, seven days a week _
were actually open only a few hours a day; plan enrollees
were told to go to hospitals for emergency care which had
never heard of the plan; and needed specialty care was often
not available. Yet, the state did little to monitor PHPs
when scandal rocked the system.

The only large-scale Medicaid case management system
since California's, Arizona's AHCCCS program, has been similarly
negligent. AHCCCS's Medical Director, Dr. Jeffrey Schwimmer,
resigned on Jan. 31, 1983 less than two months after taking
the job, charging that he had received hundreds of complaints
about poor, inadequate and abusive care, complaints which
MSGI ignored. Dr. Schwimmer found that some AHCCCS doctors
refused necessary but expensive care and that, "in extreme
cases, plans (doctor groups) have actually attempted to
disenroll these high-risk utilizers from the plan."

In a taped January conversation ?ade public by the Arizona
Republic one of the owners of Health Care Providers of Arizona,
a group which has contacts with AHCCCS, was record:d
as saying, 'We have to come up with a system where we have
a right to override doctor's decisions."”

Quality is also an issue in Louisville's Citicare capitated

system. Physician prior authorization is needed for all emergency
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care except care needed to prevent death or permanent impairment.
This authorization is often difficult to obtain as several
primary care physicians are not easily contacted and have

been relunctant to authorize care. In several documented
instances, Citicare patients were denied needed emergency

care. In one such case, a woman denied emergency care was
hospitalized two days later for a painful pelvic infection.

Problems have also occurred in Citicare when physicians
refuse to refer their patients to specialists. Like Arizona's
AHCCCS program, Citicare does not appear to have any quality
controls.

Even basic access issues such as insuring that patients
enrolled in capitated systems are no more than twenty minutes
awvay from primary care are not addressed. Citicare, for
example, has no contracts with physicians in twelve of
thirty-two zip codes in Jefferson County, the area covered
by the program.

In Arizona, AHCCCS enrollment has not guaranteed care
for some enrollees who were assigned to doctors so far from
their homes that they cannot reach them.

Patients enrolled in capitated case management systems
with access or quality complaints are often blocked from
voicing those complaints due to inadequate and complicated

grievance procedures. States with real concerns that Medicaid
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patients receive needed care must establish, as part of their
monitoring system, mechanisms to ensure that complaints are

heard and invescigated.

LESSON #4: Capitated case management systems do not automaticallx
assure reductions In Medicald costs. ]

Case management systems do not guarantee Medicaid savings.
Estimates are that per capita costs for enrollees in AHCCCS
are 271 higher than nationwide Medicaid per capita costs.

In Monterey, the County is at risk for cost overruns,
as it receives a capitated rate from the state per Medicaid
“enrollee. While the Monterey plan appears to have reduced
emergency room and hospital utilization through increased
access to primary care physicians, it has lost money on nursing
home care as the capitated rate received from the state for
SNF 18 approximately $500 dollars a month below what the -
county has to pay for this service. More careful cost

calculations would have avoided this problem. .

LESSON #5: Administrators and contracting provider groups
can engage in profiteering unless properly monitored.

States and localities do not adequately monitor the

money made by contracting groups or put a cap on profits.

In the AHCCCS program, the amount of profits and whether they
come at the expense of patient care is not known. What is

known is that the administrator was able to hold on to large

sumg of money for long periods of time before paying the provider

groups and the pravider groups held on to large sums of money
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for weeks before paying the physicians, hospitals and pharmacies.
This resulted in large interest payments being paid to the
administrator and the contracting provider groups during the
delays.

Arizona contracted with Health Care Providers of Arizona,
despite the fact that Medicare previously found them to be
performing unnecessary surgery. The March 22 edition of the
Arizona Republic reported on an audit of the company'e practices
involving the AHCCCS project. The audit found that less than
half of the $8 million in capitated payments received by the
corporation went to patient care. Of the money discributeé
to providers 13% paid for drugs and half of that (about
$280,000) went to a drug company owned in part by two‘owners
of Health Care Providers. Another $290,000 went to two other
provider entities owned exclusively by the same two owners
of Health Care Providers. Another $770,000 had been distributed
to the three owners of the ¢orporation in October and November
of 1983 with no explanation noted in the financial records.

Citicare is a Health Insuring Organization (HIO) which
by law must assume an underwriting risk. Yet that risk {is
limited in the program to 1%, hardly momentous, and even that
small risk seems to disappear the second year of the program's
operations. We do not know if Citicare, its administrator

or contracting providers are making excessive profits but
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believe the state should have available sufficient evidence
to assure this i{s not the case.

LESSON #6: Operation of a case management system ma¥ cause
undesireable policy consequences for other aspects of the

ealth care system.

In Arizona, exclusive reliance on low bids to determine
which providers could serve particular eligibility groups
resulted in the Maricopa County (Phoenix) health system losing
about 15,000 of its AHCCCS patients in the program's second
year. As the provider of last resort in the Phoenix area,
the County services many patients who are uninsured, severely
ill and/or have special needs; as a result the County system
has above average costs and has difficulty in price competition
with providers who do not have such obligations.

The excluded groups had relied on the County systam as
their regular source of care, and County facilities provided
the services most accessible to them. These people suffered
severe disruptions in care patterns. At the same time, the
County 9nnounced it would have to lay off hundreds of employees
at its hospital, reducing the staff there by about 25%. Area
doctors protested that the constriction pf services would
result in the ''abandonment" of 80,000 indigents in the County.

