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MEDICAID MANAGED CARE

FRIDAY, APRIL 10, 1992

U.S. SENATE,
SUBCOMMITTEE ON HEALTH FOR FAMILIES
AND THE UNINSURED,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 9:40 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. Daniel Patrick
Moynihan presiding.

Also present: Senators Durenberger and Hatch.

[The press release announcing the hearing follows:]

[Press Release No. H-12, March 28, 1992]

RieaLE CaLLS HEARING ON MEDICAID MANAGED CARE; HEALTH SUBCOMMITTEE TO
Discuss MoyNIHAN.-DURENBERGER BILL

WasHiNgTON, DC.—Senator Donald W. Riegle Jr., Chairman of the Finance Sub-
committee on Health for Families and the Uninsured, Thursday announced a hear

on managed care legislation.
The hearing will be at 9:30 a.m., Friday, April 10, 1992, in Room SD-216 of the

Dirksen Senate Office Building.

Riegle (D., Mich.) said the hearing will focus on legislation introduced by Senators
Daniel Patrick Moynihan (D., N.Y.) and Dave Durenberger (R., Minn.), both mem-
bers of the Finance Committee.

“Efforts to promote managed care and to improve the Medicaid program are need-
ed to reform our health care system. Many of the current health care reform propos-
als would encourage the use of manage care in the Medicaid program, including
HealthAmerica, the bill I introduced with Senators Mitchell, Rockefeller, and Ken-

nedy,” Riegle said.
']

“I look forward to learning more about the bill introduced by Senators Moynihan
and D\n'enberq'ei'il 8. 2077, which gives states more flexibility to operate managed

care programs, le said.
Moynihan said, “With Medicaid costs rising at 20 percent a year, and large num-

bers of welfare recipients unable to find a physician who will take care of them, we
should be encouraging states to contract with managed care plans, not discouraging

it. That's the purpose of S. 2077.”

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A U.S, SENATOR FROM NEW YORK

Senator MOYNIHAN. A very good morning to our guests and our
witnesses, some of whom will have seen me here before. I arrived
at 20 minutes after 9:00 and was told this was not my subcommit-
tee and would I please go away. So, I did. [Laughter.]

This is Senator Riegle’s Subcommittee on Health for Families
and the Uninsured. And we are going to have a hearing on Medic-
aid Managed Care.

(1)
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And our first witness, if you can hold just a moment, is my dis-

tinguished fellow New Yorker, and our dxstinguished colleague,
Representative Ed Towns.

want to hear from Senator Durenberger, and we want to hear
from all of you, as inauspiciously as the morning may have begun.

If you would indulge me, Senator, just to make a brief remark.
I have a statement which I will place in the record at this point.
And to say that, at most, I have a neighbor’s acquaintance with
this. My colleague, Senator Durenberger, is a genuine expert,

But, as Chairman of the Subcommittee on Social Security and
Family Policy, I sort of look over the garden fence into your place
from time to time and I see similarities. I see a situation which is
not unfamiliar.

The world is full of this sort of thing—at least it has been in my
40 some years in government—where there are theoretical expla-
nations for something that is going on, but which nobody unger-
stands because they cannot follow the theoretical explanations. And
a lot of just plain confusion takes place.

The simple fact is that in the 1960’s, we put in place a further
extension of the Social Security system whjcg had Leen on the na-
tional agenda for about 30 years, which is health insurance—for
Medicare and Medicaid.

And it was some very dear friends of mine that said that Medic-
aid might cost $600 million a year, maybe, at the outside. And, in
no time at all, it was costing $500 million a week, and no one un-
derstands it. And everyone feels they are being ripped off some-
where here or there, or something is going wrong and bad people
are making bad decisions.

As far as I can tell in this area, as in aspects of welfare policy,
what we have is a very simple case of Baumol’s Disease. If you
know—and I see everybody nodding in agreement—Baumol’s Dis-
ease—anybody want to give us a brief run down on Baumol’s Dis-
ease? Well, it is health care. Baumol’s Disease. All right.

Bill Baumol, who is a professor of economics at NYU and at
Princeton began worrying in the 1960’s about why there was a
great increase in the cost of the performing arts.

Why was the Metropolitan Opera always broke, and why was the
union, the orchestra always on strike when everything else seemed
to be going nicely?

And he and William Bowen, who was then president of Prince-
ton, came up with this simple, conceptual model which has now
had a generation of testing in empirical settings. And it works. It
just works. It explains things.

The economics profession uses the term “Baumol’s Disease;” he
says cost disease. Which is, that in different sectors of the economy
you get different rates of growth of productivity. And, therefore,
relative prices change.

The point is, that if you want a Dixieland Band to play at your
re-election rally today, you need the same number of people that
you needed in Storyville in 1905.

But you have to pay them more than they would have gotten in
1900, because they like to get paid about the same price that peo-
ple who work in factories do, or farms.
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If you want to play a Mozart Quartet, it takes four people, and
it takes just as long as when Mozart played it with Hayden, If you
play the Minute Waltz in 50 seconds, it increases productivity, but
not quality. [Laughter.]

And this explains everything. Yesterday we had a meetinlgl on
health care costs and we had a dean of a very influential school.
We are talking about Baumol’s Disease, Senator. And I said, well,
we have got Baumol’s Disease in health care, do we not? And he
said, no, we do not. And I said, well, now, look, Mr. Dean, when
a doctor sees a patient today it takes about half an hour, Mind you,
he can do some good for the patient today which he probably could
not have done 50 years ago. But it also took half an hour.

And the dean said, no, not true. Most doctors do not see patients
that way, or, if they do, they have them get 96 tests beforehand.
And I said, well, Mr. Dean, that means productivity has gone fromn
one-half a person hour per patient visit to 48 hours. Productivity
18 regressing. ‘

That does not sound like a lot, but it is why lawyers are so much
more expensive. It takes the same amount of time for a brilliant
prosecuting attorney to make his summation to the jury as it did
when Clarence Darow was around. It is why universities are broke
everywhere. The same professor teaches the same 20 people.

Manufacturing productivity in the United States goes up, up, up.
This sector does not. Baumol suggests that by the year 2040 healt
care will require 35 percent of GNP, and that we will be able to
afford it.

But we will probably spend the intervening half-century saying,
who 1s responsible for this, and seeing it is a failure in the healt
sector, when, in fact, it reflects success in agriculture.

When the Social Security Act was enacted, one-quarter of the
American population lived on farms. And 65 years later, 2 percent
live on farms. That is a success, but it means doctors cost more.

End of subject.
Senator Durenberger.

OPENING STATEMENT OF HON. DAVE DURENBERGER, A U.S.
SENATOR FROM MINNESOTA

Senator DURENBERGER. Mr. Chairman, I had to smile when you
raised the subject of Baumol’s Disease and everyone looked knowl-
edgeable on tfle subject. They really did not—none of us—knew
what you were talking about. [Laughter.]

But the reality is, we knew we were going to learn. Those of us
who have always enjoyed the acquisition of knowledge in the way
in which only you can do it simply look forward to that with great
anticipation, and now, I must say, with pleasure.

Perhaps I would like to make an observation to put what you
just said in the context of this subcommittee, if you will, and sort
of the other half of the hat that you wear.

The whole Nation now, either at this level or in New York, or
in Minnesota, or someplace like that, is struggling with how to
achieve these national and personal ic;als of how do we get univer-
sal access to superior quality care, which we presume in this coun-
try, to some kind of a universal coverage system where we are all
covered for the financial risk that is inherent in medical care.
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Senator MOYNIHAN. Yes.
Senator DURENBERGER. But how do we get all of that at either

a reduced or a predictably increasing cost, and how do we get it
out of the system in which the financing 18 much more equitable
than the current financing?

Senator MOYNIHAN., Yes.

Senator DURENBERGER. I just asked the gentleman from Min-
nesota about how many ways——

Senator MOYNIHAN. Mr. Baird?

Senator DURENBERGER. Mr. Baird.

Senator MOYNIHAN, Yes.

Senator DURENBERGER. How many ways there are to become eli-

gible for the Medicaid program. The response blew my mind. I
think you are well aware of that. But, in the practical sense, the
equig' in access to the system bothers people as much as anything
else does.
So, I have come to the conclusion that if we are going to meet
the goals of universal coverage, universal access, high quality care,
that all means we are going to have to have more as a society. If
we are going to meet the goal of containing costs, we are going to
have to spend less.

There are only two ways to do that. You go to some kind of a
ﬁovernmental system in which you reduce something in order to

ave the more gut pay the less, or you deal with the issue which
you addressed so well—productivity—in some way.

That leads me, I think, to the second conclusion that I have come
to, and that is that the most important subcommittee in this com-
mittee that relates to health care is yours, not this one. The major
Federal challenge is to improve the income security of every Amer-
ican.

The way in which we combine tax policy, social insurance policy,
and all of the rest of these sort of Federal policies is really the key
to providing the universal coverage to the financial risk.

hen when we get into the difficult issue, when we get to the
inter-governmental side of this and we talk about the production
system, the doctors, the hospital, the home health agencies, and all
the rest of the sort of thing out there, and how are we going to get
some productivity in the system?

There, I have concluded, we are going to have to rely on commu-
nity in some sense. And whether 1t is State, local, or the private
sector combined with the local community, we cannot do productiv-
ity at this level. We cannot get the high quality and all of the rest
of that sort of thing dictated out of this committee.

Furthermore, I have come to the conclusion that it is for one ver
simple reason; because we cannot be trusted. We cannot be trusted.

pr you or I make a proposal like RBRVS or managed care in the
Medicaid system, or anything else that we believe 1mproves qual-
ity, expands coverage, and expands the access and contains the
cost, the presumption is, Dick Darman is behind it.

Or, a cap on entitlements, which we are dealing with on the floor
right now, is behind it. And what is behind that, of course, is a $4
trillion debt brought on by a lot of profligates who cannot say no

to their constituents.
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So, I am deeply concerned that, both in your subcommittee and
this, and in the Medicare Subcommittee, we sort of hasten the
process of dealing with the apFropriate Federal role in income secu-
rity and start moving down, if you will, or over, if you will, to com-
munity the decisions that are going to have to be taken in regards
to improving quality and access to care.

Senator MOYNIHAN. I think that states it very well. The not-so-
invisible hand of the sinister Dr. Darman. Would Senator Hatch

wish to comment in that vein?

OPENING STATEMENT OF HON. ORRIN G. HATCH, A U.S.
SENATOR FROM UTAH

Senator HATCH. Thank you, Mr. Chairman. I appreciate your
leadership in this area as well. I have enjoyed your

Senator MOYNIHAN. No. I have no leadership in this area.

Senator HATCH. No, no. You have leadership in every area.

Senator MOYNIHAN. I am a voyeur.

Senator HATCH. I have been watching you. You are all-
embrasive. You are like that nebulous——

Senator MOYNIHAN. That sinister Dr. Darman,

Senator HATCH. Well, I am pleased to be with you this morning
to discuss improvements in t{:e Medicaid program. S. 2077 rep-
resents, I think, significant legislation in this area.

I look forward to learning from our panelists about the advan-
tages and the disadvantages of coordinated care programs, HMO’s,
pre-paid health programs, and primary care case management pro-
grams, as they apply to all individuals receiving Medicad.

It seems only reasonable that we examine the application of co-
ordinated care to the Medicaid population. During the past two
decades, we have witnessed considerable innovation in the organi-
zational management of health care in the United States, the most
important development of which is the growth of coordinated care,
to use the President’s term.

Health maintenance organizations and preferred provider organi-
zations now serve 40 million Americans. In 1989, over 27 percent
of all employees in medium and large firms received care through
health maintenance organizations, HMO’s, or preferred provider or-
ganizations, PPO’s,

While Medicare recipients lagged significantly behind the private
sector enrollment, this approach is nevertheless being encouraged
within that population. Currently, only about 11 percent of Medic-
aid recipients receive service through coordinated care programs.

We know that the State’s share of Medicaid represents the fast-
est-growing component of many State budgets. And this trend has
consequences that limits State resources to meet other equally im-
portant needs of its citizens.

Much of the increased expenditure is attributable to Federal
Medicaid mandates. In my home State of Utah, for instance, the
increased Medicaid costs associated with Federal mandates and
health care inflation have reduced the State’s ability to deal with
educational challenges and other critical State needs.

And, similarly, our Utah AFDC program has been affected by the
growth of Medicaid costs and requirements. Congress needs to act

to bring relief to States.
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It is believed that Medicaid cost growth would be slowed by en-
couraging greater reliance on coordinated care and by providing
States with greater flexibility. I believe that.

For this reason alone, we ought to examine this bill. And I com-
mend those who are pushing it. We should not ignore a potentially
effective remedy to Medicaid cost growth.

I also agree that coordinated care programs have many benefits.
First, they take responsibility for the entire episode of any illness,
and for the future welfare of the patient. Thus, plans have incen-
tives to keep patients healthy and to ensure the most rapid and
complete recovery from illness. :

They also provide preventive services, and, most importantly, co-
ordinated care plans employ a variety of mechanisms to ensure
high-quality care and coordination of services.

These include utilization reviews to determine whether services
are medically necessary and appropriate, pre-admission certifi-
cation, second surgical opinions, patient case management, and the
use of primary care physicians as coordinators and managers of

care.
Yet, we need to be more mindful of how our deliberation this

morning fits into the whole health reform picture.

Now, I believe there are four major objectives that must be oper-
ative in reforming any of our health care programs, including Med-
icaid. And I will be consciously applying these principles to legisla-
tion in health as it comes forward.

One, would be access to health care and financial security for all
American families. Two, would be reduction in growth of the health
care cost growth rate. Three, improvement of the long-term health
and well-being of Americans. And, fourth, the maintenance of the
quality of care.

Coordinated care approaches can be designed to meet these very
objectives. And we should change existing laws that discourage co-
ordinated care. And I appreciate the fact that S. 2077 creates a
provision guaranteeing Medicaid participants a choice of coordi-
nated care plans and physicians and recognizes the importance of
quality care.

I am uncertain, however, as to whether coordinated care pro-
grains are a panacea for the needs of all Medicaid patients or re-
cipients.

In particular, I wonder how well-suited these programs are for
the specialized health needs of disabled Americans who depend on
Medicaid. There are over 10,000 persons with disabilities 1n Utah
alone who depend on Medicaid.

Moreover, much of Utah’s health care is delivered in rural areas.
So, I am eager to learn if, and how, coordinated care approaches
meet the needs of patients in rural settings, as well.

Clearly, coordinated care does have some advantages. They offer
useful lessons and potentially productive applications. And, for this
rea(slon, coordinated care programs should be thoughtfully consid-
ered.

I want to commend my colleague from New York and my col-
league from Minnesota for holding this hearing today and for the
work that they have done in this area. I am certainly interested in
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working with them and will do so as we try to come up with the
answers to our health care needs in this country.

Mr. Chairman, if you will forgive me, I have to go to the Judici-
ary Committee for another hearing.

Senator MOYNIHAN. Sure.
Senator HATCH. But I wanted to come and express my regard for

both of you and for what you are trying to do, and my future sup-

port.
Senator MOYNIHAN, Thank you very much, sir. We understand.

We are all supposed to be not only in various committees, we are
also supposed to be on the floor, as well. You are very kind to have
come. We appreciate those remarks very much.

Senator HATCH. Thank you, Mr. Chairman.

Senator MOYNIHAN. And, now, sir. Representative Towns, who is
a good friend, has been very patient with us. We are limiting our
witnesses to a fixed time, but not you. We will treat you like a Sen-
ator this morning. Once you have the floor, you can speak indefi-
nitely. You may wish to put your statement in the record as if read
and proceed, but you proceed exactly as you wish. Good morning,

and weicome.

STATEMENT OF HON. ED TOWNS, A U.S. REPRESENTATIVE
FROM NEW YORK

Congressman ToOwNS. Thank you very much, Mr, Chairman, and
to Senator Durenberger. I am gonored to be here today to testify
before this subcommittee.

Making quality health care services available to Medicaid recipi-
ents is one of the biggest challenges facing this country. And it is
a battle we simply cannot afford to lose.

At present, one-third of African-American deaths each year could
be prevented if adequate health care were available. We have to
correct the situation now before even more lives are needlessly lost.

For this reason, I strongly support S. 2077, the Medicaid Man-
aged Care Improvement Act. I will introduce its House counterpart
very soon.

By coordinating services and making sure that physicians are re-
sponsive to patients’ needs, managed care can both use our health
care dollars more effectively and improve the quality of care Medic-
aid recipients receive. And that is extremely important.

We need to encourage, not discourage, managed care and State
Medicaid programs. This legislation will eliminate the needless ob-
stacles that stand in the way of many States and pievent them
from providing the highest quality of care.

Despite managed care’s many proven successes, some are still
skeptical, particularly when it comes to managed care for the Med-
icaid population. For them, managed care means rationed care.

In my view, nothing could be further from the truth. An exam-
ination of the myths surrounding managed care is long overdue.
And there are a few points that I would like to address.

First, is the view that managed care should not be encouraged
because it unfairly restricts Medicaid recipients’ freedom of choice.
Freedom of choice becomes a meaningless concern when there are
few or no providers willing to serve you. Therefore, there is no

choice.
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The New York State Association of Counties found that Medicaid
recipients were much more likely than non-Medicaid patients to be
hospitalized for sub-acute conditions. That is, common conditions,
such as ear infections, asthma, hypertension, and diabetes.

What is alarming about this finding is the fact that these condi-
tions would ordinarily not require hospitalization if the patient had
been treated at an earlier stage on an out-patient basis.

This lack of access to primary care is readily apparent in the dis-
trict that I represent. Of the ?231 rimary care pﬁysicians practic-
ing in North Central Brooklyn, only 18 accept Medicaid and meet
the basic criteria for an acceptable medical practice.

That is, 24-hour coverage, 20 or more regular office hours a
week, and admitting privileges at a hospital. Thus, for many of my
constituents, freedom of choice all too often means choosing among
a costly, low-quality Medicaid mill, a hospital emergency room, or,
more likely, doing without care altogether.

Enrollment in a managed care plan, by contrast, can assure that
Medicaid recipients in Brooklyn and elsewhere have access to phy-
sicians whose credentials are carefully evaluated and who are re-
guix"ed to be available to their patients on an around-the-clock

asis.

Let me cite just two examples of the kind of success managed
care gystems can achieve. HealthPartners of Philadelphia improved
health care for infants simply by persuading 142 out of 145 moth-
ers to ceoliver at the same hospital where they received prenatal
care.

Alabama decreased its infant mortality rate from 12.1 to 10.9
percent within 1 year through the use of a primary care case man-
agement system.

Because of low Medicaid reimbursement rates, without a man-
aged care plan, it is unlikely that mothers in either State would
have seen a doctor on a regular basis. And they would most likely
ended up delivering their babies in an emergency room.

The success these programs have achieved is largely due to the
emphasis on continuity of care, which is extremely important, Mr.
Chairman; an element that is missing from the fee-for-service Med-
icaid prc:ig'ram.

Second, I would like to address the concern that Medicaid-only
managed care plans provide second-class medicine. The so-called
7626 composition of enrollment rule prohibits a State from con-
tracting with a managed care plan unless the plan has at least 26
percent commercial enrollment.

The 76~26 rule was intended to promote quality of care by assur-
ing that a plan’s Medicaid members would receive the same serv-
ices as its private pay members.

The 75-26 rule, however, ignores the realities of the inner city
neighborhoods where most Medicaid recipients live. Over one-third
of the population in the district I represent, for instance, is eligible
for Medicaid. I repeat: 30 percent are eligible for Medicaid.

A better approach, and the one adopted by S. 2077, is to elimi-
nate the 75—58 rule and replace it with a more direct means of as-
suring quality of care. We should not permit arbitrary measures of

uality to continue to retard the development of managed care for

the Medicaid population.
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Finally, Mr. Chairman, I would like to emphasize that managed
care need not displace the elements of the health care system that
are working.

The most successful managed care networks are the ones that
draw upon the experience and expertise of those in the neighbor-
hoods, notably the community health centers, who have tradition-
ally provided primary care.

Indeed, the local community health centers are an integral part
of the managed care network being developed in my district, and
I expect them to enter into similar arrangements with managed
care plans across the Nation.

The rules currently governing managed care in the Medicaid pro-
gram may be well-intentioned, but they do not work. They have
produced a health care system that favors Medicaid mills and hos-
pital emergency rooms, over-coordinated delivery mechanisms.

This is a system, Mr. Chairman, in which 25 percent of the citi-
zens of New York City do not have access to a primary care physi-
cian, and a system in which one-third of African-American deaths
could have been prevented if adequate care had been available. We
can no longer tolerate these rigid and counterproductive rules.

It is time we permitted States the flexibility that they need to
truly coordinate, and, thereby, improve the health care available to
Medicaid recipients.

Let me thank you for the opportunity to appear before this com-
mittee. And, at this time, I am prepared to answer any questions.
Thank you very much.

Senator MOYNIHAN. We thank you, sir.

[The prepared statement of Congressman Towns appears in the
appendix.]

Senator MOYNIHAN. I will say Mr. Chairman, because I believe
you are Chairman of the Congressional Black Caucus this year.

Congressman TOWNS. Yes, I am.

Senator MOYNIHAN. You began and ended with a pretty powerful
statement to the effect that the present system is one in which we
find inadequacy in the care of African-Americans.

If one-third of African-American deaths could have been pre-
vented by adequate care, we have a disparity. I have to assume
that that is not true with the population as a whole. Can you get
us some data on that?

Congressman TowNS. I would be delighted to, Mr. Chairman.

Senator MOYNIHAN. Yes. Obviously you are working from some
experience.

Congressman Towns. I would be delighted to.

Senator MOYNIHAN. Yes. That would be a powerful thing. I would
also—and I will speak for Senator Durenberger in this as well—
that situation in Alabama, that is an impressive thing.

If anybody can change any demographic number like an infant
mortality rate that quickly, something happened. I mean, some-
thing shocked the system. If you can drop infant mortality from
12.1 to 10.9 in 1 year, well, you know, there ought to be a prize

for that.
Congressman TowNns. Right.
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Senator MOYNIHAN. Something happened. That interests me, be-

- cause these things do not change very fast. And these ratios do not.

When they do, look up and pay attention.

You think that it was the use of a primary care case manage-
ment system in Alabama?

Coniressman TowNs. No question about it, that coordination,

Chairman, is extremely important. What has happened in
many instances, especially in New York City and in many neigh-
borhoods, the emergency room has become the family pﬁysicxan
where there is no coordination.

Senator MOYNIHAN. Yes.

Congressman TowNs. But when you have coordination where a
patient can receive counseling, it makes a major difference in terms
of what happens in terms of the quality of health care. And, also,
I think that we would be amazed to find how much it costs to actu-
ally provide these services in the emergency room. So, I think that
it makes sense to move in this direction,

Senator MOYNIHAN. I think that is what we know about medi-
cine, that it is preventive medicine that gets all the economic re-
turns.

You have a situation where, I guess it is only in the last 50
years, that medical care really helped patients beyond the most ele-
mental things; lying down and resting. A century ago, most medical
care injured patients, and it took a lot of discipline to stop.

I think medical school students—I do not know this for sure—
are sort of taught about the death of George Washington. Anybody
who knows this, correct me. But I think he had a bronchial infec-
tion of some kind. And he was attended upon by two doctors who
were London-trained. And they bled him and then they gave him

gsome poison.

Andp he did not really respond very well to that, so they bled him
some more and poisoned him some more. The patient was not re-
spcnding, so they called a specialist down from Washington who
trebled the dose of poison. And that was the end of the father of
our country.

Well, it took a long time to stop poisoning. I bet you would be

surprised. I would like to know in our own New York when was
the last hospital where patients were bled. Probably into this cen-
tury.
B);t now that we have some capabilities, they have got to be
available to everybody. It is a civil right, I think. The laws do not
entitle you to immortality; everybody in this room is going to die.
But prematurely and for lack of the social provision that others
routinely can get, that is not fair.

Mind you, in New York State, one of the problems, I think, is it
not, that Medicaid pays general practitioners $11 a visit.

Congressman TowNS. That is correct.

Senator MOYNIHAN. Well, we cannot blame the Federal Govern-
ment for that.

Congressman Towns. That is right.

Senator MOYNIHAN. And I am sure in your district and all
around, $11 will not do. That is a problem we can take up with our
State legislature.

Congressman TowNs. Right.
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Senator MOYNIHAN, Senator.

Senator ['URENBERGEK. Mr. Chairman, I am very grateful to
hear the Chairman say what he said about his commitment to the
legislation, carrying it on the House side. We could not have a bet-
ter colleague. And I sure hope that we find a vehicle to get this
done this year.

Congressman TowNs. Thank you.

Senator MOYNIHAN. Yes. And we thank you for offering to intro-
duce it on the other side. That goes to Energy and Commerce?

Congressman TownNs. That 1s correct,

Senator MOYNIHAN. Will you explain to me why? No, do not. Do
not.

Congressman TOWNS. Do you have 2 days?

Senator MOYNIHAN. Yes. It is Friday and we would be over into
the weekend. I could not possibly do that. Thank you very much,
sir,
Congressman TOWNS. Thank you so much for allowing me to
come.

Senator MOYNIHAN. The administration is going to speak to us.
I wonder if we could just ask Mr. Moley, who is Deputy Secretary
for Health and Human Services, and Ms. Shikles, who is the Direc-
tor of the Health Financing and Policy Issues in the General Ac-
counting Office, to come forward.

Mr. Moley. Ms. Shikles. Good morning to you both. Mr. Sec-
retary, you are first on the list. Again, we can put your testimony
in the record as read. You proceed exactly as you wish.

STATEMENT OF KEVIN E. MOLEY, GEPUTY SECRETARY OF
HEALTH AND HUMAN SERVICES

Secretary MoLEY. Thank you. I would ask, Senator, that you put
my full testimony in the record.

Senator MOYNIHAN. That will be done.

['I(‘ll}e ]prepared statement of Secretary Moley appears in the ap-
pendix.

Secretary MOLEY, I will paraphrase briefly, if I may. First of all,
I would like to say we are very pleasad tec be here today to voice
our strong support from the administration for—

Senator MOYNIHAN. What did you say? I think that is the first
time we have heard that in this room this year. (Laughter.]

Secretary MOLEY. Let me say it again, Senator.

Sjanator MoOYNIHAN. Now, careful. Darman’s watching. [Laugh-
ter.
Secretary MOLEY. We are very pleased to offer our strong support
for S. 2077. I want to take this opportunity also to commend you
and Senator Durenberger as authors of this bill.

We strongly believe that coordinated care systems have dem-
onstrated their value to communities all over the country through
expanded access for their citizens.

To the many who take advantage of their services, they offer con-
tinuity of care instead of a hodge-podge of fragmented, fee-for-serv-
ice care.

They also offer ieroved quality through preventive services,
and, in particular, early attention to problems that if left untreated

could pose serious health problems.
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Coordinated care systems offer an extra advantage of less paper-
work burden and administrative hassle.

At the outset, let me underscore our general support and our
willingness to work with the committee toward enactment of this
bill this year. We have some concerns, primarily technical, which
we have geen working with committee staff to resolve.

Senator MOYNIHAN, Mr. Secretary, take your time. We want to
hear you. And do not feel you are imposing on us. Take all the time
you want to.

Secretary MOLEY. This is a rare moment, Senator, when we are
in such agreement. [Laughter.]

I will try to prolong the good will,

Senator MOYNIHAN. Enjoy it awhile. Yes.
Secretary MOLEY. As I said, we are confident that the concerns,

which are primarily technical, can be resolved to the full satisfac-
tion of both the department and the committee.

That being said, let me make a few brief remarks on the bill.
Current law requires that without a freedom-of-choice waiver, Med-
icaid clients are to be given a choice between managed care and
what I will call “unmanaged care” and the fee-for-gservice system.

The linchpin of this legislation is the change which eliminates
the requirements for these waivers and which releases States from
the time-consuming waiver process, as well as the time-consuming
waiver renewal process. This would give States greater flexibility
to manage health care for their Medicaid recipients.

Bluntly stated, fee-for-service medicine is increasingly unable to
meet the needs of the Medicaid population. Today’s Medicaid client
faces greater difficulty accessing care through providers of the fee-
for-service system. Many refuse to treat Medicaid clients.

Those who accept Medicaid frequently have long waiting periods
for appointments, and have practices a long distance from a client’s
community,

Fortunately, coordinated care holds special promise for State
Medicaid programs and their recipients. Use of coordinated care
gyriiltems can give more people a better value for their health care

ollars.

Coordinated care systems provide clients a point of entry into the
health care system where their total health care can be managed.
Providers will know the patient and the patient’s medical history.

Use of coordinated care will increase the opportunity for appro-
priate preventive care to be started before hea]lt);h problems get out
of control, and for continuity of care throughout the medical sys-
tem,

Clients often report that they use the emergency room because
they do not have a regular source of care.

Senator MOYNIHAN. If I could just interrupt. Now, what you are
just saying is what Representative Tcwns just told us. You are
speaking from the point of view of the national perspective, and he
i8 describing North Central Brooklyn. And you are saying the same
thing.

Seg(;retary MoLEY. In fact, in closing, I will have more to say spe-
cifically about Congressman Towns’ testimony, of which we, in gen-

eral, are very supportive.
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Having access to a primary care provider is, without doubt, a
much better alternative for clients than waiting in an over-bur-
dened emergency room for care from an unfamiliar provider.

A recent IG study indicates that one-half to two-thirds of Medic-
aid emergency room visits are non-emergency in nature.

Moreover, treatment in an emergency room results in costs of
care three to five times higher than the cost of care received in a
more appropriate setting for the same condition.

Greater flexibility to the States will also help States improve con-
trol over soaring Medicaid costs, a problem of keen concern to both
the Congress and the administration.

On average, States now spend over 20 percent of their budgets
on health care. And, unfortunately, despite our best efforts, health
care expenditures continue to grow.

By 1993, combined Federal and State expenditures for Medicaid
are expected to have grown by 250 percent over 1989 levels.

In a recent IG study, States with managed care programs re-
ported savings. For example, Kentucky’s primary care case man-
agement J)rogram reduced infant mortality rates, and, in the proc-
ess, saved $25 million.

As another example, Arizona’s exclusive use of coordinated care
for Medicaid recipients shaved nearly 6 percent off of projected fee-
for-service costs.

And, in Wisconsin, HMO’s save over 7 percent, compared to Med-
icaid fee-for-service and can still afford to pay higher rates to their
primary care doctors.

Despite the potential of coordirated care, 9 out of 10 Medicaid
clients continue to receive care through fee-for-service systems.

In closing, Senator, let me reiterate our support for S. 2077, for
your efforts to improve the Medicaid program by fostering greater
use of coordinated care.

This legislation provides States with a greater ability to control
their Medicaid expenditures, and, at the same time, offers a quality
alternative to the more traditional fee-for-service system that has
poorly served Medicaid clients.

Expanded use of coordinated care, as specified in your bill, is
consistent with the direction the President has chartered for health
care reform. Thank you for the opportunity to comment.

In closing, I would like to simply say that I was also struck by
the similarity of Congressman Towns’ testimony. And I would like
to expand briefly on his comments with respect to Alabama.

In Alabama there is a Medicaid Commissioner, Carol Hermann,
who previously served with us in the Health Care Financing Ad-
ministration. She is a very strong supporter of coordinated care.

And what is striking is not just the overall reduction in Alabama.
Specifically, through using a primary care case management sys-
tem in Jefferson County, where Birmingham is located, we have
seen significant reductions: from 14.1 per 1,000 births in 1988, to
11.9 in 1989, and preliminarily 11.7 in 1990.

So, that is what has influenced the overall State programs, our
experience in Jefferson County where we had this problem, and
having a Medicaid Commissioner with experience and considarable
faith in the use of managed care.

Senator MOYNIHAN. Well, that is what we were looking for.
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Secretary MOLEY. Indeed. A direct reflection. A little bit of reiter-
ation of what Congressman Towns was relating to you.

Senator MOYNIHAN. Fine. Mr. Secretary, would you mind repeat-
in% your testimony? It was such a refreshing thing. [Laughter.

ecretary MOLEY. At least the first part and the last part about
our support.

Senator MOYNIHAN. I have some questions, We will get back to
them. And Senator Durenberger will be back here in one moment.
But let us turn to Ms. Shikles, and Mr. Jensen, your colleague.
Good morning.

Ms. SHIKLES. Good morning.

Senator MOYNIHAN, We will proceed just exactly as you wish.

STATEMENT OF JANET L. SHIKLES, DIRECTOR OF HEALTH FI-
NANCING AND POLICY ISSUES, U.S. GENERAL ACCOUNTING
OFFICE, ACCOMPANIED BY RICHARD N. JENSEN, SENIOR
ECONOMIST, U.S. GENERAL ACCOUNTING OFFICE

Ms. SHIKLES. Mr. Chairman and members of the subcommittee,
we are pleased to be here today to testify on the role of managed
care ancf State Medicaid programs.

GAO has been looking at these programs for years and currently
has several reviews under way. Based on this work, we have
gained insights that may be helpful to the Congress as it considers
removing barriers to States’ use of managed care in the Medicaid
program,

Federal and State policymakers are increasingly turning to man-
aged care as a way of getting better access and quality for the
money they spend. To make managed care work, however, ade-
quate safeguards and oversight are crucial.

Our previous reviews of Medicaid managed care programs have
identified problems with access to care, quality of services, and
oversight of provider financial reporting, disclosure, and solvency.

For examp{), our 1990 report on Chicago area HMO'’s participat-
ing in Medicaid managed care illustrates the abuses that can occur
if safeguards and oversight are not adequate.

Senator MOYNIHAN. Yes.
Ms. SHIKLES. One of the major problems that we reported was

the incentive to under-serve. While the incentives inherent in fee-
for-service health care may encourage providers to deliver too many
services, pre-paid managed care may encourage providers to deliver
fewer services than enrollees need.

These incentives were created in Chicago when some of the
HMO’s passed through to their subcontractors the total financial
risk of providing care.

We as)so found inadequacies in the Chicago HMQ’s’ quality assur-
ance programs, utilization data, and followup to correct quality of
care problems.

Now, on the other hand, while we did find serious problems in
the Chicago program, our current review of Oregon’s program indi-
cates that concerns about many of these problems can be signifi-
cantly lessened through oversight and appropriate safeguards.

Senator MOYNIHAN. May I just interject to say that that is a nice
point. If the fee-for-service system will tend to over-serve, the eco-
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nomics of group care contains an incentive to under-serve. Yes.
Sure. So you have to watch that.

Ms. SHIKLES. Right.

Senator MOYNIHAN. If you move from this system at present to
ﬁnother system, keep in mind that you are reversing incentives

ere,

Ms. SHIKLES. That is right.

Senator MOYNIHAN. Do not keep looking for people who are being
over-served when, in fact, your problem would ge the opposite.

Ms. SHIKLES. And we tﬁink Oregon, as we looked at their pro-
gram, looked at some of the problems from earlier programs and
t}l:en made sure that that didp not happen, just to protect against
that.

Senator MOYNIHAN. Yes.
Ms. SHIKLES. Oregon’s program, which began in 1985 with HCFA

approval, is generally very well-accepted by client advocacy and
provider groups. The Oregon program has grown gradually to an
enrollment of about 65,000, primarily women and children.

The State has contracts with 16 health service providers, with
enrollments ranging from 800 to more than 16,000 Medicaid man-
aged care clients. All but one of these providers are capitated for
physician and cut-patient services.

Senator MOYNIHAN. Wait. Wait. What is “capitated?”” Where is
this, right here? You meant decapitated? |Laughter.]

Ms. SHIKLES. They are paid a set amount of money for services.

Senator MOYNIHAN. There you are. Why do you not just keep it
to per capita. All right. No capitated.

Ms. SHIKILFS, What they do in Oregon is that they make the phy-
sician organizations, with one exception, at risk for services that
they personally provide.

And the hospital care is still paid predominantly on an in-patient

basis. And where Chicago got in trouble is they put all the finan-
cial risk of providing an individual’s care on a small group of doc-
tors.
And then if the doctor misjudged what the cost of the care would
be, either the doctor did not pay the hospital bill, or, in many
cases, did not provide the services because they did not have the
money. So, that is the differences.

Senator MOYNIHAN. Yes. Yes.

Ms. SHIKLES. As I said, in developing its program, Oregon put a
number of safeguards in place to prevent inappropriate reductions
in service delivery and quality.

For example, the State limits the financial risk most providers
assume to tﬁe cost of the physicians own services, lab, X-ray, and
well-child care, and the State also provides optional stop-loss or in-
surance to limit the financial risk physician care organizations
might face.

To ensure adequate quality, Oregon requires providers to main-
tain internal quality assurance programs and annually conducts an
independent review of medical records through a contract with a
physician review organization.

Further, Oregon assesses quality through client satisfaction and
disenrollment surveys, and a grievance procedure.
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Senator MOYNIHAN. Now, hold it right there. Disenrollment

surveyg——
Ms. SHIKLES. Yes.
Senator MOYNIHAN [continuing]. For the decapitated? [Laughter.]

Ms. SHIKLES, That is one thing that we would like to recommend
that you consider adding to your bill: a survey of disenrollment.
And what that means——

Senator MOYNIHAN. You mean discharged patients?

Ms. SHIKLES. Patients willingly——

Senator MOYNIHAN. It is hard enough to understand each other
in the world, anyway. Why use language—stick to simple, Web-
ster’s College Abridged. All right. In conclusion.

Ms. SHIKLES. In conclusion, managed care programs can offer an
opgortunity to imgrove access to quality health care.

ecause of the financial incentives of such programs and the vul-
nerability of the Medicaid population, we believe a set of safe-
guards must be instituted to assure adequate protection for recipi-
ents. These include a quality assurance system that requires client
satisfaction and surveys of recipients who voluntarily leave the
HMO, a grievance procedure and an outside, independent review of
medical records.

Further, to reduce financial risk, States need to monitor the fi-
nancial arrangements between the contracting plan and its individ-
ual providers for excessive incentives not to provide necessary serv-
ices. That is the problem we identified in the Chicago program.

Senator MOYNIHAN. Yes.

Ms. SHIKLES. It needs to monitor utilization data to determine if
appropriate amounts of services are being provided. And it needs
to monitor subcontracts in the same manner as it monitors the con-
tracts, because we have found in the past that problems occur at

the subcontracting level.
Mr. Chairman, this concludes my statement. I will be happy to

answer any questions.

Senator MOYNIHAN. You have answered a great many of them al-
ready. Mr. Jensen, were you associated with these studies?

Ms. SHIKLES. Mr. Jensen is responsible for much of the work that
is going on looking in Medicaid and managed care programs for

GAO.
[The prepared statement of Ms. Shikles appears in the appen-

dix.]
Senator MOYNIHAN. I would like to thank you and welcome you
to the subcommittee. That seems to me to be very much in the
manner of GAO: very incisive \and insightful.
I wonder if I could ask, Mr. Secretary. Would you be good enough
to look over this testimony and talk to Ms. Shikles and Mr. Jensen.
And, if there is some way we can incorporate some of these cau-
tionary observations in this testimony, will you tell us? And fairly
soon, because we would like to move this fairly soon. The nice point
is, the incentives reverse when you go from fee-for-service to group
care.
Secretary MOLEY. Yes, indeed. We are well aware of that, Sen-
ator. In fact, your bill also requires quality assurance programs.
And, to further those ends, as well as recommendations from the
Secretary, we have a Medicaid Managed Care Quality Assurance
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Reform Initiative under way in our Medicaid Bureau, which Chris-
tina Nye, former Medicaid Director in Wisconsin, is heading up. So,
we will be more than glad to work with GAO and others to assure
that as we move from one set of incentives to another, we take into
account the “disincentive for under-service.”

Senator MOYNIHAN. All right. Two things to ask of you. And if
we could get those comments pretty soon now, because we would

like to move, as you would, too.
Just two items. You said that the Inspector General had some

cost estimates on the increased costs of emergency care as against
routine care.

Secretary MOLEY. Yes, you are correct. We have figures showing
that between one-third and one-half of Medicaid emergency room
visits are unnecessary, and, more importantly, that those emer-
gency room visits are as much as three to five times as costly.

S?enator MoyYNIHAN. Yes. Could you give that to the subcommit-
tee

Secretary MOLEY. Certainly, Senator.

Senator MOYNIHAN. That, we would like to have. That is what
we are talking about. But then you said that Medicaid costs grew
by 250 percent.