While the threatened destruction of a County system wéuld
be an unintended, shocking result anywhere, it is particularly
ironic in Arizona--where adoption of "AHCCCS" was in large

part designed to relieve County health services burdens. In
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hindsight, the potential for such an occurrence should have
been recognized and planned for, but it was not. The r&sh
to implement capitated case management systems will surely
result in other harmful and preventable consequences.

Another major problem waiting to happen is the encourage-

ment of nursing home use, at a time when much public policy

is encouraging greater use of home health services as an
alternative to nursing home care. Most existing case
management systems, Jand apparently most of the pending
proposals, do not include long term care. As a result, there
is a financial incentive for providers to place people in.
nursing homes when the patients have chronic or multiple care
needs, rather than incur liability for the care themselves.
Another potential problem involvés the interplay between
8 case management system and other special programs. What
will happen, for example, when children in a Crippled Childrens
Service program have a recommended course of treatment with
which their case management provider will not comply. These
and other policy consequences of case management systems are
beginning to surface now and should be assessed and planned

for in advance.
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LESSON ¢7: Case nagement systems must be more carefull
monitored by government to avoid untoward consequences.

Many case management programs result in the limitation

of recipients' long-standing free choice of providers. While
free choice may have been limited or illusory for many in
the past, the new systems can prevent all recipients from
remedying any enrollment, access and quality of care problems

by seeking care elsewhere. They can break-up existing care

patterns and place care of the needy in the hands of people
motivated primarily by profit.

| Surely in recognition of the potential danger of these
systems, Congress has permitted them only by waivers obtainable
from the Secretary of Health and Human Services. Until 1981
these programs were recognized as purely experimental, and

some systems continue to be authorized only as experiments.

The Omnibus Budget Reconciliation Act of 1981, however, gave
states greater freedom to establish case management systems.
Congress did require the Department of Health aﬂd Ruman Services
to monitor these programs and insisted that they not restrict
emergency services, and that they not substantially impair
access to services of adequate quality where medically necessary.
As we have noted'throughouc this testimony, assessment
and prevention of problems requires substantial efforts in

both the planning and implementation of case management systems.
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It is scarcely asking too much to require evideég;”eﬂ;c enrollment
processes will work, that provider participacioﬁ will in fact
be sufficient so that access will not be impaired, that effective
quality monitoring and grievance systems are in place, ana
that access to emergency and specialist services will not
be impaired. )

The Department of Health and Human Services' efforts

in this respect must be dramatically improved. While some

experimental programs---such a8 those in California's Santa

Barbara and Monterey Counties---engaged in several years'

extensive planning before going into operation, the Department
qﬁwﬂealth—and Human Services has appeared equally willing

to approve systems where answers to important questions were
little more than promises. Many of the problems referred

to in this testimony could have been avoided if better advance
planning had been required and reviewed.

The Department has encouraged speedy implementation of
case management systems. In fact, whan Congress ameaded 51915
in 1982 to limit the extent to which non-HMO's could rely
on capitation payments, the Department promptly approved Louis-
ville'é "Citicare" capitation system as a '"Health Insuring
Organization''---something Citicare had not even proposed.
If the federal agency encourages speedy implementation over

sound planning, states can hardly be expectad to do otherwise.
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Once a system has been implemented---albeit with built-

- in problems waiting to happen---there is tremendous inertia

in favor of its continuation. Nonetheless, careful monitoring
remains vital---unfortunately it is in need of great improvement.
Arizona's AHCCCS system has existed for much of its two years
without a full time Medical Director. Both in Arizona and
Louisville, some critical reports vital to monitoring utilization
and costs have naver been made. Both the state and the Department
of Health and Human Services are hard pressed to even assess

the magnitude of patient abuses, which press accounts and

individual client stories have noted.

Both the Department of Health and Human Services and
the states must more effectively monitor thése systems, but
the lead belongs where Congress has placed it---with the Depart-
ment of Health and Human Services
Conclusion

Advocates of case management systems claim that the problems
encountered by California in the early 70's and Arizona in

the early 80's will not plague their systems. Yet, Arizona

learned little or nothing from California's PHP fiasco. And
other states appear willing to adopt Medicaid primary care
case management systems without carefully looking at how to

avoid the abuses so prevalent in the first year of AHCCCS.

We do not oppose the expanded use of case management
sistems. What we do oppose 1;-the headlong and precipitous
plunge into them, without adequate advance planning and protec-
tions. Hopes and dreams aside, we urge that the weight of
gggggl evidence be given appropriate attention, evidence which
shows that these systems can cause grave harm if they are

not carefully planned, implemented and monitored.
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STATEMENT OF RINA K. SPENCE, FORMER PROJECT DIRECTOR,
COMMONWEALTH HEALTH CARE CORP., BOSTON, MA

Ms. SpeENCE. | am Rina Spence, the former executive director of
the program whose design was predicated in part on this waiver
and whose final failure was attributed to concerns that it raised.
Commonwealth Health Care Corp. was a coalition of Boston's
teaching hospitals and neighborhood health centers, committed to
developing a rational system of care for the poor that would
temper the rise in cost to Government. It was formed in 1981 to
deal first with AFDC in Boston in response to the State administra-
tion threaténing reductions in medicaid. In covering all the option-
al programs of medicaid services in Massachusetts, there existed
little incentive for either provider or recipient to change behavior.
As a solution, CHCC proposed the development of a prepaid man-
ﬂ‘ed care system that would encompass all the city’s providers and

DC recipients. In order to restrict the open-ended fee for serv-
ices system, Massachusetts applied for a limit on freedom of choice.
Cost savings were to be achieved by enrolling recipients into man-
aged care programs with a primary care physician at risk and re-
directing some primary care to more cost-effective neighborhood
health center sites. The election of a new Governor coincided with
the granting of the waiver. The fact that the administration prom-
ised no cuts in the medicaid budget began to raise fears on the part
of the recipients that the CHCC program was too provider oriented.
The freedom of choice waiver became the focal point of recipient
protests, and in the end the State succumbed. Neither the waiver
nor the ;;‘rogram was implemented.

Why should a program so rationally structured fall to the rheto-
ric of freedom of choice? It is a term that conjures up an emotional
response but offers little understanding of the issue. Perhaps to the
recipients who organized against CHCC it was the fear of changes
in their patterns of receiving care that underlay their concerns
This fear, I believe, emerges from a general distrust of institutions,
including Government. That the CHCC and the State tried to ad-
dress freedom of choice as a rational issue—with CHCC pointing to
all the choices and the State saying there needed to be more—only
shows that both missed the real point—that it was, in fact, a con-
flict of perceptions.

The large institutions tended to see managed care as efficient
and the neighborhood health centers as appropriate sites. The re-
cipients tended to view the pro as excluding them from unlim-
ited access to the prestigious downtown institutions and directing
them into what many erroneously perceived as two classes of care.
That freedom of choice is such an issue thus reflects largely a per-
ception of quality by the reci?ient population. Even so, the two-
tiered objection as a result of the proposed limit on freedom of
choice lay not as much in the anticipated care but more in the im-

ition of a system that required trust where it did not sufficient-

y exist. The issue is not only health centers and hospitals, or man-
aged versus unlimited access, but also allowing oneself—the recipi-
ent of care—to trust sufficiently not to feel the need for the seem-
ing protection of existing options and the preservation of the status
quo. In the absence of any historical basis for trust, we have

35284 O—84—9
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learned that freedom of choice is perceived by the poor as an essen-

tial protection against second-rate health care, and the more vocal

activitist segment of the poor can mobilize that perception into a

significant political force as they did in Massachusetts. Thank you.
Senator DURENBERGER. Thank you. ,
[The prepared statement Rina K. Spence follows:}
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Statement to the Senate Finance Committee
Sub-Committee on Health
30 March 1984 |
Presented by Rina K. Spence
Formerly, Executive Direotor
Commonwealth Health Care Corporation
‘ Boston, Massachusetts -

Mr. Chairman, members of the sudb-committee, thank you
for this opportunity to comment on issues related to thes Freedoa
of Choice waiver. I am Rina K. Spence, the former Bxeoutive
Director of a program whose design was predicated in part on
t:io waiver and whose final failure was attributed to the ooncerns
it raised. ‘ '

The Commonwealth Health Care Corporation was a coalition
of Boston's Teaching Hospitals and Neighborhood Health Centers
committed to developing a rational system of care for the poor
that would temper the rise in cost to government. It was formed
in 1981, to deal first with AFDC in Boston, in response to a
State adaministration threatening reductions in Medicaid. In
oovering all the optional Medicaid services reimbursed on a
fees-for-service basis ~- the situation in Massachusetts =-- there
exists 1little incentive for either provider or recipient to
change behavior. As a solution, CHCC proposed the development
of -a pre-paid managed care aystem that would encompass all the
oity's providers and AFDC reoipients. In order to restriot
the open-ended fee-for-service option, Massachusetts applied
for a waiver to limit Preedom of Choiocs. Cost savings were
to be achieved by 1) enrolling recipients into managed care
programs with a primary ocare physioian at risk for specialty
referrals and in-patient utilization, and 2) redireoting some
primary care to more cost effeotive Neighborhood Health Center
sites. The CHCC proposal received for its development over
$1.5 million in private foundation grants.

The eleotion of a new Governor coinocided with the granting
of the waiver. The faot that the new administration proaised
no ocuts in the Medicaid budget began to raise fears on the part
of reoipients that the CHCC program was too provider-oriented.
_The Freedom of Choice waiver became the fopal point of recipient
protests, and in the end the State sucoumbed. Neither the waiver
nor the program was implemented.
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- Why should a program so rationally struotured fall to
the rhetoric of Freedoa of Choice? It is a term that conjures
up an emotional response but offers little understanding of
the issue. Perhaps to the recipients who organized against
CHCC, it was the fear of changes in their patterns of receiving
care that underlay their concerns. This fear emerges froa a
general distrust of institutions, inoluding government. That
the CHCC and the .State tried to address Freedom of Choice as
a rational issue (with CHCC pointing to all the choices and
the State saying there needed to be other choices) only shows
that both missed the real point -- a conflioct of perceptions.
The large institutions tended to see managed care as efficient
and the neighborhood Health Centers as appropriate sites. The
recipients tended to view the propos-l as excluding them from
unlimited access to the prestigious downtown institutions and
directing them into what many erroneously perceived as two classes
of care. That Freedom of Choice is such an issue thus reflects
largely a perception of quality by the recipient population.
Bven so, the "two-tierd" objection as a result of the proposed
limit on Freedom of Choice lay not as much in the antiocipated
oare but more in the imposition of a system that required trust
where it did not sufficiently exist. The issue is not only
Health Centers and Hospitals, or managed vs, unlimited access,
but also allowing one's self -- the recipient of oare -~ to
trust suffioiently not to feel the need for the sesming protection
of existing options and the preservation of the status quo.