Secretary MOLEY. Since 1989,

Senator MOYNIHAN. Say it again so I can get it.

Secretary MOLEY. Medicaid costs have grown by 250 percent
since 1989.

Senator MOYNIHAN. 1989 to 1992, Is that it?

Secretary MOLEY. That is correct.

Senator MOYNIHAN. Good God, man. Really?

Secretary MoLEY. And we have, obviously, as you can imagine,
grave concerns about this. And, depending on what year you use
as a_baseline, we are still seeing Medicaid increases trending for-
ward as much as 16-20 percent.

Senator MOYNIHAN, Sort of per annum,

Secretary MOLEY. Yes, sir.

Senator MOYNIHAN. All right. Now, there you have got—and I
am not asking you to get involved—Baumol’s Disease.

Secretary MOLEY. It has got it bad, Senator.

Senator MOYNIHAN. It has got it bad. And it needs emergency or
long-term care. The price index, CPI, would be growing, what, 3.5
percent, 4 percent this year? And the price changes in this sector
will be three to four times the price changes in the other sector.

And the theory predicts this. Economists know things. They can
explain why some things happen. And this is not going to go away.

d we are going to try to live with this phenomenon.

But I think if we understand that we have got something on our
hands that will not change and can only be intelligently adapted
to, we will be better off. We thank you very much. Senator Duren-
berger will thank you.

But I asked Mr. Moley if he did not want to repeat his testimony
because it was such an agreeable experience. It is like the cherry
blossoms out there. Senator.

Senator DURENBERGER. Thank you, Mr. Chairman. Let me begin
with a couple of questions on the cost issue, and let me also clarify
any ambiguity in my characterization of the Director of OMB.
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I always pride myself as one of the few Republicans that does not
attack him. I used the name in sort of a generic sense. That is that
he is perceived—he and his predecessor—as the ogres behind cut-
tinsg the costs of everything that the Federal Government does——

enator MOYNIHAN. Am I to think, my dear friend, that you were
summoned into the back room by a phone call from the Secretary?
[Laughter.]

Senator MOYNIHAN. Mr, Darman is a friend of a quarter century
of mine, and I enjoy banging him on the head at every possible
chance. He likes it. [Laughter.]

If you do not do that, he does not feel he is not doing his job.

Senator DURENBERGER. All right, Mr. Chairman. But that may
just be my entry to talk about costs. I would rather talk about this
in the contexi of quality. I have a question or two to ask in that
regard, too.

First, would it not be fair, Kevin, to characterize some substan-
tial part of the 200 percent increase in the Medicaid costs as an
increase in the Federal contribution because of the games the
States have been playing with voluntary contributions and that
sort of thing? It is not the actual costs of the actual services that
have increased by 200 percent.

Secretary MoLEY. That is correct, Senator. In large measure, the
250 percent figure I used is related to the taxes and donations
issue, with which we have all struggled over the last 6 months or

a year.
Senator MOYNIHAN. Would you help me? I did not hear that. The

what issue?

Secretary MoLEY. The taxes and doneations issue related to dis-
proportionate share hospitals accounts for a great amount of that
260 percent.

But, on the other hand, as I also indicated, depending on what
baseline we used in terms of going forward, we are still looking at
increased costs in the neighborhood of anywhere from 15 to 20 per-
cent per year.

Senator DURENBERGER. Now, could cither of you help us under-
stand where those 15-20 percent increases are coming? As the Sen-
ator from New York indicated, doctors in New York are being reim-
bursed, under New York law, at $11 for an office visit.

I think it is approximately the same in Minnesota, I am assum-
ing. Since we do not know what charges are, or how they arrive
at them. But I am told that in my own State of Minnesota that
they are being reimbursed at 44 or 45 percent of charges. So, the
providers are theoretically being underpaid already.

So, why the 15-20 percent increase each year? From where does
that increase come? Is it in increased eligibility, it is in increased
utilization, is it in a few high-tech cases, is it the big drain on long-
term care? In other words, if we are going to try to manage access
to this system in some way, what is it that we are managing?

Secretary MoLEY. As Senator Moynihan indicated, the CPI is
somewhere around 3 to 3.5 percent currently. The medical CPI is
probably somewhat double that. You also have an increase in the
number of recipients, given the state of the economy.
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Having said that, I had this discussion yesterday at the Greater
New York Hospital Association’s annual meeting with Professor
Dunlop, a former colleague.

Senator MOYNIHAN. John.

Secretary MOLEY. Yes.

Senator MOYNIHAN, Secretary Dunlop.

Secretary MOLEY. Secretary Dunlop.

Senator MOYNIHAN, Yes. Oh. Good.

Secretary MOLEY. And we also visited later at Mt. Sinai Hospital,
which, as you know, borders on East Harlem. And a lot of what
was discussed yesterday with respect to this growth rate had to do
with the things we have talked about on numerous occasions: tech-
nology; the aging of the population, which is a Medicare, not a
Medicaid-related phenomenon; disability; and, of course, the num-
ber of beneficiaries is increasing. But I think you also have to re-
late it to some of the excesses associated with the current incen-
tives under fee-for-service.

In all truthfulness, we have circumstances in the city of New
York and elsewhere across the country where we have walk-up,
store-front Medicaid mills which are quite frankly, in some in-
stances, unfortunately nothing more than billing services. They
have an incentive to bring people through the system without reiat-
ing it to the quality of care delivered to the Medicaid recipient.

And that is why Secretary Sullivan was so taken and so inter-
ested by his visit to Health Partners in Philadelphia.

Taking money out of the “back door” of the system—that is the
three to five times the cost of an emergency room visit compared
with coming in the “front door” of the system, i.e., the clinic, the
physician’s office or the community health center, et cetera—we
can see dramatic cost reductions. This is true in the case of Health
Partners in Philadelphia, which is paying market fees for physi-
cians. And, as a resuft, we are extremely supportive of this bill, as
you know.

Ms. SHIKLES. I might add that, clearly, it is all of the things that
Kevin said. And it is clearly that Medicaid is now enrolling more
people. The people they are seeing are often much sicker.

Many more women who are pregnant that are not getting access
to care in the community. So, by the time they deliver that baby
in the hospital, these are very low birth weight babies that you see
ilx} l}lmspitals around the country. And the Medicaid cost is very

igh.
Some of them are also drug-exposed babies. I know, Senator, you
had a hearing on that issue that we participated in about a year
ago. And these are very high costs to the Medicaid program. People
are much sicker, they are not getting care, they have to wait to get
care.
Senator MOYNIHAN. Well, we had Secretary Sullivan up here,
what was it, 2 years ago?

Ms. SHIKLES. Right.

Senator MOYNIHAN. And he had a print-out of the costs of a
drug-affected child somewhere.

Ms. SHIKLES. Right.
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Senator MOYNIHAN. And it was a foot high, and we learned that
$800,000 or something like it had been required to get that child
through its first year in life. And God help it thereafter.

Ms. SHIKLES. No. We participated in that hearing. And that is
one of the very beneﬁciar features of your legislation, that it does
focus more on trying to make sure that Medicaid recipients get
guaranteed primary care when they need it in the community.

Senator DURENBERGER. The reason that I need to explore the

uestion with both of you is I am informed that CBO has scored
this as having no savings in it and actually increasing the costs,
principally, I guess, because of the 6-month extension of coverage
after eligibility. I need, Kevin, you, in particular to react to that.
And, Janet, if you can, as well.

I understand you to say that eligibility is increasing. The severity
of cases is increasing because of the lack of health and preventive
services. Technology expenses are doubling or tripling the CPI. 1
am assuming, in a fee-for-service system that is only paid $11 for
an office visit, that there is hardly a doctor in New York, and
maybe in other places, that does not upgrade the code, or some-
thing like that, in order to get something more than $11.

Or, perhaps, does not see somebody twice as often for half as
much time in order to at least get the price of two office visits in
for the time of one. So, a lot of this kind of thing has gone on in
the Medicare system, I imagine, goes on to a fare-thee-well in this
system as well.

The presumption in the bill before us is if we can change the mo-
tivations, both for the users of the system and the providers in the
system and give them both the same objective—which is to stay
healthy and use appropriate medical services, and so forth, and
that there is some financial risk in not doing it appropriately—that
we are bound to have both a healthier population and a lower cost..

Yet, the good old Congressional Budget Office on whom we have
to rely so heavily says, you ain’t right. You do not get any savings
out of this system. y is that?

Secretary MoLEY. Well, Senator, we just received this informa-
tion. I gather you did also just within the last 24 to 48 hours. Our
HCFA actuaries will be taking a closer look at this, but quite
fraq}{ly, we have some doubts as to the estimate, at least prelimi-
narily.

Despite all of our experience—experience with the statewide
AHCCCS program in Arizona; the indications I gave you earlier
with respect to Wisconsin; what we know about lowering infant
mortality rates in Alabama; the Health Partners situation in Phila-
delphia, intuitive that this information is, except in the case of Ari-
zona and Wisconsin where we know we have had lower rates of in-
creased cost—we know health care costs are going up.

It is a question of the rate of increase. The rates of increase, with
coordinated care Erograms have been lower. And, as I said, we are
supportive of the bill.

We are very concerned about the CBO estimate. And our HCFA
actuaries will be taking a very close look at it and I hope we will
be coming up with a different result.

Senator DURENBERGER. Well, maybe some of the people who are
involved in these plans can help us answer that one, as well. But
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that is always critical to the passage of the good that we try to do

around here.
Senator MOYNIHAN., Yes.
Senator DURENBERGER. Mr. Chairman, that is all the questions

I have. »

Senator MOYNIHAN. Well, thank you very much, Mr. Secretary
Ms. Shikles, and Mr. Jensen. This was very solid testimony. I
guess we are going to have to get your actuaries on the job, too.
But you will take counsel, as you did say, from the GAO.

And if there are things we need to do and adjustments we need
to make, if you are not satisfied with the bill as it is, let us know
and we will make the changes.

Secretary MOLEY. We look forward to working with you, Senator.

Senator MOYNIHAN. And I would like to thank you, Mr. Sec-
retary, for mentioning, on our committee, Senator Packwood, who
is our Ranking Member, of course, and Senator Roth, are also spon-
sors of this legislation.

Secretary MOLEY. Indeed.

Senator MOYNIHAN. We thank you all. Our next panel will con-
sist of some people who are in the practice that we are discussing.

Mr. Robert Baird, who is the Deputy Assistant Commissioner for
Health Administration of the State of Minnesota. Mr. Baird, we
were introduced earlier by Senator Durenberger. You have a col-

league with you? .
ommissioner BAIRD. Mr. Chairman, that 1is correct. Ms.

Horvath, from the American Public Welfare Association,

Senator MOYNIHAN. Oh. Well, we welcome you. We are very
happ{ to have you here. And Alicia Pelrine, who is here for the Na-
tional Governors’ Association. We welcome you back.

Ms. PELRINE. Thank you, Senator. _
Senator MOYNIHAN. Commissioner, you are first on our list. We

are very happy to have you, sir. Proceed as you will.

STATEMENT OF ROBERT BAIRD, DEPUTY ASSISTANT COMMIS.-
SIONER FOR HEALTH ADMINISTRATION, STATE OF MIN.
NESOTA, ST. PAUL, MN, ON BEHALF OF THE AMERICAN PUB-
LIC WELFARE ASSOCIATION, ACCOMPANIED BY JANE
HORVATH, DIRECTOR, HEALTH POLICY UNIT, THE AMER-
ICAN PUBLIC WELFARE ASSOCIATION

Commissioner BAIRD. Mr. Chairman, thank you very much. Sen-
ator Durenberger. I appreciate the opportunity to slpeak today
about the Medicaid Managed Care Improvement Act of 1991.

In the interest of time, I will highlight why managed care is so
important to State Medicaid agencies and what this bill would do

to facilitate development of all forms of managed care.

However, prior to saying that, I think it is incumbent upon me
to say that I am proud to represent the State of Minnesota, that
has a long history of the provision of managed care, both in the

public and private sector. .
We have been in this business since the mid-1960’s. And, in the

Medicaid grogram alone, we have had managed care since 1970.
So, we do have somewhat of a track record that we are very proud

of.
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Today we have approximately 20 percent of our Medicaid popu-
lation enrolled in one form of managed care or another, both tradi-
tional and non-traditional.

Across the United States, however, there are 31 States who have
a whole variety of managed care entities. They cover about 2.7 mil-
lion Medicaid clients.

States believe—and they believe this very, very strongly—that
managed care programs hold much promise in promoting preven-
tive and primary care for Medicaid clients, particularly.

Managed care programs are based on assuring access by clients
to preventive care. Mana?ed care groviders, regardless of what
might have happened in Illinois, do have certain incentives to pro-
vide and to follow through with clients to ensure that proper care
is received.

In general, I believe that most States look to managed care for
five specific reasons. The first is the potential for greater access to
care and improved continuity of care—and I cannot emphasize too
much the continuity—which leads to healthier recipients.

Second, managed care programs can facilitate more appropriate
utilization of services. Third, managed care programs are able to
improve the quality of care deliveres. Managed care programs also
improve client and provider satisfaction.

And, finally, managed care can help contain costs in both the
short and long-term by producing better client health outcomes re-
sulting from improved access to, and continuity of, care.

In general, S. 2077 would allow States to develop risk-based and
non-risk-based managed care systems without any of the multitude
of waivers now required by the Federal law. The legislation would
also allow two positive modifications in eligibility which States
strongly support.

The first is guaranteed eligibility for up to 6 months, and the 1-
month rolling eligibility. Both provide continuity of care, which is
really very important to the overall client health outcomes.

The legislation would allow limited mandatory enrollment. How-
ever, we are concerned that the conditions under which S. 2077
permit mandatory enrollment when there is only one entity in the
geographic area is too restrictive perhaps. We have suggestions for
slightly broader language which will retain the spirit of the basic
provision.

Senator MOYNIHAN. Sir, I just wanted to ask you. You have sug-
gestions. You will see that we get them?

Commissioner BAIRD. Yes, sir. We surely will. Absolutely.

Senator MOYNIHAN. Because you are speeking not just for Min-
?esota, but for the American Public Welfare Association. And we
isten.

Commissioner BAIRD. Thank you. There have been some indica-
tions that quality assurance in the bill does not go far enough. It
is our opinion that the quality assurance in the bill goes much,
much further than that which exists in current statutory require-
ments.

We would like to emphasize, however, that while the bill is based
upon those practices, we would like to retain as much flexibility as
possible to enable the Medicaid program to move forward with the

state-of-the-art quality assurance indicators.
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And, so, as a consequence, we believe that the best way to get
the quality assurance requirements out is to enable the Health
Care Financing Administration to do that, either through the regu-
latory process, or through the issuance of the Medicaid manual.

There has been concern expressed about the fact that the bill
does not address marketing issues. The State Medicaid programs
would support language that require State review and approval of
HMO marketing techniques.

State agencies believe the time has come to recognize that man-
aged care is no longer unique and unusual. It is becoming a main-
stream delivery system and should no longer be subject to all the
multitude of waiver requirements. States are committed to making
managed care work for Medicaid clients.

Together with the Medicaid Bureau, we have established a Man-
aged Care Technical Advisory Group to improve and refine manual
instructions and address quality of care issues.

While States are committed to making managed care work to im-
prove the access and to improve the quality of care for Medicaid cli-
ents, most States recognize—and I would really emphasize this-—
that it is not a panacea.

In the health care system we do not believe that this addresses
the larger issues of health care financing, nor should we be ad-

dressing that at this moment.
However, what we would say is that State Medicaid agencies and

the American Public Welfare Association remain ready to work
with members of the subcommittee to assist in moving this legisla-
tion torward.

On behalf of the State Medicaid Directors’ Association and Amer-
ican Public Welfare Association, we strongly support this initiative.
Thank you.

Senator MOoYNIHAN. Thank you.
[The prepared statement of Commissioner Baird appears in the

appendix.}

Senator MOYNIHAN. We will get back to it, but you all have es-
tablished a managed care technical advisory group. So, you have
some experience afready in this.

Commissioner BAIRD. Mr, Chairman, that is correct. Through the
cooperation of the Health Care Financing Administration, particu-
larly the Medicaid Bureau. This is a group that is in place and
working. It incorporates both staff from the Medicaid Bureau and
about 10 States.

Senator MOYNIHAN. We will get to questions after we have heard
from the National Governors’ Association and Alicia Pelrine. We

welcome you back to this committee.

STATEMENT OF ALICIA PELRINE, DIRECTOR, COMMITTEE ON
HUMAN RESOURCES, NATIONAL GOVERNORS’ ASSOCIATION,
WASHINGTON, DC
Ms. PELRINE. Thank you, Senator. It is good to be back. I am

Alicia Pelrine, the director for human resources policy, with the

National Governors’ Association. And I am here this morning to tell

you that the Governors strongly support your legislation and ap-

preciate very much its introduction.
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As you Senators both know well, Governors have made reform of
the national health care system a major priority of theirs for at
least 2 years now.

And, last year, when they adopted their policy for reform of the
health care system, that included a vision of a system that would
provide healtf‘\’ care to all Americans that was quality care at prices
that everyone could afford.

That vision of an American health care system includes a contin-
uum of services, ranging from good preventive and primary care
through the provision of acute care, and long-term and rehabilita-
tive care; for delivery systems that are cost-effective and efficient;
and for care management practices that assure that people get care
at the most appropriate levels and in the most appropriate set-
tings.

I% strikes us as no accident that many attributes of the Gov-
ernors’ vision are embodied in a good managed care system.

But, Senators, from our perspective, this legislation is not about
adding a new service delivery system to the Medicaid program, this
legislation is about creating a statutory change that removes man-
aged care from the administrative burdens imposed in the Medic-
aid program to enable States to test experimental approaches.

In fact, managed care has been part of Medicaid for 15 years
now. Prior to 1981, States had to go through the process of estab-
lishing managed care systems as part of formal demonstration
projects, with rigorous evaluations and outcome evaluations.

Since 1981, the system of managed care was elevated from the
status of empirical research to the slightly more accessible but still
somewhat Byzantine waiver process. And{ if you will permit me a
metaphor from my Catholic school upbringing Senators, that is
kind of like being elevated to purgatory. You can see heaven and
you know it is a whole lot better, but you ain’t there yet.

The passage of this legislation would enable managed care sys-
tems to achieve full legitimacy in the Medicaid program, and we
believe its time has come.

For, even in spite of the waiver process—and I was going to
bring a completed State managed care waiver package in here
today, but I could not find a hand truck to roll it in for you.

Senator MOYNIHAN. That is so important. Yes.

Ms. PELRINE. More than 30 States have established managed
care programs, operating through 225 plans and serving about 2.7
million Medicaid recipients.

Our question is, why should managed care continue to he consid-
ered a novel experiment in Medicaid, when over 40 million non-

Medicaid recipients are currently enrolled in managed care
throughout the country.

And, I might add, that 100 of those 40 million are the employees
of the Nation’s Governors, through the National Governors’ Asso-
ciation,

We have learned a whole lot in the last 11 years. We have be-
come more sophisticated in the management of these programs. We
think we have a whole lot more tools at our command.

And, certainly, your legislation continues to facilitate our contin-
ued growth and sophistication and our ability to run good managed

{
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care programs—not the least of which is taking it out from under
the status of waivers.

I would invite anyone who thinks that is a small thing to volun-
teer to spend some time in a Medicaid program; start a process of
applying for a waiver for a managed care program, and stick with
it through the process. '

You have to get that list of 20, single-spaced pages of questions
on the 89th day from the Medicaid Bureau to truly understand the
frustration of the waiver process.

Senator MOYNIHAN. Or if not to actually do it, just to lift it.

Ms. PELRINE. Right. Just to lift it. Two things in particular that
I would mention. One, is that in this legislation, Congress has con-
tinued to give recognition to the sgecial status of the community
and migrant health centers which have a special status in Medic-
aid under the federally-qualified health care finally referred to as
the FQHC program in Medicaid.

FQHC's serve a very important function, particularly in inner
city areas and in rural areas, and the provision of good primary
care and services and medical homes to Medicaid clients.

We would encourage you to consider emphasizing their special
status and giving Medicaid programs a greater incentive to use
FQHC'’s as a part of a managed care system by perhaps enhancing
the Federal match provided for services througn the FQHC's.

Very quickly, I would also like to say——

Senator MOYNIHAN. No, no. Not quickly. We want to hear from
you.

Ms. PELRINE, I see the yellow light, sir. We would also encour-
age, as others have, the notion in the legislation that would elimi-
nate the 76-25 percent rule.

While we understand that that was established as a proxy for
Xua]ity, no group that has looked at this, including the National

cademy for State Health Policy, has found any evidence that it
does, in fact, serve as that kind of a proxy.

Senator MOYNIHAN. Yes. Yes.

Ms. PELRINE. States have to have the ability to develop plans
that meet the economic and demo]g(raphic needs.

And, if I could give you a quick example of a rural example: in
Key West, FL, where tf\le State of Florida operates a managed care
program, they have to have a waiver from the 75-25 rule because
there are not 25 percent of the population who are private pay in
that community.

And, without their managed care Ir;rog'r:a\m, those people would be
seeking care in hospital settings, which is exactly what none of us
want.

Senator MOYNIHAN. What we have been hearing.

Ms. PELRINE. In closing, Senator, let me just say that we have
all heard, and certainly States and Governors know well the criti-
cisms of the Medicaid program—not enough access to physicians;
the inability to establisg a medical home for our clients; the inap-
propriate use of emergency rooms for the provision of primary
care—but managed care systems are designed to alleviate those
kinds of problems.

We think it is time that they took a full seat at the table in the
health care system. We thank you again for this legislation and we
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stand ready and willing to work with you as it moves through Con-
gress with our full support. Thank you.

Senator MOYNIHAN. E‘hank you, again,

[The prepared statement of Ms. Pelrine appears in the appendix.]

Senator MOYNIHAN. I heard one thing t?xere which I could not
find in your testimony, which is that there are 40 million Ameri-
cans in HMO’s now who ere perfectly self-sufficient and non-indi-

gent people.
Ms. PELRINE. That is correct. Including all of my colleagues and

myself from the NGA.

Senator MOYNIHAN Yes. All right. Now, I wonder if Senator
Durenberger would not agree. I think we have heard from Ms.
Pelrine that the problem here is there are them what think that
these are somehow stigmatized arrangements and that you are
going to put the poor people in them.

I have heard that for 30 years now. And what we want to do is
say, right now only privileged people can get into HMO’s, but we
are going to let the poor have access, too. I mean, if we said it that
way we might have a better reception. But there are 40 million
HMO members, as you say, nationally.

Ms. PELRINE. Yes, sir,
Senator MOYNIHAN. Very impressive. Your testimony, Commis-

sioner, and yours, Ms. Pelrine, just encourages me to think that
this is kind of now a matured i(iea. I was impressed that you all,
in 1990, set up an advisory task force. You know what we are talk-
ing about. It is not something, well, let us take another look at this
next year, maybe. You are ready to have us legislate this year.

Commissioner BAIRD. Yes, sir.

Ms. PELRINE. Yes, sir.

Senator MOYNIHAN. Senator Durenberger.

Senator DURENBERGER. Yes, Mr. Chairman. Thank you. I wonder
if I can come back with the two of you to the question I was asking
the earlier panel about where the cost increases are. You need not
be precise, but give us an idea.

I know that one of the problems in the system has heen that this
committee, in ite sensitivity to the needs of low-income persons,
has been increasing the mandates, decreasing the amount of
money, and increasing eligibility. We have heard that articulated
well by the Governors who just said, stop, let us digest what we
have, or please send us adequate financing for that.

So, we know that there is part of that pressure in recent years,
in particular, on the States. But among the other issues that we
raised with the earlier panel—the excess of utilization, the severity
of illness, the high cost of technology, the pressure on the system
from long-term care, and those issues——coulg you give us some idea
of where the principal causes of cost increase are coming from?

Ms. PELRINE. Senator, I am really glad you asked that question,
because I would like to take issue, 1f I could very quickly, with one
little exchange that went on with the previous panel. In fact, last
year the Federal contribution to Medicaid was somewhere in the
neighborhood of $65 billion.

By the administration’s own calculations, going into our discus-
sions last year about the States’ use of voluntary donations and
provider taxes, that accounted for roughly $3 billion, which, by my
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calculations, is a little less than 5 percent; hardly a major contribu-
tor to a 250 percent increase in costs. I would also question the 250
ercent increase. I think the reasons that have been laid before you
18 a pretty accurate and inclusive list.
The only other thing I would suﬁgest is that one of the things
that is happening increasingly is that States are losing law suits
to the provider community, particularly hospitals and nursing

homes, over our payment methodologies and payment rates.

In most cases, the voluntary contributions and tax programs
were put in place to pay the cost of the judgments rendered by the
courts in those law suits,

So, certainly the provider community’s concern and their use of
the Boren Amendment to demand increased payment from the
States has been another major factor in cost increases.

Senator DURENBERGER. Commissioner Baird.

Commissioner BAIRD. I would just like to second what has been
gaid. But I would also like to really point out that I believe that
technology, the access to technology, and the concern about law
suits against providers if they do not do all of the tests that pos-
sibly could be done have had a real negative impact upon health
care costs across this country.

In our own State, I can tell you that long-term care costs, not
only the skilled nursing or nursing facility costs, but also costs in
the facilities for the developmentally disabled, have been a major
variable in driving up the cost.

But, I think of all of the variables, technology probably has been
the most expensive thing in the acute care side.

Senator DURENBERGER. Now, one of the reasons that 40 million
people are in some kind of managed care plan is that they find that
more attractive than other plans, the people do.

But some of the other reasons are tﬁat a plan that is put at some
financial risk to provide adequate quality care becomes, in some
cases, more financially attractive to go into it. In other cases, it ac-
tually does more good for you. It is hard to tell one from the other.

But it seems to me there is a growing consensus now in the pri-
vate pay area, and hopefully it will eventually get to the public pay
area. That, in America, with an $821 killion medical bill, we are
getting exactly what we pay for: just a whole lot of services. We are
getting 9,000 doctor services under Medicare, bdcause we have
9,000 codes by which we pay doctors.

We are getting 468 varieties of services from hospitals, because
that is exactly what we are paying for. We are not paying to keep
people well, we are not paying to restore health, or function, or pro-
ductivity at home or at work, or quality of life, or any of those
things. We are paying for a bunch of services.

And, of course, that is what we mandate here, too. We continue
to mandate more services from particular providers, so we are not
doing anything to improve that.

One of the reasons I think Minnesota has been in managed carve
for so long, and one of the reasons why probably our doctors and
hospitals charge less than anybody else in the country is that we
have tried, in some of these cases, to move off of the fee-for-service
approach and try to use a larger approach tc meeting people’s

needs.
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Oftentimes that raises quality questions. I mean, the presump-
tion is, unless you do this service, that service, and the other serv-
ice, somebody missed something in this process.

I wonder, Bob, if you would not take a minute on the issue of
quality. This is one of the problems we always face in this, particu-
larly when we are talking about low-income persons. Perhaps you
can tell us a little bit about what Minnesota does to assure qua{ity
in the managed care programs. .

I have gone, I think, to most, if not all, of Minnesota’s managed
care projects. I have seen on the front door there are at least three
languages for the visiting hours. Inside, I will find as many as 17
interpx]'eters. I am seeing a whole lot of things that I know relate
to quality.

enator MOYNIHAN. Yes.
Senator DURENBERGER. I do not know that we have ever man-

dated interpreters for those who are culturally sensitive to how the
needs ought to be expressed.

But, in Minnesota, we do that sort of thing. Whether it is man-
dated or not, it is needed. And that, too, is an element of quality.
Maybe you can give us some idea of what we do in Minnesota.

ommissioner BAIRD. Senator Durenberger, I think there are
about a half a dozen specific things that we try to accomplish to
ensure quality.

The first one is in our contracts. We try to ensure compliance,
particularly in areas such as immunizations, 24-hour access to
care, access to a nurse line for people to be sure that what they
want to do is the most appropriate thing to do.

The point that you just made, certainly, sensitivity to cultural

d}ilﬁ'erences, the provision of interpretive services, is an example of
that.
But, also, what we have tried to do is to train the folks that man-
age the plans, the people in the doctors’ offices and clinics, to help
them to become culturally sensitive to the differences in the indi-
viduals that they serve.

We require internal quality assurance programs. That must exist
in each one of the plans. In addition to that, there is the external
review that is done on all of our plans.

We want an adequate service network. That is, that sn individ-
ual does not have to travel an excessive distance or use an exces-
sive amount of travel time to get to the service.

There is sensitivity to special ‘pos)u]ation needs. For example, we
emphasize high-risk mesnancy, including women who become Med-
icaid-eligible 1n the third trimester; transition provisions for clients
with special needs that have an existing relationship with a pro-
vider outside of the system so we do not destroy a pre-existing rela-
tionship; and we try to counsel and educate inappropriate users of
the system—for example, drug abusers—and we try our best to en-
sure the solvency of each of the plans that we do business with.
And I think those are the highlights of any kind of a quality assur-
ance grogram.

And we would just like to say that S. 2077 really reinforces those
things that we have been trying to do, and we strongly support the

inclusion of that language in the bill.
Senator DURENBERGER. All right. Thank you both very much.
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Senator MOYNIHAN. We thank you. Ms. Horvath, you have got a
microphone. Do you want to use it?

Ms. HORVATH. No. I was just back up.

Senator MOYNIHAN. Nice to have you here. Commissioner Baird,
thank you very much for coming all the way from Minnesota.
Thank you again, Ms. Pelrine, as always.

In order that all of our remaining witnesses will be heard, I am
going to ask that all four witnesses come forward and join each
other. You are all the same sort of folk and probably mostly know
each other,

Mr. Liu, of the Children’s Defense Funu. We know you well, sir.
Michele Melden, who is a siaff attorney with the National Health
Ié?&w Program. Ms. Melden has come all the way from Los Angeles,
Julio Beliber, who is director of the William F. Ryan Community
Health Center in New York. Bill Ryan is a friend of mine from 40
years ago. Mr. Bellber is here on behalf of the National Association
of Community Health Centers.

And, finally, Anthony Watson, who is president of the Health In-
surance Plan of Greater New York, to which I belonged 40 years
ago—HIP, as it is called. He is here on behalf of the Group Health
Association of America.,

All right. We will proceed just as the list goes. First, to you, sir,
on behalf of the Children’s Defense Fund.

STATEMENT OF JOSEPH LIU, SENIOR ASSOCIATE, CHILDREN'’S
DEFENSE FUND, WASHINGTON, DC, ACCOMPANIED BY SARA
ROSENBAUM, SENIOR ATTORNEY, CHILDREN'S DEFENSE
FUND

Mr. Liu. Mr. Chairman, the Children’s Defense Fund appreciates
this opportunity to testify before you today on this exceedingly im-
portant topic.

CDF is a national public charity which provides long-range advo-
cacy on behalf of America’s children. We pay particular attention
to the needs of low-income, minority, and disabled children.

Today, nearly 43 million Americans are medically under-served.
Millions of Medicaid beneficiaries face an unending struggle to find
decent sources of health care. Public providers, under-funded and
overwhelmed, are unable to furnish even basic services.

All to often, hospital emergency rooms have become the family

doctor of poor families and children.
Senator MOYNIHAN. We have been hearing this all morning, have

we not?

Mr. Liu. Managed care is simply a means of organizing and pay-
ing for health care. Where managed care builds on a good, quality
health system, the results can be good. But managed care works
only as well as the underlyinﬁ system providing the care.

e support greater State flexibility to develop primary care case
management arrangements that link beneficiaries with a medical
home, like Kentucky’s KenPack model.

Coordinated care arrangements for high-risk pregnant women,
coupled with federally-mandated eligibility expansions, have made
a tremendous difference in infant mortality in States like Mis-
sissippi, Alabama, and South Carolina.

57-779 - 92 - 2
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Where there is no risk placed on individual providers, these
plans can reduce emergency care use and improve access for poor
women.

Managed care can also be a disaster, however. Under-capitalized
plans, inadequately paid, and poorly regulated threaten bene-
ficiaries when incentives for under-service are created.

Good providers can be ruined and State initiatives can end up
channeling millions of dollars into plans with little or no interest
in building good health systems. Managed care, in these instances
can become “cash cows,” as the Inspector General recently termed
a plan in Philadelphia.

In the case of Medicaid managed care plans, we have to be espe-
cially careful. Because we often find 60-70 percent of the enrollees
are children, and almost all of the others are young women in their
prime childbearing years.

In refashioning the managed care provisions in Medicaid, Con-
gress must build on the right providers, must ensure adequate
capitation, protect commumty health programs, and guarantee
beneficiaries stable enrollment.

The danger that we are most afraid of is that Medicaid mills will
simply learn that they can incorporate themselves as Medicaid
managed care plans and rip off the program by under-serving rath-
er than over-prescribing.

Senator MOYNIHAN. Yes. And we have heard that this morning,
tgo. I have a feeling that this is some coherent experience out
there.

Mr. Liu. Absolutely. Current law requires that Medicaid man-
aged care plans attract one commercial enrollee for every three
Medicaid or Medicare beneficiaries. Under Medicare, the rules are
more stringent: one to one.

This has been a proxy for quality because it forces the plans to
attract people who have a choice.

Senator MOYNIHAN. Yes. Sure.

Mr. Liu. And if we are going to relax the safeguard, as S. 2077
proposes, we have to have other protections. At a minimum, we feel
that risk-based managed care plans should meet the financial and
quality standards established by the federally-qualified HMO pro-
gram and by Medicare’s competitive medical plans.

The FQHMO and Medicare CMP certification programs are well-
recognized standards for HMO and managed care plans. And we
think we should build on their experience and their structure for
Medicaid as well.

As in Medicare, HCFA should review all Medicaid managed care
contracts, and, in addition, as M. Shikles from GAO mentioned,
we should look carefully at sulict. ‘vacts that plans have with indi-
vidual providers.

And, as in Medicare, unscrupulous and fraudulent marketing
practices, like door-to-door solicitaticn, should be banned. There is
no reason why Medicaid beneficiaries should be exposed to plans
and to practices that are not good enough for Medicare.

States also must have greater flexibility to set adequate payment
levels. Current law fixes capitation rates at the cost of providing

gervices on a fee-for-service basis.
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The current upper payment level should be eliminated in favor
of a requirement that all risk plans be paid at an actuarially sound
rate, set by the Secretary, that reflects geographic variation, age,
sex, disability, and eligibi%’ity status.

We are also very concerned about the fate of community public
health providers, hke federally-qualified health centers’ under-man-
aged care arrangements.

They have absolutely no capacity to absorb losses caused by in-
sufficient payments, other than curtailing or terminating services
for poor people.

Tﬁe federally-qualified health centers and public health providers
must be guaranteed the right to participate in any plan operating
in their service area, or else Medicaid should continue to pay these
providers on an out-of-plan basis. Without these protections, we
end up draining resources from the uninsured to subsidize Medic-
aid programs.

In addition, we also believe that Medicaid beneficiaries and man-
aged care plans should have stable enrollment. It is good for plans
and it is good for the enrollees.

And we would propose extending the continuous coverage in your
bill from 6 months to 12 months to make sure that plans can have
a good idea of who is going to be in, and kids will not get
“churned,” under-served in anticipation of their disenrollment.

We look forward to working with you to develop quality managed
care plans in Medicaid by building on Medicare financial safe-
guards, assuring adequate payment, using community health cen-
ters and federally-qualified gealth centers, and guaranteeing stable
enrollment. Thank you very much.

[The prepared statement of Mr. Liu appears in the appendix.]

Senator MOYNIHAN. We thank you very much, sir. If I could just

make a general observation. To exaggerate just a little bit, the
question before the Congress, for our National polity, you might
even say, is not whether we are going to improve Medicaid, but
whether we are going to abolish it. I hope that would sink in out
there in the world. That is what we are debating on the floor right
now.
This morning we read in the Washington Post that the President
is rushing to approve today a waiver for welfare programs in Wis-
consin in which a welfare mother who has a second child gets paid
half. That child is only going to eat just half as much.

Now, if anybody told you 30 years ago that this would be ap-
proved, they would not believe it. In an election year, the President
decides that that kid gets half. And in New Jersey that kid gets
nothing.

I attended a conference at Yale awhile back in trying to watch
this time warp. The advocacy groups are in a time warp. I remem-
ber a President, 23 years ago who proposed a guaranteed annual
income. And those who presumed to speak for the poor said, not
enough. We will not take that. Well, would they love to get it
today. But hubnis.

Ms. Melden, welcome to our cherry blossoms. And this whole
hearing may turn out to have been a giant waste of time if the
amendment now being debated on the floor is passed. However,
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that is what time it is. I hope advocates get it clear. If not, it does
not matter; it will happen anyway. Good morning, and welcome.

STATEMENT OF MICHELE MELDEN, STAFF ATTORNEY,
NATIONAL HEALTH LAW PROGRAM, LOS ANGELES, CA

Ms. MELDEN. Good morning. I want to start out by expressing
our appreciation for listening to the client voice this morning on
this bill. As you know, 1 work with the National Health Law Pro-
gram.

Senator MOYNIHAN. Yes.
Ms. MELDEN. We provide legal assistance to legal services offices

serving the poor around the country. And I hope that we are not
in a time warp. I think that we all share the goal of improving ac-
cess for our clients, and doing it in a cost-effective way.

I want to emphasize this morning that managed care, particu-
larly capitated managed care that involves financial incentives——

Senator MOYNIHAN., I am sorry. Particularly?

Ms. MELDEN. Capitated managed care.

Senator MOYNIHAN. Oh. We are back to capitated.

Ms. MELDEN. That is right.

Senator MOYNIHAN. Come on. There is a better way to say that.

Ms. MELDEN. At-risk. At-risk managed care.

Senator MOYNIHAN. Now, you have got to help me on this. I am
not quite clear. I thought t}‘;at was just a way of paying on the
basis of the number of people involved.

Ms. MELDEN. Well, what it means is that the plans take a set
amount of money per enrollee, which means that they are at risk
if the cost of care exceeds the amount of payment taken.

Senator MOYNIHAN. Oh, I see. I see. I have it.

Ms. MELDEN. All right. Good. Well, those financial risks create
serious incentives against providing necessary services and the
poor are particularly vulnerable to those risks.

In my work at the National Health Law Program, I work with
clients around the country who are facing serious problems in get-
ting the kind of care they need in managed care plans, and particu-
larly the ones that are at risk.

A number of studies have also corroborated that these risks do
involve sometimes people getting under-served. I think because of
that we cannot be too careful in 1nstituting the kinds of safeguards
that protect against those risks.

We believe that this bill is moving in the wrong direction hy
eliminating two safeguards that have been critical for clients. The
first is the waiver requirement which States need to get when they
want to mandate enrollment in managed care.

The waiver process is a terribly important point for addressing,
identifying, and correcting problems up front before implementa-
tion begins. It is also an important opportunity for the poor and
their advocates to raise client concerns.

I have talked with advocates around the country who felt that
they were able to secure some very important safeﬁuards through
the waiver process. One good example is the Southwest Brooklyn
Managed Care Demonstration Project.

There, a number of issues about having sufficient numbers of
providers involved and using existing community resources were
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raised. And I think that everybody came out feeling that they were
able to create a plan that is almost a model for other plans. So, 1
do not think that we want—
Senator MOYNIHAN, Southwest Brooklyn. Where?
p Ms. MELDEN. Southwest Brooklyn Managed Care Demonstration
roject.
Senator MOYNIHAN, Where? Give me a neighborhood.
Mr. WaTsoN. Coney Island, Bay Ridge area.
Senator MOYNIHAN. Coney Island and Bay Ridge.

Mr. WATSON. Right.
Senator MOYNIHAN. Those are two different neighborhoods.

Mr. WATSON., They are two different neighborhoods, but they
comprise the demonstration area.

Senator MOYNIHAN. Yes.

Mr. WATSON. The State approved eight plans; only two are par-
ticipating: HIP and Lutheran Medical Center. The other six have
yet to participate.

Senator MOYNIHAN. And Lutheran Medical. Well, we asked a
question and got an answer. Thank you. Ms. Melden.

Ms. MELDEN. All right. The other requirement that we think is
very important for recipients is the requirement that at least 25
percent non-Medicaid and non-Medicare recipients be enrolled.
This is often thought of as a crude proxy for assuring quality, but
one of the problems that our clients face is that they move on an
off public assistance. And plans that are only enrolling those recipi-
ents have a limited incentive to invest in preventive care.