In the absence of any historioal basis for trust, we
learned that Freedom of Choice is perceived by the poor as an
essential proteotion against second rate health care, and the
oore vooal, aotivist segment of the poor can moblize that perception
into a signifiocant political force, as they did in Massachusetts.

Thank you for the opportunity of presenting these observations.

~
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Senator DURENBERGER. What is your advice?

Ms. SpENCE. Excuse me?

Senator DURENBERGER. You can’t leave me with “don’t trust gov--
ernment.” [Laug)hter.]

- Ms. SPENCE. OK. I did try and think of what does one do after
this, and I think that, in fact, in Massachusetts it was the situation
of our havin%‘ all the optional programs, and I guess if I were to
suggest to other States, I am not sure that I would recommend
going after a waiver on freedom of choice if there are other ways—
that is, within the program itself—to create those options. I think
the fact that, in Massachusetts, we have had no way to offer a little
more in the managed care system created a problem. I think in
State where the benefit package can be more directed toward pre-
paid systems and then recipients can choose those plans, I think
that would be more advantageous. -

Senator DURENBERGER. Ms. Waxman, I heard a lot of your testi-
mony directed at the issue of quality, and it strikes me that if you
take your time to do it right you can achieve quality. The thingywe
struggle with here is the incentives going every which way. You
ought to be able to find a situation in which you don’t have to arti-
ficially create quality measurements. It seems that quality will al-
ready exist in a relationship between patient and his or her provid-
er. But I can also recognize that starting a process like you de-
scribe, particularly when it is aimed at a population which is cate-
g’;rized by our society in the way that they have their needs met.

you have some specific suggestions or advice to us on-how to
assure quality, and I mean getting down to real specifics, not just
your seventh point. One of them strikes me—and I think I saw this
in Jack Meyer's testimony—that we be sure and take some time in
counselinf geople as to how to get into the system. And from what
I know of the situation in Arizona, in regard to the mistakes they
made—besides their choice of a contractor, I think this was one of
their problems. They never had a medicaid program, and all of a
sudden they were going to have one, and they were going to get it
done in about 8 months or some incredible period of time. They
tried to jam all of that activity into a really short period of time.
And I would guess that one of the things they missed out on in
that process is just dealinlg with individual peogle and helpin
them through the process of making choices. Are there some specif-
ics in that area of quality that we might be looking at?

Ms. WaxMAN. Sure. I do think the counseling is important, not
only on how to get people in and how to use the program but also
on how to help that individual get the provider that maybe he or
she has already used before. That has been some of the resentment
on the part of the recipients—that the old Froviders they used
may, in fact, be in the program, but because of administrative has-
sles they don’t seem to get assigned to that person. If there is a
way to counsel people not only into the program, but to their
proper providers, that would be helpful.

ere also should be counseling on the side of getting providers
into the program to be sure that, in fact, there are enough provid-
ers in all the geographic and specialty areas so that the individuals
have proximity to providers, and that there, are in fact adequate
providers in the program to serve the population.
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Another point, I would like to make relates to that 1903(m) issue
I heard earlier today. I didn’t put that in my testimony, but I think
keeping the protections that are already In the statute is really
crucial for quality. It is sort of sad to say, but if you have a pro-
g:am that is supposedly for poor people, chances are it is going to

a poor program—it is sort of the old adage—raising the old song,
if you will, but I think it still holds true. . .

And when l);'ou have the 75/25 percent case mix protection, which
in fact was changed recently from 50/560 percent, then at least you
are going to assure that there is a mix of people in the plan with
different concerns that can address various problems that arise. If
you are going to eliminate everzone who is not a medicaid recipi-
ent and allow States to make their plans mandatory for medicaid
recipients—also another suggestion from this morning—you are
setting up a somewhat explosive situation. The law already allows
for States to guarantee a minimum 6-month enroliment as an in-
centive to recipients to enroll in an HMO. As Ms. Spence indicated
such positive incentives encourage recipients to make such a choice
and then to agree to be enrolled in the HMO for a finite period of
time. A guaranteed 6-month minimum enrollment allows the State
to know how many people are going to be enrolled and to deal with
those other administrative problems they mentioned earlier—with-
out mandating enrollment in a lprogrram exclusively for poor people
which is really asking for trouble. :

Senator DURENBERGER. It strikes me that the ideal is for poor
people to be treated like people, and to go into a plan that is avail-
able to everybody. And that is the way the experiments up in the
Twin Cities are working. You have an O card, you don’t have a
poor person card when you walk in. - :

Ms. WaxMAN. Exactly.

Senator DURENBERGER. They don’t know how you got there or
who is going to pay the bill, and that strikes me as being our ideal,
and that is why I get a little revved up when I pick on the fellow
from Detroit because it upsets me that we waste $6,000 those auto
workers—and I say we waste it on them because we are paying for
it out of our taxes. And then we don’t have enough resources left
over to take care of all the truly neggg in our society.