When they are enrolled along mainstream commercial enrollees,
the plans are forced to compete to keep those clients satisfied. And,
also, those clients have the freedom to vote with their feet and
walk out if not satisfied.

And I would go along with the recommendation that the Chil-
dren’s Defense Fund put forward, which was to extend continuous
enrollment for our clients so that we establish a stable base and
the incentives to invest in preventive care are there.

I also want to point out that the other kind of managed care plan
which is not at-risk and not capitated is the primary care case
management model which pays fee-for-service. What it does is it
uses a gatekeeper to control utilization.

There are a number of very good examples of those plans deliver-
ing access to the kind of care that our clients need. People talked
about Alabama; South Carolina is another good example; so is Ken-
tucky. Those plans have actually brought down infant mortality
rates without the risks that are involved with capitation.

In fact, a recent Research Triangle Institute report on managed
care found that the PCCM’s were able to save money and offer bet-
ter access in a number of at-risk managed care plans.

Senator MOYNIHAN, Yes.

Ms. MELDEN. Finally, this legislation puts forth some improve-
ments in quality assurance. But I would like to say that these do
not go far enough.

At this time, HCFA, along with the National Academy of State
Health Policy, have funding to develop improved quality standards.
I would suggest waiting for their studies to come out and evaluat-
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ing their recommendations before eliminating critical protections

that exist now.
Also, a recommendation that we would like to make is to require

States to take a more aggressive role in monitoring quality of care.
A number of GAO studies have pointed out that States sometimes
have been lax in their duties to do this.

We suggest that one improvement would be to give enforcement
authority to State regulatory agencies that are already regulating
commercial HMO'’s. They have far more experience than State
Medicaid agencies. And this would have the added benefit of giving
the same quality controls available to the middle class population
to the Megicaid population, even if they are not enrolled in com-
mercial HMO’s.

I want to thank you for inviting us this morning. I will be happy
to work with you 1n the future on developing quality assurances.
Thank you.

Senator MOYNIHAN. Of course. Thank you for coming. We will
have questions for this morning.

.[’I]‘he prepared statement of Ms. Melden appears in the appen-

X.

Senator MOYNIHAN. Now, sir. If I am not mistaken—I do not
know th?is, but my sense is that HIP is probably the original HMO,
is it not

Mr. WATSON. We are the second oldest.

Senator MOYNIHAN. Second oldest. And, sir, you have a colleague

with you, if you could just introduce him to the committee.

Mr. WATSoN. Jim Doherty, who is President of the Group Health
Association of America.

Senator MOYNIHAN. Good morning, sir. We welcome you to the
committee. Since we are going along like this, if you could now pro-

ceed, sir.

STATEMENT OF ANTHONY L. WATSON, PRESIDENT, HEALTH
INSURANCE PLAN OF GREATER NEW YORK, NEW YORK, NY,
ON BEHALF OF THE GROUP HEALTH ASSOCIATION OF

AMERICA

Mr. WATsON. Thank you. I have been sitting here this morning
listening to two different sets of witnesses: those from regulatory
agencies from the States telling you that HMO’s are part of the
mainstream of health care in America, and the others which 1
would characterize as representing doom and gloom. You have got
to watch out for those HMO’s. They ration health care; capitated
programs are bad.

For 40 years, we have had managed care programs that deliver
as fine a health care product as any the world delivers. It is not
rationed, the capitation payment makes no difference.

What matters is the integrity of the program. The regulatory
agencies know which ones are good and which ones are bad. To
keep the stereotype going, however, does a disservice to the health
care system in America.

Senator MOYNIHAN. I am going to take the liberty of interrupting

ou to just make a personal statement in support of that. I remem-
Ker when I was signed up with the HIP. It would be 40 years ago.
{
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And I had finished my wander jahre, as the Germans used to
say. I had been in Europe on the GI bill and all that. I come back,
and life is going to get serious now. I have got a job. And it was
with the International Rescue Committee.

It was obviously a progressive sort of group. And we were part
of HIP. And I can remember that there was just a plain prejudice
against HIP. It cannot be very good because maybe it is socialist
or something.

Mr. WATSON. Communism was a better word they used.

Senator MOYNIHAN. They used that. Yes. Yes. The best doctors
in the world were in Manhattan. So, I just want to say I have been
where you are describing. :

Mr. WATSON. Mr. Chairman, we serve 1.1 million people of all
socio-economic backgrounds. And I speak for our association, and
for most of its members. HIP in New York State serves approxi-
mately 45 percent of all the Medicaid enrolled in managed care.
They are enrolled in my program. We have concerns. We think that
a plan should have to have a mix of Medicaid patients in with its
regular patients.

A Medicaid patient in HIP is indistinguishable from any other
patient. We try to face reality. We take a Medicaid patient and
change their cultural health patterns.

We would be happy to provide this committee with medical data
that shows that a non-managed care Medicaid patient is admitted
to hospital nearly twice as often as our Medicaid members. We will
provide you with that and additional data.

Senator MOYNIHAN. We would like that.
Mr. WATSON. We will provide you with data that shows you that

our ;}),regnant Medicaid patients and babies are the same weight
and have the same health status as our regular members, be they
employees of Citibank, or Chemical Bank, or New York City em-
ployees.

To state that we ration care or that because we put our medical
grou s at-risk ﬁnancial]i for some kind of financial incentive is a

road-brush stereotype that has to stop in this country. Again, I re-
iterate. You should look at programs individually. There are dis-
honest people not only in health care, but also in banking, and
every other area.

Group Health Association of America strongly supports your bill
because it brings managed care into the mainstream and will pro-
vide for the Medicaid population superior health care. That can be
proven unquestionably. Thank you.

Senator MOYNIHAN. Thank you, sir.

[The prepared statement of Mr. Watson appears in the appen-

dix.]
Senator MOYNIHAN. Mr. Doherty, would you like to make any

statement?
STATEMENT OF JAMES DOHERTY, PRESIDENT, GROUP
HEALTH ASSOCIATION OF AMERICA, INC.

Mr. DOHERTY. Only on behalf of the association that I have been
around for 20 of those 40 years that Tony talks about.
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We are the only organization in the country that has recognized
that when you have pre-payment and capitation, there is an inher-
ent logic in the proposition that they will under-treat.

The studies show otherwise. The AMA commissioned a study
that started out as hostile 7 or 8 years ago, and it resulted in a
statement that our care was as good as, if not better, because of
its organized aspects.

But, nonetheless, recognizing that that inherent logic is not going
to go away, we are the only organization in the country that insti-
tuted, with a grant from the Robert Wood Johnson Foundation and
a match from our own plans an independent, non-dominated by
any organization, quality assurance agency, NCQA, that now con-
tracts with three or four States in order to oversee managed care.
NCQA contracts with the automobile industry; the Xerox Corp.;
General Electric, and other major purchasers of care including the
Medicaid agency in Pennsylvania, to oversee quality care. We have
no control over that agency. The only thing we have asked is that
peers do the reviewin%.

But we felt a little bit that we were protesting our innocence too
much simply because we think that people like Ms. Melden and
others are not looking at the inherent unregulation of the fee-for-
service out-patient sector.

And the idea is that the option to even bad managed care, if they
are getting the care, if there is some monetary rip-off--is better
than no care under fee-for-service. And that is a better option than
the emergency room of a hospital. That is what I wanted to say;
my two cents.

Senator MOYNIHAN. Thank you, Mr. Doherty. But I have a ques-
tion I have to ask you. If managed care is so effective, why have
you not cured Tony Watson’s cold? [Laughter.)

Mr. DOHERTY. I do not know. And I would also like to know why
he gives me his cold. [Laughter.]

Senator MOYNIHAN. There will be another hearing on this mat-
ter, I will assure you. All right. We will go on now to our final wit-
ness. You are very welcome, indeed. All these New Yorkers are
suddenly showing up.

Julio Bellber, who is executive director of the William F. Ryan
Community Health Center, and he is here on behalf of the National
Association of Community Health Centers. We welcome you, sir.

For those who are not my age, Bill Ryan was a Democratic Con-
gressman on the West Side of New York. I would like to think I

could called him fiiend. Sir.

STATEMENT OF JULIO BELLBER, EXECUTIVE DIRECTOR, WIL-
LIAM F. RYAN COMMUNITY HEALTH CENTER, NEW YORK, NY,
ON BEHALF OF THE NATIONAL ASSOCIATION OF COMMU.
NITY HEALTH CENTERS
Mr. BELLBER. Thank you, Mr. Chairman. My name is Julio

Bellber. I am the executive director of the William F. Ryan Com-

munity Health Center, a federally-funded community health center

located in New York City.
I would like to thank Senator Riegle for calling this hearing and

I appreciate the opportunity to speak with you today on behalf of
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the National Association of Community Health Centers regarding
the issue of Medicaid managed care.

This association represents the Nation’s more than 600 federally-
supported community and migrant homeless health care centers
and their 6.4 million low-income medically unaer-served patients;
two-fifths of whom are Medicaid recipients.

As health care providers, which, for more than 25 years have fur-
nished comprehensive primary health care almost exclusively to
Medicaid patients and low-income persons, NACHC believes that
community and migrant health center directors like myself can
offer insight into the complexities and challenges involved in at-
tempting to revamp the provision of Federal law regarding Medic-
aid managed care.

As the director of one of the Nation's largest community health
centers which has aciively participated in Medicaid managed care
programs for more than 4 years, I am particularly pleased to be
able to testify before you today.

Health centers remain a constant source of comprehensive pri-
mary health care for low-income patients, regardless of whether
they are covered by Medicaid.

or this reason, Congress amended the Medicaid statute to as-
sure health centers of adequate Medicaid support for their services
furnished to beneficiaries, known as Federally Qualified Health
Care program.

In this way, the public health service grant funds which con-
stitute less than one-half of the funds health centers need to oper-
ate, can be conserved for the uninsured patients.

Health centers have a dual health care mission to treat all Med-
icaid and Medicare patients and to treat persons regardless of their
health insurance status and in accordance with their ability to pay
for care.

This feature is crucial, because it means that when Medicaid pa-
tients lose their Medicaid coverage, as they do so frequently, they
can remain enrolled at the health center.

It is their ability to offer continuous care that makes community
and migrant health centers a unique and so valuable, especially in
the context of managed care.

In recent yeavs, a number of Medicaid patients served b)A health
centers have increased significantly because of both recent Medic-
aid expansions and the decline in the proportion of private physi-
cians who participate in the program, particularly iin the case of
maternal, infant, and child health.

No Medicaid legisiation: that Congress considers this year wili
have a greaier impact on beneficiaries' access to heaith care than
a revision in the program's managed care provision.

If well-constructed, managed care legislation may improve pro-
gram pertormance. If not, the amendment could further reduce
sources of quality health care for the poor.

A major task of this committee in developing managed care legis-
lation is to reconcile the mission and structure of health centers
with managed care reform.,

The goal of Medicaid managed care reforms is to promote devel-
opment of health care delivery arrangements that collectively have
come to be known as managed care: organizations that enroll pa-
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tients on a formal membership basis, that act as gatekeepers and
as deterrents against unnecessary and inappropriate use of care,
and that frequently—but not by all means always—are paid on a
partial or full-risk, per capita basis.

We are confident that these two goals promoting and stabilizing

hbelalth centers and encouraging managed care are highly compat-
ible,
The health centers’ experience with the Medicaid managed care
program also points to real dangers that must be avoided if centers
are to survive and f{lourish as sources of care for their entire com-
munity and if the twin objectives in managed care of patient access
and cost containment are to be achieved in a sound fashion.

We are pleased that Senator Moynihan and his staff have ex-
pressed a commitment to assuring that managed care reforms do
not inadvertently limit the capacity of health centers or harm pa-
tients by creating incentives to under-serve them.

In revising the managed care provision of the statute, we believe
that it is essential that the Iegis?ation do the following: One, to as-
sure that all Medicaid managed care programs are of good quality;
Il:/{ eliminating the current upper payment limits for providers of

edicaid managed care to assure that payment rates are actuari-
ally sound; by establishing Federal solvency and stop-loss stand-
ards, as well as Federal standards for managed care contracts that
must be met prior to implementation of State managed care initia-
tives.

These are particularly important safeguards if the committee is
to eliminate the current 75/25 rule and the current waiver system
for implementing restricted Medicaid freedom of choice programs.

Two, to assure that patients have continuous access to their pro-
viders by guaranteeing annual periods of Medicaid eligibility for
beneficiaries enrolled in managed care plans; to not place health
care providers, such as health centers and other providers furnish-
ing key community health services for the poor and the under-
served, in a position in which the only means of offsetting losses
caused by low Medicaid reimbursement and high patient care
needs are grants to serve the poor, including the very grant funds
which Congress has given health centers to serve the uninsured; by
continuing current statutory protections for federally-qualified
health centers that assure their rights to participate in Medicaid
and to engage in managed care arrangements that do not place
their Federal grants for the uninsured at financial risk; by incor-
porating special protections for health center services and commu-
nity and public health services, such as homeless and migrant pro-
grams, school-based clinics, immunization programs, to assure
their continued Medicaid coverage for patients enrolled in managed
care; by increasing the Federal match services furnished by health
centers to the Medicaid beneficiary.

Senator MOYNIHAN. Mr. Bellber, I am going to have to ask you
to wrap up. Otherwise, we run up against the Senate rules.

Mr. BELLBER. Mr. Chairman, the last one is, by including legisla-
tion; a special three to five State demonstration to permit commu-
nity-based health programs, such as health centers, local aid agen-
cies, public hospitals that manage care for the under-served and

their communities.
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And I will answer any questions.

[The prepared statement of Mr. Bellber appears in the appendix.]

Senator MOYNIHAN. Thank you very much, Everyone’s testimony
will be placed in the record as if read. You may be sure of that.

I do not know that I have any particular questions here. I do
think it is important to note that ngle we are having this hearing
about how to improve our arrangements and provisions, the United
States Senate is debating the abolition of the whole thing.

I mean, the first such debate I think we had. We are not talking
about increasing these programs, we are talking about eliminating
them. And we have got people still living in a time warp. What
time is 1t?

I would like to ask Mr. Watson and Mr. Doherty, in particular,
but I will hear from anybody. You, sir, mentioned the homeless.
There is no more visible symbol of social inadequacy, I think, in
our big cities than the homeless population.

And, yet, I cannot help thinking, we still have not got it clear
what is going on. At the last public bill signing ceremony that
President Kennedy had on October 28, 1963, he signed the Commu-
nity Mental Health Center Construction Act of 1963. And he gave
me a pen. The pen is still here.

And we were going to have a community mental health center
for every 100,000 people in the country, and we were going to
empty out our mental institutions and they were all going to be
treated locally.

And we were going to have 2,000 of these by the year 1980. And
we emptied out our mental institutions, but we did not build the
community mental health centers. We got to aboat 450 and
stopped.

And the next thing you know, you find the schizophrenics of the
population sieeping 1n door ways. And we are wondering, why are
they sleeping in door ways? Because they are not where they were
and we have not provided where they are supposed to be.

Does this come into the HMO’s, do you run into this? Does HIP
run into this?

Mr. WATSON. Well, certainly as a major provider of health care
and as a citizen of New York, both HIP and I are concerned with
that. We do not have a responsibility directly for the homeless be-
cause they come under many categories. Another myth in current
acceptance is that most of themn are mental health patients dis-
charged from State hospitals. I think in the early 1970’s that was
true, but not today.

If you look at the homeless, the people in the shelters today, they
are probably people who are unemployed with one kind of criminal
conviction or ancther and who cannot get jobs; the result of an
economy that is certainly not improving, not in the kind of areas
wl]mlere"they are located. It is just not simply a matter of the men-
tally 1ll.

While I think that the release of the mentally ill was not well-
thought. The theory was that these patients were going to go to
out-patient centers to get their medication. Unfortunately, they just
do not show up to get their medication. But that certainly 1s not
the majority of the problem. It is a societal problem.
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And, certainly, we try to do our part. We go into those kinds of
shelters and we give immunizations and do health screen checks.
But it is not a solution to the problem. And I do not want to sit
here and pretend that we are providing them with total health
care; we are not.

Senator MOYNIHAN. Mr. Liu, you had your hand raised.

Mr. Liu. Thank you. The parallel that you raised in the health
care setting that you raised with the homeless is cost-shifting.
What we have now is that when we do not have a primary healt
care system, we shift people into hospitals, into high-cost places.
And the costs end up getting picked up by insured people; by you

and I.
And if the entitlement cap that is before the Senate passes, we

are going to undermine Medicaid and Medicare and we are going
to dump these costs onto insured Americans. And we are going to
undermine our entire health care system. It is not just going to
poor people.

Senator MOYNIHAN. Well, I do not disagree, but I am not sure
we have the votes. And, with that, since time is running, I have
to turn to my colleague, Senator Durenberger.

Senator DURENBERGER. Mr. Chairman, thank you. I thank all of
the witnesses for their comments, all of which show that people
have looked very carefully, not only at this bill, but have spent a
lot of time analyzing the issue of low-income access and coordi-
nated care.

I need to ask the practitioners a couple of questions that at least
rele(nite in part to some of the quality of criticisms that have been
made.

As I understand the way we have drafted this, the State plan op-
tion part of this bill retains the existing Federal requirements for
risk-based managed care plans.

It allows the gtates to operate managed care programs without
having to seek waivers, like the Medicaid Statewide waivers or the
comparability standards, in effect, allowing States to make man-
aged care to norm under the State plan.

Could you give all of us some reassurance? One of the witnesses
before you testified and raised some concerns about the need to
maintain the waiver process.

Can you give us some assurance that that will encourage more
appropriate care and better quality care than sticking completely
with the current waiver system?

Mr. DOHERTY. The problem with waivers is more mechanical
than anything else. It just does not fit in an HMO-defined popu-
Jation. If these people are oing to be ducking in and out of ehgi-
bility all of the time, then [§MO s cannot do their budgets. You can-
not do your medical budgets, or your financial budgets.

So, to get rid of the waiver process, as well as the 75/25 for other
reasons, are essential to HMO’s being able to operate as HMO's
within Medicaid.

We have always felt that there should be strong external review
mechanisms. The Federal office of HMO'’s, or the Medicaid portion
over in HCFA, has become very much aware of the notion that you
have to have good external quality review systems. And I think
they are to be congratulated, Christina Nye and her office, for the
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work that they are doing in breathing down our necks and our
plan’s necks.

Senator MOYNIHAN. And you find that works?

Mr. DOHERTY. Yes. There is no way you are going to guarantee
absolute high-qualiti' care no matter how much review you have.
I.n'lean, you are dealing with a human factor here in terms of phy-
siclans treating patients.

And, also, as Dr. Elwood, from your State, and others, have indi-
cated, we do not have a scientific exact way of measuring quality.

Senator MOYNIHAN. That is what I meant.

Mr. DOHERTY. Yes.

Senator MOYNIHAN, But you find that people of reasonable good
will can agree with the findings.

Mr. DOHERTY. Right. And this bill provides that the States have
to take a look at the number of grievances that have been filed
against the HMO’s, whether by the enrollees or whether by orga-
nized outsiders, or whomever. So, the State has to look at those
af{ld see how they are disposed of, or if they are being taken care
of.
Mr. WATSON. Let me give you a classic example. We have full-
time people stationed in income maintenance centers so that when
a person comes in to apply for welfare and they are given Medicaid,
we are there on the spot to sign them up. We offer them induce-
ments to come to have their physical exam, their entry examina-
tion to determine what is wrong with them.

The majority of the people that we enroll are mothers, single
mothers with children. And we offer them a whole range of baby
products including cribs, electric blankets so we can determine
what is wrong with that family and institute prenatal and preven-
tive care.

If there is any kind of financial inducement in this practice it is
to identify what is wrong so we can treat it and to stop the problem
from becoming an expensive one. We will submit an evaluation of

this program for the record.

Senator DURENBERGER. Julio.

Mr. BELLBER. I just wanted to say that community health cen-
ters, for the last 256 years, under different payment mechanisms,
have been providing primary care and have basically been contrib-
uting to reducing on the back end, I guess, the same as HMO’s, the
expensive cost of in-patient care.

So, I think capitational pre-payment is a mechanism. But I think
what we are tal?dng about here is a system of health delivery that
I think assures some primary care and some preventative services
that has an impact on the ultimate in-patient cost, which is the
very expensive cost.

You are going to have to pay for it one way or another, in a
capitative form or in a fee-for-service form. You start to provide the
services if you want to have the savings.

Senator DURENBERGER. Well, I appreciate that. We worked very
hard to try to deal with this particular issue. One of the statements
of one of the witnesses, or one of the criticisms is that we rely on
internal review mechanisms. And, as one of the authors—I will
only speak for myself—I am proud of that fact.
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I think if we do not internalize quality care, you are not going
to get quality care, no matter how many people are on the outside
telling you you have to do it.

So, one of the things that both of you have indicated—and Bob
Baird, in a rather extensive elaboration of what Minnesota does
and what plans are required to do in Minnesota—is that the whole
point of this really is to internalize a commitment to the patient.

Senator MOYNIHAN. And that does not bother you one bit.

Senator DURENBERGER. But, in fact, we have, as one of you have
pointed out, we have specifically provided for external, independent
review of each of the health plans’ quality assurance activities.

And we provide, as I understand it, that that be conducted hy a
peer review organization or some other organization that is exter-
nal to the plan and to the Medicaid process which has been ap-
proved for the work that they do by the Secretary of HHS.

Mr. DOHERTY. External review to make sure the internal review
is working. .

Senator DURENBERGER. Yes. Exactly. That is the point of it. Is
there anything to criticize on that that you can think of?

Mr. WATSON. Why don’t I provide to the committee HIP's quality
assurance program and how we go out and make sure that it is
being met?

Senator MOYNIHAN. Good.

Senator MOYNIHAN. On that note, the hour of noon having been
reached, I would like to say that Senator Riegle has asked me to
extend his regrets that he is not heve. He is on the floor in the de-
bate to try to abolish all of these things.

He has asked that he submit a statement for the record, and the
record will be maintained open, if we can, for that purpose.

We want to thank you all. But I really want to end up with a
stern imprecation, which is that, Mr. Doherty, you are to see that
the Health Insurance Plan in New York sees that Watson gets
some cough drops, else he will never make it to the bill signing
ceremony. [Laughter.]

Mr. DOHERTY. I do not think we cover those.

Senator MOYNIHAN, Thank you all very much.

[Whereupon, the hearing was adjourned at 12:00 p.m.]
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ADDITIONAL MATERIAL SUBMITTED

PREPARED STATEMENT OF ROBERT BAIRD
INTRODUCTION

Mr. Chairman, members of the Subcommittee, ] am Robert Baird, Deputy Assist-
ant Commissioner for Health Administration for the Minnesota Department of
Human Services. I am also the chairman of the Operations Committee of the State
Medicaid Directors’ Association of the American Puilic Welfare Association. The Op-
erations Committee is responsible for Medicaid issues related to information sys-
tems, third party liability and, most relevant today, Medicaid managed care. I have
chaired this SMDA committee for six years and have worked in the Medicaid pro-
gram since 1967 in various capacities.

I appreciate the opportunity to speak today about the “Medicaid Managed Care
Improvement Act of 1991” (S. 2077) sponsored by Senators Moynihan and Duren-
bex&ger. I will highlight why managed care is so important to state Medicaid agencies
and what this bill would do to facilitate development of all forms of managed care.

Minnesota has a long history of managed care in both the public and private sec-
tors. The Minnesota Medicaid Program has been involved in managed care for over
20 years. Today we have approximately 20 percent of our Medicaid clients involved

in a variety of managed care programs.
WY 8. 2077 I8 IMPORTANT TO STATES

Currently 31 states operate Medicaid managed care programs and 2.7 million
Medicaid clients are enrolled in these programs. Medicaid managed care encom-
gasees a variety of program types. For purposes of this discussion, I think it is use-

ul to refer broadly to Medicaid coordinated, or managed, care as encompassing a
wide spectrum of care management, from traditional capitated systems such as
health maintenance organizations and primary care case menagement programs
that are typically medically-oriented fee for service programs in which a primary
care physician is the care manager, to case management which is also fee for service
but with a non-medical professional coordinating a broad array of social and health
services for individual clients. S. 2077 would address and improve all of these types
of Medicaid coordinated care.

As you are probably aware, states have looked to a variety of methods by which
to contain Medicaid program costs in the last decade. What has become clear is that
one truly effective method of stemming program expenditure growth is the delivery
of effective primary and preventive care, especially with respect to the younger pop-
ulations covered by the K/ledicaid program. While this sounds very simple, the re-
ality is that achieving early, effective primary and preventive care for Medicaid-eli-
gible women and children is not a simple process. EP igibility rules are such that cli-
ents are not continuously eligible ancF interruptions in care occur. Providers often
do not want to participate in Medicaid. A traditional fee for service system is not
conducive to educating clients on the benefit of preventive care and appropriate use
of services.

States believe that coordinated care programs hold much promise in promoting
Ereventive and primary care for Medicaid clients. Coordinated care programs are

ased on assuring client access to preventive care. Coordinated care providers have
incentives to follow through with clients to ensure that proper care is received. Co-
ordinated care programs can elso facilitate the involvement of providers who may
otherwise not consider participating in the program.

(43)
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In general, I believe most states look to coordinated care for five specific reasons.
The first is the potential for greater access to care and improved continuity of client
care, leading to healthier clients. Second, coordinated care programs can facilitate
more appropriate utilization of services. Third, coordinated primary care programns
are able to improve the quality of care delivered. Fourth, coordinated care programs
improve client and provider satisfaction. Finally, coordinated care can help contain
costs in the short and long term by producing zetter client health outcomes result-
ing from improved access to, and continuity of, care. Capitated managed care pro-
Frams also allow states to better anticipate cost increases. This is a crucial issue
or states now; they need to be able to plan for expenditures so they dp not face
unanticipated year-end cost overruns that require immediate program cuts in order
to balance the state budget. The ability to plan is vital to protecting the overall
state Medicaid program. Because this legislation would facilitate state development
of Medicaid coordinated care, states are anxious to see it enacted.

EFFECT OF THE LEGISLATION

In generel, S. 2077 would allow states to develop risk-bagsed and non-risk man-
ag:ldl care systems without any of the multitude of waivers now required under fed-
eral law.

The bill would eliminate the current managed care requirement that at least 26%
of an HMO's enrollment must be private pay patients. This has been a very trouble-
some requirement for many state programs because the geographic area of a plan’s
operation often does not have a sufficient private pay base to meet this rule. This
problem occurs in both rural and urban areas, where the poor may be geographi-
cally isolated from others who would have private pay group health options. In addi-
tion, some states including Minnesota have established government-run health
maintenance organizations specifically designed to care only for Medicaid clients.
These Erograma were not developed for the private market. While the rule was
originally intended as a proxy measure of quality, state Medicaid agencies believe
this current enrollment requirement does not assure either financial solvency or
quality care. Many other faciors assure financial viability and quality. Since the 75/
26 rule is in fact an impediment in many cases, state agencies believe that this re-
quirement should be eliminated in favor of epecific federal quality assurance activi-
ties, as oifered by S. 2077.

In terms of quality assurance, the Moynihan/Durenberger legislation would estab-
lish in federal(iaw specific quality assurance obligations f%r managed care plans, the
states, and non-state quality assurance reviewers. This is much more specific than
what currently exisis in federal statute. The requirements are based on current best
practice among state Medicaid programs and would require specific internal and ex-
ternal quality assurance mechanisms and reviews.

The legislation would also allow changes or enhancements in eligibility rules that
states believe will act as incentives for both clients and providers to participate in
Medicaid managed care. It would allow guaranteed eligibility for up to six months
for clients enroﬁed in an HMO. This means the HMO can be assured that a client
will not be made ineligible and dropped from the ro'ls in that period of time. This
overcomes a significant HMO provider complaint that Medicaid eligibility creates an
administrative burden for managed care plans and does not parallel private pay en-
rollment. Secondly, the bill would permit “rolling eligibility” for clients enrolled with
an HMO or fee for service primary care case manage! -ent provider. This option al-
lows the state to continue a client on Medicaid if the client would otherwise lose
coverage due to excess income or resources, if the state expects the client would
again become eligible in the following month. Both these provisions address the on-
again, off-again nature of Medicaid eligibility that is associated with AFDC and SSI
e 1gibfe clients by providing more continuous coverage throughout a year. Both these
provisions could provide incentives for clients to choose {o enroll in coordinated care
programs because of the clear benefits of more continuous coverage.

e legislation weuld allow mandatory enrollment without a waiver only under
certain conditions that allow clients a degree of choice among plans or providers.
State agencies are concerned, however, that the conditiona under which S. 2077 per-
mits mandatory enrollment when there is only one HMO or a primary care case
management system in a geographic area are too restrictive. State nﬁencies have
suggestions for slightly broader language that will retain the spirit of the basic pro-
vigion. In general, thcugh, mandatory enrollment is important to promote client en-
rollment in a system ofg care from which they can benefit. Such enrollment can re-
duce the need for HMOs to market their services to the ogulation, thus reducing
HMO costs and the potential for inappropriate marketing ge avior by managed care
plans. It is also important to note that the legislation, while permitting mandatory
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enrollment, does not permit clients to be locked in to a particular plan without a
waiver. Clients would be permitted to leave a particular plan or a particular pro-
'vuaer whenever they chcose. Meny people confuse mandatory enrollment and “Jock-
in,” and mistakenly believe these are the same thing. Many states believe that lock-
In 18 important so that a client does not frequently shift between managed care
plans or drop out the program before a plan has an opportunity to provide effective
preventive care. Lock-in is common in tge private sector where an individual is re-
quired to stay with a plan for up to one year before they can change plans or cov-
erage. States now obtain waiver authority to restrict disenrollment for periods of six
months but permit disenroliment during that period for cause. Many states would
prefer to see lock-in provisions incorporated into S. 2077 while allowing client

disenrollment for cause.
RESPONSES TO CONCERNS RAISED ABOUT 8. 2077

I would like to highlight some of the concerns about this legislation that have
been raised and to address them from the state Medicaid agency perspective.

Some have said that the quality assurance in the bill goes not go far enough. I
would point out that S. 2077 goes much further than current statute in this area.
The bill incorporates current best practice but leaves some measure of flexibility for
the evolution of best practice. Statutory flexibility in quality assurance will b2 abso-
lutely essential to improvement. If statule specifies and then freezes such things as
specific outcome measures and spucific quality measures for example, there will be
no easy way for Medicaid to keep pace with improving standards without dew fed-
eral legislation. We believe much of the specifics of quality assurance should be left
to federal regulation and HCFA manual instructions that can change more rapidly
to keep pace with improving best practice.

For those who believe that this legislation adds nothing new to Medicaid managed
care quality assurance, 1 would point out a recent draft report by the HHS Inspector
General on Medicaid HMO quality assurance (Report #OEI-05-92-00110, presented
on 3/26/92 before the House Subcommittee on Oversight and Investigations). The re-
port examines 13 quality assurance standards, many of which would be required
under S. 2077, and finds that not all states explicitly require all these key stand-
ards. Under S. 2077, almost all those standards would have to explicitly addressed.
Clearly, then, this legislation represents forward movement and improvement.

I am also aware of concerns raised by advocacy groups that Medicaid managed
care raay pose a threat to funding of public health activities. This is a complicated
issue that I do not propose to thoroughly address here. [ would only say thel states
do take a comprehensive view of health care delivery and financing systems. States
will balance the needs of public health entities and the needs of Medicaid clients
for coordinated service delivery and the potential to provide a mainstream source
of care and services. States will also evaluate the need to create efliciency in the
health care delivery system overall and find the best method, or methods, by which
to do that. The outcome of this evaluation and the solutions to the questions posed
will be different in each state; indeed the answers and solutions may be different
in different regions within a state, States have an ongoing concern about access to
services for the uninsured. They will seek to enhance publgic health related services
when appropriate as they implement managed care for Medicaid clients. Further
it should be remeinbered that not every Medicaid client will be enrolled in managed
care for a host of reasons. States will need to address sources of care for those Med-
icaid clients remaining in the fee for service sector. Again, states will need to find
the best way to address this issue within state-specific parameters, all of which can-
not be accounted for in federal legislation. I would urge that Congress resist an
effort to impose one federal solution on an issue that is diverse and multifaceted.

There has been concern raised about the fact that the bill does not address HMO
marketing in any way and marketing has been a problem in a few stlates. State
agencies would support language in the bill that requires state review and approval
of HMO marketing practices and strategies. We also understand that the Medicaid
Bureau is considering strengthening state guidance in this area. Several states ad-
dressed the problem of marketing practices by changing incentives for plans or
eliminating direct marketing by plans.

With regard to payment rales, we believe this legislation takes a balanced ap-
proach that allows states the latitude necessary to establish equitable rates. The bill
intends that states could adjust their fee for service expenditure base to account for
minimal access under a fee for service system by adjusting the base to anticipate
improved access and increased utilization that would be expected of a managed care
operation. In this way, the approach contained in S. 2077 18 fiscally responsible but
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flexible enmﬁh to allow adequate rate setting. This approach builds on the current
work of the Health Care Financing Administration.

SUMMARY

State agencies believe the time has come to recognize that managed care is no
longer unique or unusual—it is becoming a mainstream service delivery system
acros? thie country and should no longer %e subject to waiver applications and re-
newals,

States have the experience to make managed care work and work well for the
benefit of Medicaid chients. I would urge critics not to cling to some of the more sig-
nificant past failures and shortcomings of managed care as the reason not to move
forward today. The industry has matured since the 1970s, and the states and HCFA
have become more effective in administering and overseeing managed care oper-

ations.
States are committed to making managed care work for Medicaid clients. The

State Medicaid Directora’ Association together with the Medicaid Bureau, estab-
linhed a managed care technical advisory group in 1990 to improve and refine man-
ual instructions and address quality of care issues. Further, we believe that a bill
such as S. 2077 can establish federal atandards that can be a basis for further
health reform at both the state and federal levels. While we believe S. 2077 is very
distinct from efforts aimed at broad health care reform, many of the proposals at
the state and federal levels stress development of managed care and the improve-
ments in S. 2077 could complement the managed care components of these efforts.

While states are committed to making managed care work to improve the access
to, and quality of, care for Medicaid clients, most states recognize it is not a panacea
for all the problems in Medicaid .or all the problems of the health care system.
These larger problems will be left to the larger debate on health care financing re-
form. However, managed care can be an important tool to build a better program
and can help address some of the critical issues of health care delivery that affect
Medicaid clients. I would hope that critics of coordinated care will weigh the more
traditional concerns against the possibility of improved access to care. States need
the flexibility found in the “Medicaid Managed Care Improvement Act of 1991” to
better address the needs of those the program was intended to serve, the clients.

State Medicaid agencies and APWA remain ready to work with members of this
Subcommittee to assist in moving this legislation forward this year.

Thank you.

PREPARED STATEMENT OF JULIO BELLBER

Mr. Chairman and Members of this Subcommittee: My name is Julio Bellber. I
am Executive Director of the William F. Ryan Community Health Center, a feder-
ally-funded community health center located in New York City. I would like to
thank Senator Riegle for calling this hearing and I appreciate the opportunity to
s‘peak with you today, on behalf of the National Association of Community Health
Centers (NXCHC), regardinﬁ the issue of Medicaid managed care. NACHC rep-
resents the nation’s more than 600 federally-supported community, migrant and
homeless health care centers and their 6.4 million low-income, medically under-
served patients, two-fifths of whom are Medicaid recipients. As health care provid-
ers which, for more than 26 years, have furrished comprehensive primary health
care almost exclusively to Medicaid patients and other low income persons, NACHC
believes that community and migrant health center directors like myself can offer
insighta into the complexities and challenges involved in attempting to revamp the
provisions of federal law relating to Medicaid managed care. As the director of one
of the nation’s largest community health centers, which has actively participated in
Medicaid managed care programs for more than 4 years, [ am particularly pleased
to be able to testify before you today.

In recent years, the number of i’(edicaid patients served by health. centers has
increased significantly, because of both recent Medicaid expansions and the declin-
ing proportion of private physicians who participate in the program (particularly in
the case of maternal and child health). I‘ro Medicaid legislation Congress considers
this year will have a greater 'mlgnct on beneficiaries’ access to health care than revi-
sions in the program’s managed care provisions. If well constructed, managed care
legislation may improve program performance. If not, the amendments could further
reduce sources of quality health care for the poor.

A ma{or task of this Committee in developing managed care legislation is to rec-
oncile the mission and structure of health centers with managed care reform. The
goal of Medicaid managed care reforms is to promote the development of health care
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delivery amrangements that collectively have come to be known as managed care:
organizations that enroll patients on a formal membership basis, thal act as gate-
keepers and as deterrents against unnecessary and inappropriate use of care, and
that frequently (but by no means always) are paid on a partial or full-risk capitation
basis. We are confident that these two goals—promoting and stabilizing hearth cen-
ters and encouraging managed care—are highly compatible.

But health centers’' experiences with Me«ficaid managed care programs also point
to real dangers that must be avoided if centers are to survive and flourish as
sources of care for their entire community, and if the twin objectives in managed
care of patient access and cost containment are to be achieved in a sound fashion,
We are pleased that Senator Moynihan and his staff have expressed their commit-
ment to assuring that managed care reforms do not inadvertently limit the capacity
of health centers or harm patients by creating incentives to underserve them.

In the most real sense, health centers have spent more than a quarter century
Eroviding managed care to Medicaid beneficiaries. A complicated web of medical and

ealth problems envelops many poor persons. But the level of funds to support the
health center programs is extremely low. Federal community and migrant health
center grants cover less thar: half of all health center costs and are sufficient to fund
centers at an annual operating level of only about $200 per patient. This is far
below the annual per capita expenditure level on personal heaﬁh care in the U.S.
As a result, centers have had to learn to be particularly adept at doing the very
t{hings that those who advocate for managed care point to as essential Lo a success-

program.,

By law, health centers are located exclusively in medically underserved aveas.
Thus, centera have firat and foremost made their services particularly accessible to
poor community rosidents. Modest budgets and extraordinary patient demand (the
600 federally funded health centers, represent only 16 percent of the number needed
to reach al] 43 million medically underserved urban and rural Americans) have com-
pelled health centers to emphasize the provision of primary and preventive health
services in the lowest possible cost health care settings.

Health centers predominantly operate as staff-model primary care health clinics.
The terrible shortage of physicians that plagues medically underserved urban and
rural communities, the low salaries health centers are able to pay, and the proven
effectiveness of the non-physician health personnel employed by health centers in
reaching underserved populations, means that center staffing costs are relatively
low. The great difficulties encountered by center patients in gaining access to spe-
cialized ambulatory and inpatient health care has made careﬁﬁ, continuous primary
medical management an imperative. Translators and bilingual staff, integrated
health and social service programs, and other patient and community supports have
further strengthened centers’ ability to deal with patients' complex needs in a low
cost, highly integrated manner. And because health centers actively involve patients
in both program and policy development as well as day-to-day operations, they have
been able Lo adapt to changing patient needs.

Finally, and perhaps most importantly in this context, bealth centers have a dual
health care mission: to treat all Medicaid and Medicare patients, and to treat all
persons regardless of their health insurance status and in accordance with their
ability to pay for care. This fealure is crucial, because it means that when Medicaid
patients lose their Medicaid coverage (as they do so frequently), they can remain
enrolled at health centers. It is their ability to offer continuous care that makes
community and migrant health centers so unique and so valuable, especially in the
context of menaged care.

In expanding access to primary health care, health centers have had an enormous
impact on the health of the communities they serve. Reductions of as much as 40
percent in infant mortality rates have been achieved. Immunization rates have im-
proved significantly, And the incidence of dangerous complications of routine health
problems (such as rheumatic fever following untreated streptococcal infections in
children) has decreased dramatically. At the same time health centers have dem-
onstrated their ability to achieve major reductions in the use of inpatient services
by Medicaid beneficiaries and have lowered Medicaid per-patient spending signifi-
cantly, Health centerg’ effectiveness has led to recommendations for their expansion
by both the President and by Republican and Democratic Members of Congress.

For several years this Committee haa paid growing attention to the achievements
of health centers and the barriers that confront them as they attempt to carry out
their dual mission of serving both Medicaid and uninsured patients. Recognizing the
need to assure adequate levels of Medicare and Medicaid payment so that the mod-
est granis health centers receive for uninsured patients can be conserved, Congress
has amended both statutes to guarantee full Medicare and Medicaid coverage of
health center services and to assure reasonable levels of payment under both pro-
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grams. This program is now known as the Federally Qualified Health Centers pro-
gram. These Medicaid protections apply both in states that operate managed care
systems as well as in those whose Medicaid plans build on more traditional service
and payment arrangements. On behalf of our patients, we are deeply grateful for
these protections and for this Committee's leadership, particularly that of Senator

John Chafee.
In revising the managed care provisions of the statute, we believe it is essential

that the legislation do the following:

¢ Assure that all Medicaid managed care programs are of good quality;

¢ Assure that patients have continuous access to their providers; an

¢ Not place health care providers such as health centers and other providers fur-
nishing key community health services for the poor and uninsured in a position
in which the only means for offsetting losses caused by low Medicaid reimburse-
ment and high patient care need are grants to serve the poor, including the very
grant funds which Congress has given health centers to serve the uninsured.

A. QUALITY CARE

Assuring the quality of care in managed care involves far more than requiring

plans to develop and adhere to quality assurance procedures (although these cer-
tainly are essential). Good quality care is simply impossible to achieve, in our view,
if plans are underpaid. Moreover, in the case of plans operating at financial risk,
good quality care is impossible if participating providers are either allowed, or re-
quired, to assume financial risks for specialty and/or inpatient care far beyond their
capacity to do so, or if plans are poorly capitalized and functioning without sufficient
protections for states, the federal government, participating health care providers,
and most importantly, patients, States should be required to demonstrate that their
programs meet these basic structural requirements.
In %eneral, managed care, especially mandated managed care, should be utilized
only if plans are carefully developed with federal oversight and if ayment rates are
actuarially sound, without regard to whether such rates exceed the upper payment
limits utilized in state Medicaid fee-for-service programs. The current prohibition on
managed care rates that exceed state upper anment limits means that in many
slates, already inadequate payment rates will be reduced even further. This means,
in turn, that good providers will have to expose themselves to major funding short-
falls (particularly iF they are caring for patients with multiple health needs). It also
means that state managed care l-Kln'ograms will riek attracting providers that seek
to inappropriately hold down utilization of health care because additional services
would push costs beyond allowable levels.

It is true that in some communities, shifting care from high-cost emergency room
settings (and thereby reducing the attendant high inpatient admission rates) will
yield sufficient savings to offset incentives toward underuse. But this is by no means
universally the case. This is particularly true in states that already have taken ag-
gressive steps to reduce emergency room payment rates for non-emergencies and
that have built in mechanisms for averting inappropriate inpatient admissions, such
as prior authorization. Thus, the upper limit on Medicaid payment rates should be
eliminated.

In the case of managed care plans operating on a risk basis, we believe that fed-
eral floors for stop-loss protections for participating physicians, clinice and other
Broviders, as well as solvency safeguards must be established. The standards used

the Secretary of HHS in administering the Medicare prepaid health program
offer an instructive starting point.

We also believe that there are certain providers, such as those enrolling fewer
than several thousand patients, that should not be permitted to be placed at finan-
cial rigk at all in managed care. The Medicare managed care program requires man-
aged care arrangements without risk where minimum enrollment and solvency safe-
guards are not present. That practice should be carried over into the Medicaid stat-
ule, as well,

CGood quality managed care also means being able to demonstrate that plans have
all appropriate linkages to the care and services that patients need. Of special im-
portance are pediatric linkages, since the vast majority of patients enrolled in most
state plans are children. These linkages range from all levels of outpatient and inpa-
tient perinatal care to pediatric specialty services for children with physical, mental
and developmental disabilities and delays, to linkages to state special education and
early intervention programs and WIC services. Moreover, all plans should be capa-
ble of furnishing or arranging for the full range of services now covered for children
through the Medicaid Early and Periodic Screening Diagnosis and Treatment
(EPSDT) program. Also crucial are linkages to specialized care programs for persons
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with HIV and with alcohol and substance abuse exposure. We therefore recommend
the esltablishment of minimum service contract requirements for Medicaid managed
care plans.

The safeguards we have enumerated are especially critical if this Committee
eliminates the current “76/26” rule that pertains to full-risk managed care plans
that contract with state Medicaid programs and if the Committee decides to repeal
the current waiver process for implementing restricted freedom of choice systems,
If states are to be permitted to establish full-risk Medicaid only patient care pro-
grams, then there must be far more protection than simply a written quality assur-
ance plan. The sad truth is that it is easier to get away with poor ua(i'it and inad-
equate care when the only enrollees are Medicaid women and children. We sce this
every day in New York City, in which grossly inappropriate care is farnished by cer-
tain physicians and clinics that treat only Medicaid beneficiaries. The only dif-
ference between these providers’ activities now and under managed care is that the
profit incentives will change. Currently the adverse incentive is to overserve pa-
tients. In risk-based managed care, the opposite incentive is present. Only those

lans that have demonstrated basic financial and quality of care soundness, as de-
ined by the Secretary, should be permitted to operate outside of the “76/25” rule.

B. CONTINUOUS ACCESS TO SERVICES

One of the best safeguards that can be built into managed care (and one that pro-
motes quality, as welF)“is to assure that patients remain continuously enrolled in
plans. Plans that are not available to the uninsured and that are paid in advance
of furnishing care (as is the case with risk-based capitated arrnn%lements) may be
tempted to delay the provision of cave on the assumption that by the time the need
can no longer be put off, the patient will have lost K’ledicaid eligibility and will no
longer be a patient of the plan.

(!)Vrtimall , all Medicaid patients enrolled in managed care plans would be entitled
to Medicaid so long as they remain enrolled in managed care. If this is not possible
then we urge this Committee to require, or at least allow, states, to exten annual
eligibility periods to all Medicaid beneficiaries enrolled in managed care plans. Cur-
rently, for example, children can expect to be enrolled in Medicaid for only between
6 and 9 months, depending on their basis of eligibility. Annual enrollment would
be a major improvement and a real, positive incentive for enrolling in managed care.

C. PROTECTIONS FOR HEALTH CENTERS AND COMMUNITY PUBLIC HEALTH PROGRAMS

It is important to assure that the current Medicaid protections in place for feder-
ally qualified health centers (which include ail health centers receiving federal
mnts as well as clinics that meet all federal grant requirements) be maintained.

is means retaining the federally qualified health center service mandate and as-
suring the continuation of reasonable cost reimbursement for health centers, wheth-
er or not participating in manraged care. These two protections mean that all health
centers will be able to participate as managed care providers and that those that
do participate (either as their own plans or as sub-contractors to larger plans) need
not do so at risk of financial loss. In state after state, including my own,%ealth cen-
ters that have had to bear direct financial responsibility for loss have found them-
selves with major revenue shortfalls as a result of low payment rates, high patient
need, and an inability to control the services of specialty care providers not workin
at centers. In the context of Medicaid managed care, i;ublic ealth Service (PHS)
policy prohibits health centers from using their grant funde to offset Medicaid reve-
nue losses in risk-based plans or, as subcontractors, from establishing capital re-
serves with their grants. Many of these centers and their patients thus face pro-
found survival threats.

The reasonable cost protections tor health centers participating in managed care
has a direct precedent in the Medicare cost-based O program. Proteclion against
risk does not diminish in the slightest centers’ capacity to provide managed care.
Moreover, centers should be able to participate in financial incentive plans and
share in savings from reduced patient utilization of inpatient hospital care. Since
health centera are skilled at hospital utilization reduction and since their revenues
must by law be used to expand patient services, including primary and preventive
care, permitting centers to participate in cost savings programs makes good sense.

of particular importance is treatment under managed care of certain types of
services, furnished by both health centers and other community public health pro-
grams, These services include school health, special education and early interven-
tion health services for children with disabilities, prenatal care, childhood immuni-
zation services, migrant health services, head start nursing, family planning serv-
ices, health care for the homeless, STD services, and Medicaid covered services fur-
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nished under WIC. Managed care plans that do not enter into suhcontractual ar-
rangements for the provision of these services to their patients derive the benefits
of these dprogrmns for their patients without having to support them.

Already in New York City, health care providers for the homeless are reporting
beiry; unable to obtain Medicaid reimbursement for their patients when serving
them in shelters, because they have restricted Medicaid cards which are %ood only
with their managed care plans. Yet they may be miles away from the plans and
without any means to obtain services at them.

We strongly urge that this Committee identify certain services in addition to those
furnished by federally qualified health centers as community health services whose
inclusion in Medicaid managed care program is required. For these services federal
law should require that managed care plans subcontract with providers of such
services. Alternatively states should be required to reimburse providers of these
services on an out-of-plan basis,

Finally, we believe that increasing federal financial support for health center serv-
ices at the same level that family planning services are paid would create a strong
incentive for states’ use of hen{tlg7 centers as manage(f care providers. We also
strongly support recommendations made by the Children’s Defense Fund, in its tes-
timox:{y before you today, to provide grants to consortia of community public health
providers, including health centers, local health agencies and disproportionate share
(DSH) hospilals serving medically underserved areas, to develop managed care ca-
pabilities in their community. Without service development funds, these providers,
who are so essential to all low income community residents, will be unable to make

the transition to managed care.

PREPARED STATEMENT OF REPRESENTATIVE JOHN CONYERS, JR.

Mr. Chairman and Members of the Subcommittee, ] thank you for the opportunity

tquubmit. thia statement for the record of your hearings on managed care in Medic-
aid,
As Chairman of the House Committee on Government Operations, which is
charged with overseeing the economy and efficiency of all levels of government, as
a member of the Congressional Black Caucus, and as a representative from the city
of Detroit, where 27 percent of the populaticn lacks health insurance, the delivery
of health care services to the medically underserved has become one of my greatest
concerns,

I have taken particular interest in the problems and progress of the Medicaid pro-

am, which provides health care to millions of the neediest Americans and ia rap-

1dly becoming a crushing financial burden on Federal and state governments alike.
It 18 from this perspective that I wish to diecuss my views of the potential impact
of managed care in R’Iedicaid and S, 2077, the Medicaid Managed Care Improvement
Alct, on program beneficiaries and the facililies that provide ﬁealth care services to
them.
Mr. Chairman, as you know all too well, Medicaid has become e fiscal nightmare
for both Federal and state governments. The Federal government spent $62.5 billion
for its share of providing health services to over 28 million Medicaid recipients in
Fiacal Year (FY) 1991, and is projected to pay $72.6 billion in FY 1992 and $84.6
billion in FY 1993. Total Federal-State Medicaid spending is estimated at $92.1 bil-
lion in FY 1991 and projected to reach $127 billion in FY 1992—well over 4.6% of
all projected Federa! outlays.

In l\iichigan, Medicaid 18 now a $3 billion program. The Michigan Medicaid pro-
gram serves as its own fiscal intermediary and processed 50 million claims from
about 1 million Michigan residents last year. Among other critical services, the Med-
ical Services Administration (MSA), Michigan’s Medicaid agency:

* provides payment for 180,000 inpatient hospital stays per year;

¢ paid for cﬁ»hvering over 40% of all the babies in Michigan last year—over 62,000
of 163,000 births;

¢ paid for 12 million patient days in nursing homes, and is now paying for all
or part of the care for 35 of all nursing home patients.

The Medicaid program has become the largest single expenditure catef;mgiin rore
than half the states, according to the National Governors’ Association. In Michigan,
expenditures have increased from $1.6 billion in 1986—9% of the state budget—to
$3 billion in 1991—14% of the budget.

Ag a result, Michigan has attempted almost every cost-containment measure that
held promise of controlling costs—with mixed results. The MSA's FY 1993 budget
is predicated upon enrollment of all 1 million Michigan Medicaid recipients in man-
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aged care over the next two years through Social Security Act Section 1916(b) “free-
dom of choice” waivers.

Medicaid managed care enrollment in the U.S. has increased from 187,340 in
1981 to 2,837,600 in 1991, and this growth is expected to continue. Approximately
11 percent of all Medicaid beneficiaries are currently enrolled in managed care pro-
grams. Available data indicates that Medicaid managed care may change use pat-
erns and generate cost savings of 2 percent to 16 percent. Less is known about the

utilization and health effects of managed care for Medicaid recipients and medically
underserved populations.
. While I ac owledge that there may be some attraction to managed care in Med-
icaid for Federal and state governments, I am alarmed by the pace at which Con-
gress is considering such dramatic reforms to this critical muﬁibﬂlion-dollar ro-
gram. These proposed reforms are presumably based on the experience of individunl
plans and programs, with little apparent regard to some of the glaring failurea of
managed care in Medicaid, where this approach has on occasion amounted to little
more than a thinly-veiled attempt to control skyrocketing health care expenditurea
on the backs of those in greatest need of these services.

Let me address three major issues that this legislation raises for the purpose of
examining the potential shortcomings of this approach and posaible remedies. Thev

are;

¢ Some of the failures of managed care in Medicaid and the behavior of high-risk
pregnant Medicaid recipients in these programs as documented Ly the General
Accounting Office, researchers and local public health entities;

¢ Potential threats to the financial viability of community public health services
ang Federally Qualified Health Centers that Medicaid managed care presents;
an

¢ Possible impact of this Jegislation on hospitala that serve a disproportionate
share of Medicaid recipients and the medically underserved.

FAILURES OF MANAGED CARE IN MEDICAID AT THE S8TATE AND LOCAL LEVE].

Mr. Chairman, as you can imagine, conversation in Detroit often comes around
to the topic of automobiles. In Detroit, managed care in Medicaid is likened by both
providers and policymakers to required auto maintenance by car dealerships. [n
those instances where service departments vigorously pursue owners to regularly
maintain their vehicles, this “case management” works well. But in somwe cusen
where service departments neglect to send those little yellow cards to car owners,
or make it exceedingly difficult for owners to secure needed maintenance, essential
oil changes and tune-ups go unattended and cars break down with owners scratch-
in% their heads in confusion or frustration.

'his analogy can be applied to the “consumer behavior” of Medicaid recipients en-
rolled in managed care programs. Medicaid recipients are often the neediest, least
educated members of the medically underserved population. Many do not have the
faintest concept of the essential benefits of prenatal care, regular checkups or re-
sponsible lifestyle choices unless their providers make them aware of them. Further,
any number of factors—from access to public transportation, to cultural or linguistic
barriers, to lack of child care—prevent Medicaid managed care programs from prop-
erly getting through to their enrollees when outreach efforts are made. The result
is possible short-term cost savings for governments but diminished health and utili-
zation for enrollees that may result in greater long-run costs.

Detroit

Michigan's Medicaid program utilizes several Health Maintenance Organizations
(HMOs) and Physician Sponsored Programs (PSPs) to provide health services for
thousands of Medicaid recipients in Detroit. A recent atudy by Dr. Marilvn Poland
of Wayne State University's Institute of Maternal and Child Health al Detroit'a
Hutzel Hospital examined the health of a sample of Medicaid-eligible pregnant
women enrolled in Medicaid HMQs and a sample of women receiving health care
on a fee-for-service (FFS) basia. These two groups were similar in age, purity, and
medical risk. Dr. Poland found that those women enrolled in managed care were
just as likely as FFS women to receive no care or inadequate amounts of prenatal
care, to have unplanned pregnancies (lack of family planning), and to usze druge, al.
cohol and tobacco before and during pregnancy.

Further, HMO patients complained that physicians were significantly less likely
to answer their questions and they complained more often about long waits, die-
continuity of care, and refusals to refer them for special services such aa drug treat-
ment and tertiary care. The fact that these HMOs refused to refer women to dru
treatment was confirmed this year in testimony before Governor John Engler’s Task
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Force on Drug-Exposed Infants. Dr. Poland’s study concluded that if Medicaid-eligi-
ble women living in Detroit are reguired to use managed care, many will not benefit
from this system of care because il does not currently address their needs, values,
or lifestyles.

Washington State

Krieger, et al. (American Journal of Public Health, February 1992) studied 5,936
Medicaid deliveries in Washington state and found mixed effects of managed care
on birth outcomes. The mothers in the study group had voluntarily chosen to enroll
in one of three managed care plans or maintain their conventional FFS Medicaid.
Under one of the managed care plans, the proportion of Jow birthweight infants was
significantly lower than the proportion under FFS Medicaid. Under another it was
insignificantly lower, while under the third, the proportion of low birthweight in-
fants was insignificantly higher than under FFS Medicaid. Krieger also compared
the characteristics of prenatal care in the three managed care plens to care in FFS
Medicaid. Only one of the plans had significantly fewer women with late or no pre-
natal care, again relative to FFS Medicaid. The other two showed insignificant dif-
ferences. Once a woman initiated care, there were apparently no differences in the
number of visits she made. However, in terms of the overall adequacy of care (meas-
ured by a complex system known as the Kessner Index), the managed care plans
again showed mixed findings. One had significantly fewer women with inadequate
care while another had significantly more with inadequate care.

Miiwaukee

Mr. Chairman, the 1989-199C measles outbreak in Milwaukee provided a tragic
opportunity to examine the performance of managed care in Medicaid against a dis-
ease easily prevented by immunization—one of the hallmark services of managed
care. The outcome was a frightening, stark po:trait of a classic failure of managed
care in Mecicaid.

At the time of the outbreak a report from the Centers for Disease Control declared
measles to be “on the verge of elimination from the United States.” The Milwaukee
outbreak, however, involved over 1,000 cases, where almost 70 percent of the cases
werc children under four years old and 26 percent of those infected had to be hos-
pitalizad. Three children died.

The outbreak was studied by the City of Milwaukee Health Department and their
findings were pubiished in the July 1990 Wisconsin Medical Journal. The Depart-
ment found that of those cases ages | to 4 years old, about 70 percent were enrolled
in Medicaid managed care programs. Among the infected HMO enrollees, 67 percent
were unvaccinated for measles, 30 percent regulariy used emergency rooms for pri-
mary care, and 26 percent reportedp having no personal physician. The Department
researchers concluded that these figures suggest:

“a gap between the disease prevention or health maintenance philosophy
and local practice. . .

“[Clonsidering the extremely high morbidity and mortality rates associ-
ated with the measles ouibreak and the attendant costs (more than $1.6
million in hospitalization costs for 1989 alone) it was clearly in the eco-
nomic interest of the HMOs to aggressively pursue immunizing their high-
risk clients. Yet only one of gix Nﬁfvuukee HPMOa expended significant new
resources. By February 1990, the Milwaukee Health Department had
stepped in and vaccinated approximately 11,000 HMO clients free of
charge. This saved the HMOg a minimum of $36G:0,000 and probably at last
double that amount if charges for routine phyaicians visits are factored in.
Had the HMOas expended as much up front in September 1989 when they
were first warned of the epidemic, much of their hospitalization expenses
may have been avoided. . . .

“Not only meagles but overall mortality rate comparisons between black
and white infants and children in Milwaukee suggest the cxistence of a
medically vulnerable ‘urban underclass’ that is not ?')eing protected by tradi-
tional meana.”

GAO exam:nations of managed care in Medicard
The General Accounting Office has documented other breakdowns of managed
care p:ograms across the countrv. GAO found in some of its atudies:
* Incentives to underserve Medicaid HMO enrollees and inadequacies in HMOs’
quality assurance programs, utilization data and follow-up in Chicago (HRD 90~
81y,
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¢ Poor implementation of case management and quality assurance measures, low
capitation rates and contractor losses in a Philadelphia Medicaid managed care
program (HRD 88-37);

* Abuse of Federal requirements for disclosure of ownership and control arrange-
ments and related-party transactions by an Arizona Medicaid HMO, which pre-
vented Federal and state investigators from ascertaining whether capitation
funds were being appropriately used to provide health care services for the
Medicaid population (ER ) 86-10).

Mr. Chairman, these are only a handful of findings that suggest that the effects
of managed care may indeed vary widely from one plan to the next, and that na-
tional reforms that give states wider latitude to engage in managed care in Medic-

aid should be developed very carefully.

FINANCIAL VIABILITY OF COMMUNITY PUBLIC HEALTH SERVICES AND FEDERALLY
QUALIFIED HEALTH CENTERS UNDER MEDICAID MANAGED CARE

I am an advocate of community (Public Health Service Act grantee) and Federally
Qualified Health Centers (FQHCs). Over 600 federally-funded community, migrant
and homeless health care ceniers across the country provide health care services to
almost 6.6 million medically underserved patients, about 40 percent of whom are
Medicaid recipients. With linited support from the Federal Government, these fa-
cilities have over the past 26 years filled a critical gap in our rapidly eroding health
care system.
Detroit is home to several of these essential facilities, whose mission can be de-
4 scribed ae nothing less than God's work and that represent the “safety net” for the
& city’s medically underserved population.
urther, I am currently assisting an effort to examine the feasibility of converting
of one of Detroit's bnnlmxﬁt hospitals into an FQHC to increase the availability of
’I)‘rimary care services in the cily, services which inarguably are in desperate need.
here are two benefits of such an approach to the fiscal crisis of urban hospitals.
One, it maintains’ a health facility in communities where hospitals are often forced
to shut down due to heavy uncompensated care burdens and low Medicaid reim-
' bursement rates. Two, it delivers low-cost, high quality primary care services at the
£ front end of patient care when costs can be kept to a minimum. I{ conversion of the
facility in Detroit is financially viable it could potentially serve as a national model
ixlx other medically underserved urban areas where hospitals are being forced to
close.
I have placed this much confidence in FQHCs in Detroit, one of the nation’s cap-
itals of managed care in Medicaid, for a number of reasons. Health centers were
providing a cost-effective, managed continuum of care long before the concept of
capitation or prepayment for Medicaid services was ever conceived. For the last 25

i
i years health centers have been reaching the quality of care goals and cost savings
f‘g that managed care advocates are looking for. It is for this reason that Congress, led
p by Senator John Chafee and the Senate Finance Committee, explicitly and solel

)
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protected FQHCs from growing utilization of managed care programs by state Med-
icaid agencies through the Social Security Act Section 1916(b) waiver process in the
Omnibue Reconciliation Act (OBRA) of 1989. Approval of a Section 1916(b) waiver
Rf the Health Care Financing Administration allows states to “lock-in” or require

edicaid recipients to enroll in 5ﬁeciﬁc managed care plans. Such a waiver slates
clear};, however, that when estab 's}u’xg a managed care program, states must uti-
lize CixHCS as providers, and cannot deny FQHCs the reasonable cost reimburae-
ment that Congress mandated they will receive from Medicaid agencies. No other
health care provider has received such congressional recognition.

My interpretation of S. 2077 is that it runs counter to this special status granted
to FQHCs and potentially does serious damage to the financial viability of thesc es-
; gential facilities. The result, I fear, of this bill's enactment, might be diminished ac-
i cess to primary care for the medically underserved if the reimbursement needs of
community health centers are disregarded and these facilities are effectively finan-
cially eliminated. This legislation may mean further destabilization of community
health centers when the numbers of the uninsured are at an historic level and con-
tinue to increase—facilities this Committee sought to give financial stability to
through the FQHC provisions of OBPA 1989. Let me explain my reservations to this
legislation in its current form in this regard.

nlike private physicians or clinica, FQHCs—due to their unique mirsion—re-
quire cost-based reimbursement and must be completely protected against risk-
based payment plans if their survival is to be insured. Community health centers
serve virtually only low-income patients, and are required by law to accept all
comers. Much like disproportionate share hospitals (discussed below), due to their
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eographic location, historical patterns of patient behavior, and the mission of these
acilities, community health centera will continue to serve this population regardless
of reimbursement rates or capitation arrangements. They thus have no bargaining
power with managed care plans and are therefore forced to accept whatever pay-
ment rates and risk exposure these plans detnand. Further, community health cen-
ters are prohibited by law from establishing capital reserves and have few privately
insured patients over which to spread costs of indigent care. They therefore have
absolutely no capacity to absorb losses caused by Medicaid payments that are insuf-
ficient to cover their costs (explaining their need for cost-based reimbursement).
Their only option is to use their scarce Federal funds—used to pay for heelth care
for the uninsured-—to cover the shortfall, or by curtailing or terminating services to
those in greatest need of them. The same can unfortunately be said of critical com-
munity-based public health services, such aa for persons with communicable dis-
eases, school health services, sexually transmitted disease services, immunization
clinics and prenatal care programs.

Under the new Primary g;re Case Management (PCCM) system established by
S. 2077, states require Medicaid recipients to enroll in a PCCM system without

oing through the Section 19156(b) waiver system—efTectively eliminaling all of the

QHCs’ current legislatively-mandated protections I mentioned earlier. The bill
then eliminates the requirement that l’gCMe paid on a risk basis either (1) pa
FQHCs their coat (if FQHCs are subcontractors) or (2) be paid at cost (if the FQEI&
is a prime contractor).

For example, Ohio uses the new PCCM option in Cleveland. The state Medicaid
agency has told all community health centers that it ia paying a risk-based rate for
primary caie and that the centers can take it or leave it. %he centers are no longer
guaranteed their cost reimbursement—aes Congress intended—and are no longer
guaranteed to be “in-plan.”

S. 2077 does not eliminate FQHC services ar mandated services. But the PCCM
provisions of S. 2077 virtually eliminate FQHC#' right to cost-based reimbursement
n a PCCM syatem and their right to refuse a Medicaid contract that does not pro-
vide for it. To those policymakers who contend that cost-based reirabursement to
FQHCs is “regressive” or “antiquated,” I respectfully point out that that incentive
was built into the statute because we need these centers so desperately. Community
health centers are nonprofits in their purest form, and require unique support from
governmente for their unique misasion.

At a time of contracting budgets and decreasing access to health care for the
medically underserved, communily health centers should be receiving additional
support from government at all levels rather than threats to their already tenuous
financial condition. I would therefore recommend that S. 2077 prohibit states from
excluding FQHCs from a managed care system on either a contract or subcontract
basia that refuse to contract for less than cost-based reimbursement, and require
that all state Medicaid managed care plans using FQHCs on a contract or sub-
contract basis pay cost-based remmbursement. Anything less would endanger these

essential facilities.
DISPROPORTIONATE SHARE HOSPITALS

Similar to community health centers, in its current form S. 2077 offers few appar-
ent protections for hospitals with large volumes of indigent patients—Ilike several
of those in metropolitan Detroit and other depressed urban centers. Under cuirent
legislation, Medicaid is required to provide an adjustment to payments for hospitals
which serve a disproportionate share of indigent patients.

However, as statea move to greater reliance on managed care contracts for Medic-
aid patients—as Michigan is currently doing and as S. 2077 would give states freer
rein to do—there is no existing or foreseeable requirement that managed care pro-
grams recognize facilities serving disproportionate share of indigent patients in es-
tablishing payment rates... ’

Mr. Chairman, as you know, this is a major concern because these disproportion-
ate share hospitals will continue to provide care to the Medicaid and indigent popu-
lation due to their geographic location, historical patterns of patient behavior, and
the miseion of these hospitals, regardless of contractual arrangements or payment
rates. These hospitals are at a distinct disadvantage in negotiating managed care
contracts due to their already financially distressed condition, and the fact that
these patients will continue to come to their doors. Further, inner-city hospitals
have few private-paying patients over which to spread these losses. In 1990, hos-

itals in Wayne County! which includes metropolitan Detroit, provided more than
5147 million in uncompensated care. Four Detroit hospitals filed for Chapter 11
bankruptcy protection or entered foreclosure proceedings in 1961 alone.
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Under 8. 2077 in its current form, if these critical facilities want to be paid at
all, then they are forced to contract with the managed care plans. Because of this
unequal negotiating position, there must be protections provided by this legislation
to assure that those hospitals serving a disproportionate share of Medicaid and indi-
g:_nt patients are reimbursed at a fair and reasonable rate to maintain their oper-
ations,

As health care cost containment pressures continue to grow, and government rev-
enue pressures increase, growing numbers of the medically underserved will be left
without access to basic health care services. These patients often become the respon-
sibility of the provider of last resort—the urban hospital.

RECOMMENDATIONS AND CONCLUSION

Mr. Chairman, I hope this effectively explains some of my concerns about the ex-
pansion of managed care in Medicaid. This is not to say tﬁat I am completely op-
posed to this approach; indeed, in my own health care reform legislation that | am
preparing to introduce I support the use of managed care as a continuum of health
care services. Further, Detroit is home to Comprehensive Health Services, a natijon-
ally prominent Medicaid-waiver HMO that has done a remarkable job of providing
healtl;x care to the medically underserved. What gives me pause are some of the fla-
grant failures of managed care where it was ullimately the neediest that paid the
price, and the current lack of recognition to the requirements and accomplishments
of community health centers and urban hospitals.

Medicaid represents the lower tier of America’s two-tiered health care system, Mr.
Chairman, and these two tiers are collapsing while their costs explode. In the short
term, we can hold hearings like this one, scrape together a little more money or in-
troduce legialation in a {rantic attempt to plug the holes. But the real answer to
these problems the subcommittee will hear about today, I believe, is a health care
system that insures all Americans under the same policy: providing universal, na-
tional health insurance,

The benefits of national health insurance, Mr. Chairman, would be enormous, De-
troit needs it most because we are hit twice as hard as the rest of the nation. Over
300,000 Detroit residents lack health insurance—that's 27% of the city's population
and twice the national rate. Detroit's infant mortality rate is twice that of the rest
of the nation, and approaches that of the poorest Third World nations. The average
Detroit resident can expect to live nine years less than other Americans. Few places
in America have a more desperate need for a new health system than Detroit.

Mr. Chairman, I am an advocate of a national health insurance program based
on the single-payer Canadian model, with modifications to take account of the
stren hsr(‘ﬁ" the U.S. :j)lrstem. Basicaliy, the Federal JGovernment would guarantee

' } ¥ M v
health insurance to Americans, just as it guaraniees retirement msurance

through Social Security. The program would be administered by the 50 satates,
whose governments are closest to the people. Fair fees and budgets would be nego-
tiated with doctors and hospitals to further contain costs.

The General Accounting Offie, the non-partisan research arm of the Congress,
conducted an 18-month study for me on the lessons a Canadian-style single-payer
system has to offer the U,S. GAO estimated savings of $67 billion in one year under
such a plan by reducing the paperwork morass caused by so many insurance compa-
nies, They further estimated that such savings would be enough to insure all Ameri-
cans currently without coverage and eliminate copayments and ded.ctibles for ev-
eryone else. 1‘{0 other health care reform proposal can malke such a claim.

nder national health insurance, Americans would still have the freedom to
choose the doctors of their choice. Doctors would not be employed by the government
any more than they are today. Hospitals would still be publicly or privately run.
Hospiials like Southwest Detroit, North Detroit General and others would be re-
lieved of the crushing burden of uncompensated care, as all Americans would have
their doctor’s bills paid for them. Without the mountains of paperwork and the in-
cessant competition with other facilities, doctors and hospitals could get back to car-
ing for people rather than competing for market share.

held numerous hearings last year on the need for national health insurance and
remain convinced that it 18 the only way for us to pull ourselves out of the health
care crisis. The costs of doing nothing, Mr. Chairman, are far too great. Enactment
of national health insurance, therefore, would be my primary recommendation to the
subcommittee to addressing the problems of Medicaid. Barring that, I would like to
discuss some considerations for S. 2077.

Due to the financial sensitivity of the Medicaid program and the vulnerability of
Medicaid recipients, a set of strict safeguards must be instituted in any managed
care legislation to protect states, providers and recipients alike. This includes:
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¢ a requirement that all PCCMs using FQHCs on a contract or subcontract basis
pay cost-based reimbursement, and prohibit states from excluding FQHCs from
a PCCM system on either a contract or subcontract basis that refuse to contract
for less than cost-based reimbursement;

¢ a requirement that all PCCMs using disproportionate share hospitals on a con-
tract or subcontract basis pay reasonable rates with an indigent care offset, and
prohibiting states from excluding disproportionate share hospitals from a PCCM
system on either a contract or subcontract basis that refuse to provide an indi-
gent care offset;

e a quality assurance system that requires gatient satisfaction with available
services, and allows and monitors voluntary disenrollment;

¢ grievance procedures for enrollees;

¢ strict Federal and state oversight with a defined corrections process when short-
comings are identified;

¢ funds to insure effective outreach services, such as for transportation, case man-
agement, bilingual case workers, and development of culturally-specific edu-
cation programs;

o risl;nfn'otection for pediatricians, obstetricians, and primary care physicians
(family practitioners, general internists);

¢ sound payment rates with mandated minimums that account for geographic and
demographic factors;

¢ effective maintenance of patient data by contractors.

Mr. Chairman and members of the subcommittee, once again I thank you for the
chance to share my thoughts and concerns.

PREPARED STATEMENT OF JOSEPH Liu

Mr. Chairman and Members of this Subcommittee: The Children's Defense Fund
(CDF) appreciates this opportunity to testify before you today on this exceedingly
important topic. CDF is a national public charity which provides long range and sys-
tematic advocacy on behalf of American children. CDF pays particular attention to
the needs of low income, minority, and disabled children.

Today nearly 43 million Americans—&66 percent of whom are women of childbear-
ing ages and children and 36.6 percent of whom are Medicaid beneficiaries—are
medically underserved and without access to basic primary health care.! Millions of
beneficiaries face an unending struggle to find decent sources of primary health
care. At local public health clinics, waits for maternity care of as long as 16 weeks
have been documented. Public providers, overwhelmed by the sheer numbers of pa-
tients who are desperately ill, are unable to furnish even basic immunization serv-
ices in a timely fashion. Hospital emergency rooms serve as the family physician
to countless poor families and children.

Despite all that is known about the importance of comprehensive primary health
services, particularly for children and women of childbearing age, this nation still
has thousands of communities without sufficient primary health services. Our stag-
nating infant mortality rates, disastrously low childhood immunization rates, and
epidemics of totally preventable killers such as tuberculosis and other preventable
diseases are all testaments to our failed system of primary health care for poor and
minority Americans.

Managed care—the provision of health care through a single point of entry and
the enrollment of beneficiaries in a prepaid health care organization such as an
HMO—is simply a means of organizing and paying for health care. Where managed
care builds on a good quality health care system it can be a real benefit to families.
'Izeople have a place to go for health care, and the care they receive is of good qual-
ity.
yBut managed care works only as well as the underlying system providing the
care. The results can be promising where manags}d care builds on good health pro-
viders committed to achieving savings by expanding access to cost effective primary
health services in cost-efficient settings and careful management of chronic condi-
tions and disabilities. Years of experience with high quality group health plans orga-
nized on a prepaid staff model and community based heal&:xr programs specializing
in serving the poor such as children and youth projects, maternity and infant care
projects, and community health centers have taught us this lesson.

1 Hawkins, Daniel and Rosenbaum, Sara, Lives in the Balance (National Association of Com-
munity Health Centers, Washington, D.C.) 1992.
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Managed care can also be a disaster. undercapitalized plans operating without a
solid base of cash reserves against financial risk and without substantial reinsur-
ance protection, that are inadequately paid, poorly regulated, and without substan-
tial stop-loss protections for participating individual providers (in the case of health
insuring organizations, individual provider associations, and other non-ataff model
glans using contractual arrangements with area health providers) constitute a po-

ential threat to both beneficiaries and the providers that become involved with
them. If safeguards are not in place, then good health providers can be ruined and
state initiatives can end up attracting entrepreneurs with little or no interest in
building first rate health care systems. Managed care becomes little more in these
cases than a conduit of millions of dollars into entities that provide inadequate serv-
ices—"cash cows” as the Office of the Inspector General recently termed a managed
care plan Philadelvhia.

In the case of managed care programs serving Medicaid beneficiaries, Congress
and the states have every reason tofe articularly careful. In most states, the chief
managed care enrollees are women of childbearing age and children. In many C{)lans
it is not unusual to find that 60 to 70 percent of the enrollees are children and that
virtually all other enrollees are young women in their prime childbearing years. The
quality of maternity, pediatric and women’s health care these plans offer should be
of paramount concern.

oreover, uppermost in Congress’ and states’ minds should be the fact that ex-
tremely poor young women and children tend not to be experienced health care
users with the ability to make themselves heard if they do not like the treatment
they are receiving. Indeed, recent data from the National Medical Expenditure Sur-
vey show that the poor are the least likel{) of all income groups to “shop” for medical
care or to use multiple sources of health care. In refashioning the managed care
principles embodied in the current Medicaid statute, it is incumbent on federal and
state policymakers to assure that managed care srog'rams build on the right provid-
ers, protect community health providers from undue financial risk exposure, include
safeguards for the basic public health system for the uninsured and underserved,
and are sufficiently fundeg to deliver quality care on a continuing basis.

The federal government maintains detailed standards on every aspect of risk-based
managed care plans in Medicare. In the case of Medicaid, however, where managed
care plan enrollees are predominately women and children who receive AFDC, the
federal statute and regulations are relatively spare. The question is whether the
standards should be released further and, if so, whether for both non-risk managed
care plans and mandated enrollment initiatives in risk-based managed care.

Women and children deserve protection and monitoring standards no less rigorous
than those in place for elderly and disabled Medicare beneficiaries. All risk-based
managed care plans in Medicaid should meet the federally qualified health mainte-
nance organization requirements of the Public Health service Act or qualify as Med-
icare competitive medical plans. While states play a major role in assuring the safe-
ty, solvency, and a}:fro riateness of Medicaid managed care arrangements, there
must be rigorous federal standards and monitoring of plans. At stake is the well
being of millions of children and women of childbearing age, not to mention billions
of dollars in federal funds.

We have identified the areas of concern in revising current provisions of law relat-
ing to the use of risk and non-risk managed care programs on both a mandated and
voluntary basis. To summarize, we believe that there exist considerable grounds for
broadening states’ authority to recﬂuire beneficiaries to enroll in non-risk, non-pre-
paid plans. Where mandated or voluntary enrollment in prepaid risk plans is con-
cerned, we believe that congress should proceed with extreme caution. Our belief is
shared by both the congressionally appointed Physician Payment Review commis-
sion and by a special task force in which CDF participates which was convened in
1991 by HCFA to review current Medicaid managed care law and make rec-
ommendations. The concerns we have identified are based on our ongoing review of
the major problems for both beneficiaries and participating doctors and clinics that
have arisen under managed care plans in the past.

1. In the event that the “75/26” rule is raised, there must be federal
standards to ensure that payment rates are actuarially sound, with
federally set minimum levels that take into account both geo-
graphic and demographic considerations. Moreover, risk-based
plans must be adequately capitalized.

One of the key issues to be addressed is whether to leave in place the current
statutory requirement that full-risk plens (§1903(mn) providers) draw at least 25 per-
cent of their enrollees from non-Medicare and Medicaid patients (under Medicare
the rule is a more stringent 50/60). The purpose of this requirement is to assure



58

both quality and solvency. If this provision is to be relaxed further, as S. 2077 pro-
poses, then minimum safeguards are vital. Low reimbursement levels and inad-
equate plan capitalization are the two most basic threats to Medicaid beneficiaries
and participating providers. Perhaps the surest way to cause major problems is to
under-finance a plan operating on a risk basis and to then pay it inadequate
capitated rates. At that point, incentives for significant under-service are a virtual
certainty.

Payment levels: Under current law, Medicaid payments to plans cannot exceed the
cost of furnishing services on a fee for service basis. Yet low payment levels already
are a chief cause of low provider participation in Medicaid. Mztxgover, they do not
tz;ke into account the adgjtional administrative and service responasibilities of the
plans.

The current upper payment limit should be eliminated in favor of a requirement
that all full and partial risk plans be paid at a rate which is actuarially sound. Ac-
tuarial standards that take into account geogm’;;:lﬁc and demographic variation
should be set by the Secretary. At a minimum, the subpopulations of women and
children for whom minimum payment ranges are needed include FDC-enrolled chil-
dren and women of childbearing age and pregnant women and children enrolled on
the basia of poverty.

Children whose Medicaid status is based on their poverty status tend to enroll
at the point at which they need a health service; thus, their per capita annual cost
levelas are about one and a half times those for AFDC children (whose enrollment
in Medicaid is based on receipt of cash assistance, not necessarily on immediate
medical need). In the case of low income pregnant women, their Medicaid eligibility
is based on a medical condition—pregnancy—and a need for health services. As a
result, they are inappropriate candidates for risk-based payment systems. In addi-
tion, in light of historic and severe underfinancing of obstetrical services, the Sec-
retary should establish regional maternity care fee schedules that would be incor-
porated into all managed care plans.