Those people don’t need that $6,000 a year worth of health care.
Maybe a few of them do, but most of them don’t. That is a huge
waste of resources. And yet, we always have these linkages be-
tween the unions and the poor trying to save America. It is just
one frustrating example of where, part of the union movement is
destroying the health care for the poor in this country by not en-
couraging more choice of health plans in some of these communi-
ties. Do you, Ms. Waxman, have any doubt about.the fact that if we
had genuine competition, among health care providers in this coun-
try, that the people with one of the best quality systems in the
world would overcome the failures of the health care system, and
:\lr‘quldn't tthe?t be the best way to provide for the needs of people in

is country? _ 3 .

Ms. WaxMAN. I have to say I am really not sure of that. I am
concerned about poor people because if they don’t have resources to
get into the competitive system, that they may, in fact, be left out,
and so even with a purely competitive system, you are going to
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have to have some wai to deal with those people who don’t have a
way to get into it. Jack Meyer said this morning, currently almost
hralf of the people who live below the poverty line are not even on
the medicaid program. The studies and figures that are coming out
now about how many people in this country are uninsured are just
really staggering. There has to be some kind of system, and I don’t
know what the ideal system is, but some way to take care of that
enormous part of our population.

Senator DURENBERGER. Yes; and what we have talked about this
morning is taking our medicaid dollars and reimbursing a set of
providers or going on a DRG system. What we haven'’t talked about
18 moving the way medicare 1s moving—which is to vouchers. So
that each of those people, once the eligibility is determined, is
equipped with a voucher, and at that point, you have gone a long
way towards equalizing at least financial access.

Ms. WaxmaN. Yes. [ think the effectiveness of a voucher system
would also depend on how much that voucher was worth to the in-
dividual and whether that lower income person with the voucher
really was in a competitive situation with higher income people.

Senator DURENBERGER. And that is why we are going slow with
vouchers for medicaid. If there is no competition, the voucher is no
good. It isn’t going to achieve a thing. Now, that gets me to the sur-
plus situation. You know, if you need to have a surplus to achieve
competition, and only when you have competition do you have
people come in and say—like you have said—don’t let them set the
price. Now, am I being unfair? It seems to me that AHCA has a
position in support of prospective payment in medicare.

Ms. SINCLAIR. That is right.

Senator DURENBERGER. And it seems to me progpective payment
addresses price only—sets the price for a service. So, why is it that
the position that AHCA has with regard to prospective payment—
why in light of that do you take the position that you are against
co%etitive bidding?

. SINCLAIR. Because I believe some providers who are now
medicaid providers—medicaid approved providers—would be elimi-
nated from that system at various points in time. That is one
reason.

Senator DURENBERGER. Why? -

Ms. SiNcLAIR. Because if their bid isn’t appropriate, they will not
receive patients. .

Senator DURENBERGER. But somebody will receive patients. Ms.
Sinclair. Somebody will—the lowest cost facility will.

Are gou implying that——

Ms. SiNCLAIR. I am saying that if they meet minimum standards
and have the lowest bid, they will receive the patient.

Senator DURENBERGER. Is there an{tahing wrong with that?

Ms. SINCLAIR. I think there is in that what I would like to do is
have you put yourself in the place of the son of a person who needs
to be on medicaid in a nursing home. Wouldn't you prefer to have
a choice of facility for your mother?

Senator DURENBERGER. Yes, but if it is at someone else’s expense
and it costs me x number of dollars to make a choice that was
more expensive, then I would be willing to pay that. But if I am
not willing to make a payment to exercise that extra choice, then I
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should be assured by the local society that I am getting quality
service, then I have no problem with my mother going to a low
priced facility as long as it has met the quality standards that I
want for my mother. It may not be one that I would choose, but if 1
won't contribute to my choice, then what is wrong with that?

Ms. SiNcLAIR. The quality standards is another concern. I had a
comment to make on your asking Ms. Waxman about that. Cur-
rently, quality in a nursing home—I will speak just to that because
that is where I have my expertise—is judged on procedural require-
ments being met a lot of the time. It is not judged on the outcome
of the efforts of the health care team.

Senator DURENBERGER. But that is what you are going to negoti-
ate with your colleague in the back of the room.

Ms. SiNcLAIR. That is true, but that is not being done currently,
and that is one of our concerns. How is the quality going to be
measured in a competitive bidding situation?

Senator DURENBERGER. Gary, do you want to add a concluding
statement?

Mr. CarisTRANT. Yes; you, of course, understand that we do sup-
port prospective 'Fﬁyments. We even support the concept of com-
petitive bidding. The problem comes in in the exercise of that con-
cept. I think it is a situation in which you can probably develop a
competitive bid arrangement that would make sense for nurs
homes. What we have seen of the Utah program doesn’t do that.
You can deal in competitive bids for a standardized product and if
there are performance standards for the providers to meet. What
we have seen of the Utah situation does not do that, and it exem-
glifies what you have in section 2175 is very broad authority to the

tates that can be exercised quite well, but it can also be misap-
plied. And we would not be recommending at this time any statuto-
ry changes to section 2175, but we would be recommending caution
and that all of the provisions not be applied for each and every
service.