Adequate capitalization: If plans fail, they take millions of dollars in state and
federal Medicaid revenues and provider payments with them, exposing agencies,
physicians, hospitals and clinics to economic disaster. Medicare standards regarding
capitalization of risk plans should apply equally to Medicaid full-risk plans with ap-
prg})riate adjustment for partial-risk plans.

top loss: A key issue is how much risk individual providers participating
in capitated risk plans will be permitted to absorb. gediatricians, family phy-
sicians and obstetricians must be prolected against undue risk. There is no evidence
that women and children overuse the services of these types of providers. Indeed,
to the extent that managed care can reduce dependence on emergency rooms, one
can ex&ect use of these office-based physicians to increase. Risk levels for primary
care office-based practitioners who participate in risk-based plans should be on an
aggregate, not an individual basis, and their exposure should be no greater than the
level permitted in the case of physicians who participate in Medicare HMOs.

Furthermore, Title V funded clinics, federally qualified health centers (FQHCs)
and public hospitals must be protected against risk completeéy. Both serve virtually
only low income patients. Both Title V assisted clinics and FQHCs must accept all
Medicare and Medicaid patients. They thus have no bargaining power with plans
and end up having to accept whatever payment rates and risk exposure plans de-
mand. They have absolutely no capacity to absorh losses caused by payments that
are insufficient to cover their costs other than by curtailing or terminating services
to poor people.

oreover, federally funded community health centers (the overwhehnixw majority
of all FQHCs) are prohibited by law from establishing capital reserves. Without an
assurance of complete protection against risk, their fgderal grants (meant to serve
the poor uninsured) will be used to offset financial losses from Medicaid.

Nor can public hospitals afford major losses under risk based plans. They are a
pivotal element of the safety nel for the poor, and heavy risk exposure can cause
a loss of services not only to Medicaid beneficiaries but to all persons in the institu-
tion's service area.

All three types of providers must be guaranteed the right to participate in any
plan operating in their service are tor to function as their own plan). And all three
must be protected against risk for the sake of both Medicaid patients and all low
income and uninsured patients in the community.

2. Continuous annual Medicaid enrollment should be given to chil-
dren in managed care plans. Furthermore, no child losing categor-
ical Medicaid eligibility should be disenrolled before a redetermina-

tion on the basis of poverty status.
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Under current law states can guarantee at least 6 months of Medicaid coverage
for plan enrollees, but only for enrollment in full-risk plans, This option should be
exﬁanded to cover all types of managed care plans and should be lengthened to a
full 12-month period. continuous eligibility for Medicaid is essential for children and
an un%grtant means of protecting children enrolled in managed care plans. cur-
rently Medicaid coverage of children lasts between 8 and 11 months on average. An-
nual eligibility lpen’ods would mean that children enrolling in plans would be guar-
anteed relatively long periods of service under the plan, and would have a greater
opportunitg to develop strong link to a more appropriate health care setting. Contin-
uous eligibility for Medicaid also would reduce the likelihood that plans would
“chum” (i.e., underserve) children in anticipation of their rapid disenrollment.

To further protect children against churning by plans, no child whose Medicaid
is based on AFDC eligibility should be disenrolled from the pﬁ)]gmm ué)on loss of
cash assistance until continuing eligibility as a poverty-level child has been deter-
Xu'{led. This protection is included in S. 4, the child Wef’;'zu'e and Preventive Services

ct.

3. Beneficiaries and providers should have a choice among at least
three unaffiliated plans before enrollment can be mandated.

Managed care should be permitted on a mandated basis only if providers and pa-
tients have a choice among at least three unaffiliated plans. Regional franchises (the
practice of mandating enrollment even where there is only one plan in a service
area if the plan has signed up the magjority of Medicaid participating physicians)
should not be permitted, because such single plan franchises can Karm oth individ-
ual practitioners and patients. Plans that control an entire region and that have the
power to lock out any physician or clini¢ that will not agree to their terms can set
unfair conditions of participation by )\)hysicimm and clinics and force acceptance of

a

low payment rates and high individual practitioner risk exposure.

Certain providers, such as federally funded community health centers and Title
V assisted health agencies, must participate in a franchise arrangement regardless
of how unfair the terms and conditions are, because by law they must treat Medic-
aid and Medicare patients, Moreover, patients are placed at great risk by plan con-
ditions that in essence threaten to force either medical underservice or pl};n insol-
vency.

Mandated enrollment into single plan franchises should not be permitted. In any
region with only one plan, enrollment should remain voluntary, so that beneficiaries
can continue to receive care from non-plan physicians and clinics, with beneficiaries
able to choose between the plan and remaining with a non-enrolled provider.

4. Protections for federally qualified health centers and rural
health clinics must be maintained.

Under current law federally qualified health center (FQHC) and rural health clin-
ic (RHC) services are both mandatory. Both types of services must be reimbursed
on a reasonable cost basis. These protections should be preserved because of the
high quality care for poor these programs furnish and because of their dual mission
to care for both uninsured and publicly insured poor persons. All managed care
plans must be required to offer provider contracts to the FQHCs and RHCs located
In their service areas. FQHCs and RHCs that elect to operate their own managed
care programs rather than enter into a subcontract with another program should
have the right to do 8o, as is permitted under current law. In either case, as is true
under current law, reimbursement must be continued on a reasonable-cost basis in
order to ensure that FQHCs and RHCs do not bear risk through the grants they

receive to care for the poor and uninsured.

5. It should be clear that nothing in managed care plan contractin
changes the olligation of states to furnish beneficiaries with
services and service settings covered under their state Medicaid

plans.

A state Medicaid agency’s contract with a managed care plan does not alter the
state’s obligation to provide plan enrollees with o.llieneﬁts covered under the Med-
icatd plan. For example, regardless of whether a plan offers dental care, all states
are obligated to provide dental care to all enrollees under 21, because the services
are mandated under the Medicaid EPSDT program. The same is true for other re-
quired services which all states must offer beneficiaries. If not available through a
managed care plan, the state muat pay for the services if used outside the plan.

In the case of EPSDT services, this clarification is particularly important. children
under 21 are entitled to all medically necessary care and services allowed under (ed-
eral law, even if not furnished to adults. Many plans may not offer or be paid for
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all care and services (and indeed, may not even be aware of what their pediatric
patients are entitled to receive).

All managed care plans should be required to furnish health assessments that
meet the Egsm' periodic screening standard, and all plans should be required to
provide or arrange for all services covered under the state Medicaid plan that a
child may need, even if such services are not part of the glan‘s scope of service or
capitated reimbursement rate (plans electing to furnish additional services beyond
their basic contract should of course be paid additiont! amounts). This requirement
is of particularly critical importance for children with special health care needs, who
frequently will need care and services available only through specialty providers and
in s eciaﬁzed settings. All of these services are now mandated in all states under

EPSDT and must not be lost to children in managed care. :

6. There must be special protection for providers of key commu-
n;ty 'l’tealth services that otherwise would be considered “out of
plan.

There are a wide range of community public health programs that rely on Medic-
aid revenues to sustain their services. School health, flead Start, special education
and early intervention, public prenatal care and immunization clinics, migrant
health services, family planning clinics, homeless health care, and clinics for persons
with communicable diseases such as tuberculosis and sexually-transmitted diseases
all use Medicaid revenues to maintain a fragile safety net of public health services.
Some, such as FQHCs or hospitals, may be managed care providers in their own
right. However, these services are in grave danger of being “locked out” of Medicaid
in areas covered by managed care plans if the plans refuse to extend service con-
tracts to these programs.

An example of such a “lock-out” is a FQHC that furnishes school health services
under contract to a school district. Some of the clinic’s patients may also be enrolled
with the FQHC as managed care patients. Others, however, may be patients of
other glans, which refuse to reimburse the school clinic for services furnished and
instead insist on children being served at their own sites—often an impossibility for
children and families.

In order to guarantee the continued viability of these services, all plans in a serv-
ice area should be required to use these programs as sub-contractors or else contrib-
ute to the cost of their maintenance through a pro-rated portion of their payment
rates. Another option would be for states to continue to pay for critical categories
of community public health services on an out-of-plan basis. Without this adjust-
ment, key service programs for poor women and children stand to lose a critical and
irreplaceable revenue support.

7. All plan contracts, quality assurance plans, us))ayment levels, and
service and utilization monitoring shoul(r be subject to strong fed-
eral oversight.

Just as there is strong monitoring of all Medicare HMOs, clear state requirements
and federal compliance review protocols are needed for any Medicaid managed care
plan, risk or non-risk. This is Farticularly true, however, in the case of plans that
are risk based, paid millions of dollars prospectively for services not yet furnished,

and part of a mandatory enrollment system.
Federal review should include pre-clearance of all risk contracts to assure:

¢ adequate capitalization,

¢ adequate reimbursement levels,

¢ envollment of quality of providers and service settings,

¢ well articulated responsibilities by the plan and the state in the case of services
covered under the state plan but not offered by or through the managed care

lan and appropriate safeguards for both providers and beneficiaries,

¢ look-behind medical audits to assess the quality of care furnished by the plans,

and marketing arrangements are safe (and that do not use such potentially

fraudulent dangerous techniques as door-to-door solicitation).

8. Safeguards Against Marketing Abuses

All managed care plans should be required to submit a marketing plan for state
approval. Some managed care plans have engaged in fraudulent and deceptive mar-
keting practices using high-pressure tactics and door-to-door solicitation, which is
banned by Medicare. Eliminating marketing abuses would discourage the entrance
of unscrupulous managed care plans into Medicaid.

9. Maintenance of encounter data should be required.
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.. Because of the difficulty of measuring the quality of care, a key indicator of qual-
ity (and of plan compliance with contract requirements relating to the provision of
services) is encounter data. All plans should maintain encounter data, particularly
data.per'taim'ng to prenatal care utilization, EPSDT assessments, and childhood im-
munizations. In addition, plans should be required to maintain data on referrals for
services covered under the state Medicaid plan but not furnished by the managed
care plan, authorized and unauthorized emergency services, and patient data on co-
ordination with closely related programs sucg as WIC, special education and early
intervention services and services for children with special health care needs.

10. Funds to permit consortia of community-based programs to de-
velop managed care programs and capacity.

, As we noted at the outset, managed care is an organizational structure and poten-
tially a reimbursement metfmdology. It cannot in and of iteelf create services where
there are not. Currently private and commercial plans have eccess to the capital
needed to move into new communities acquire land and space and develop operation
capacity. Community based institutions such as local and state health agencies,
F(gHCs, public hospitals and disproportionate share hospitals located in medically
underserved areas may not have access to development funding and therefore can-
not compete. To assure that these vital community health providers have the re-
sources they need to develop the capacity to furnish managed care, we propose the
addition of a special demonstration program for three to five states now in the proc-
ess of major Medicaid managed initiatives. These demonstration grants would be
available to consortia of public and private non-profit and institutional primary care
providers located in medically underserved areas or furnishing health care to medi-
cally underserved populations. The purpose of the grants would be to permit these
consortia to plan, develop and operate comprehensive managed care programs that
meet federal and state requirements and tgat provide services to medically under-
served persons. Without this type of initiative there is great danger that these es-
sential providers simply will never be in a position to make the managed care evo-
lution. If this happens, then the safety nel system of primary and inpatient care
for the underserved will have been lost.

PREPARED STATEMENT OF MICHELE MELDEN

My name is Michele Melden. I am a staff attorney with the National Health Law
Program. We provide legal assistance to local legal services programs throughout
the country serving the poor. Over the past decade, we have been active in monitor-
ing Medicaid managed care programs nationwide.

e are writing on behalf of clients who are Medicaid recipients to oppose legisla-
tion introduced by Senator Moynihan, S. 2077. This bill would authorize rapid ex-
pansion of Medicaid managed care programs, each involving large numbers of en-
rollees, while eliminating key federal protections presently available to recipients:
first, the bill dispenses with the requirement that states obtain freadom of choice
waivers before mandating recipient enrollment; second, the bill eliminates the
present requirement that Medicaid recipients be enrolled in managed care plans
that enroll at least 26% non-Medicaid and non-Medicare recipients (mixed enroll-
ment requirement).

We oppose the above changes because they eliminate critical federal protections
available to Medicaid beneficiaries. This bill institutionalizes a two-tier health care
system, where the poor are relegated to the bottom tier without the same quality

rotections available to the rest of the population. Instead, we recommend enhanc-
ing the federal government’s role in developing clear, uniform quality assurance
guidelines that are badly needed for Medicaid managed care enrollees.

A. AUTHORIZING RAPID ENROLLMENT OF MEDICAID RECIPIENTS INTO MANAGED CARE
PLANS WOULD BE VERY DANGEROUS

The preamble to the proposed legislation states that “managed care represents
one of the few ways that States can control costs without harming recipients.”! In
addition, the preamble states that managed care is “needed to improve access.” 2

While cost containment is an admira%)le goal, the reality is that managed care
threatens significant harm to Medicaid recipients. Managed care that pays providers
on a per capita basis {“capitation”), as opposed to a fee-for-service basis, introduces

1 Cong. Rec. at S18388 (Nov. 26, 1991).
21d.

57-779 - 92 - 3
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financial disincentives against providing care., This creates a conflict of interest for
providers between providing care and maximizing profits. The danger is that recipi-
ents will be deprived of much needed access.

The costs of 1nadequate access are high: delayed preventive and prenatal care that
can result in permanent disabilities, much higher medical costs later, and even
death. In addition, when states pay managed care plans on & capitatec{ basis, the
plans take fees regardless of whether services are provided. Paying plans that fail
to provide care is a waste of limited Medicaid dollars.

ere is ample evidence showing that managed care does not “improve access.”
On the contrary, Medicaid managed care enrollees suffer from alarmingly poor
health outcomes resulting from inadequate access to prenatal and preventive care:

1. Federally financed studies on the Medicaid managed care demonstration
projects found access in managed care programs was no better than access under
traditional Medicaid, and in fact, managed care enrollees suffered similar rates of
poor birth outcomes.?

2. A recent study published on HealthPASS, a mandatory managed care plan in
Philadelphia, revealed that access for enrolled recipients in West lghiladel bhia was
just as Inadequate as access available to nonenrolled recipients.® In both groups
39% of the enrollees had inadequate access to prenatal care (on average, women
were unable to schedule their first prenatal visit unti] their 5th month of pregnancy,
well beyond medically recommended standards), and 20% of the infants were born
with low birth weight and required expensive intensive care at birth.5

Despite clear evidence of underservice, HealthPASS was recently called a “cash
cow” i an Inspector General's interim advisory report: owners and directors made
“more than a generous return” of over $16.6 million during the first two and one-
half years, and investors were advanced about $5.6 million interest free.®

3. Recent data supplied by the Dayton Area Health Plan (DAHP) in Ohio, a man-
datory managed care plan for Medicaid recipients, revealed alarmingly poor out-
comes. Nearly 30,000 oll2 the 40,000 Medicaid enrollees are children who &are particu-
larly vulnerable to inade(}uate service: 71% fewer children received lead blood tests
in 1991 than when DAHP began in 1989, only 26% of the children were fully immu-
nized, and only 7% of the children who received “EPSDT”7 screens were referred
for follow-up treatment, compared with the natlional average of 27%.% The largest
Head Start Program in the county served by DAHP reported that at the start of
the 1991 schoo]BTyear, as many as 50% of the children did not get full EPSDT
screens, including critical hearing and vision screens, and that many children who
were screened still had not received doctor-ordered and federally mandated follow
up care six months later.? :

In addition, in 1989, only 29% of enrolled pregnant women received prenatal care
in their first trimester, representing a 10% increase in delays during DAHP's first
year of operation, while access for Medicaid recipients in other parts of the state
ueing fee-for-service care, was better and remained stable during that same pen'oci
of time, at 36%.1°

4. According to the most recent federally financed study on managed care, pro-
vider care case management (PCCM) systems that use gatekeepers to control utili-
zation, but reimburse on a fee-for-service rather than capitated basis, have been
more successful in “striking the desired balance” between cost control and expand-
ing access.!! According to this study, the financial risks associated with capitation
have resulted in fewer participating providers and more disruption of existing pro-

AFreund, Roseiter, Fox, Meyer, Hurley, Carey & Paul, “Evaluation of the Medicaid Competi-
tion Demonstrations,” 11 Health Care Fin. Rev. 81 (Winter 1989); Anderson & Fox, "Lessons
Learned from Medicaid Managed Care Approaches,” Health Affairs 71, 80 (Spring 1987).

4Coldfarb, Hillman, Eisenberg, Kelley, Cohen & Dellheim, “Impact of a Mandatory Medicaid
Case Management Program on Prenatal Care and Birth Outcomes,” 29 Med. Care 64 (Jan.

1991).
51d.
8See 46 Medicine & Health 1 (Feb 17, 1992).
?Medicaid's “Early and Periodic Screening, Diagnosis, and Treatment” (EPSDT) program is

the key preventive health program available to poor children eligible for Medicaid. 42 U.S.C.
$1396d(r). The program mandates preventive health screens and neceassary follow-up treatment.-
98ee “Warning Signs: A Fact Sheet on the Dayton Area Health Plan” at 3, prepared by Legal
Aid Society of Dayton, Inc.. Ohio State Legal Services Association, and National Health Law
Prggmm (March 1992) (available from NHeL.P-Los Angeles).

1d. at 4.

1914 at 10.
1 Hurley, Freund & Paul, Managed Care in Medicaid—1981-1990: * Lessons From a Decade

of Diffusion and Confusion 176-79, study sponsored by HCFA Cooperative Agreement No. 18-
C-99490/3-01 and the Research Triangle Institute (Oct. 1991).
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vider to patient relationships than occurred in PCCMs.12 Moreover, the study noted
that some PCCMs that pay fee for service have realized much greater savings than
capitated managed care plans due to higher administrative feasibility and more
widesrread provider participation.!®

As long as access In managed care, and particularly in capitated managed care,
is problematic, this is not the right time to relax critical federal protections, such
as the freedom of choice and mixed enrollment requirements.

1I. FREEDOM OF CHOICE

Under S. 2077, states could mandate enrollment of Medicaid recipients in man-
aged care plans as long as there are at least two plans available from which to
choose, or there is one plan that enrolls at least two-thirds of the area’s physicians.
This would eliminate the requirement that states obtain “freedom of choice” waivers
from the federal government before mandating enrollment.

The waiver process, however, provides some very important protections for bene-
ficiaries. The waiver process enables the federal government, through the Health
Care Financing Administration (HCFA), to identify potential problems before imple-
mentation begins, and to require states to make assurances that they will address
those problems upfront. In addition, recipients and providers have an opportunity
to comment on the proposals in advance of implementation. The danger of trapping
recipients in a managed care plan that may not ssrve them, and indeed, will have
financial disincentives against serving them, is too great to dispense with this proc-
288 for ensuring pre-implementation problems are addressed.

For example, critical factors that need to be addressed are whether: (a) the plan
has enrolled sufficient numbers of providers who agree to serve recipients without
delay; (b) the providers are geographically accessible to reciﬁienta; (c) state quality
care protections are adequate; (d) sufficient planning time has been set to ensure
that the managed care plan js coordinated with the state’s Medicaid system; and
(e) the state’s methods for setting capitation rates and regulating risk pools are ac-

tuarially sound.
1. MIXED ENROLLMENT

The preamble to the proposed legislation states that the 76-26% requirement (of
Medicaid to private enrollees) should be eliminated in order to expand access in
“urban ghettoes,” stating that recipients who live in those areas are most likely to
“abuse] the system,” by reselling drugs oblained at “Medicaid mills” or overusing
emergency care.4

Recipients have a keen interest in avoiding “Medicaid mills,” often found in urban
areas where physicians providing substandard care have learned how to abuse the
Medicaid system by profiting at the expense of recipients. However, promoting seg-
regated Medicaid-only managed care will not remedy this problem, and may instead,
institutionalize the risks of such mills.

Studies on the Medicaid demonstration projects indicated that providers partici-
pating in Medicaid-only managed care plans were, for the most part, providers who
already participated in Medicaid.!® Therefore, if Medicaid-only managed care plans
have failed to attract new physicians, there is no evidence that promoting Medicaid-
only managed care will expand access.

'l'?l"xe mixed enrollment requirement provides some very practical protections for
Medicaid recipients. First, current capitation rates are too iow. They are set with
the expectation of saving money in relation to dismally low Medicaid fee-for-service
rates, thereby threatening to replicate the access problems endemic in the fee-for-
service system. Even former HCFA Administrator, Gail Wilensky, has acknowledged
that new methodologies may be necessary to set capitation rates with full recogni-
tion that current fee-for-service rates have resulted in lower levels of access and
fragmented care, and that the new methodologies are likely to result in spending
more than is being spent in fee-for-service.1® Inadequate reimbursement rates are
a principal reason why mainstream HMOs are reluctant to participate, such as Kai-
ser or Foundation Health Plan in California. We should be suspicious of plans that
enter the market just to enroll Medicaid beneficiaries.

1321d. at 178.

13 ]d. at 167.

14Cong. Rec. at S18388 (Nov. 26, 1991).

16 Anderson & Fox, “Lessons Learned from Medicaid Managed Care Approaches,” Health Af-

fairs 71 (Spring 1987). _
18 Wilensky & Rossiter, “Coordinated Care and Public Programs,"” 10 Health Affairs 62, 74~

76 (Winter 1991).
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The fact that the Medicaid rate is inadequate creates gerious riska of underservice
for recipients, The mixed enrollment requirement can buffer this risk by relying on
Elans that have an experience with capitation against which the Medicaid rate can

e compared. The most recent HCFA-sponsored study cn managed care noted that
rate-setting is often a “complex enterprise with little experience or expertise to draw
on within the Medicaid agencies.” 17 In fact, some plans, such as Contra Costa Coun-
ty Health Plan in California, have indicated that they could not have taken Medic-
aid recipients without mainstream-enrollees because the Medicaid rates have been
inadequate and it has been necessary to cross-subsidize their health costs with rates
paid by non-Medicaid enrollees.

Finally, it is a meaningful protection for Medicaid beneficiaries to require man-
aged care plans to compete l};r and maintain enrollment of a mainstream popu-
lation, particularly where the Medicaid recipients are deprived of the opportunity
to “vote with their feet.” In fact, the GAO recently testif?ed that Oregon’s success
in providing adequate care to Medicaid managed care enrollees wes due to the pre-
dominant use of mainstreamn HMOs,®

Medicaid recipients, and particularly the AFDC-linked recipients (primarily
women and children) who are most often enrolled in managed care, move on and
off Medicaid. The plans, therefore, have limiled incentives to invest in preventive
care. Plans that have proved that they will provide adequate preventive and follow-
up care to mainstream populations are more likely to provide adequate care to Med-
icaid recipients,

In any case, states presently have the ability to temporarily defer the mixed en-
rollment requirement by applying to HCFFA for a waiver for a maximum of three
consecutive years.!® The plans need only show that they have taken and are taking
reasonable steps to enroll non-Medicaid and non-Medicare beneficiaries.2”

IV. STRENGTHENED FEDFRAIL GUIDANCE AND OVERSIGHT IS NECFSSARY

This legislation proposes to relax federal oversiﬁht at the very time that HCFA,
along with the National Academy of State Heaith Policy, has undertaken studies
and plans to propose increased quality assurance guidelines. In addition, Congress-
man Dingell has recommended a number of studies on the quality of care provided
in Medicaid managed care plans across the country. Before reduvcing quality assur-
ance, and before eliminating freedom of choice and mixed enrollment protections,
recommendations made by the above studies should be evaluated first.

Senator Moynihan's bill goes in the wrong direction to relax federal quality assur-
ance, Besides proposing elimination of the freedom of choice and mixed enrollment
requirernents, the proposed legislation provides very minima! quality safeguards
that fail to offer any improvements over current requirements.

The propoced legislation relies on the use of internal “Quality Assurance Pro-
Krams” (QAPs) to protect quality. This plan allows the fox to guard the henhcuse.

ccor.'linf; to the legislation, each managed care plan will adopt 1ts own QAP, pursu-
ant to which each plan will identify what areas it will monitor, and each pian will
adopt its own standards and methods for assessing quality of care.?! In essence,
each plan will be reinventing its own wheel, and the only standard to which the
plan will be held will be its own.

The GAO has reported recently on the dangers of inadequate oversight when
states permit managed care plans to operate with too much flexibility.22

Our clients woulg refer Ezdernl guidance and oversight on the standards to be
used to measure quality. We recommend that the federal government adopt clearly

articulated and uniform standards:
(a) to measure adequate access to physicians, through physician to patient ratios

(relating both to primary care and s.})ecialty providers), geographic and transpor-
tation factors, and timeliness of waits for appointments; )

Yi Hurley, Freuind & Paul, supra note 10 at 178.

1 GAO, “Managed Care: Cregon Program Appears Successful but Expansions Should be Im-
plemented Cautioucly," (T-HRD-91-48) (Sept. 16, 1991).

;:?3 U.S.C. $1396b(m)(2XD).

21 Cong. Rec. at S18389 §3(aX (A)xivX VI).
3 8ee ey, GAD, "Medicaid: Oversight of Health Maintenance Organizations in the Chicago

Areq,” (HRD-90-81) (Aug. 1990) (state's failure to monitor contracting ond subcontracting ar-
rangements created dangerous riska of undersecvice); GAO, “Managed Care: Oregon Program
Appears Successful but Expansions Should be Implemented Cautiously,” (T-HRD-91-48) (Sept.
l(g, 1991) (GAO recommends that Oregon atrengtﬁen its oversight of providers for fear that ex-
panded managed care raiscs risks of financial abuse and plan insolvencies).
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(b) tq measure access and quality of care through cutcomes, such as fulfillment
of requirements to provide eligible children with full EPSDT screens, fulfillment of
requirements to provide pregnant women with timely prenatal care, and birth out-
come measurements;

. (c) to ensure capitation rates are adequate to ensure access to all required serv-
ices, including essential preventive and prenatal care;

(d) to ensure risk pools are actuarially sound; and

_(e) to ensure that financial incentives imposed on individual physicians do not im-
pinge on recipients’ access to needed care. ‘

These standards should be used as benchmarks to which all plans are held. Fail-
ure to meet these benchmarks should result in the ability of enrollees to disenroll
immediately, and in a prohibition against the plan’s enrolling any new recipients
until corrective actions are taken. Medicare provides a similar protection which is
missing for Medicaid enrollees.22 We recommend that in addition to providing for
fecjeml authority to enforce the above remedies, beneficiaries should be provided a
private right of action to enforce these remedies themselves.?¢

V. STRENGTHENED STATE. OVERSIGHT 18 NECESSARY

We recommend requiring states to take a more aggressive role in monitoring Med-
icaid managed care plans. Most states have developed regulatory systems to monitor
commercial Health Maintenance Organizations (HMOs). We suggest applying the
same regulations to Medicaid managed care and giving enforcement authority to the
same regulatory agencies. Even if I\%edicaid recipients do not have the benefit of ac-
tually being enrolled in commercial HMOs, they would be subject to the same qual-
ity controls as the insured middle-class population.

We also recommend making federal funding available to assist states in their reg-
ulatory activity over managed care, just as is done for nursing homes.

V1. CONSUMER INPUT IS NECESSARY

The proposed legislation requires that a group composed of state Medicaid staff,
physicians, and representatives from public or private HMOs meet to make rec-
ommendations on criteria to be used to determine underutilization.25 While this is
a good idea, consumers are conspicuously absent from this group. We believe it is
critical that beneficiaries be represented in this process for determining criteria to
be used to measure underutilization.

VIiI. RECOMMENDATIONS

1. Do not eliminate the freedom of choice requirement. The federal waiver process
provides an essential means for identifying and correcting problems before man-
dated enrollment is implemented.

2. Do not eliminate the mixed enrollment requirement. Access to mainstream
HMOs that are forced to compete for enrollees who have the freedom to “vote with
their feet” is an important protection against the risks of underservice.

3. Require the federal government to adopt clearly articulated and uniform stand-
ards by which access and quality of care can be measured.

4. Sirengthen the federal government’s and states’ role in monitoring plans’ com-
pliance, and provide an independent means by which recipients can enforce these
requirements as well.

5. Include consumners in any group evaluating criteria for measuring underutiliza-
tion and any other issues related to quality of care.

Thank you for your consideration.

2 Gee 42 U.S.C. $1395mm(iN6XBNii) (once the Secretary notifies an HMO of ite violations, the
HMO may not enroll new recipients until the Secretary is satisfied that corrective action has
been taken). In fact, Medicare provides extensive and comprehensive regulntions governing
managed care that is voluminous in comparison to the scant regulations governing Medicaid
managed dare. Compare 42 C.F.R. §417 et seq. with 42 C.F.R. §§434.20-434.78.

2¢While HCFA haa enforcement cuthority to prevent noncomplying plana from enrolling new
enrollees, HCFA has been remiss in exercising this authority. See “HCFA Needs to Take Strong-
or Actions Against HMOs Violating Federal Standards,” GAO/HRD-92-11 (Nov. 12, 1991).

38 Cong. Rec. at S18390 $4(a) (Nov. 26, 1991).
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PREPARED STATEMENT oF KEVIN MOLEY
INTRODUCTION

I am pleased to be here today to voice our strong support for S. 2077, a bill aimed
at tearing down the barriers which preclude States {rom taking full advantage of
the benefits coordinated care can bring to the Medicaid program.

Let me take this opportunity to commend Senators Moynihan end Durenberger,
the authors of the bill, and to recognize Senators Packwood and Roth, who are also
coaponsors. We are grateful for the opportunity to foster our continuing dialogue on
this and other key health policy issues.

Coordinated care systems have demonstrated their value to commnnities all over
the country through expanded access for their citizens. To the many who take ad-
vantage of their services, they offer continuity of care instead of the hodge—podge
of fragmented care, They can also offer improved quality through preventive serv-
ices, and in particular foster early attention to problems that, if left untreated, could
huve serious health effects. Coordinated care systems can also offer an extra advan-
tage of lees paperwork burden and administrative hasslo.

18 Administration believes that coordinated care offers a proven, high—value
choice for quality health care in the United States. Coordinated care opt ions are
an essentifﬁ building block in the President’s comprehensive plan for health care re-
form. They are an integral comj)onent of a market—based, competitive system and
are key to cost control nationwide. .

The Administration supports coordinated care as an essential ingredient in any
pro%ressive movement toward health care reform in general.

At the outset, let me express the Administration’s general support for S. 2077 and
underscore our willingness to work with the Committee toward its enactment this
year. We have some concerns with the bill as drafted which we are currently work-
ing to resolve in staff—level discussions. We are confident that these concerns can
and will be resolved to the full satisfaction of both the Department and this Com-
mittee, and we will continue to make passage of a Medicaid coordinated care bill

a priority.
COMMENTS ON THE BILL
That being said, let me make a few brief remarks on the bill.

Advantages of Coordinated Care for Medicaid
“Coordinated care holds special promise for State Medicaid programs and their re-
cipients, bluntly stated, fee-for-service medicine is increasingly failing o meat the
needs of the l\ledicaid population. Today’s Medicaid client faces greater difficulty
accessing care through providers in the fee-for-service system.
Coordinated care systems provide clients with a point of entry into the health care
system where their total health care can be managed. Providers in a coordinated
care system will know the patient and the patient’s medical history. This increases
the opportunity for appropriate preventive care to be started before health problems
get out of control.
Many Medicaid clients report using the emergency room because they do not have
a regular source of care. Having access to a primary care provider through a coordi-
nated cere organization is, without a doubt, a much better alternative for a client
than waiting Iin an over-burdened emeigency room for care from an unfamiliar pro-
vider. A recent study by the HHS Office of Inspector General indicates over one-
half to two-thirds of Medicaid emergency room visits are non-emergency. Moreover,
our IG found that treatment in an emergency room increases the cost of the care
from 3 to 5 times over the care received in a more appropriate setting for the same

condition.

State Flexibility and Freedom of Choice Waivers

The Department supports providing States greater flexibility to manage health
care for tﬁeir Medicaid clients and to take control of Medicaid costs. On average,
States now spend over 20 percent of their budgets on health care. Health care ex-
Eenditures for Medicaid continue to grow. As States devote more and more of their

udgets to health care, they feel the need for greater flexibility in controlling health
care costs and an obvious way to do this is to take advantage of high quality, cost-
effective coordinated care options.

The bill permits States to offer Medicaid clients a choice among coordinated care
options ans eliminates Federal approval of the “freedom of choice” waivers. Choices
for Medicaid clients would be between, at a minimum, two coordinated care plans,
or a coordinated care plan and a primary care case management program. The one
exception to this would be in an area where at least two-thirds of Medicaid provid-
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ers belong to the coordinated care organization, In this case, the client would have
a choice among primary care providers participating with that particular coordi-
nated care entity.

Cwrrent law requires that, without the “freedom of choice” waiver, Medicaid cli-
ents are to be given a choice between managed care and the “unmanaged care” in
the fee-for-service system. This, as I already mentioned, often turns into costly trips
to the local emergency room for ron-emergency care. States, where the “freedom of
choice” waiver has been granted, have been abf; to increase access to care and many
have also been able to reduce inappropriate use of the emergency room.

Waivers to existing law are an appropriate’ process for the Federal government
to provide control and oversight for new concepts where there is some uncertainty
about what the economic mldie}mvioral implications might be for the programs and
beneficiaries for which we are accountable. Therefore, as HMOs and other forms of
coordinated care began to become part of the delivery process for Medicaid clients,
it was appropriate that certain conditions be placed regarding the exclusive use of

these organizations.
Coordinated care is, however, no longer new. HMOs and other forms of coordi-

nated care have proven themselves on both the quality front and the cost-effective-
ness front, both in the private sector and the public sector.

States that have extensively used coordinated care and primary care case man-
agement report substantial successes. For example, Kentucky’s primary care case
management program reduced infant mortality rates and, in the process, saved $25
million. Arizona’s exclusive use of coordinated care for Medicaid shaved nearly six
percent off of projected fee-for-service costs. HMOs serving the Medicaid population
m Wisconsin are able to pay their primary care doctors more than Medicaid fee-for-
service rates due to savings from reductions in unnecessary emergency services and
hospitalizations. These HMOs cut expensive emergency room use by a third and in-
patient hospital days by more than half.

Despite the promise of coordinated care, 89 percent of Medicaid clients continue

to receive care through fee-for-service systems.
New QA Requirements Replace 76 Public/25 Private Enrollment Rule

The bill also permits coordinated care entities apecified in this bill to serve a total
Medicaid client base, eliminating the requirement that 26 percent of the enrollees
be private pay. The actual eflect of the 76/256 provision, as it is referred to, is that
coordinatedp care plans have significant difficulty in meeting the private pay require-
ment, largely due to demographic and geographic reasons. The disappointing, end
rf.sult is that fewer cost-ef%:ctive, coor(ﬁnated care options are available for these
clients. :

The primary purpose for the 76/26 provision has been to assure qualily. Qualit
assurance is an area in health care which evolves regularly with sophisticated ad-
vancements toward measuring and improving quality. As this bill recognizes, the 75/
256 requirement has not been that effective as a “proxy” for quality. As a replace-
ment for the 76/26 requirement, S. 2077 provides that coordinated care plans estab-
lish an extensive quality assurence plan with S{ate oversight responsibility and
meet sreciﬁc standards that measure quality of care. While the Department sup-
ports the replacement of the 76/26 requirement with quality assurance standards,
we would caution against imposing burdensome standards that create barriers to
managed care, or place a managed care institution at a competitive disadvantage

to fee-for-service care.

Case Management

We are concerned with the language of Section 5 which relates to case manage-
ment. This section does not affect the coordinated care portion of the bill. We are
concerned that the provisions of section 6 may be too broadly written and inter-
preted. We will continue to work with the Committee on drafting language in this
and other paris of the bill so that Federal spending would not increase thereby sub-
jecting the bill to the pay-as-you-go requirement of the Omnibus Budget Reconcili-

ation Act of 1990.
CONCLUSION

In closing, let me reiterate our general support for S. 2077 and for youi efforts
to improve the Medicaid program by fostering greater use of managed care. The leg-
islation both provides States with the ability to control Medicaid expenditures and
offers a quality alternative to the more traditional fee-for-service system that has
poorly served Medicaid clients. )

Expanded use of coordinated care, as specified in S. 2077, is at the core of ihe
President’s Comprehensive Health Care Reform Program. It promises high qualily
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cost-effective care to all Americans. Tharik you for the opportunity to comment and
1 will be glad to answer any questions.

PREPARED STATEMENT OF ALICIA PELRINE

Good morning, Mr. Chairman, members of the subcommittee. I am Alicia Pelrine,
group director for human resources for the National Governors’ Association. I appre-
ciate the opportunity to talk with you today, on behalf of the nation’s Governors,
about the J)endin legislation to help states establish and operate managed care pro-
grams under Medicaid.

The Governors strongly support this leg‘islation. Last year at their annual meet-
ing, Governors put reform of the nation’s health care system: al the top of their
agenda. The broad-ranging policy adopted at that meeting calls for a national health
care system that is affordabie, available, and of high quality for all Americans.
Their vision of an American health care system inclucﬁes a continuum of services in-
cluding the availability of preventive and primary health care, delivery systems that
are cost-effective as well as cost-efficient, and care manageirent practices that as-
sure appropriate levels of care in the most appropriate settings without reducing the
quality of care. It is not by accident that many of the attributes of that vision are
embodied in good managed care systems.

This legislation is not about adding a new service delivery system to the Medicaid
program. This legislation creates a statutory change that will remove managed care
sistems from the administrative burdens imposed in the Medicaid program to en-
able states to test experimental approaches. In fact, managed care has been a part
of Medicaid for more than 16 years. Prior to 1981, states had the option to establish
managed care systems as part of formal demonstration projects with rigorous re-
search designs and outcome evaluations. In 1981, managed care systems were ele-
vated from the gtatus of empirical research to the slight?y more accessible but still
somewhat Byzantine and administratively complex status of waivers.

With the pasaage of this legislation, managed care system can achieve full legit-
imacy in the program. Its time has come. For despite the cumbersome and difficult
waiver process, managed care has nroliferated into the Medicaid program. As of
June 1991, more than 30 states have established Medicaid mana edp care programs
operated tiu‘ough 226 pians and serving about 2.7 million beneficiaries—about 10
percent of the population. Why should managed care in Medicaid be considered a
novel experiment when 4C million non-Medicaid citizens are currently enrolled in
managed care programs?

These 11 years have been important. Much has been learned and a body of best
practices has emerged. States now know of the sophistication and expertise required
to implement a good managed care plan. Medicaid agencies have developed the spe-
cialized knowledge to administer such programs. A wealth of information and exper-
tise is available regarding the assessment of fiscal solvency of programs. States have
increasingly benefited from each other’s experiences and are now designing and im-
plementing systems that assure access to quality care for their clients.

The legislation offers some important provisions to facilitate the use of managed
care in Medicaid. States would be able to establish risk-based, capitated managed
care programs, and primary care case management programs without any waivers.
Eliminating the waiver process frees precious staff time for other important func-
tions in Medicaid agencies. This is not trivial and for those skeptics who think that
the process is neither intensive nor trying, I challenge them to volunteer time at
a Medicaid agency to write a waiver request and then be part of the process by
which it is evaluated and, with luck, ultimatelg approved. The frustration of receiv-
ing five (fages of questions on the “eighty-ninth day” must be experienced to be ap-
preciated.

The legislation retains many of the existing federal requirements for risk-based
managed care plans. Moreover, the legislation retains current law standards on pro-
tection from insolvency as well as a variely of other provisions that protect the cli-
ent. The bill also has provisions that would make it easier to attract managed care
providers. Under certain conditions, states could impose mandatory enrollment into
a managed care plan, and states would have the option to receive federal matching
funds for Medicaid Health Maintenance Organization (HMO) enrollees for up to six
months, regardless of whether the individual remains eligible for Medicaid during
that six-month period.

Since 1989, Congress has given community and migrant health centers special
status in Medicaid under the Federally Qualified Health Care (FQHC) Program.
Chief among benefits is 100 percent reasonable cost reimbursement for services.
This legislation retains current law regarding FQHCs. However, there are some con-
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cerns about the relationship between FQHCs and Medicaid under managed care.
For exainple, FQHCs, through their grantee status, must serve all comers regard-
less of their ability to pay. Moreover, their grantee status prohibits them from es-
tablishing a risk reserve unless they are a direct contractor of the Medicaid agency.
FQHCs provide important care to populations in need in underserved areas. Con-
ess can further affirm that epecies status and encourage the use of FQHCs in the

elivery of care to Medicaid recipients by establishing enhanced federal matching
funds for services provided by FQHCs.

_The legislation also eliminates the 72/26 rule. This rule caps the number of Medic-
aid recipients in any HMO at 75 percent. While this rule was established as a proxy
measure for quality, the National Academy for State Health Policy has found no evi-
dence to support this claim. While the rule was assumed to ensure that the remain-
ing 26 percent of a plan’s clients to be private pay, in practice, they frequently rep-
resent clients from state-funded indigent care prcgrams. The 72/26 rule is imprac-
tical. States must have the ability to establish plans that meet the demographic and
geographic needs of the Medicaid population. For example, the Florida Medicaid
program has a prepaid plan to provide care to recipients in Key West, Florida. The
plan must have a waiver of the 76/26 rule in order to function because there are
not enough non-Medicaid clients to meet the private pay percentages. Yet without
the plan, Medicaid recipients might would have to see]lt) primary care in an inappro-
priate hospital setting.

Quality of care at Medicaid HMOs has been a major point of debate. Clearly, qual-
ity does not and should not be sacrificed in the name of cost-efficiency. However,
the quality provisions of the legislation reflect the best practices ad experiences of
the last decade. HCFA continues to work with states anj) others to improve qualily
standards for managed care systems.

We have all heard the plethora of criticisms of the Medicaid program-——h'mited or
no access to physicians, the inability to establish a “medical home” for clients, the
inappropriate use of emergency rooms for primary care. Managed care systems are
designed precisely to address these problems. The states and the federal government
have spent enough time testing managed care in Medicaid. It is time to give man-
aged care a “full seat at the table.” We hope that this legislation will get the full
suﬂ)ort that it needs for passage.

wank you again for allowing me to appear before this subcommittee. The Gov-
ernors and their staff look forward io working wiith you as we work to provide af-

fordable health care for all Americans.

PREPARED STATEMENT OF DONALD W. RIEGLE, JR.

Today, the Finance Subcommittee on Health for Families and the Uninsured of
which | am Chairman will hear testimony about S. 2077, the Medicaid Managed
Car~ Improveinent Act, introduced by Senators Moynihan and Durenberger and ex-
amine managed care pians under the Medicaid program. I commend Senators Moy-
nihan and Durenberger for their leadership in moving forward to enable states to
use managed care plans in their Medicaid programs without needing a special waiv-
er from the Department of Health and Huruan Services.

Increasing the availability of managed care is a goal shared by many of the health
care reform propoesals thal have been introduced. HealthAmerica, the bill I intro-
duced with Senators Mitchell, Rockefeller, and Kennedy, includes provisions to pro-
mote the use of managed care. It increases access to managed care for small busi-
ness through insurance reforra, and it makes managed care options available to peo-
ple enrolled in the new public health insurance plan. It also removes current bar-
riers that limit the use of managed cere in the public and private sectors. The Fi-
nance Subcommittee I chair has heard testimony about the need and support for
these changes.

Managedg care plans, when properly designed, can provide comprehensive coverage
for recipients while making efficient use of health care resources, The Medicaid
Maenaged Care Improvement Act gives states greater flexibility to provide managed
care through their Medicaid program, giving them a way to control health care costs
while maintaining or even expanding the level of benefits a low-income family will
receive. This bill also recognizes the variety of arrangements that make up managed
care, allowing states to use some of the newer forms of managed care plans,

This hearing will give us an opportunity to bring together representatives of bene-

glers, state Medicaid administrators, and other interested groups
to tallt about mar.aged care programs under Medicaid. [ want to work with Senators
Moynihan and Durenberger to make it eesier for states to enact maneged care plans
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under their Medicaid programs, while maintaining the highest possible quality of
care for beneficiaries.

PREPARED STATEMENT OF SENATOR WiLiiaM V. RoTH, JR.

Mr. Chairman, today’s hearing will focus on legislation tv give states more flexi-
bility in running their Medicaid plans. 1 am an original cosponsor of Senator Moy-
nihan's bill the “Medicaid Managed Care Improvement Act of 1991” (S. 2077) be-
cause I believe that it will provide States with a greater ability to make their Medic-
aid programs more effective in providing health care to low income individuals by
implementing managed health care principles.

n addition to supporting managed care as a means to deliver quality cost effec-
tive health care in this bill, I am evelopin% another proposal which will also incor-
porate managed care as a key component. | am currently devising a system to in-
crease access Lo health care for small groups who currently are faced with prohibi-
tive health care premiums by introducing a model managed care system in the Fed-
eral Employee Hialth Beneﬁyte Plan (FEHBP) and then opening up the plan for buy-
in by the small business and working uninsured.

Managed care, in the form of health maintenance organizations, preferred pro-
vider organizations, and primary care case management programs, has dem-
onstratef that it is a cost-eFﬁcient and high quality means of providing health care.
We should grant states latitude as they attempt to slow tEe rate of increasing
health care costs and improve the care de{ivered to low-income individuals.

The Delaware Department of Health and Social Services Secretary Thomas
Eichler has indicated his strong support for this proposal. In a letter to me, Sec-
retary Eichler stated that “ . . . this bill would do a great deal to improve access
to appropriate health care while also reducing the enormous costs associated with
delayed, inappropriate or unnecessarily costly utilization.” In my view, combining
quality care and reduced costs is certainly a worthy goal for any states.

The nature of a typical managed health care pfan is to stress access to primary
care, It is well-known that one of the positive aspects of the focus on primary care
in managed care plans is that it is prevention oriented with increased access to rou-
tine exams and diagnostic tests. Greater access to routine preventative care such
as physician examinations also provides individuals with more consistent care and
treatment with better follow-up for patients. The continuity of care in a managed
care selting is particularly significant for individuals with chronic illnesses or ex-
tended conditions. All too often, Medicaid patients seek care only once they are very
ill in hospital emergency rooms or other areas of last resort because they do not
have physicians’ in their area who accept Medicaid. Managed care would redress
this current deficiency.

This bill will also benefit States since it will eliminate the onerous Federal rules
now impeding mani; states from putting in place managed care plans under Medic-
aid. At this time when States are under a great deal of fiscal pressure and are also
faced with high numbers of uninsured individuals, I believe the Federal Government
should work to allow States greater flexibility in approachin%1 the problem of cov-
erage. States will have a better opportunity to extend health care coverage in a
manner tailored to each state’s Meglcaid population’s need. As the system becomes
more cost-efficient, health care could be extended to a larger population without re-
ducing benefits to those already being served.

In Delaware, the Indigent Health Care Task Force has been studying how to re-
solve the probfem of the 72,000 uninsured in the state or 12% of the State's non-
elderly population. In this challenging fiscal environment, managed care is an ap-
propriate tool for States to turn Lo in trying to control costs without cutting benefits
or restricting eligibility. The bill now being discussed in today’s hearing could helK
extend access to those currently uninsured. As I work to develop my proposal whic
will build on the FEHB plan, I look forward to learning how mﬂnagedP care can work
in a positive way to increase access to quality aﬁ‘ordab?e health care.

PREPARED STATEMENT OF JANET l.. SHIKLES

Mr. Chairman and Members of the Subcommittee: We are pleased to be here
today to testify on the role of managed care in state Medicaid programs. GAO has
been looking at these programs for years and currently has several reviews under-



71

way.! Based on this work we have gained insights that may be helpful to the Con-
gress as it considera removing barriers to states’ use of managed care in the Medic-

aid program.
BACKGROUND

Medicaid, the largest government program financing health care for the nation’s
poor, is being severely strained by the continuing rise in its size and cost. From
1989 to 1991, total recipients increased almost 18 percent, to 27.7 million. This
number is expected to reach 30.1 million in 1992. Just as telling as the rise in peo-
ple receiving services is the escalation in program costs. For 1992, expenditures are
estimated at $127.2 billion, a 38 percent increase over the 1991 total of $92.2 billion.
Some predictions see Medicaid matching—if not exceeding—the size of the Medicare
program by the middle of this decade.

At the same time as this tremendous growth is occurring, however, there is a gen-
eral unhappiness with the traditional fee-for-service Medicaid program. Problems in
accessing tﬁe health care system can be acute for Medicaid recipients because few
providers actively participate. As a resuli, emergency rooms are used inappropri-
ately—and at a very high cost-—as primary care clinics,

Faced with continued growth in the number of Medicaid recipients and program
costs, federal and state policy makers are turning to managed care as a way of get-
ting better access and quality for the money they spend. “Managed care”, or “coordi-
nated care” es it is somelimes referred to, is widely used in private sector health
care. Generally it refers to a health care delivery system with a single point of
entry, A primary care physician participating in the health plan provides basic care
and decides when a referral to a specialist or adinission to a hospital is necessary.
Usually the health plan receives a set monthly fee (called a capitation payment) to
provide care and is then put at financial rigk. That means that if the cost of services
provided to an enrollee client is greater than the fee received by the health plan,
the health plan loses money.

Managed care plans in Medicaid cover a wide variety of health delivery arrange-
ments. These range from health maintenance organizations (HMOs) that are
capitated for provicﬁng all health services an enrollee needs, to groups of physicians
in independent practice who are paid a smail case management fee in adcﬁtion to
fee-for-service payment for managing other services delivered (primary care case

management).
GREATER USE OF MANAGED CARE PERCEIVED AS WAY TO IMPROVE ACCESS AND QUALITY

In the 1980s, the federal governinent increased states’ options for use of managed
care delivery programs as a way to contain costs in the Medicaid program. Although
there have been managed care programs in Medicare and Medicaid since the 1970s,
the Omnibus Budget Reconciliation Act of 1981 (OBRA 1981—P.L. 97-35) gave
states greater flexibility in contracting with HMOs or other managed care health
plans. In 1982, the Health Care Financing Administration (HCFA) approved Medic-
aid managed care demonstrations in 6 states, OBRA 1981 also allowed the Sec-
retary of Health and Human Services, through HCFA, to grant states waivers of
federal Medicaid rules—specifically, the requiremen? that recipients have a free
choice of providers to permit the states to develop, among other things, managed
care systems.?

By 1991, 32 states and the District of Columbia had one or more managed care
plans for Medicaid recipients. Medicaid managed care enrollment increased from
187,340 in 1981 to 2,837,600 in 1991, and growth is expected to continue. Apgroxj-
mately 11 percent of all Medicaid recipients currently are enrolled in managed care
programs. Of this total 36 percent are in HMOs and 45 percent are in primary care
case management fee-for-service programs.

The Administration, facing the same pressures from program growth as the
states, is advocating managed care as a potential solution to problems of cost, qual-

! For example, GAO is currently completing its review of the managed care program in Or-
egon, gs it relates lo the broader demonstration the state has proposed. We are also conducting
a review of Medicaid menaged care t§>I'Ogmme throughout the country. These studies were re-
quested by Reps. Henry Waxman and John Dingell, respectively. Information in this testimony
on the Oregon Medicaid managed care program draws on testimony presented in a hearing be-
fore Mr. Waxman's subcommittee last fall. ("Managed Care: Oregon Program Appears Successful
?ut Expansions Should Be Implemented Cautiously” (GAO/T-HRD-91-48, September 16,

991)).

2For this reason, many of the current Medicaid managed care programs are called “freedom
of choice” waiver programs. They alao may be called "section 1915(b)" waiver programs, refer-
ring to the section of the Social Security Act in which they are described.
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ity, and access for Medicaid recipients. The President’s Comprehensive Health Re-
form Program presented in February 1992 proposed a radical transformation of the
Medicaid program from a fee-for-service system to a managed care system.

SAFEGUARDS AND OVERSIGHT MISSING IN CHICAGO MANAGED CARE PROGRAM

To make managed care work, adequate safeguards and oversight are crucial. Our
previous reviews of Medicaid managed care programs have identified problems with
access to care, quality of services, and oversight of provider financial reporting, dis-
closure, and solvency.? For example, our 1990 report on Chicago area Os partici-
pating in managed care under contract to the Blinois Medicaid agency, illustrates
the abuses that can occur’ if safeguards and oversight are not adequate.

One of the major problems we reported was the incentive to underserve. While
the incentives inherent in fee-for-service health care may encourage providers to de-
liver too many services, prepaid managed care may encourage providers to deliver
fewer services, and poorer quality services, than enrollees need. These incentives
were created in Chicago when some of the HMOs passed through to their sub-
contractors the financial rigk of providing cave.

The HMOs were paid a capitated rate by the state for providing care, thus assum-
ing the financial risk of providing the care. In some instances, however, the HMOs
subcontracted with medical groups or individual practice associations, who would
then contract for services with primary care physicians. At each stage the financial
risk of providing care was passed along in tﬁe form of a capitation payment. This
resulte(f in a large amount of risk being placed on an individual or small group of

hysicians, increasing the likelihood that clinical decisions would be inappropriately
mfluenced by the cost of implementing those decisions.

One possible indication that Medicaid recipients enrolled in the Chicage HMOs
were having trouble getting needed services was their high turnover rate. Over
68,000 Medicaid recipients voluntarily left their HMOs during fiscal years 1986
through 1988 to return to fee-for-service,

We also found inadequacies in the Chicago HMOs quality assurance programs,
utilization data, and follow-up to correct quality of care problems. Although the
disenrollment mentioned above could indicate widespread dissatisfaction with the
services being provided, the state did not conduct, or have the individual HMOs con-
duct, patient satisfaction surveys. Despite warnings from both the contracted peer
review organization and stale quality assurance staff about a lack of services pro-
vided to enrollees, the state dig not move quickly to determine whether there was
a documentation problem or needed services had actually not been provided.

OREGON MANAGED CARE PROGRAM AVOIDS INHERENT PROBLEMS

While we found serious problems in the Medicaid managed care program in Chi-

cago, our current review of Oregon indicates thal concerns about many of these
roblems can be lessened through oversight and appropriate saf~guards. Oregon's

edicaid managed care program, which began in 1986 with HCFA approval, is gen-
erally well accepted by client advocacy and provider groups.

The Oregon program has grown gradually to an enrolYment of about 65,000, pri-
marily women and children. The state has contracts with 16 health service provid-
ers, with enrollments ranging from 800 to more than 16,000 Medicaid managed care
clients. All but one of these providers are capitated for physicians and outpatient
services only. Inpatient services for these Medicaid clients are provided on a fee-for-
gervice basis.

In developing its program, Oregon put a number of safeguards in place to prevent
inappropriate reductions in service delivery and quality.® For example,

—the state limits the financial risk most providers assume to the cost of physi-
cian, laboratory, X-ray, and well-child services;

2Arizona Medicaid: Nondisclosure of Ownership Information by Health Plans (GAO/HRD-86-
10, Nov. 22, 1985); Mzdicaid: Lessons Learned From Arizona’s Prepaid Program (GAQ/HRD-87-
14, Mar. 6, 1987); Medicaid: Early Problems in Implementing the Philadelphia HealthPASS Pro-
gram (GAO/HRD-88-37, Dec. 22, 1987); and Medicaid: Oversight of Health Maintenance Organi-
zations in the Chicago Area (GAO/HRD-90-81, Aug. 27, 1990).

4The state currently has pending with the Secretary of Health and Human Services a pro-
posal to substantially expand its Medicaid program. The demonstration project is designed to
expand Medicaid eligibility to all persons with incomes up to 100 percent of the federal povert
level while redefining the scope of health care services the state will reimburse. Services will
be provided through a managed care system that is moving toward full service prepaid health
plans capitated to provide inpatient as well as ambulatory care. Full implementation is sched-
uled to begin six months after approval of the proposal.
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—the atate provides optional state-sponsored insurance (stop-loss) to limit the fi-
nancial risk physician care organizations face;
—the state pays a capped bonus to participating providers for savings from inpa-
tient utilization bel%w target levels, reflecting treatment decisions made by all
hysicians, as a group, for all Medicaid patients enrolled in that provider; and
—the sroviders have incentive arrangements with their individual physicians
based on treatment decisions made by all physicians about all patients.

.. To ensure adequate quality, Oregon requires providers to maintain internal qual-
ity assurance programs and annually conducts an independent review of medical
records through a contract with a physician review organization. Further, Oregon
assesses quality through client satisfaction and disenrollment surveys, and a griev-

ance procedure,
CONCLUSIONS

In conclusion, managed care programs can offer an opportunity to improve access
to quality health care. Because of the financial incentives of such programs and the
vulnerability of the Medicaid population, we believe a set of safe arg; must be in-
stituted to assure adequate protection for recipients. These include a quality assur-
ance system that requires client satisfaction and disenrollment surveys; a grievance

rocedure; and an outside independent review of medical records. Further, to reduce
inancial risks, states need to monitor:

—the financial arrangements between the contracting plan and its individual pro-
viders for excessive incentives not to provide necesgary services;

—utilization data to determine if the appropriate amount of services are being
provided;

—subcontracts in the same manner as contracts because the same problems can
arise.

Finally, effective state and federal oversight is needed along with prompt correc-

tive actions when problems are identified.

PREPARED STATEMENT OF CONGRESSMAN Ep Towns

Mr. Chairman, members of the Subcommittee, I am honored to be here today.
Making quality health care services available to Medicaid recipients is one of the
biggest challenges facing this country. And it is a baitle we simply cannot afford
to lose. At present, one-third of African-American deaths each year could be pre-
vented if adequate health care were available. We have to correct this situation now,
before even more lives are needlessly lost.

For this reason, I strongly support S. 2077, The Medicaid Managed Care Improve-
ment Act, and will introduce its House counterpart. By coordinating services and
making sure that physicians are responsive to patients’ needs, managed care can
both use our health care dollars more effectively and improve the quality of care
Medicaid recipients receive. We need to encourage, not discourage, managed care in
state Medicaid programs. This legislation v/ill eliminate the needless obstacles that
stan? in the way of many states and prevent them from providing the highest qual-
ity of care,

yDespite managed care’s many proven successes, some are stiil skeptical particu-
larly when it comes to managed care the Medicaid population. For these people,
managed care means “rationed” care. In my view, nothing could be further from the
truth. An examination of the myths surrounding managed care is long overdue. And
there are three points in particular that I'd like to address.

First is the view that managed care should not be encouraged because it unfairly
restricts Medicaid recipients’ freedom of choice.

I disagiee. In most cases managed care can actually increase Medicaid patients’
access to health care. Under the current fee-for-service system, freedom-of-choice all
too often means no choice. “Freedom-of-choice” becomes a meaningless concern when
there are few or no providers willing to serve you.

A recent comparison of Medicaid and non-Medicaid hospital admissions in New
York State reveals the failure of the current system to assure that Medicaid recipi-
ents have access to the services they need. That study, commissioned by the New
York State Association of Counties, found that Medicaid recipients were much more
likely than non-Medicaid patients to be hospitalized for “subacute” conditions-—that
is, common conditions such as ear infections, asthma, hypertension, and diabetes.

hat is alarming about this finding is the fact that these conditions would ordi-
narily not require hospitalization if the patient had been treated at an earlier stage
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on an outpatient basis. This study concluded that, even in higher income commu-
nities where there are plenty of doctors, there is little assurance that Medicaid re-
cipients have access to them.

is lack of access to primary care is readily apparent in the District I represent.
Of the 331 primary care physicians practicing in North Central Brooklyn, only 18
accept Medicaid and meet the basic criteria for an acceptable medical practice—that
is, 24-hour coverage, 20 or more regular office hours a week, and a£11.itting rivi-
l?{;es at a hospital. Thus, for many of my constituents, freedom of choice all too
often means choosing among a costly, low-quality Medicaid mill, a hospital emer-
gency room, or, more likely, doing without care altogether.

Enrollment in a managed care plan, by contrast, can assure that Medicaid recipi-
ents in Brooklyn and elsewhere have access to physicians whose credentials are
carefully evaluated and who are required to be available to their patients on a
round-the-clock basis. Moreover, the services provided by these doc&rs would be
closely monitored, so there is litlle chance of the substandard care recipients too
often reccive in the traditional fee-for-service Medicaid program. Managed care can
achieve these results by guaranteeing participating doctors higher rates and a large
pool of patients; in return, the physicians must adhere to the plans’ stringent qual-
ity standards. Under these circumstances, managed care can only be considered to
increase, rather than diminish, the cheices and the quality of health care services
available to Medicaid recipients.

Let me cite just two examples of the kind of success managed care systems can
achieve:

¢ Healthpartners of Philadelphia improved health care for infants simply by per-

suading 142 out of 145 mothers to deliver at the seme hospital where they re-
ceived prenatal services,

¢ Alabama decreased its infant mortality rate from 12.1 to 10.9 within one year

through the use of a primary care case msanagement system.

Becauge of low Medicaid reimbursement rates, without a managed care plan, it is
unlikely that mothers in either state would have seen a doctor on a regular {Jasis,
and they would most likely have ended up delivering their babies in an emergency
room. The success these programs have achieved is largely due to their emphasijs
on continuily of care—an element that is missing from the fee-for-service Medicaid
prograra.
Sglcond. I'd like to address the concern that Medicaid-only managed care plans
provide second class medicine.
ain, I disagree. Non-Medicaid enrollment by itself simply can not guarantee
quality. And it is the prohibition against Medicaid-only plans in current law that
has proven to be one OF the most significant obstacles faced by managed care plans

that wish to serve a Medicaid population.
The so-called “76-26" composilion of enrollment rule prohibits a State from con-

tracting with a managed care plan unless the plan has at least 25 coramercial en-
rollment. The 76-26 rule was intended to promote quality of care, by ensuring that
g plan’s Medicaid members would receive the same services as its private-pay mem-
ers.

The 76-26 rule, however, ignores the realities of the inner-city neighborhoods
where most Medicaid recipients live. Over one-third of the population of the district
I represent, for instance, is eligible for Medicaid. There are just not eriough pri-
vately-insured individuals for a plan to satisfy the 26 commercial enrollment re-
quirement. As a result, few plans are interested in serving the area. Even if a com-
mercial pian were to venture into my district, it is highly unlikely that it would be
willing or able to address the particular needs of my constituents—which are very
different from those of the typical private-pay enrollee.

A better approach, and the one adopted by S. 2077, is to eliminate the 756-26 rule
and replace it with more direct means of assuring quality of care, We should not
permit arbitrary measures of quality to continue to retard the development of man-
aged care for the Medicaid population.

Finally, I'd like to emphasize that managed care need not displace the elements
of the health care system that are working. The most successful managed care net-
works are the ones that draw upon the experience and expertise of those in the
neighborhoods, notably the community health centers, who have traditionally pro-
vided primary care. Indeed, the local community health centers are an integral part
of the managed care network being developed in my district, and I expect them to
enter into similar arrangements with managed care plans across the country.

The rules currently governing managed care in the Medicaid program may be
well-intentioned, but they do not work. They have produced a health care system
that favors Medicaid mills and hospital emergency rooms over coordinated delivery
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raechanisms. This is a system, Mr. Chairman, in which 26% of the citizens of New
York City do not have access to a n’me:‘rly care physician, And a system in which
one-third of African-American deatRa could have been prevented if adequate care
had been available.

We can no longer tolerate these rigid and counter-productive rules. It is time we
permitted States the flexibility they need to truly coordinate, and thereby improve,

the health care available to Medicaid recipients.

PREPARED STATEMENT OF ANTHONY WATSON

Good momim} Mr. Chairman and members of the Subcommittee, my name is An-
thony Watson. I am President of the Health Insurance Plan of Greater New York
(HIP). HIP is a non—profit group model health maintenance organization (HMO)
HIP serves approximately 1.1 million members in the five boroughs of New York
City; Nassau, Suffolk and Westchester counties and through its affiliate- plans in
New Jersey and southeast Florida. I am also a member of the Group Health Asso-
ciation of America’s (GHAA's) Board of Directors. _

I appear here today on behalf of GHAA, the oldest and largest trade association
for HMOs whose member organizations serve more than two—thirds of the 36.6 mil-

lion individuals enrolled nationwide in 660 HMOs.
HMO PARTIGIPATION IN MEDICAID

Over time, HMOs have emerged as a proven mechanism for providing quality,
comprehensive health care at an affordable price. Through their integrated systems,
HMOs can improve upon the episodic and uncoordinated way in which many Medic-
aid beneficiaries frequently receive medical care in the fee-for-service system. We
emphasize eariy access and preventive services such as prenatal and well baby care;
avoiding more serious and costly ilinesses, and ultimately enhancing an individual's
economic productivity. Further, the HMO panel of providers guarantees beneficiary
access to physicians and necessary health care services.

In an era of continuing health care inflation, HMOs offer both public and private
sector purchasers e proven mechanism for providing beneficiaries access to com-
ﬁrehensive quality care at a reasonable price. In New York State, for example, HIP

as served the Medicaid population since the inception of the state Medicaid pro-

am in 1966. We are the largest provider of managed care in the state of New

ork, providing comprehensive health care to more than 40,000 New York Medicaid
enrollees. We also serve an additional 1,676 Medicaid enrollees in the state of New
Jersey thru a newly initiated contract with the State.

HMOs must meet a long list of requirements dealing with benefit offerings, access
and availability of services, quality of care, rate setting, limits on copayments, finan-
cial solvency, physician incentive arrangements and marketing. States and Congress
have done this through strong state licensure laws for HMOs and the Federal 0
Act. In many cases, the standards to which we are held are higher than for any
other segment of the health care marketplace.

Unfortunately, a variety of obstacles limit the effective involvement of HMOs in
the Medicaid program. According to the Health Care Financing Administration
(HCFA), as of June 1991, 134 HMOs participated in the Medicaid program, enroll-
ing almost 1.3 million Medicaid beneficiaries. While HMOs are located in almost
every state, currently only 26 state Medicaid agencies contract with HMOs.

BARRIERS TO PARTICIPATION

An April 1990 GHAA survey identified two fundamental problems that limit and
may eventually decrease the effective involvement of HMOs in the Medicaid pro-
gram; marketing and adequate payment levels. (See Attachments.)

Marketing. Due to the nature of the Medicaid system, marketing an HMO produzt
can be a time—consuming and expensive process. First, states generally cannot pro-
vide HMOs with direct access to Medicaid beneficiary names and addresses, so any
marketing by an HMO is done largely on an individual basis. This is a different
practice for HMOs since most HMOs primarily have group contracts with employ-
ers.
Second, marketing is also complicated because unlike HMO commercial enroll-

menl which is annual, Medicaid enrollment is on a day-to-day basis, thus making

" it difficult for HMOs to plan and forecast services based on a stable enrollment.
Third, the welfare system complicates matters by disenrolling Medicaid bene-

ficiaries as soon as they lose their categorical eh'gibi{ity. Continuity of health care
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services is impeded if beneficiaries are not re-enrolled into the HMO they had prior
to this brief break in eligibility.

More discussion of these issues is included in the attachments, but as you can tell,
the impact of these factors result in a disjointed and costly process and one that
is unlike any other HMO beneficiary population experiences.

Payment. Payment to HMOs serving Medicaid beneficiaries is a serious problem
and 18 left to the discretion of the fifty states. States pay HMOs a prepaid, capitated
rate to provide services to Medicaid beneficiaries. The only effective restriction on
Medicaid HMO capitation levels is that the states cannot pay HMOs more than the
cost of serving comparable Medicaid individuals on a fee-for-service basis.

In practice, HMOs are typically paid considerably less—sometimes as much as ten
percent less, than the already low reimbursement paid in the fee-for-service Medic-
aid sector, Y‘et, in addition to providing medical care for the capitation, HMOs must
also pay for a number of services not provided under the fee-for-service system, in-
cluding: marketing, oversight of quality assurance, administrative costs and coordi-
nal:ling care. These costs are not reflected in the fee-for-service medical cost-base for-
mula.

States should provide HMOs with an additional capitation allowance for adminis-
trative costs. Wﬁen Medicaid beneficiaries enroll in HMOs, states are relieved of
is';ll\l,)i%antial utilization review and claims processing expenses, which are shifted to

8,

We believe that payment to all Medicaid providers must be actuarially sound. The
federal governmen? should require that Medicaid rates paid to HMOs be verified as
reasonable by an outside, independent actuary. Adequate payment levels are essen-
tial if Medicaid wants to assure adequate provider access for Medicaid beneficiaries
including participation hy HMOs.

GHAA believes that alternatives to fee- for-eorvice based rates should be explored,
particularly in areas with high HMO penetration or where the fee-for-service base
18 inadequate or already subject to extensive cost containment. UUntil such alter-
natives are developed, it would be more appropriate to pay the equivalent of the full
fee-for-service payment level until such {ime as better alternatives are developed.

COMMENTS ONM 8. 2077

GHAA strongly supports the encouragement of HMO participation in Medicaid. S.
2077, the “Medicaid Managed Care Improvement Act of 1991,” introduced by Sen-
ator Mo than, goes a long way in eddressing some of the barriers to HMO partici-

pation that exist in the present Medicaid program. These include:

Expanding Medicaid Managed Care Participation. S. 2077 would make it easier
for state and county Medicaid egencies to contract with various managed care enti-
ties. Managed care enlities under the bill include, but are not limited to, HMOs,
Under S. 2077, managed care plans would also include entities such as preferred
plg'%vé%;r organizations (PPOs) and primary care case management programs
( 8).

The bill allows Medicaid agencies to contract with these entities without first
going throu?h the federal waiver process. FHS would still review all contracts, but
1t would no Jonger be on a prior approval basis.

We support this provision. Federal prior approval requirements are administra-
tively burdensome, costly and time consuming. We support the provision in the bill
that would convert the current waiver requirements to state plan amendments, with
more appropriate beneficiary protection provisions and federal oversight. We believe
that giving the Secretary “look behind” authority is an appropriate and efficient way
to administer the program.

However, given the vague nature of the definition of managed care, we are con-
cerned about allowing non-HMO entities without any knowledge or experience in
managed care to begin programs. Unfortunately, the fact that the HMO industry
as a whole performs weH, and importantly, tha! member satisfaction is very high,
is sometimes lost when press attention, or a report, focuses on a few isolated prob-
lems. We are concerned that problems arising from non-HMO entities enteiing the
managed care program without adequate oversight will only add to this problem.

While not all HMOs are federally qualified, all HMOs must meet certain state li-
censure laws and regulations which govern quality assurance, solvency, benefita and
access. Although there is, of course, variation among the states, in recent years
state HMO regulators and insurance commissioners have toughened requirements
and attempted to gain uniformity by adopting model laws in this area.

We believe that any managed care entity contracling with Medicaid should have
to be state licensed or certified and meet uniform: standards on solvency, quality as-
surance and access to adequate provider networks. Without licensing requirements
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and regulatory oversight, the quality, stability and solvency of managed care plans
cannot be guaranteed,

Similarly, as the Children’s Defense Fund notes, not all providers are able to as-
sume the financial risk inherent in an HMO managed care system. HMOs provide
care for patients for a preset, fixed payment and incentive arrangements with pro-
viders are designed to promote efficient and effective delivery of quality health serv-
ices. The goal is to preserve quality care and eliminate unnecessary services. HMOs
use a complex variety of arrangeinents to accomplish this including physician incen-
tives which are used to affect an appropriate pattern of practice, wﬁile not directly
or indirectly making any specific payments that induce a physician or physician
group to limit or reduce medically necessary services to a specific member.

Watts Health Foundation, Inc. in Los Angeles, California, serves as an excellent
exmﬁple of a non-profit corporation that operates federally qualified health centers
(FQHCs) as well as a federally qualified H%'I() United Health Plan. Although orga-
nizations who operate both F)é} Cs and an HMO with a Medicaid contract should
be reviewed for possible duplication, these organizations are rare.

In fact, many HMOs with Medicaid contracts have had very limited involvement
with community health centers (CHCs) and FQHCs. HMOs have found that some
FQHCs see no reason to contract with an HMO for Medicaid enrollees since they
can obtain a higher initial payment directly from the state. Additionally, HMOs
have health care delivery requirements that provide standards for participating phy-
sicians and other health care professionals who contract with them. These require-
ments also include “shared risk arrangements” and many FQHCs are not prepared
to be at risk for outpatient care.

For these reasous, we strongly oppose any recommendations to amend the current
bill language to require mandatory subcontracting with certain health providers. We
feel that required arrangemenis with such entities undermine the ability of the
HMO to coordinate care and could seriously jeopardize the HMOs financial solvency,
not to mention the quality of care provided to the beneficiary.

75/25 Enrollment Requirement [Quality Assurance. S. 2077 eliminates the current
76/26 enrollment requirement, whereby a plan cannot enroll more than 75 percent
of its enrollment from public plans, i.e. Medicaid and Medicare; and substitutes spe-
cific internal and external quality assurance requirements in its place.

Because of the geographic distribution of Megicaid populations, a commercial pop-
ulation base of 26 percent may not e feasible for some providers committed to serv-
ing these low-income areas. While the 76/25 rule was intended to insure quality of
care to Medicaid beneficiaries, there are better and more direct ways of assuring
quality care without reducing access to care. Recognizing this, Congress made spe-
cial allowances to permit waivers for certain HMOS under special circumstances.
However, obtaining these waivers has been a long, tedious and sometimes political
process.

All HMOs, whether federally qualified, state licensed, or contracting with Medi-
care or Medicaid, must have an internsl quality assurance system. In addition to
the HMO internal quality assurance programs, many HMgs are also assessed
through systeins of external review. In recent years, this external review process
has become increasingly well-defined. In fact, HMOs which contract under the Medi-
care risk program are the only type of health care provider which have ambulatory
caye reviewed. GHAA supports external review of quality of care.

The National Association of Health Maintenance Organization Regulators
(NAHMOR), which represents state regulators, has developed model legislation, reg-
ulations, and guidelines for quality assurance programs. At present, there is vari-
ation in slate licensure requirements pertaining to HMOs, but it is anticipated that
many states will follow the NAHMOR recommendations. NAHMOR's work rep-
resenis an important initiative to improve state-level external review.

GHAA fuily supports the concept of having HCFA work with states to determine
and assure that ﬂ)M()s and other managed care entities meet appropriate 3unlit.y
standards. One concern however, is the continued development of multiple and vary-
ing layers of quality review, as wel! as inconsistencies in quality assurance stand-
ards and requirements across states and across programs within states. Since all
HMOs are already subject to state licensure requirements, we hope consideration
will be given to reinforcing the processes already underway to create more uniform-
ity and appropriate levels of oversight at the state level when fashioning modifica-
tions to the state—administered Medicaid programs.

We believe that all managed cere plans contracting with state Medicaid programs
should meet certain basic requirements on financial solvency, quality assurance and
adequate networks. We believe these measures should, to the extent possible be uni-
form and should not be different for ¢ifferent populations, i.e.; private payers and
public payers. These standards should be understood and accepted by industry, as



78

well as by public and private purchasers. Responding to a variety of diverse report-
ing requirements only adds to the HMO's administrative overhead and detracts
from their efficiency. Further, it reduces the amount of Medicaid dollars being spent
directly on providing health care services.

Mandatory Enrollment. S. 2077 would permit mandatory enrollment in qualified
managed care plans at the state option under certain situations.

While we have never supported mandatory enrollment, we know that several
states, including New York, ﬁave developed programs of this type. Given this, we

. are concerned about the provision in the bill S)at requires a plan to include at least
two—thirds of all physicians in a geographic area to participate under mandated en-
rollment. This is unrealistic given the current payment rates and geographic limita-
tions in the Medicaid program. We would suggest that the current language be
amended to read “a network adequate to provide for the services of the population
as determined by the states under the oversight of the Secretary.”

Guaranteed Eligibility/Continued Eligibility, S. 2077 permits, at the state’s op-
tion, guaranteed eligibility, with state payment, for up to 6 months in a managed .
care plan regardless of whether the indgvxdual remains eligible for Medicaid durin
that six month period. The bill also permits a one month continued eligibility periog
in either managed care plans or PCCMs for Medicaid enrollees who briefly lose their
eligibility but who can Eo reasonably expected to become eligible for enrollment in
the month following ineligibility.

GHAA strongly supports both of these provisions noting that the federal matching
payment available through the bill's conforming amendment to section 1902(e)(2) is
a very important incentive to maintain continuity of care. Without federal matching,
it is questionable whether states will include such a guarantee of eligibility in their

state Medicaid plans or prepaid contracts.
CONCI.USION

Over time, the Medicaid program should aim to restructure itgelf go that it more
closely resemblea—from an enrollment perspective—employment based coverage.
That is, beneficiaries should be encouraged to make an affirmative choice among a
range of health plan options on an annual basis and remain with the plan for a
year, as is the case with employed populations. For enrollees in HMOs this would
enhance the ability of HMOs to coordinate preventive care and establish relation-
ships between enrollees and providers outside of the emergency room, thus reducing
costs, increasing the overall health care of the beneficiary, and reducing HMO ad-
ministrative expenses. Finally, this would stabilize enrollment for HMOs and enable
lthem to develop appropriate provider contracts and stafling levels for this popu-
ation.

We believe that S. 2077 and the recommendations we have offered are positive
steps in addressing some of the problems in the current Medicaid system and would
gerve to improve the quality nncr continuity of care by encouraging additional HMO
involvement in the Medicaid program. )

GHAA looks forward to the oppoertunity of working with you Mr. Chairman and
members of the Committee in making HMOs a viable option in the Medicaid pro-
gram. We thank you for the opportunity to testify today.

Attachments.
Group HEALTH ASSOCIATION OF AMERICA, INC.,
Number 11, August 1990.

GHAA SURVEY OF MEMBER PLANS WITH MEDICAID CONTRACTS:
FINDINGS

[By Irma E. Ariape, Ph.DD., Senior Repearch Ansociate)

Data from the Health Ceare Financing Administration (HCFA) show that as of
June 1989, an estimated 1.1 million Medicaid beneficiaries were enrolled in HMOs
and prepaid health plans (PHPs). Over 76 percent of these individuals were enrolled
in 127 1gderall and state qualified HMOs.! These satatistics, together with an over-
all increasing interest in the role of managed care in containing health care costs,
have turned attention to the importance of %)etter understanding the nature of Med-
icaid contracting with HMOs and PHPs. In the spring of 1990, at the request of
GHAA'’s Subcommittee on Medicaid and the Uninsured, GHAA’s Research and Anal.
ysis Department worked with the Johns Hopkins Health Plan to develop a survey

1“Report of Medicaid Enrollment in Capitated Plans as of June 30, 1989." Health Care Fi-
nancing Administration, Medicaid Bureau, Medicaid Managed Care Office. June 1990.
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for member plans with Medicaid contracts to gain insight into the nature of HMO
participation in the Medicaid program, to assess satisfaction with progrem partici-
pation, and to identify obstacles to the effective participation of health maintenance
organizations in the Medicaid program. The purpose of this study was to enable
GHAA to provide HCFA, the states, and others interested in the Medicaid program
with input to address the difficulties created for HMOs by the current structure of
the program. This Research Brief highlights findings of this endeavor. A separate
piece developed for the Subcommittee on Medicaid and the Uninsured discusses rec-
ommendationa to address obstacles with the current program.

1. HMO8 AND THE MEDICAID PROGRAM

According to the GHAA National Directory of HMOs 1990, as of year end 1989,
114 (or 19%) of the 591 plans had contracts with Medicaid.2 These plans have a
somewhat different profile from HMOs in general. Table 1 shows that compared to
the distribution of all plans, a relatively larger percentage of plans with Medicaid
contracts are staff model plans while a relatively smaller percentage are 1PAs. Plans
with Medicaid contracts are likely to be larger (40% have 50,000 or more members
compared to 30% of all plans) and older (50% are 8 years or older compared to 32%
of all plans). Finally, while the overall profile of plans shows that two-thirde have
for-profit tax stalus, the vast majority of plans with Medicaid contracts are not-for-

profit (70%).
1. PROFILE OF RESPONDENTS

The 62 GHAA member plans with Medicaid contracts are distributed equally
across model types. Like other plans with Medicaid contracts, they tend to be larger,
older, and not-for-profit plans. Thirty-seven of these plans (71%) responded to our
swvey. They represent 18 states (sce Attachment 1) and enroll 507,217 Medicaid
beneficiaries, or almost half of all Medicaid covered individunls enrolled in HMOs
and PHPs.

The vasi majority of these enrollees are covered by Aid to FFamilies with Depend-
ent Children or AFDC (86%). Two-thirds of the responding plans reported that 90-
100% of their Medicaid enrollment is composed of AFDC beneficiaries. Other Medic-
aid enrollees include the aged, blind, and disabled (beneficiaries of the Supple-
mental Security Income program, or SSI), refugees, and “General Assistance” or
“Medical Assistance” (state assistance programs for medically needy who are not
Medicaid eligible). One plan reported that its Medicaid enrollment is composed en-
tirely of non-AFDC Medicaid enrollees; this plan, a social HMO (SHMO), enrolled
Medicaid beneficieries age 656 and over.