I think that the intent of section 2175 really didn't go to long-
term care here. The committee’s Blue Book, in its 20 pages, does
not even address the long-term care issues. Yes, it is productive to
use freedom of choice waivers for HMO'’s and case management,
but there are some real problems in going greatly beyond such uses
that I do not think have been sensitively responded to yet.

And so we will continue to work to perspective in medicare and
bett?r medicaid systems, but what they are looking at in Utah is
not it.

Senator DURENBERGER. Thank you all very much for your testi-
mony. I appreciate it a great deal. The hearing is adjourned.

[W»;nereupon, at 10:66 a.m., the hearing was concluded.)

By direction of the chairman, the following communications
were made a part of the hearing record:) -
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PREPARED STATEMENT OF RoBERT C. OsBORNE, DEPUTY COMMISSIONER FOR MEDICAL
AssISTANCE, NEW YORK STATE DEPARTMENT OF SOCIAL SERVICES, "‘ALBANY, N.Y.

Medicaid has become one of the largest and most complex progrems
which are administered by the States. While no single progrem has
contributed more positively toward closing the g¢sps in acoess to, -and
use of, health services previously experienced by lower end higher trcome
populations, there are still large numbers of Medicaid beneficliaries who
have no real access to stable, continuing relationships with heaith care
providers or to comprehensive, consistent and appropriate care. dhilte
Medicaid is an enormous part of the way health care is financed in this
country, and has assumed a prominent role in Uriving the health cave
industry, the current system is becoming an econowic dinosaur wirich demends
on an obsolete fee-for-service payment and discourages preventive cave.

Faced with !ncnasin? fiscal pressures, New York, 1ike other Stztes,
has been compelled to explore a veriety of methods to comtrol cests. Over
the years, New York has met tke challenge of miutwizing cost incresses
in the Medicaid progrsm and has dome so without reducing the aweilabilit
of services. fowever, there are concerns that additiomal cost contro
related to refmbursement and program menagement will centinwe o be
successful in the future. New altermatives -to the traditioms] smd often
inefficient fee-for-service system are nacessary. The enactment of the
1981 Omnibus Budget Reconciliation Act (O0BRA) comtaining the so-called
"flexibility provisions' was a two-edged sword. New York State has been

_  understandably conservative in its use. In fact, soms of the provisions

—_ AntSection 2175 of OBRA were already permissable ender the Social Security

ct.

RECIPIENT RESTRICTION PROGRAM

Mew York has haa 2 “lock-in" program in place simce 1978. The recipient
restriction program began on a pilot basis, and was implemented Statewide
in 1980. The authority for such a program is contained in Section 1902(a)(30)
of the Social Security Act. requiring States to “safeguird ageinst unmacessary
utilization of...care and services...” Exception criteria have besn developed
to facilitate the identification of recipients' owerutilization of services
through the use of the Surveillance and Utilfzation Review Subsystem (SURS)
of the Medicaid Management Information System (MMIS).

Parameters and criteria are set quarterly and records of claims for
a selected period are run against these parameters. The exception reports
are reviewed and selected recipients are identified for further review (about.
§00 a month). Information is compiled on each of the identified recipients
concerning utilization of services over the preccding twelve months, the
most frequent diagnostic groupings, a pharmacological summary, and wost
frequently used providers. The package is reviewed by a licensed pharmacist,
registered nurse and consulting physician. If a recommendation is made that
E?:tr:c:picnt be restricted, the case is referred to the local Social Services

rict.

- The District notifies the recipient 2nd offers the opportunity for a
conference. The recipient s usually restricted to one of the providers
most frequently used by him or her. The provider {s contacted to assure
his or her willingness to serve as the recipient's primary source of care,
and the recipient's Medicaid card is marked to indicate that only bills from
the orimary provider will be honored. Restriction is limited to an initia)
period of fifteen months and the case is then reviewed t0 determine f
restriction should continue. There are currently about 1500 restricted
reci_oienrs with a3 total restricted population over the life of the program
of 7500. Estimated savings are approxirately 31500 per restricted recipient

per vear.
T ‘
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PROVIDER SANCTIONS

New York's provider ™lock-out” policy also preceded the enactment
of OBRA. State st:tutory authority for termination, suspension or censure
of Medicaid providers was enacted in 1975 and was also implemented under
the utflization control provisions in Section 1902 of the Social Secwrity
het.  Audit and investigational activities were centralized tn ome
organizational component of the State Department of Social Services in 1976.
The staff includes investigators, auditors, lawyers, technical dsta processing
personnel, pharmatists, nurses and three physiciens detailed from the State
Department of Health for professional review. Providers furmishing excessive
or substandard quality services are identified through SURS Subsystem reports
on health care delivery and utilization, and Summary System reports en
individual provider ©»illing and service practices. Other sources a:
informstion are recipient responses to “"Explanation of Medical Benefits
{ssuances and public complaints alleging abuse.

Sanctions imposed by Medicare and by the State Health Department are
3150 channelled through this Fraud and Abuse Unit and providers hawe
to administrative hearings and judicial review. Providers who N
suspended or disqualified from the Medicaid program my apply for
reinstatement; however, the application My be denied dy the Division of
Hedical Assistance if the provider's past conduct is deemed severe enough
to prohibit re-enrollment. Other senctions mey originate with the Education
Department, through the Board of Regents, which is empowersd to take action
dgainst any professional it licenses. Such action also impacts on a provider's
participation in the Medicaid program. Last year, 67 provicers were suspended
from participation in the Medicaid program, 49 of them permsnently,

HHO_LOCK-IN

New York requested and received a waiver of 1903(m) to require Medicaid
recipients who voluntarily enroll {in federally qualified NMD's to remin
for & minimum enrollment period of five months after the first thirty days
of enrollment. This procedure was permitted under the Social Security Act
prior to enactment of Public Law 97-35 (OBRA), and was used in all of New
York State's HMO/Mediciad contracts. The emactment of the 1982 Tax Equity
and Fiscal Responsibility Act (TEFRA) rescindsd the avthority of the Secretary
to grant such waivers, . '

" Jhile New York does not currently have many Medicatd M0 contracts,
the State i3 embarking on an effort to develop and expand ND's and other
types of prepaid plans, and encourages their use by Medicaid recipients. In
8 Medicaid program like lew York's, where virtually every cptional service
s included, it is difficult to provide incentives in the form of services
to recipfents to enroll in HMO's. A minimum enrollment period provides an
opportunity for the HMO to demonstrate the benefits of continuity of care,
and for the Medicaid enrollee to become familiar with the HMO and its services.
Ouring the minimum enrollment period, the HMO can provide health education
arc both preventive and primary care services, as appropriate.
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Without the opportunity for the HMO to develop this provider/patient
relationship, the care delivered by the HNO would differ 1ittle from that
provided by the more traditfonal, often episodic and fragmented fee-for-service
system, An individual who 1S accustomed to the freedom to use (and misuse)
the existing fee-for-service system may feel constrained when first limited
to a specific provider, and a Medicaid enrollee may feel no differeat.
Accordingly, the HMO requires time to “"make its case” and establish itself
as a provider of high quality and accessible health care. In the genersl
population, this is accomplished by requiring 2 minimum enrollment period,
usually one year, in which the enrollee becomes familiar with the services
provided by the HMO. The lock-in accomplishes the same for the MWedicaid
population enrolled fn HMO's, providing for a mintmum enrollment period while
simultaneously allowing a recipient to disenroll with good cause.

A mandatory mintmum enrollment period also enhances the attractiveness
of Medicaid contracting for HMO's. For a variety of reasons, the initial
thrust of HMO marketing to the Medicaid population is more time consuming
and complex than marketing activities aimed at the genmeral population. The
higher marketing costs tend to reduce HMO interest in enrolling Medicaid
clients, and may also reduce the potential savings which may be achieved
by the HMO. The turnover of Medicaid enrollees dve to losses in eligibility
fs both administratively burdensome and expensive for the HMO. The lock-in
of Medicaid enrollees helps reduce enrollee turnover and compensates for those
enrollees who are terminated due to losses in eligibility. T

ADDITIONAL WAIVER APPLICATIONS

New York State has asked for two additional waivers under the authority
of 2175. One is to resolve & long-standing compliance issue concerning
Statewideness. Psychological services are an optional service which the
State makes avaflable to Medicaid recipients who nesd them. In New Vork
City, however, a local variance is desired to limit psychological services
to those delivered in organized mental health clinics certified under Article
31 of the Mental Hygiene Law where there fs assurance of medical supervision
and consultation, and a wutilization review mechanism approved by the
standard-setting agency. Because the network of certified mental health
agencies is not as well developed in some upstate counties, and because ¢linmic
services are not accessible to recipients who are in residential health
facilities Statewide, the State intends to continue to allow the provisiom
of services by private practicing psychologists in certain instances. HCFA's
decision on this application is still pending.

Thi: second application also targets meaical services in New York City,
and the purpose of the waiver is to reduce the rate of expenditure growth
for transportation in the City, specifically ambulette services. Under the
waiver, the City's Human Resource Administration (HRA) will request the sixty
New York City medical facilities with large volumes of Medicatd patients
using ambulette transportation, to seek competitive dbids and enter into formal
agreements with the ambulette company offering the lowest reasonable rate.
The waiver would also permit extension of the bidding process to livery
services {curd-to-curd services for clients with disabilities precludin
the use of public transnortation, but who do not require the assistance o?
ambulette attendants). HRA will reimburse facilities for the administration
of tne program and monitor the performance of the facilities and the
transportation comoanies.
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It is expected that exoenditure growth will be slowed through a lower
rate per trip, and by shifting utilization, where appropriate, from ambulette
to livery services. The waiver may also result in improved quality of
services, since the standards will be more specific and more stringent, the
-delivery of service will be monitored by HRA, and a client grievance system
will be maintained. HCFA has requested further clarification of our proposal,
and that application is also pending.

NEW YORK STATE'S POLICY ON FREEDOM OF CHOICE WAIVERS

Upon its enactment, New York State viewed Section 2175 of OBRA as offering
a different approach to States to modify the delivery of health services
toward greater efficiency. It seemed that beyond limiting who is eligible
and what services are offered, States now had new options to influence
recipient behavior. Freedom of choice is recognized, in principle, as a
guarantee -against a two class system of health services, and sore specifically
8s & valuable protection of humen dignity, and as having a profound effect
on the practitioner/patient relationship. However, realities such as physician
distribution, facility 1location, transportation problems, and orgenization
and delivery patterns often negate the impact of freedom of chofoe.-

The sudden appearance of a prohibition on a mintmm enrollment period
in Section 1902(m) of the Social Security Act was a winor problem 30 long
as the Secretary had authority to waive it. Iromically, that, together with
the enactment of TEFRA rescinding authority to watve provisions ia 1803(wm),
closed a door that had oreviously been open to States.