The average number of enrollees per plan was 13,708; however, for most plans,
Medicaid enrollees constitute a small portion of total enrollment. As shown in Table
2, for one-quarter of the plans, Medicaid enrollment comprised 1% or less of tolal
enrollment. For half of the plans, Medicaid enrollees comprised less than 9% of total
enrollment. Only 11% of plans were composed mainly of Medicaid enrollees (90-
100%). Half of the plans have been involved in the Medicaid program for more than

10 years.
II. HMO PARTICIPATION IN THE MEDICAID PROGRAM

Rate Setting and Administrative Allowances

We asked plans how the state set their Medicaid rates and found that a variety
of mechanisms are used including a percentage of the fee-for-service (FFS) equiva-
lent, negotiated, cost based, or a combination of mechanisms. The predominant
means by which rates are set is a percentage of the fee-for-service equivalent; 32%
of plans reported that their rates were based exclusively on a flat percentage of the
FFS equivalent. An additional 11% reported that a percentage of the FFS equivalent
was used together with other mechanisms such as negotiation. Of the 26 plans
whose rates included a percentage of the FFS equivalent, 31% received 96-100% of

the FFS equivalent (See Table 3).

2(3HAA figures on number of HMOs and number of plans with Medicaid contracts are some-
what lower than those cited above by HCFA. This difference is due in part to the fact that
HCFA data count multiple contracts with the same HMO as different plans.
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Table 1.—PROFILE OF PLANS WITH MEDICAID

Al Plans (N=591) Plans with Medicald
Plan Characterlstics (Nat14)
61 10 - 25 22
80 14 18 14
89 15 20 18
Plan Stze -
0-19,999 ..o e 242 41 45 39
20,000-49,999 ., s 178 30 24 21
50,000--99,999 82 14 18 18
100,0004 ..ot ssesssineis 89 15 27 24
Plan Age:
YOI o s 19 3 2 2
2-3 yoars 95 18 14 12
4-7 years .. 284 48 40 35
8-15 years 126 21 34 30
18+ years 67 1" 24 21
Tax Status:
NOE O PIOBL ..o ssssnssesssns 207 35 79 69
FOI PIOMIt .o et sasr s 384 65 35 31

Source: Analysie of Data from GHAA's National Directory of HMOs, 1990.

Table 2—MEDICAID AS A PERCENTAGE OF TOTAL ENROLLMENT

N =37]
Number of Plans
Percent of Total Ervofment

N Percont
9 24

11 30
1 3
5 13
3 8
3 8
1 3
4 1

a7 100

Sowrce: GHAA's Survey of Member Plans with Medicald Contracts, 1990,

Table 3—RATE SETTING—PERCENT OF THE FEE-FOR-SERVICE EQUIVALENT
PAID TO RESPONDING PLANS

[Valld N = 26)
Percent of FFS ‘ N Percent
BO% OF 1888 1.ocivvvviiosiiirveresie oo sas e ar e 1 s s b et R R b et 1 4
51-75 ......... 2 8
76-90 ... 4 15
91-95 ... 11 42
B8 OF MOTB oot sesvenie e s s s s aas e ses b s bt bbb SRt e ks saa stk s b ee bt b st sk enanberaeaes 8 K}

Souce: GHAA's Survey of Member Plans whh Medicald Contracts, 1990.

Respondents were also asked if their plan received «i: administrative allowance
in their rates and 46% reported that they did yeceive such an allowance.

Analysis of these data Y)y state is not feasible, because the nature of rate settin
and payments for services is complex and hlghly variable both bhetween states an
within a given state. For example, some states ﬁay plans a “saving: sharing bonus,”
in which an actuary determines what the plan has saved the stat: during that year
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and gives the plan a Eercenmge of that savings. In this instance, two plans in the
same state may report having received a different reimbursement. In a dition, with
respect to administrative payments, under a nonrisk contract, the net savings of ad-
ministrative costs the Medicaid agency achieves by contracting with the plan (in-
stead of purchasing the service on a E‘FS basis), may be returned to the plan as
a reimbursement,

Nevertheless, rate-setting and administrative allowances are seen as highl(i'l im-
portant issues r the plans, both in terms of their own participation in the Medicaid

program as well as for encourzg;ing the future é)articipation of other plans, These
1ssues are discussed further in

ection V, PROPOSALS TO CHANGE THE MEDIC-
AlID PROGRAM.

Stop-Loss Protection
Sixty-eight percent of the plans (N=26) reported that their state offered some type
of stop-loss protection. Fifty-two percent of these plans (N=13) reported stop-loss Jev-
els ranging from $15,000 to $75,000 per patient per year, and the most frequently
reported level was $26,000. Other plans reported that the stop-loes level was set at
a specific number of days (e.g., 45 days) or that the levei was negotiated on a plan
to plan basis. -
irty-eight percent of pians reported disease-category specific stop-loss provi-
sions. One plan reported a limit on psychiatric days and ambulatory mental health
visits. In most instances, however, the stop-loss provision was for AIDS. States have
had difficulty establishing appropriate capitation rates for AIDS due to the relative
lack of experience with the tﬁsease and the evolving treatment guidelines (e.g., indi-
cations for the use of AZT have changed). These factors lessen the utility of histori-
cal data as a basis for setting capitation rates. Consequently, reported atop-loss pro-
visions vary as states struggle with how to appropriately cope with this problem.
For example, the stop-loss limit for AIDS cases in the state of aryland is $100,000,
For full-blown AIDS cases, all health care expenses are counted against this stop-
loss limit, regardless of whether the condition is related to AIDS. For Medicaid
beneficiaries who are HIV positive (asymptomatic) or with Aids Related Complex
(ARC), only expenses related to the condition itself (e. ., testing, AZT, etc.) are
counted against the stop-loss. In contrast, the state of Mic%u'gan, rather than provid-
ing a monetary stop-loss to the plans, returns that person to the fee-for-service Med-

icaid program.

Quality Assurance

Medicaid regulations state that all HMO and PHP contracts must provide for an
internal quality assurance system to achieve utilization control. We asked plans
whether their state had established standards or requirements applicable to the
plan’s internal quality assurance program and two-thirds reported the existence of
such standards. By and large, these standards are the same as those used in the
state’s HMO licensure program.

A variety of methods are used to verify compliance with these standards. The pre-
dominant means of verifying compliance are through periodic on-site review of the
quality assurance program (70% of plans reported using this method) and review
of the written qualify assurance plan (57% used this method). Other means of veri-
fying compliance include review of quality assurance committee meetings, monitor-
ing complaints, and chart review. One plan reported that an explanation must ac-
comnpany each voluntary disenrollment form the HMO submits to the state.

1V. SATISFACTION WITH MEDICALD

In general, most plans report being somewhat satisfied with their participation
in the Medicaid program, despite expressed dissatisfaction with specific aspects such
as data collection and reporting, rate setting, and responsiveness of the state. How-
ever, when asked to assess their satisfaction with Medicaid relative to cheir experi-
ence with other payers, we found a significantly higher level of dissatisfaction with
the Medicaid program.

Table 4 arrays several aspects of the Medicaid program and showsa the plans’ re-
ported satisfaction with the various aspects. Plans were most dissatisfied with state
management of disenrollment (67% reported being dissatisfied), followed by state
data collection (46%), state rate setting, state responsiveness to HMO needs, and
state openness to changes in the program (44% each). The majority of plans were
neutralp with respect to opinions af)out their state's willingness to-consider options
requiring federal waivers, and opinions concerning federal marketing regulations.
Opinions were mixed regarding satisfaction with state marketing regulations and
state data reporting. No program aspect received a high satisfaction rating, but the
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most favorably rated aspect of the program was the state’s system of data reporting
{40% of respondents were satisfied, but 43% were dissatiaﬁed);.

Despite the lack of satisfaction with specific aspects of the Medicaid program
when asked to evaluate overall satisfaction, 60% of plans reported that they were
somewhal satisfied with their plan's participation. No plan reported being extremely
satisfied, 27% said they were somewhat dissatisfied, and only 3% (1 plan) reported
being extremely dissatisfied. However, when asked to compare their experience with
Medicaid to their experience with other payers, it is clear that relative to other pay-
ers, experience in the Medicaid program is much less satisfying. Forty-seven percent
of plane were either somewhat or much more dissatisfied with participation in the
Medicaid programs 38% were neutral, and 16% were either somewhat or much more
satisfied with Medicaid (See 'I'able 6).

l.
"Table 4—~SATISFACTION WITH MEDICAID
[Specific Aspects of the Program}

(Percart)
Progtam Aspecls b - -
Satisfled Narral Dissalisfied
1. RA1G SBHING ..o s s e s 32 24 44
2 Fedetal marketing regs ... 24 54 2
3. State marketing regs ......... e 38 24 38
4. State data collection ...... e S 22 32 46
5. State data reporling ... et s 41 16 43
6. State management of disenroliment .. ... ... . .. 14 19 67
7. State witlingness to consider options requiring Federal walvers ... 27 57 16
8. Rasponsiveness to HMO needs 32 27 41
9 Openness to changes ... 24 32 44
Source' GHAA's Surwsy of Member Plans wth Medicaki Contracts, 1090.
Table 5—SATISFACTION WITH MEDICAID
Satisfaction N Percant

Overall Satlstaction:

Extremely satisfled ....................ccco...... e e e e 0 0
Somewhat SaiSed ... 22 60
Nelfther satisfied nor dissalisfled . ... . . 4 1
Somewhat dissatisfled .......... ... ... ccoooeins 10 a
Extemely dissatisfed ...... s 1 3

Compared to Experience with Other Payers: : -
Much more satisfisd with Medicald ......, S s 2 5
Somewhat more satisfied with Medicald ........c...cc.oerirccrrrsicernenncan, 3 8
Equally satisfled with Medicakd ........ ........... 13 35
Somewhal more dissatisfed with Medicald .............. ..cc...cccooovvrineiinns e, 13 35
Much mote dissatisfled with Madicakd ... 3 8
MISSING ...t e 3 8

Sowurce: GHAA's Survey of Member Plans whh Medkcald Cortracts, 1990,

An open-ended question requested the reapondents’ opinions about the most antis-
fving and/or dissatisfving aspects of their participation in the program. Plans report-
ing satiafaction with the program cited tﬁe support of state and local atafl’ as well
as staff in the regulatory agency, a good rapport with state, county, and local offi-
cials, and efforts made by these officials Lo address and resolve problems in the
Medicaid program. The most frequently expressed reasons for dissatisfaction ap-
peared to be the atate’s handling of involuntary disenrollment, overworked staff in
the Medicaid department, and low reimbursement levels. These results suggest con-
siderable variability across the states in their approach to developing managed care

programs.
V. PROPOSALS TO CHANGE THE MEDICAID PROGRAM

Respondents were presented a list of 17 proposals to modify the Medicaid J)mgmm

a8 it relates to HMOs and to rate each proposal on a scale from extremely desirable

to extremely undesirable. Table 6 arrays the proposals by the percentage of respond-
ents who rated the proposal as desirable. The proposals most frequently rated as
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desirable are: state funded support for incentives to enroll in HMOs (89% reported
this proposal as somewhat or extremely desirable), the rolling eligibility guarantee

" (87%), six month guarantee of eligibility (86%), inclusion of administrative expenses

in the determination of reimbursement rates (86%), and increased capitation rates
(84%).

Many plans are neutral in their opinions concerning the proposal to modify the
76/26 rule (41% rated the option as neither desirable nor undesirable). Opinions
were mixed on the issue of mandatory assignment to HMOs if no choice is made
(38% rated the options as somewhat or extremely desirable, 11% were neutral, and
46% rated the option as somewhat or extremely undesirable).

The majority of proposals presented were rated as highly desirable. To obtain a
more detailed assessment of the relative desirability of the proposals, plans were
asked to rank them on two dimensions: (1) importance for their continued viability
as a parlicipant in the Medicaid program; and (2) the importance of the proposal
in terms of encouraging other HMOs to participate in the program. Each proposal
received a score depending on its ranking by the respondent.? Table 7 displays the
proposals in rank order.

Increased capitation rates is the most highly ranked proposal both for the plans’
continued Medicaid participation as well as to encourage the future participation of
other plans. Thirty-five percent of the plans reported tﬁat this proposal is most im-
portant for their continued participation, and its score was significantly higher than
scores for any other proposal. This proposal received an even higher score from the
respondents in terms of its effectiveness in encouraging participation of other plans
in the Medicaid program (43% of respondents ranked this proposal as first in impor-

tance).

Table 6—PROPOSALS TO CHANGE MEDICAID

[In rank ordet)

Asssment (Percert)
Proposal
Deskable Neutral Undeslrable Miasing
State funded support for Incentives to enroll In HMOs ................ 89. 8 0 3
Guarantea payment for brief perfods of loss of efigibliity (i.e.,

RONING BHGIDIEY) ...vcovvecervcrrrer v s 87 8 0 5
Include administrative expenses In relmbursement ...................... 86 0 0 14
Provide 8 month guarantese of eliglbllity 86 3 0
Increase caplation rates ... s 84 18 0
Mandate that states educate Medikcald recipients about the op-

Hon OF HMOS ..o 81 5 5 9
Establish allotment for HMO marketing expenses In Medicald

HMO 18188 ..o 73 18 0 11
Require positive cholce of health care option (e.g., Medicald

fee-for-service vs. HMO vs. other) ..o 73 11 3 13
Establish standards for rate-setting methodology ... 70 1 5 14
Allow HMOs access to names or addressas of Medicaki recipi-

BNUS .ot s 70 18 10 4
Allow marketing staff direct access to Medicald reclplents in

welfare offices at the time of Inltial eliglbility determination ... 70 14 11 5
Establish automatic reenroliment in the HMO after reestablish-

ment of Medicald aligibility ... 70 8 8 14
Requlre that Medicald reciplents choose a single primary health

PROVIION oo e 65 19 3 13
Restrict freadom of Medicald reciplenis to disenroll 54 14 24 8
Mandatory assignment to HMOs If no cholce Is made ............... 38 11 46 5
Modify the 7525 1ule ..ot 29 41 19 11

Source: GHAA's Survey of Mcmber Plans wih Medicald Contracts, 1990.

3Plans were asked to rank the three most important proposals for their continned participa-
tion in the Medicaid program, and the three most important for encouraging other plang to par-
ticipate. Proposale ranked first received a score of I, those ranked second received a score of

2, and those ranked third received a 3. )



84

Table 7.—RANKING OF PROPOSALS BY IMPORTANCE TO THE PLAN AND
IMPORTANCE FOR ENCOURAGING NEW HMO PARTICIPATION

[Top Rated Proposals ')

Rankad In order of Importance to the responding plan Rankad In order of Impoﬁnm: ~I,cw “:ncomgng rew Medicald par- .
+  fklpation

Scote Proposal Score Proposal

Increase Capitation Rates

Six month guaranteed eligibility

Include &dminisirative expenses in determinaton
of HMO relmbursement rates

14 Allow HMOs marketing staf access o welfare of- 21 Rolling eliglblity guarantee

fices
12 Include administrative expenses In determination of 13 Slate support for Incentives o enrofl

HMO reimbursemant rates

47 Increase Capltation Rates
32 Rolling eligiblitty guarantee
18 Six month guaranteed eligibility

N

11 State support for Incentives to anrol! 9 Establish allotmant for HMO marketing expenses
11 Aubomatic Heentollment 6 Aubmatic Reenroliment
9 Rastrict freedom to disenroll 5 Rectrict freedom fo disenrolt
8 Mandate that states educate Medicald reclplents 5 Requlre positive choice (HMO vs. FFFS vs. other)
about the HMO option
7 Establish allotment for HMO marketing expenses 5  Allow marketing staff access lo welfare ofiices

Vincludes proposals wih a score of 5 or more.
Sowrcs: GHAA's Survey of Member Plans wih Madkald Contracts, 1990

The next most important proposals for the plans’ continued Barticipation in the
Medicaid program are rolling eligibility, a 6 month guarantee o' eligibility, and ac-
cess to Medicaid- beneficiaries in welfare offices at the time of initial eligif)ility de-
termination. That these options are ranked next in importance speaks to the oper-
ational difficulties plans have with marketing and enrollment in the current Medic-
aid program. These findings are consistent with reported reasons for satisfaction
discussed in the previous section. Plans reported being most dissatisfied with their
state's management of disenrollment. Furthe:more, when plans were satisfied with
their participation, it was becausc of the state’s cfforts to address the jssue of
changing eligibility in the Medicaid program. The following comments made by re-
spondents deacribe the difficulties of changing eligibility:

—"“One month we received over 200 disenrollments because they had not
been done on a timely basis at the welfare office. This caused an adminis-
trative burden on the plan and devastated our forecasted enyollment. 4. six
month guarantee of eligibility would be very helpful—it would prevent Med-
icaid beneficiaries from enrolling one month and disenrolling the next
month. This kind of turnover is a waste . . .”

—"Management of disenrollment due to loss of eligibility (is a problem).
Although disenrollment from (our) HMO is automatic—when eligibility is
regained, reenrollment into the HMO is not automatic. The HMO is re-
quired to re-enroll the individual.”

In instances where the HMO must reenroll individuals, access to the Medicaid bene-
ficiary may be key.

Plans reported that the 6 month guarantee of eligibility and rolling eligibility
would also %e important to encourage other plans to participate in the Medicaid pro-
gram. Other highly ranked proposals to encourage the participation of other plans
relate to creating financial incentives (inclusion of administrative incentives in rate
setting and state support for incentives to enroll in HMOs).

VI. CONCLUSIONS

We asked the plans how likely they are to remain in the Medicaid program if
there are no significant changes to its structure, Sixty-five percent report they are
very likely to remain in the program; however, this figure may be misleading since
some plans have limited discretion as to whether to participate in the program. For
example, some respondents must participale as a condition of receiving other con-
tracts with the state; others are social }HWOS with a mission is to serve this popu-
lation. In addition, plans which are locuted in inner city areas must participate in
some form with Medicaid by virtue of the number of Medicaid beneficiaries in their

service area. _
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More noteworthy is the 36% of plans whose future participation in the Medicaid
program is less certain. One respondent writes:

“It is very difficult Lo maintain a positive attitude towards a program
wluqh imposes unattainable standards that bear no resemblance to fee-for-
service or even to commercial prepaid managed care program standards,
and which are unrealistic and possibly even undesirable within the context
of the population being served.”

F:or plans such as these, a more cooperative working relationship with Medicaid offi-
cials may make the difference in their continued participation, Another respondent
writes,

“Perhaps the biggest challenge to our program is changing clients’ expec-

tations and care-seeking behavior so that the managed care system can

. work well for them, HMOs cannot accomplish this task alone. It will take

the constructive participation/involvement of providers, welfare case-work-

elrs, c_m}’nn\mity organizations, state and locul agencies, and, of course, the
clients.

Despite the difficulties of HMO-participation in the Medicaid program, the major-
ity of plans intend to remain. The chief reason they cite for doing o is their ideo-
logical commitment to serve this population. Our final question to respondents was
an open-ended question: “What are the most important factors underlying your
plan’s decision to participate in the Medicaid program?”’ There was consistency in
their responses; sixty percent wrote of their ideological commitment to providing
managed care to Medicaid beneficiaries as a quality alternative to general Medicaid.
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Attachment 1

Distribution of Respondents Across States'

" Shaded areas marc the 18 staies in which responding GHAA member plans with
Medicaid contracts are located: California, Florida, Hawaii, Illinois, Maryland,
Massachusents, Michigan, Minnesota, New Hampshire, New Jersey, New York, North
Carolina, Ohio, Oregon, Pennsylvania, Rhode Island, Washington and Wisconsin.

Group HEALTH ASSOCIATION OF AMERICA, INC.,
Washington, DC., August 1990.

HMO PARTICIPATION IN THE MEDICAID PROGRAM
AN ASSESSMENT OF THF OBSTACLES AND RECOMMENDATIONS FOR CHANGE

Background—Medicaid and HMOs

Over time, health maintenance organizations (HMOs) have emerged as a proven
mechanism for providing quality comprehensive health care at an affordable price.
HMOs serve to enhance access and coordinale comprehensive care while increasing
the efficiency of an often disjointed health care svstem.

Because of their integrated systems, HMOs can improve upon the episodic and
uncoordinated method in which many Medicaid beneficiaiies frequently receive med-
ical care. The HMO emphasis on preventive services such as prenatal and well baby
care, can avoid more serious and costly illness, and wltimately enhance an individ-
ual’s economic productivity. This has the potential of improving quality and increas-
ing the effectiveness of the dollars spent within the Medicaid program.
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In an era of continuing health care iaflationr, HMOs also cffer government a prov-
en mechanism for encouraging access to quality care at a reasonable price. In many
atates, the greater efficiency of the HMO syster can result in savings to the Medic-
aid program. Even in states where current fee-tfor-service Medicaid provider pay-
ments are 8o low that reasonable capitation rates may not result in direct dollar
pavings to the Medicaid program, HMOs still offer the potential of ionger range sav-
inge and better control over the escalating costs of health care.

nfortunately, a variety of obstacles limit the effective involvement of HMOs in
the Medicaid program. According to the Heelth Care Finance Administration, HMOs
enrolled about 860,000 Medicm’g heneficiaries in 1988—which represents less than
five percent of the total Medicaid enrollment. Although 127 HMOs were involved in
the l{v)iedicm'd program, they represent only about a quarter of all HMOs. HNjUa are
located in almiost every stale, Y)ut only 28 statea involved HMOs in their Medicaid

programs.

The Special Challenge of Medicaid Participation
There are two fundamental problema with the Medicaid HMO program:

e Marketing is a largely individualized, hit-or-niss process, since states generally
cannot provide HMOs with direct acceas to Medicaid heneficiary names and ad-
dresees. Incentives for enrollment are relatively weak, since HMOs cannot offer
Medicaid beneficiaries the enhanced benefits or savings which have appealed to
other population groups. The welfare system complicates matters further by in-
voluntarily disenrolling Medicaid heneficiaries as soon as they lose their Medic-
aid eligibility, sometimes for erroneous reasons. Marketing is further com-
plicated because unlike commercial enrollment which is annual, Medicaid en-
rollments are on a month to month basia. While intended as a beneficiary ({)r()-
tection, this detracts from the ability of an HMO to plan and forecast based on
a atable enrolliment. It also may fail to encourage continuity of care.

¢ Reimbursement to HMOa for serving Medicniﬁ beneficiariea is almost entirely
at the discretion of the fifty states; the only effective restriction on Medicaid
HMOQ capitation levels is that Lhe states cannot pay HMOs more than the cost
of serving comparable Medicaid individuale on a fee-for-Service basis. In prac-
tice, HMOs are tvpically paid considerably less—sometimes as much as ten per-
cent less than the equivalent cost of serving Medicaid beneficiaries. Yet HMOs
must also pay for & number of other services—including the understandably
high cost of marketing, claims processing and utilization review, and general
program administration—within this limited allotment, which is based on com-
puarable medical expenses for the non-HMO Medicaid population.

Taken together, these factors mean that not only is it difficult to increase Medic-
aid enrollinent; it is also hard to maintain current enrollment levels.

Obstacles for HMOs in the Medicard Program
The problems confronting 1{MOs participating ir: the Medicaid program are nu-
merous and multi-faceted:
The Complexity of HMOs ana' the Target population.
¢ HMOs are novel to many beaeficiaries, since they represent a radically different
approach to providing insurance and medical care simultaneously. While the
concept of choice of plans is increasingly common for employed populations, it
may be new to many Medicaid beneficiaries. Most people find that adjusting to
an HMO requires a period of ‘ime after enrollment.
¢ Medicaid beneficiaries typically have not had any experience with HMOs in the
past. Like un{one clee, the Medicaid beneficiary tends to favor the known and
understandable over the unknown and complicated.
In many areas, Medicaid beneficiaries are accustomed to a atvle of medical
treatment very different from HMOs, meaning that HMO enrollment requires
atill further adjustment. For example, they are often more used to the available
yel episodic care offered by hospital emergency rooms than a system of man-

aged care with its focus on primary care.
2. The Circumstances of Marketing.
Federal regulations require that state Medicaid agencies generally keep the
names and addresses of Medicaid beneficiaries confidential; this rmlmrcment
prevents atates from disclosing Medicaid beneficiaries’ names and addresses to

HMOs.

Thus, because they do not know exactly where Medicaid beneficiavies reside,
HMOs in many states frequently have no allernative in their Medicaid market-
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ing efforta but to blanket certain areas which are likely Lo have large concentra-
tions of indigent people —and therefore Medicaid beneficiaries. They must lit-
erally markeg door-to-door, seeking out Medicaid beneficiaries.

o These areas are typically public housing projects or low income neighborhoods
where crime and (i'rug abuse rates are }ugg. l{ecmiting and retaining marketing
slafl to work in these areas is difficult.

e While some stdtes have used enrollment in welfare offices and the available
Section 2176 waiver process to address these difficulties, these options have
their own limitaticns and marketing continues to be a major barrier within the

program.
3. Disincentives and Incentives.

HMOs wishing to attract Medicaid enrollees generally can offer few, if any, power-
ful incentives to persuade Medicaid beneficiaries to enroll:

o In many states, Medicaid beneficiuries have an apparent freedom of choice
among medical providers which is unknown to most privately insured Ameri-
cans in this era of managed care growth. Because enrolring in an HMO basically
means surrendering this apparent freedom of choice and restricting oneself and
one's family to a more linited group of providers, many Medicaid bereficiaries
are understandably resistant to the idea of joining an 0.

¢ In many states, Medicaid coverage is quite comprehensive; typically, the Medic-
aid program in these states (ﬁ)es not require cost-sharing (copayments or
deductibles) and includes virtually the full range of health services. Under these
circumstances, HMOs can offer few if any additional health services to entice
individuals covered by Medicaid to enroll.

o The factors which have made HMOs most appealing to other ircome groups in-

clude reduced out-of-pocket expenditures for either health insurance premiums

or health care expenses. These savings are often simply not available to Medic-
aid beneficiaries; few if any of them share in the costs of their health care, so

HMOs can offer no real financial incentives for them to enroll,

Inmiportant features of HMO coverage such as access, personalized care, continu-

ity of care, and prevention are largely intangible. Hence they are not persuasive

as “sales features.”
4. Disenrollment-Voluntary and Involuntary.
HMOs with Medicaid progrems experience two kinds of disenrollment which are
unknown to HMOs which primarily serve commercial enrollment groups:

¢ First of all, Mediccid beneficiaries enjoy far greater freedom to disenroll at any
time than do those enrolled in HMOQOs through their employer; while those prni-
vately employed may usually disenroll only once a year unless they change em-
ployers, Medicaid enrollees jn most states have virtually unrestricted freedom

0 drop HMO coverage at any time.
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o Second, the welfare system, which governs Medicaid eligibility, frequently pro-
b duces high rates of digsenrollment as a result of loss of Medicaid eligibility; fre-
' quently, this loss of eligibility is caused by errors in eligibility determination,
i resulting in incorrect disenrollments.

. ¢ [t is not uncommon for HMOs serving Medicaid populations to expend consider-
7 able effort merely to sustain their Medicaid em‘oﬁment levels, making it dif-

ficult to generate any increase in enrollment.

6. State Medicaid HMO Rate-Setting.

;% Federal reﬁ}llations allow states extremely broad discretion in setting i{he rates
which they offer to HMOs in the Medicaid program:

e Unlike Medicare, which employs a uniform national rate-setting methodology
for participating HMOs, the Medicaid program is a crazy-quilt of varying state
approaches to O rate-setiing. Effectively, states may set HMO capitation
rales at any level they like, as long as they do not exceed the cost of providing
“the same services on a fee-for-service basis, to an actuarially-equivalent non-
enrolled population group.”

e Such a system only intensifies the budgetary pressures on states to underpay
HMOs in the Medicaid grogram. The general inclination to hold down provider
rayments is reinforced by a system which imposes a ceiling on BMO payment
evels, while allowing broad state discretion in rate-setting.

e Given the variation in state payment practices and data collection svstems
state date-setting in this largely unstructured system is extremely variable an

sometimes inequitable.
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6. Cost Pressures.

In practica, most state Medicaid HMO capitation rates are much lower than the
equivalent cosl of serving Medicaid fee-for-Service patients. Many states pay HMOs
as little as 90 percent of the comparable cost of serving fee‘lzr-aervice patients,
sometimes even less. These low payment levels produce several complications:

¢ Serving a population with demonstrably higher morbidity and mortality rates
than the ‘ﬁeneml population, HMOs must produce cost savings sufficient to beat
by several percentage points states’ Mecﬁcm’d fee-for-service paymenta which
Favi been constrained by state budgetary restrictions and consequent efforts to

imit costs.

¢ Most states offer HMOs little or no financial support for administering the pro-
gram. Thus, their limited capitation rates, baseg exclusively on a percentage of
medical costs of the Medicaid fee for-service program, must also be used (o pay
for claime processing, utilization review, member services, provider relations,
and general administrative costs, further increasing the pressure on already
compressed rates.

e Within this restricted payment structuve, HMOs must also finance their Medic-
aid marketing efforts which, for the reasons noted above, can be quite costly.

¢ While HMCs might ideally want to fund the available—albeit often limited—
incentives to increase the attractiveness of HMO enrollment for Medicaid bene-
ficiaries (e.g. transportetion), most have virtually no financial margin from
which to do so.

¢ In some stateo, there is reason to question the appropriateness of paying HMOs
at less than 100 percent of the fee-for-service equivalent. Two developments
may have made the 100-percent limit inappropriate. In a few states, the Medic-
aid HMO program is so rarge that the Medicaid fee-for-service sector no longer
provides a reasonable basis for rate-setting because il is too small and/or unrep-
resentative. In other states, the state may have been 80 successful in its Medic-
aid fee-for-service budget reducing cost-containment initiatives that it is unrea-
sonable to expect that HMOa achieve additional short run cost-savings of any
significant magnitude. In such circumstances, there may even be reason for pay-
ing HMOs 100 peircent of fee-for-service, and then adding allowances for admin-
istraiive and marketing expenses which are not built into the rates.

7. The Challenge of Federal/State Administration. *

HMOs face 50 different Medicaid programs since considerable discretion is al-
lowed States implementing the program. State capabilities and commitments to an
effective HMO program vary.

¢ This variability makes HMO involvement in the Medicaid program jess attrac-
tive in some states than others. Some states—for example—have unreasonable
and burdensome reporting requicements,
o Variability results in particular difficulties for nationally or regionally based
lans, which have to adhere to multiple state interpretations and requirements.
o On the other hand, federal oversight of Medicaid HMO involvement has re-
sulted in its own problems. The 2176 waiver process, for example, is complex
and burdensome, lessening the interest of states in using these options. Al-
though some recent improvements have been made, historically federal guid-
ance and assistance to states about HMO involvement in the Medicaid program
has been limited.

Recommendation )
There are a number of steps which the federal government and states can tdke
to address these difficulties and promote the involvement of HMOs in the Medicaid

prograi.
1. Steps Which Can Reduce Barriers to Enroliment

* Guaranteed Eligibility. Extend current provisions allowing six month guaran-
teed eligibility beyond federally qualified HMOs and certain other select organi-
zations to include state Iiceusecl HMOs. Guaranteed eligibility is a relatively
low cost enhancement which provides a vehicle for improving continuity of care,
enhancing HMO appeal, and stabilizing HMO enroliment, States should be en-
couraged to include this o{;tion in their programs. Any additionai costs for eligi-
bility guarantees should be separately funded by the program and not taken
from the existing capitation rates for HMOs.

¢ Rolling Eligibility Guarantee. Individuals who lose and regain Medicaid eligi-
bility within a relatively brief period of time should be automatically re-enrolled
in the program option they previously seiected. In addition, eligibility protection
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should be provided for brief periods (e.g., 3 months) of loss of eligibility. These
provisions will reduce considerably the marketing burden on plans while pro-
moting continuity and timeliness of care.
Lock-in. Extend current provisions allowing six month lock in beyond federally
ualified HMOs and certain other select organizations to include state licensed
Os. This provisionn encourages enrollees to consider health plan choices on
afbasis more similar to that of employed populations, and encourages continuity
of care.
Freedom of Choice Waivers (2176 waivers). The federal government should de-
velop alternatives to the present freedom of choice waivers that are less burden-
some administratively. One option is to convert these to state plan amend-
ments, with appropriate beneficiary protection provisions. Improvements on the
current process will remove some of the disincentives currently facing states
considering these initiatives, while reducing the continuing administrative bur-
den on states with ongoing programs.
Encouragement for More Broad Reaching Reforms. Over time, Medicaid should
aim to structure the program such that it resembles—from an enrollment per-
spective—-—employmeng) based coverage. That is, beneficiaries should be encour-
aged to make an affinnative choice among a range of plan options on an annual
basis and remain with the plan for a year, as with employed populations. Some
consideration also might be given to developing stronger tangible incentives for
beneficiaries to enroll in HMOs. This will increase the likelihood that bene-
ficiaries are in a managed care setting and receive coordinated care, It also will
reduce HMO administrative expenses and enhance the ability of HMOs to sta-
bilize enrollment and develop appropriate provider contracts and staffing levels.
76/26 Rule. Current exemptions to the 76/26 rule should be broadened to in-
clude public HMOs. Consideration also should be given for exemptione of HMOs
in meXically undeserved areas, with appropriate mechanisms for assuring qual-
ity and fiscal solvency. Because of the geographical distribution of Medicaid en-
rollment, a commercially insured popu?ntion {;ase may not be feasible for some
providers heavily committed to serving the Medicaid population. While the 75/
25 rule was intended to protect beneficiaries, it may have the unintended effect
of reducing access to care. Modifications to the 75/25 rule respond to this di-
letnma while assuring that lhe beneficiary protections intended by the 76/26
rule are met,
Marketing Improvements. States should take action to enhance the caliber of in-
formation provided beneficiaries about the HMO options and to make more effi-
cient the enrollment process. Although confidentiality restrictions probably pro-
hibit release of beneficiary names and addresses, states can undertake a limited
number of mailings of HMO marketing and enrollment information per year.
Statee can develop mechanisms to allow HMOs access to Medicaid eligibles in
welfare offices. Better access and improved communication and coordination
algo can be developed between HMQOs and eligibility or welfare office staff to
improve their understanding of the HMO optiona and their ability to present
these options equitably and effectively. All of these changes will reduce the need
for individual marketing, particularly on a door-to-door basis in low income

areas.
Steps Which Can Make Rates Equitable and Attractive

Actuarial Certification. The federal government should require that Medicaid
rates paid to HMOs be certified as reasonable, by an outeide, independent, actu-
ary. I—ﬁ\'lOs look to government to assure that it is a reliable business partner;
rates should be based on an actuarially sound, reproducible basis.
Administrative Cost Allowance. States should provide HMOs with an additional
capitation allowance for administrative costa. When Medicaid beneficiaries en-
roll in HMOs, states are relieved of substantial utilization review and claims
processing expenses, which are shifted to HMOs. The HMOs also incur market-
Ing expenges when enrolling Medicaid beneficiaries. These costs are not re-
flected in the fee-for-service medical cost base.

Alternative Rate Setting Approaches. Alternatives to fee-for-Service based rates
should be explored, particularly in areas with high HMO penetration or where
the fee-for-service base is inadecﬁmte or already subject to extensive cost con-

tainment. Rathier than paying HMOs a percent.afe of fee for-service, it may be
1 fee-for-service pavment level

more aporopriate to pay the equivalent of the fu
until such time as better alternatives are developed. If alternatives to fee-for-

gervice are developed, they should be actuarially appropriate, with reasonable
increases for medical inflation.
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¢ Reporting Requirements. Both federal and state government should take care to

establish clear, reasonable reporting requirements for HMOs which are coordi-

nated and consistent with those used by other payors, and are not unrealisti-
cal}ly burdensome. HMOs are subject to a variety of regulatory requirements, as
well as payor demands. The need to respond to a variety of diverse reporting
requirements adds to the HMO's burden and detracts from efficiency. In addi-
tion, extensive data requirements unique to any particular payor can serve as
a disincentive to participate in the program.

3. Steps Which Can Support State Managed Care Efforts

o Information. The federal government should establish a clearinghouse for infor-
mation on state Medicaid experience with HMOs and managed care, including
effective practices and available data. Because of the nature of the federal/state
relationship, state experiences are not easily accessible beyond that state. This
is inefficient since it requires each state to learn lessons already learned in
other states. While each state is unique, there is now sufficient experience that
a mechanism for better sharing experiences becomes invaluable. To be maxi-
mally effective, this should extend beyond lists of bibliographies or separate re-
ports, to targeted syntheses on an issue or subject specific basis.

o Technical Assistance. The federal governmert should provide states with tech-
nical assistance in rate setting methods and other technical areas which may
be beyond the capabilities of many state staffs. States vary in their sophistica-
tion and level of understanding of HMOs. Technical assistance can sirengthen
state efforts and enbance the quality of managed care programs undertaken.

o State Guidance. The federal government should give better and more effective
guidnnce to states on waiver and other federal requirements. This can improve

oth the consistency and clarity of federal requirements and objectives, and the
efficiency with which stales can develop programs to better involve HMOs in
the Medicaid program. .

CONCLUSION

In light of the obstacles confronting HMOs in the Medicaid program, it is not sur-
prising that the level of HMO participation in the program has not been higher. To
eriroll Medicaid beneficiariea calls for a level of commitment and a willingness to
struggle againet rating problems and bureaucratic impediments unknown to many
HMOs.

Even HMOs which do accept Medicaid enrollees are finding that it is less and less
in their interest to continue doing.so. Marketing problems are endemic to the pro-
gram as it is presently structured. Disenrollment rates for many HMOs are so high
that marketing staff must work most of any given month simply to maintain current
enrollment levels. Incentives to enroll in HMOs are relatively meaningless for most
Medicaid beneficiaries. Capitation rates are often so low that they fail to make up
for these problems.

Given the continued inability of government to limit cost inflation and assure ac-
cess to high quality care in the Medicaid program, the reasons for greater support
for Medicaid HMO enrollment are compelling. Equally compelling, however, are the
reasons for HMOs to hesitate about participating in the Medicaid program until
some important fundamental changes are instituted.

Without action on the part of the federal government to facilitate HMO participa-
tion, the level of participation will not riee and is bound to decline. An important
opportunity for meaningful cost control without benefit curtailment will be lost. This
is particularly unfortunate since HMOs provide an important vehicle for providing
quality comprehensive care at an affordable price. Greater enrollment in these kinds
of options ultimately will improve the continuity of care provided Medicaid bene-
ficiaries and the effectiveness and impact of the available health dollars.

1990 MEDICAID TECHNICALS

Under the Omnibus Budget Reconciliation Act of 1990 (P.I.. 101-508), Congress
agreed to several “technical amendments” that had been suggested by GHAA in our
earlier testimony on Medicaid participation. These include:

¢ extending waivers of 76/25 composition rules to public HMOs;

¢ extending the 6-month minimum enrollment period option to Competitive Medi-
cal Plan (CMP) eligible organizations;

¢ extending the enrollment lock-in to CMP eligible organizations; and
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* automatically reenrolling of individuale who lose eligibility and reﬁain eligibility
within a two month period to the HMO the individual was initially enrolled in.



COMMUNICATIONS

STATEMENT of THE CHILDREN'S HEALTH FUND

MEDICAID MANAGED CARE

The Children’s Health Fund supports the provision of primary pediatric care via
mobile medical units to medically underserved children in New York City, New Jer-
sey, Texas, Mississippi, and West Virginia, and advocates on behalf of increased ac-
cess to health care for all children. Therefore, we are well aware of the need to en-
hance access to primary care providers, the quality of available services, continuity
of care, comprehensiveness of services, and utilization of primary care providers on
a regular basis. Managed care has the potential to accomplish exactly those goals
for Medicaid recipients. However, unless managed care programs are carefully de-
sig}med and closely monitored, they will actually impede the access to health care
which they are meant to enhance.

We are particularly concerned that the Medicaid Managed Care Improvement Act
of 1991 (8. 2077) would eliminate certain federal safeguards which protect the rights
of Medicaid recipients and enhance the quality of services they receive.