An “appropriate application of the provisions in Section 2175 requives
knowledge of recipient utilization, provider referrals, variations in frequency
of admissions and length of stay, and variations in per capita expenditures.
The Statewide implementation of New York's MNedicaid Menagement Information
System had been compieted in Febraury, 1982, so -it has only recantly besen
possible to fully analyze recipient/provider bshavior, and to predict with
some certainty, the situations where limiting a recipient's freedom of choice
might be cost-effective.

Recipients do not generally control the utilization or cost of
institutional services such as acute inpatient hospital or residential health
facility care, which represent approximately 755 of New York's total Medicaid
expendftures. Although there are clearly some recipients who do misuse the
health ‘care system, large program costs and inefficiencties are not recipient
generated. Preliminary reports suggest that the mjority of Medicaid
recipients utilize a1l health care services in moderation, and that few clients
“shop" for services among providers.

Further, there are risks associfated with implementing limitations on
freedom of choice. In light of the above, New York has adopted four basic
principles as a framework for review of proposals which may affect freedom

of choice. They are: ‘

1. The proposal must offer clients reasonable access to quality medicatl
care, within a reasonable distance from their homes, at reasonable

hours of the day.

2. The proposal must not unnecessarily disrupt clients or providers.

Since the available data indicates that the majority of Medicaid

clients see only one orimary care provider during a year, the
introduction of 1limitations for all clients, wunless there are
substantial Dbenerits in health care or cost-effectiveness, is

- unnecessary anc undesirable.
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3. The oproposal must be convincingly cost-effective, Since data
indicates that most clfents do not misuse Medicaid services, it
does not appear that freedom of choice limitations alone will result
in widespread changes in utilizatfon. Changes fn the health del-
fvery system must be introduced if significant cost-effectiveness is
to be achieved.

4. The proposal should encourage competition among health care
providers. Competition among providers would foster cost efficiency,
quality services, and greater access to care. Since utilization
data show a substantial reliance on physician care, appropriate
practitioners should be encouraged to participate.

SHORTCOMINGS OF SECTION 2175 OF CHOICE WAIVER

‘Like other states, New York is interasted in program interventions which
will facilitate cost containment and improve client access while simultaneously
providing high quality medical care. Clearly, any interventions in the

——txisting delivery system must be targeted to address aberrent or excessive
patterns of care and/or expenditures. Llogically, the thrust of any program
aimed at client behavior would be to shift utilization of primary care
providers to those generating low inpatient days: shifting ambulatory
utilization, to the extent possible, from outpatient departments and smergency
rooms to lower cost diagnostic and treatment centers and pnysicians:
encouraging enrollment in prepayment plans; deveioping primery cere case
management plans; and pursuing -opportunities for volume purcnasing ana
competitive bidding for selected sarvices,

. New York's current administration has submitted proposals to the State
legislature which would seek to accomplish these changes tnrough a carefully
planned, _incremental approach, targeting reforms to the unique neeas ana
strengths of local communities.

The flexibility provisions in Section 2175 of OBRA are insufficient
to carry out the reforms seen as necessary in New York. At the same time,
some of the changes permitted seem unnecessarily onerous to recipients. The
mew~Section 1915 of the Soctal Security Act does not contain authority to
permit the State to provide various enrollment incentives, including extended
"guaranteed" eligibility and certain health and related social services to
Medicaid recipients. MWaivers required to assure that the State has flexibility
in arranging benefit packiges and reimbursement agreements with comprehensive
health services organizations and primary care case managers canmmot be grantad
under Sectfon 1915,

Outside of a single demonstration project in western New York, the State
is not interested in restricting the choice of recipients among providers.
The State does, however, consider it important to require that, once Medicaid
recipients have voluntarily elected to enroll with a state or federally
certified HMO or physician case. manager, they may be "locked-in" to that
provider of choice for a period of six months following a thirty-day
disenroliment period. It is also important for the State to be permitted
to implement a case management system that restricts the provider from or
through wnom a recipient can obtain medical care and services. Such waivers
are not possible under the 1915 authority.

Waivers are necessary to permit the State to enter into prepaid capitation
arrange~ents for the purpose of providing comprehensive megical services
to & orecominantly pudlic beneficiary population. This waiver cannot be granted
uncer Section 1915,
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The State will also require & waiver of 1903(m) to permit a physician
case manager to provide nospital services directly or under contract; receive
less than 255 of their gross vevenue from non-Medicare and won-Medicaid
patients; and receive rore than a 20% increase in Medicaid revenue as 3 vesult
of case management arrangements. These limitations were imposed ¥n TEFRA,
and the authority to grant waivers of 1903(m) was rescinded fn that statute.

CONCLUSION i

The concept of granting States the flexibility to develsp ¢movative
and cost-effective alternatives to the existing health care dalivery system .
fs a welcome change in a pr:gra which grew progressively more vetrictive
over the first fifteen years its history. S«t the chenges tn the Omibus
Reconciliation Act of 1981, particularly after ansctasnt of the A2 Tax
Equity and Fisca) Responsibility Act fell short of the -Tlaxibility nseded
in New York to make significant changes in the program.
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