FEDERAL WAIVER REQUIREMENT FOR MANDATORY ENROLLMENT

The elimination of “freedom of chcice” waivers, under circumstances in which
there are at least two plans from which to choose or ¢ne plan which incorporates
at least two thirds of an area’s physicians, as proposed un£2r S. 2077, would allow
states to mandate enrollment in managed care plans without prior federal approval.
Such federal oversight provides important protection to Medicaid heneficiaries, the
erosion of which could lead to serious health consequences for this population. The
waiver process offers the federal government the opportunity to identify potential
implementation problems in advance, to elicit state assurances to avoid them, and
to investigate the quality and accessibility of managed care plans before Medicaid
recipients can be enrolled in them on a mandatory basis. It also provides an oppor-
tunity for the inclusion of Medicaid recipients and providers in the planning process.
Moreover, the waiver renewal process averts the deterioration of quality over time.
Elimination of the waiver process would weaken the ability of the federal govern-
ment to monitor the quelity of care provided to Medicaid recipients. Such federal
safeguards are critical to ensure that recipients are not mandatorily enrolled in

plans which will not serve them well.
76% MEDICAID/26% PRIVATE MIX

The elimination of the federally required mix of 76% Medicaid recipients and 26%
private patients enrolled in managed care plans would eliminate another quality
safeguard and is unlikely to improve access to services, as there is little evidence
that permitting Medicaid-only plans increases physician participation. Low Medicaid
capitation rates provide a financial incentive to underserve patients which can be
countered by experience in providing managed care to private patients and higher
private capitation rates. In addition, the need to attract private patients, who enroll
in managed care plans only by choice, is likely to improve the quality of services
provided, respect shown to patients, and timeliness of appointments. The ability
that states currently have to defer the mixed enrollment requirement by means of
a waiver allows sufficient leeway to attract private patients clowly. Eliminating pa-
tient mix requirements altogether would jeopardize the quality of services provided

to Medicaid beneficiaries.
(93)
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QUALITY ASSBURANCE

The auccess of managed care is largely dependent upon the provision of high qual-
ity primary care services. In addition to the existing safe nr£ discussed above, the
federal government should increase its monitoring and guidance with regard to
quality assurance. Specifically, strict guidelines should be ggveloped and enforced to
monitor access to physicians (as evidenced by patient to provider ratios, geographic
accessibility, availability of transponrietion, waiting times for appointments, and
evening and weekend hours); quarity of care (as evidenced by outcome measures,
records of patient encounters, and compliance with programs such as EPSDT); com-
prehensiveness of services provided (which must be comparable to state require-
ments for fee-for-service Medicaid); treatment protocols; and adeguacy of reimburse-
ment rates. The federal government should also develop requirements regarding
both internal and oxtenuﬁ monitoring mechanisms and reporting requirements to

be included in any state plan.
PATIENT PROTECTIONS

In addition to careful monitoring of quality of services provided, the rights and
freedoms of Medicaid managed care enrollees must be carefully protected. Once en-
rolled in a managed care plan, especially in instances of mandatory enrollment,
Medicaid recipients are particularly vulnerable to neglect or mistreatment by pro-
viders. Capitation always creates a financial disincentive to providing services, since
payment is made regardless of care provided. Typically, such disincentives are coun-
tered by the benefits of reducing more acute and costly care by providing adequate
})rimm'y care. However, in the case of Medicaid recipients, who often lose benefits
or periods of time and may not be reinstated to the eame managed care plan, the
incentive to provide primary care is reduced. Government oversight will need to be
etrengthenetf in order to compensate,

Moreover, managed care is not an appropriate method of delivering services to ev-
eryone. There are some families for whom managed care could actually impede ac-
cess to services. Those include families with chronic health conditions or special
health care needs, those who have developed an established relationship with a pri-
mary care provider, and those who are transient or homeless.

Measures must be implemented so that families for whom managed care is inap-
propriate will not be encouraged to enroll. Recruitment of Medicaid beneficiaries
znd marketing materials must be monitored. Disenrollment by families who are dis-
satisfied or for whom managed care becomes inappropriate must be expedited.

The federal government should develop explicit patient protections to be included
in any state plan. These provisions should include exemptions for those for whom
managed care is inappropriate; mechanisms for transferring from one plan to an-
other or one provider to another; grievance procedures; disenrollment allowances;
and a plan for providing emergency services. Furthermore, the federal government
should develop guidelines to ensure that patients are adequately informed, prior to
enrollment, regarding utilization, choice of provider, extent of benefits, access to
services not included in the plan but covered by Medicaid, grievance procedures,
disenrollment, physician transfer, and plan transfer options.

PROVIDER NETWORK

For low-income populations, underutilization of health care services ir as great a
problem as overutilization. Any federal legislation regarding Medicaid managed care
musi ensure that Medicaid recipients will not be turned away from providers, either
because they seek care in a new neighborhood or because they seck care from a
more accessible provider. To that end, a mechanism must be developed so that out-
of-plan providers can be incorporated into the managed care reimbursement system.
For example, designated alternative programe serving patients enrolled in other
managed care plans could be permitted to directly bill Medicaid or the managed
care provider for the provision of auch gervices. States could withhold a portion of
managed care payments to cover the cost of out-of-plan services. Such a mechanism
would ensure that patients will not be turned away and will provide an added in-
centive to managed care plans to reach out to their enrollees and provide adequate
primary care.

In general, providers who cannot offer the traditional managed care plan model
are in danger of being shut out of areas in which Medicaid managed care is adopted.
If such providers are unable to obtain a subcontract with an existing managed care
plan, they would have to provide care without reimbursement. Meanwhile the state
and faderal government would be continuing to make per capita payments to man-
aged care plans for services they may not be providing. Special programs designed
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to mitigate the barriers to accesa to care would be the firat to be undermined. These
include such valuable community resources as school-based clinics, mobile medical
units, programs serving special populations (children in day care or Head Start,
women and children considered at-risk, or people who are homeless), and programs
offering special outreach or case management services. Nonetheless, these will re-
main the most accessible providers to certain populations. It is critical that all pa.
tients, especially those who are transient or at-risk of poor health outcomes, can ob-
tain care and that the actual providers of that care can be equitably reimbursed.

CONCLUSION

Medicaid managed care could significantly enhance the quality of care available
to Medicaid recipients. In order to so, federa{ uality assurance guidelines and mon-
itoring will have to be strengthened. The reductions of federal and mandates and
oversight proposed in 8. 2077, would do just the opposite, and could undermine ef-
forts made by states and localities to develop aounc{) managed care programs. More
significantlyl a failure by the federal government to play a major role in quality
assurance and patient protection, could lead to serious deterioration of the already
fragile health of our poorest citizens. We urge you to take the opportunity afforded
by consideration of S, 2077 to strengthen the role of the federal government in en-
hancing the quality of health services accessible to Medicaid recipients.
Specifically we recommend:

1. Do not eliminate the federal waiver requirement for mandatory enroliment.
2. Do not _eliminate the federal requirement that at least 26% of patients in man-

aged care plans are private.
3. Augment federal quality assurance guidelines and requirements for state mon-

itoring.
4. lgevelop specific ‘&atient safeguards to be included in any state plan.
6. Ensure that a full range of accessible health care providers is incorporated into

managed care implementation programs.

STATEMENT OF THE CHILDREN'S HospITaL oF WISCONSIN

Mr. Chairman and Members of the Subcommittee, my name is Jon Vice and I am
the President of Children's Hospital of Wisconsin (CHW?; located in Milwaukee, Wis-
consin. I am also a Trustee of NACHRI, the National Association of Children’s Hos-
pitals and Related Institutions.

The purpose of my testimony is to express Children’s Hospital of Wisconsin’s sup-
port of S. 2077—the Medicaid Managed Care Improvement Act of 1991—and to urge
the Committee to include an armnendment that addresses Medicaid disproportionate
share hospital (DSH) payments for AFDC HMO Medicaid admissions.

CHILDREN'S HOSPITAL OF WISCONSIN

Children’s Hospital of Wisconsin is the only hospital in Wisconsin dedicated solely
to the care and treatment of children. Founded in 1894, Children’s Hospital serves
children with all types of illnesses, injuries, birth defects and other disorders
throughout Wisconsin, the Upper Peninsula of Michigan and beyond.

Children’s Hospital is a private, independent, not-for-profit hospital. It is a major
teaching affiliate of the Medical College of Wisconsin and is associated with eight
schools of nursing. In December 1988, Children’s Hospital moved from its downtown
Milwaukee location into its present building located on the grounds of the Milwau-
kee County Medical Complex. Our state-of-the-art 222 bed facility saw a record
16,243 infants, children and adolescents in 1991, and more than 68,000 children
were seen in the hospital's specialty outpatient clinics. The Emergency Department/
Trauma Center treated 36,708 children and performed nearly 7,000 surgical proce-

dures.
MANAGED CARE IN WISCONSIN

Wisconsin is one of 31 states that currently participates in a Medical Assistance
Health Maintenance Organization (MA/HMO) Pregram, providing services for ap-
proximately 122,000 AFDC recipients in Milwaukee, Dane, and Eau Claire Counties
since 1984, According to the Wisconsin LCepartment of Health and Social Services
Office of Policy amlin%ud et, the MA/HMO Program has impacted significantly on
the access to services and quality of care to its participants, and on Medical Assist-
ance costs. The net savings due to MA/HMO enrollment are approximately $9.6 mil-
lion per year. While three counties participate in the MA/HN%) Program, almost 95
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ercent of the savings are attributable to HMO enrollment in Milwaukee County
Sue to the large number of enrollees.

MEDICAID DSH PAYMENTS FOR MEDICAID HMO ENROLLEES

There is an anomaly concerning the availability of Medicaid DSH adjustment pay-
ments for Medicaid beneficiaries enrolled in MA/HMOs that drastically reduces the
effective Medicaid DSH adjusiment for hospitals in certain counties. In certain
areas of the state—including Milwaukee County, which accounts for a substantial

ortion of Wisconsin’s total Medicaid payments—many Medicaid beneficiaries must
Ee enrolled in a Medicaid HMO. Under the Wisconsin State Medicaid Plan, however,
payments to hospitals by HMOs do not reflect a Medicaid DSH paﬁlﬁmt adjust-
ment. The result of Wisconsin's policy on Medicaid DSH payments for HMO patients
is that the hospitals with the largest Medicaid patient percentages in the state re-
ceive Medicaid DSH adjustment payments for only a fraction of their Medicaid pa-
tients.

For example, Wisconsin Medicaid inpatient reimburgement for Children’s Hospital
in 1991 totaled $16,686,746 (including 3.6% DSH) and the AFDC HMO inpatient
reimbursement totaled $12,242,200, for a grand total of $27,828,945. The DSH ad-
justment ($627,618) only applied to the non-AFDC HMO impatient admissions.

owever, if Disproportionate Share was paid for AFDC HMO inpatient reimburse-
ment, then Children’s Hospital would be entitled to an additional $428,477.

Mr. Chairman, with this example noted we should not be led to believe that hos-
pitals will automatically enter an age of eternal solvency. Hospitale will still con-
tinue to receive far less in payments as compared to their charges. For instance,
HMO Medicaid charges for 1991 were $19,281,700 and payments were $12,242,200
or 63.6%. If the DSH adjustment were extended to O inpatient days, the rate
of charges to payments would be 65.7%, or a disparity between charges and pay-

ments of 34.3%.
S. 2077 proposes to expand managed care services to Medicaid recipients, which

in twrn would significantly increase the number of MA/HMO patients at Children’s
Hospital of Wisconsin, This increase in MA/HMO patients would result in a de-
crease of reimbursement of disproportionate share. Therefore, Children’s Hospital of
Wisconsin urges the Committee to include an amendment to S. 2077 that AFDC
HMO inpatient days be counted toward the Disproportionate Share Hospital (DSH)

supplemental payments.
CONCLUSION

Children’s Hospital of Wisconsin fully supports Senator Moynihan's initiative to
expand coordinated care under the Medicaid program with one amendment: to count
Al‘PDC HMO inpatient days toward the DSH supplemental payments. With this pro-
vision, Children’s Hospital will be able to work collaboratively with HMOs and the
state to ensure the delivery of quality health care services to Wisconsin's children.

CLINICAL ASSOCIATES IN INTERNAL MEDICINE, LD,
Phoenix, Arizona, April 1, 1992.

WAYNE HOSIER,

U.S. Senate,
Committee on Finance,
Washington, DC.

Dear Sir: | am responding to the Press Release No. H-12 dated March 26, 1992
regarding Senator Riegle’s hearing on Medicaid Managed Care Health Subcommit-
tee to discuss the Moynihan-Durenberger bill, to be heard on Friday, April 10, 1992
in Room SD-216 of the Dirksen Senate Office Building.

As a physician who has been serving the indigent population in the city of Phoe-
nix for several years, with private health insurance as well as our Medicaid program
called AHCCCS, I wish to put an input as to managed care programs.

Some of the managed care programs tend to restrict the number of physicians
that can participate as to specialty which, therefore, leads to a captive audience of
patients having to go to certain physicians who have been delegated based on spe-
cialty as the only individuals that will serve that managed care program.

This leads frequently to an overloading of numerous patients from family practi-
tioners to a few specialists in each specialty and resulls in decreased service in
terms of wait for appointments as well as amount of time and energy given to the

appointment that the patient has made.



97

Further, I vehemently object to the concept of physician capitation, in which a
{)oh sician is paid a flat fee per month to see as many patients as will be referred
8 specialty, or if he is in primary care, to his Intermal Medicine or Family Prac-
tice, independent of the time that he can allot to these or the amount of effort that
may be required as a specialists, i.e., cardiac catheterizations, heart surgery,
bronchoscopies, etc.

Over the years, it has come to my attention that numerous patients state that
they have 1;:oor access to physicians who have been capitated as in many cases, that
physician has little interest in seeing more patients when he is not being remuner-
ated more than what the capitation is and will receive that capitated check inde-
Eendent of when he can get that patient into his schedule, which in some cases, may

e a matter of weeks,

Capitated physicians frequently will not give the same degree of attention as pri-
vate insurance patients who are fee-for-service and whose fees tend to sometimes
stimulate them to do a more thorough study of & patient vis-a-vis invasive proce-
dures such as cardiac catheterization, bronchoscopy, heart surgery, etc.

It is a poor system that capitates the physician in that patients frequently do not
get needed attention or diagnostic procedures they deserve and more or less are
placed on medications that will relieve their symptomatology and some of the physi-
ol(;gy of their condition, but not necessarily correct it.

ccording‘}f, if any types of cost containment programs are initiated via managed
care, it should be on the basis of fee-for-service to be negotiated and several physi-
cians in each specialty, as well as in Family Practice and ﬁntemal Medicine.

No physician should feel that he has a lock on a specialty and, therefore, can ei-
ther keep patients waiting, collect capitated feee which sometimes are several thou-
sand dolYara per month with little availability and less intensive study to a large
number of patients,

Patients should have a right to choose from numerous physicians within a spe-
cialty and from primary care physicians, such that good care is accessible and fees
are negotiated by the mana e(F care program that is offered.

I have had personal problems witﬁ certain managed care programs selecting one
Pulmonologist in the Phoenix area to service a hospital or a t};w ospitals. My refer-
ring physicians have also had difficulty, both with the personality as well as the ac-
commodation and availability of a single specialist wﬁo offers services to a large
number of patients who are kept waiting sometimes for weeks in order to have a
brief appeintment, many times without much of a diagnoetic workup.

This has neither suited the primary care physician or the patients, and I cogently
urge the Members of the Senate to carefully consider my remarks prior to determin-
inY what type of managed care should be offered to the public.

t is realized that a capitated pro%‘ram is probably one of the least expensive as
it tends to fix expenses at a reasonable rate to a number of physitians, both primary
care and specialty, and doesn’t reward to these specialists any fees for having done
a more indepth study of the patient, which frequently is required, sometimes at a
diagnostic center and sometimes in a hospital setting.

It is my understanding we wish to decrease the cost of medical care in the United
States, but not at the expense of quality, and I feel that by a negotiated fee-for-serv-
ice and the managed care determining the frequency of services, and reviewing the
services offered retrospectively, to assure that &wre as been no abuse of procedures
as well as diagnostic studies, that we can effect good medical care to our population
without deterring them from having appointments or having needed diagnostic pro-
cedures and surgeries.

Thank you for allowing me to present this. If I am not selected to appear before
the Senate, I would al least wisﬁ these remarks to be made available to Senator
Donald Riegle as well as to the remainder of the Health Subcommittee, to discuss

the Moynihan-Durenberger Bill.

Respectfully yours,
Davip C. RaBiNnowitz, D.O.

STATEMENT OF THE COMMONWEALTH OF PENNSYLVANIA

Mr. Chairman: Thank you for the opportunity to provide comments on the “Medic-
aid Managed Care Improvement Act of 1991” sponsored by Senators Moynihan and
Durenberger. The Commonwealth of Pennsylvania strongly supports this very im-
portant and timely legislation.

Pennsylvania, not unlike many states is caught in a “Catch-22” situation with in-
creasing federal mandates, a “disastrous national economy,” rising and uncontrol-
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lable health care costs, and significant litigation. All have contributed to an explo-
sion of human service needs in our state.

Within the past two years, we have added more than 200,000 citizens, 13,000 per
month to our medical assistance rolls. The cost to provide care for medical assist-
ance recipients has nearly doubled. The increase in state spending alone for medical
assistance has increased from $1.1 billion in fiscal year 88-89 to $2.1 billion in fiscal
year 92-93, Medical assistance represents 19% ofy the total Commonwealth budget
and approximately 43% of the Department of Public Welfare's budget. State govern-
ment has become the second biggest underwriter of medical care in Pennsylvania.

Cost, however, is but one concern. Even more major than cost is the tragedy of
babies dying, women going without pre-natal care, cin'ldren going withoul immuni-
zations and physicians refusing to accept medical assistance clients. Access to high
quality health care is unobtainable for many people who in fact have medical assist-
ance. Certain people may argue that manageg care for medical assistance recipients
creates or encourages a second class health care delivery system or a two-tiered sys-
tem of medical care. The two tiered system of medical care already exists when peo-
pl(le who have medical insurance, albeit Medicaid, cannot get or receive quality medi-
cal care.

Most of us are also aware of the problems of the traditional fee for service delivery
system. There are liltle or no safeguards to protect the integrity of the health care
delivery system in fee for eervice.q}-'lhere are also no incentives inherent in the fee
for service system, which encourage the appropriate use of heolth care services. Nor
are there incentives which encourage continuity of care. Health education and ape-
cial health promotions are almost non-existent in the fee for service system. Yet
within a coordinated care system all of these things are poasible. As we struggle
with issues of quality of care, how can anyone argue that a system as fragmented
as the unmanaged fee for service system 18 a better choice than a system that at
least offers the o;:li)ortutﬁty to remove the barriers that may improve health care
delivery for medical assistance clients.

In Pennsylvania, we have had real success with cocrdinated care. We have offered
Health Maintenance Organization (HMO) enrollinent as an option to Medical Assist-
ance recipients since 1976; however not until the implementation of the Health In-
suring Organization (HIO) in Philadelphia, known as HealthPASS, did we begin to
see any significant growth in HMO participation. An HIO is similar to an 0O in
function. The primary difference is thet the HIO by law cannot provide services di-
rectly. Therefore, the HIO must enter into agreements with a sufficient number of
E’rowdera to ensure that recipients have-access to care. In Pennsylvania, 'he state

edicaid agency has regulatory oversight for the HIO.

Prior to the implementation of HealthPasa in 1986, there were about 30,000 peo-
ple enrolled in HMO’s. Since the implementation of HealthPass, we have seen 0
enrollment increase to more than 100,000 people in Philadelphia alone, a 300% in-
crease. We strongly believe that the implementation of HealthPass, which replaced
the fee for service option in designated parts of Philadelphia, is responsible, in part,
for the proliferation in HMO enrollment in Philadelphia.

Pennsylvania would like to be able to expand our l}}ghly successful HealthPass
prog:am to other areas of the stale; however federal officials contend that we may
not do so.

In Pennsylvania, we are taking President Bush at his word, and asking him to
give us flexibility to improve our Medicaid program. We are prepared today to ex-
pand our current managed care programs, including the HealthPass program across
the State; however current law prohibits us from doing so. We need help and we
nfgeggit now. We strongly support the “Medicaid Managed Care Improvement Act
of 1991.”

First the “Medicaid Managed Care Improveraent Act” allows states to establish
coordinated care as a regular part of the Medicaid program. The uee of coordinated
care as an alternative to the fee-for-service program is viewed by Pennsylvania as
an opportum;t( to ensure that clients have access to continuous medical care, im-
prove the quality of medical care delivered, increase client and provider satisfaction,
emphasize preventive and routine medical care while decreasing the dependency on
emergency rooms, and finally to contain spiraling health care costs.

Based on a yecent assessment of the HealthPass program in Philadelphia, we
know that the ‘use of emergency rooms for routine care can be reduced significantly
through coordinated care plans. In Pennsylvania we project that we will spend ap-
groximately $60 imillion in emergency room care alone in fiscal year 1991-1992.

ome portion of this $60 million will undoubtedly be i}:ent on non-emergency care.

We also know through studies done for both the HealthPass program and the
HMOs that serve our clients, that provider and client satisfaction is greater in co-
ordinated care programs., Finally, we know that there are significant cost savings



99

to the State and Federal govemments. The savings from the HealthPass program
will eq(;ml approximately $20 million during fiscal year 1991-1992.

S. 2077 would eliminate the current requirement that at least 26% of an HMOs
enrollment be non-medicaid/medicare patients. This provision removes an arbitrary
measure of quality and provides for specific internal and external quality assurance
re%uiremente instead. In addition, it removes for many states a barrier inherent in
urban inner city neighborhoods. That is, the unavailability of both providers and
commercial clients in the area to be served.

We strongly support standards of quality assurance, including standards for fiscal
solvency. We should however be extremely careful here; 76/25 does not ensure fiscal
solvency as some people claim. If that were the case, a number of large HMOs with
100% commercial members, who have become insolvent in recent years, should still
be operating. Many of the fedemlly and stute qualified HMOs have experienced sol-
vency problems within recent years. Therefore, rather than inadequate or arbitrary
measures that do not give the protection needed, states should be allowed the flexi-
bility of developing fiscal solvency requirements that protect funds designated to pay
providers for medical care rendered to recipients. To that extent we Elave require-
ments with two of our coordinated care providers that all funds designated for pro-
vider payment be placed in escrow. In these cases, the Commonwealth has the sole
authority to approve payment out of the escrow. We require our plans to have either
stop-loss protection Slrough the Department of Public Welfare or a private rein-
surer. In addition, the HealthPagss contractor is required to maintain unencumbered
funds in the escrow to protect against administrative overruns. These arrange-
ments, we believe, enhance protection of provider puyments and as such will ensure
{)rovider participation and continued access to care. We are contemplating making

hese requirements mandatory for all coordinated care contractors, including state
and federally qualified HMOs.

We have a number of additional requirements for our coordinated care contrac-
tors. First each of our contractors is required to have an independent assessment
conducted by an external peer review organization, annually. Each H)Ian is require
to have an internal quality assurance program that is at the very least consistent
with the State Health Department’s quality assurance standards. All of the HMOs
conduct client satisfaction surveys anﬁ also conduct disenrollment surveys. They all
have a grievance committee, and in the case of HealthPass, there is an independent
complaint and grievance committee that monitors the appropriatenese of the con-
tractor's identification and resolution of complaints and grievances. In addition, cli-
ents always retain their right to appeal to the State if they have a grievance which
they feel has not been adequately addressed. All of the plans have some type of hot
line for enrollees. HealthPass, has separate designated toll-free lines for providers
and members. In addition, HealthPass, and at least one of the HMOs, has a very
sophisticated system that allows them to determine length of time it takes to an-
swer calls, amount of time calls are on hold and number of calls waiting in queue.
Translation services are available for enrollees through each of the individual plans.
Finally, each plan has a quality assurance committee and several subcommittees,
some which include consumers, which address standards and protocols as well as
quality of care delivered.

CGuaranteed eligibility is an important element of S. 2077. HMOs in our State who
do not currently contract with us have identified the lack of guaranteed eligibility,
cou%led with a rolling eligibility provision, as a major barrier to contracting with
us. S. 2077, would permit mandatory enrollment with a coordinated care plan or pri-
mary care case manager. This provision is extremely important to us. Based on our
goeitive experience with HealthPass, we would like to implement Health Insuring

rganizations across the state, where appropriate, Our experience indicates, that
when you eliminate the fee-for-service option, HMO enrollment increases. In the
case og South and West Philadelphia, we have made coordinated care mandatory.
Client freedom of choice is maintained in their ability to select between the contract-
ing coordinated care providers in the area. The HIO is necessary in order to include
more of the difficult to manage and higher cost clients who either opt out of the
HMO, do not select an HMO, or who are more difficult to managg. or example,
the population enrolled in the HMOs ia primarily AFDC; while the HIO has a much
smaller percentage of AFDC recipients but a larger enrollment of general assistance
and disabled recipients.

It should al"o be noted that recipients still have the freedom to choose between
participating providers within the coordinated care plan network. They are free to
switch providers after a designated period of time without cause to any other pro-
vider available within the plan’s network. Therefore, the notion that these recipients
are unmercifully left without a choice to remain with providers who mistreat them
is simply wrong. Realistically speaking, freedom of choice is better guaranteed with-
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in the coordinated care environment, where there are alw:gs providers who are will-
ing to acceft them. The dual s{eatem of care exists primarily in the unmanaged, un-
coordinated, fee-for-service system where many individuals with medical assistance
cannot locate a provider willing to accept medical assistance for payment.

I have addressed major porlions of the bill which are of substantial importance
to the Commonwealth of Pennsylvania. Because of the imfortance of this legislation
and what it would enable us to do in the area of coordinated care for our recipients,
Pennsylvania wholeheartedly supports your efforts, and offers any support we can
give to achieve successful passage of the bill.

Thank you again for the %:porttmity to comment on this proposed change which
could have a monumental effect on developing a system of health care delivery for
the medical assistance populution which is accessible, of hiﬁh quality, more satisfac-
tory for recipients and providers, and is cost efficient as well. :

STATEMENT OF THE HEMOPHILIA AS300C1IATION OF NEW YORK AND THE NATIONAL
TRANSPLANT SUPPORT NETWORK

This written testimony is submitted on behalf of the clients of the Hemophilia As-
sociation of New York and the National Transplant Support Network. Our organiza-
tions represents thousands of people with disabilities and chronic illnesses who re-
quire comprehensive and affordable health care to maximize functioning or stay
alive. Many of the clients we represent access health care through the Medicaid sys-
tem.,

We strongly opposes legislation introduced bK'ISenator Moynihan (S. 2077) which
would enable states to mandate enrollment of Medicaid recipients in managed care
plans without allowing freedom of choice waivers, and would eliminate the current
requirement that managed care programs enroll at least 25% non-Medicaid and
non-Medicare recipients.

The ﬁroposed legislation purports that “menaged care represents one of the, few
ways that States can control costs without harming recipients” and that managed
care is “needed to improve access.” While cost containment is a commendable goal,
managed care in fact, has been proven to increase the cost of care for the medically
fragile population.

anaged care that pays providers on a per capita basis as opposed to a fee-for-
service basis, creales disincentives against providing care. Additionally, in a per cap-
ita system, fees are paid regardless of whether services were provided. Paying for
services not rendered would cause a further drain on the precious few Medicaid dol-
lars currently available. We have already seen that capped payment to providers
has caused a number of physicians to “walk away” from the Medicaid population.
The financial risks associated with this type of system have resulted in fewer par-
ticipating providers and increased disruption of existing provider/patient relation-

ships.
e proposed legislation eliminating the 26-76% requirement (Medicaid/Medicare

to private enrollees) to expand access, will not stop people “who abuse the system
or overuse emergency care.” Inslead, those abuses will continue and we will see an
increase in “Medicaid mills.” Medicaid managed care demonstration plans have
failed to attract new physicians, therefore expanded access seems improbable.

Existing managed care ?rograma have often proven detrimental to the health of
the chronically ill and disabled. Primary care for people with chronic disease is most
effectively provided by specialists in their disease, I‘ystablished, comprehensive spe-
cialty care centers for many chronic illnesses already act to coordinate over-all
health care for their patients and have historically proven to be the most cost effec-
tive delivery system of health care to this population.

Primary care providers as defined by this legislation, are not trained to recognize
or treat the often subtle and complex symptoms associated with these illnesses.
They will be unfamiliar with conditions that cen effectively be treated on an out-
patient basis at relatively little cost, as opposed to more expensive in-patient treat~
ment. Managed care by primary care practitioners may add to Medicaid costs, not
help to control them, In fact, there have been cases of mis-diagnosis by managed
care physicians which have led to lengthy hospitalizations and/or the death of the
patient. (NYFAHC is currently opposing similar legislation in New York State and
submits written statements from several organizations, detailing the negative as-
pects of managed care along with this testimony.)

S. 2077 allows for the relaxation of federal oversight at the very time that HCFA
has undertaken studies and plans to propose increased quality assurance guidelines.
These studies need to be reviewed and evaluated prior to eliminating freedom of

choice and mixed enrollment protections.
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Allowing individual states to create their own ality Assurance Programs will

cause each plan to adopt and monitor their own different standards and methods
h concern to asgessing quality of care, This system will only create additional

costly bureaucratic layers l%r which there is neither the personnel or funding and
is a giaut step backwards in medical care. Federal oversight and guidance will guar-
ontee uniform standards. The federal standards must provide for adequate access
to competent care and ensure that reimbursement to physicians does not create an
adverse affect on recipients’ access Lo care. .

The proposed legislation requires that a group composed of state Medicaid staff,
{hysicians and representatives from public and private HMOs make recommenda.
ions on criteria to be used. The eople who will utilize the system, namely the
consumer have not been included. VEe recommend that input from the consumer sec-
tor is vital and necessary in evaluating criteria for measuring underutilization and
all other issues related to quality of care.

We appreciate the opportunity to comment on Bill S. 2077.

Attachment.
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STOP THE BLEEDING®

FIMOPHILIA ASSOCIATION OF REW YORr 1N o 104 Fast 40th Streel. Suite 506, New York, MY 10016
tel 2126825610

Fax. 212983 1114

March 30, 1992

To The Legislators of New York Stnate

Re: "Managed Health Cme

For chronically 111 people, it has beon proven that
"managed care” is actually inappropriante health cove and
has literally cost lives due to physaicion's lack of
knowledge about a specific chronic illness and the lack
of coordination of health care services,

Fxample 1.

A hemophilic patient with an inter-cranial bleed was
treated at a managed care facility and was mis-diagnosed
as having the flu. After 3 days, the patient was finally
referred to and admitted by a local hospital.,  The lack
of immediate and appropriate health care resulted in the
patient's death.

Example 2.

A hemophilic patient seen at another managed caroe
facility was diagnosed as "probably havinag an ulcer” and
was sent  home. A hemophiliac with an untreated,
bleeding ulcer will bleed to death. Only by the initia-
tion of law suit by the patient's parents, was the child
able to be referred for appropriate care.

Primary care for people with chronic diserase is most
effectively provided by specialists in their disease.
Existing comprehensive specialty care centers for many
chronic illnesses already' act to coordinate over-all

health care for their patients.

For hemophilia, the federally designated comprehensive
treatment centers were shown, in the first decade of
their existence, to have saved the taxpayers almost G2
billion in cost of care and other econoflic benefits. 'the
proposed managed care would effectively dismantle this
carefully constructed, model system, losing its proven
economic and human benefits., Primary physicians would be
reimbursed for unnecessary visits which serve only as a

conduit to specialty care.
continued...

A copy of the latest annuat report can be obtinacd fram HANY eor trem the
Secretary of State by writting to the Oftice of Chanties Registration, Secretary of
State. 162 Washington Avenue, Albany. NY 12231
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The effect of mianaged care proposals which limit number of visits
and acress to specialty care would be to ration patient care not on
the basis of good medical practice or good economics, but on an

arbitrary formula.

Our clients have consistently found enrollment in HMO's and PrO's
to be a barrier to proper care. lronjcally, failure to treat
patients promptly and appropriately can change an easily treated
medical event into a costly one, requiring hospitalization and

prolonged treatment.

The curtent wanaged care proposals do not address the fact that
many of these consumosrs have long established relationships with

care providers. Will they be forced to switch primary physiciang?

Will consumers be allowed to dis-enroll or switch providers?

There is no provision for yeographic location, i.e. consumers in
very rural areas may have to commute to larger towns and cities for

health care,

There is no provision for educating the consumers as totwhat is or
isn't appropriate care for their particular health situation,

Are referrals to specialists referrals to the consumer's curront
physician, or are the specialists also part of the managed care

system?

Manayed care is not a way of containing health costs, rather it
shifts dollars from patient c¢are to a bureaucratic structure that
deprives the consumer most in need of access to care providers with

specilal expertise. It would be most effective to spend for patient
care the dollars that would be devoted to such a bureaucratic

structure.

Who are the casce wanagers, primary physicians and the specialists?
What are their qualifications? Who determines if the qualifica-
tions are appropriate?

We strongly feel that managed care has not been analyzed properly
and that this concept should he used as a "Quality Outcome Study”
and not a legislative proposal.

Submitted by the Trustees of the Homophilia Association of NY, Inc.,
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Maxrch 30, 1992

T0: LEGISLATORS, STATE OP NEW YORK
FROM: SUSAN M. DOOHA, NATIONAL TRANSPLANT SUPPORT NETWORK,

NEW YORKERS FOR ACCESSIBLE HEALTH COVERAGE
RE: MANAGED CARE DEHONSTRATION PROJECT

I beliave that this proposal should be opposed. It {s based
on the assunption that people with chronic conditions:-and
disabilities are indiscriminate users of health care, rather
than that they are attenpting to responsibly manage their
condition to avoid exacerbation and death. Thare is a
further assumption that thare are no managed care models for
peopls who have chronic conditions and disabilities., This
is not true. However, to my knowledge, there has been no
outcone-basad study of the coat-effectivaness of managed
care programs for "high risk" people, i.e. those with
chronie conditions or disabilities, including the medically
fragile. Studias to date have pentioned our comsunities
cnly as a fcotnote, never ss the focus. To institute a
canaged care damcnstration program at this time without
appropriate paramatars to define the modol based on study
vould be extremely ill-considersd. At leas? thore should be
scoe basis for detarmining tho paranetsrs of the
dexonatration in a wvay that is not intolerably vague and
devaid of concarn for patient rights and quality of cara. A
foundation study would have to be crafted with participation
from the health care consumer conrunity befors a
deronetration project could be rasponsibly undertakaen.

Many proponants of managed care reflect a real concorn that
there is an acute care bias in the system and that patients
with health conditione or disabllities receive too little
erantion to their primary care needs and have littlae
coordination of care. liowevar, hare there is an emphasis on
managed care as a cost-savings seasura which nay tend to
produce incentives to deny appropriata care. This is
especially troubling for our cemaunities which represent
people whose conditions may be exacerbated or who may die if

not treatod appropriataly.

In general, the demonstration project prorosal is overly
vague and would have to be substantially reworked to be
adaquata. It has no provision for education of censuners; it
has no provision for extsrnal review of quality assuranhce)
it has no provisions for withdrawal from the program: it
does not racognize that managed care may ba inappropriate
for sone peopla with special cars needs; it does not
delineate reimbursement proviglons sufficiently to ensure
tnas there are no financial incentives to inappropriately
deny oare; it does not provide fer who will be responsible
ter asauring quality of care when outside referrais are
pada. It does not stipulata whether enrollment (s mandarcry
or veluntary., It does not identify which "high risk" users
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are targeted or why., ‘It does not provide for exemptions
based on the need to prevent & leasening of patient accesas
to appropriate gervices or language barriers or lack of
geographic proxinity to mansged care canters which are
appropriate or disruption of existing relationships with
pripary cexe providors or for individuals vith pedically
fragile conditions or who have ¢oaplax redical and social
pProblens for whom managed caro prograns are not equipped.

Tha provision requiras that the corporation establish a

"managad care demcnstration project for
Andividuals but doas not define "high risk". It does not
provide for how many people would have to be enrolled. It
does not provide for health care consuner rapresantation in
goetting up the dermonstration project. It doas not provide
intormation about targets for how many people would ba
anrolled. It does not provide for review of the PLANS feor
the panaqgad caroe progran prior to activating the

demonstration projace.

Thero is no definition of who can be-a * providor.® This may
ba understocod in the light of the desira to mee managed care
apg a cost-saving prcgram as intended to ensure that {ntornal
padicine practitioners rather than gpeclaligts provide for
coordination of cara. This does not take into account the
fact that for some patients, 4t HUST ba a spacialist who
dcaes the primary c¢are coordination. For axample, a
transplant recipient’s care is panagad according to a
car=fully dosigned protocol that includes rigorous taazing
and & reginen of medications. An internal medecine
practitionar will not be faniliar with conmplex transplant
rolaved syaptoms or mpedications. They will not ba able to
identify conditions that can be treated on &n outpatient
basis at relatively littla cost =8 oppcsed to tha more
axpensive inpatient treatzment required if the problen is not
corroctly identitied. Therofors maraged cara provided by
prinmary care practitionars nay lassen a patients access to

appropriate services.

Per example, a practitionar not faniliar with transplant
will not raecognize lethargy and fatigue as pessible syaptons
of rejechion of the tranaplanted organ. Theraefore cost=-
effective routine treataant of rejection will be supplanted
by sxpensive inepatient care whan the rejection becomes more
oxtrens, Thae outpatient treatmant coits would ba for
laboratory services, a ¢linic visit oach day fcr 4-6
consecutive days would total vory little. This ia
substantially leas exponsive than the cost of inpatient
traatment of a rejection episode which nay roequire an
{nsurer to pay substantially more. S3ince an spisode of
rejection that {a untreated or not treated in a tinely way,
can lsad to death or at least ratranaplantation, failure to

provide accesc to appropriate care DY assigning a care
coordinator with appropriate skills can hardly be said to ba
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cont-effective.

2o, 4t will ipposa a further level of intarvention based on
cost, i.6. "cara coordination® betvaen individuals with
haalth cenditions and the carae thay need. It gives pripary
practitioners (not definad) the ability to deny care vithout ..
ensuring that they are familiar with the conditions they are
reating. There i{s no requirement that the prinary care
practitionars be knowledgeanble about the conditions of the
patients they treat and be able to identify a mild problerm
from a severe one. Thors is no requirenent of sensitization
although it has baen docunented that there is discrinmination
by practitionars against pecple vith disabiliries and

cartain health conditions.

there i8 no dafinition of what is the "timely" provision of
care,

choice in tha context of this damonstration project is
neaninyless because thare is no consumer aducation
provision, It sctates that patients vill select a primary
care practitionar but does not indicate any responsibility
on ths part of the plan to educate the patient about tha
skills, experience, expertise of the various providers. And
there is no provision for enabling them to change providers
{f the care they receive is not adequate to meet their needs
or is not appropriate for thenm. Without information, hov
ars the patients to know whather they will have appropriate
access to services? What if the provider does not understand
thelr condition or needs? To say that the patient may choose

a provider is meaningless if they have no education about
Thae promise

that providar or ability to change providers.
tWhat if there are no

of choice is thercfore neaningless.
designated providars available with approgriate expercise to

handle the patient’s needs, would the patient be exenpted?
What dces this provision mean by "speclialty care" services?

Wnat doag "utilization reviaw" mean? Are there penalties
attached to being a high user of health care? This would
tand to digcripinate against people with chronic conditions.
what will be the basis of the utilization review? insurance
protocols? nedical protccols? Will sanctions be applied if
gsonaone is found to be a high user? suppose they are high
uBars because that is a true reflaction of their medical

needs.
Khat are the standards for judging when a refarral is
approprinte? Whose protocols will dotermine? tiow do we know
that necessary servicea will not be denied?

Wwhore A patient receives care fxcn outaide a provider’s
network, suppose the provider network does not include
people with the experience to manage the patient’s care and
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the care cutside arounts to more than 20% of the paticnt’a
care per calendar year? Is the patient going to ba denied
care? Does this mean that a cancer patieat ¢an only sesa an
oncologist 20t of the tinme? This is absurd, {t provides an
incentive to increase the numbor of other visits so that the
relative nunber of visits to an oncolcgist would not excaed

20k,

There is a provision here which indicates that participants
shall not ke rascponsible for wore than 25% of the cost of
outaide referred providers, This suggests that on top of
co-pays for services provided by the care coordinator and
pripary care practitioner that there will be additional
costs for outside refayrrals. There is no cap on what this

anount could be,

Where services are contracted for ocutside the provider
network, whe is responsible for the quality of that care?
Unlass the ccordinator/provider is roeponsible, then quality
agsurance provisions can be evaded by sipply referring to a
phyaician outaside the network. Khat arae the provisions for
reinbursenent for outaide providers? Financial mechaniszs
are impcrtant as they can bs sources of diserimination and

denial of care.

There 18 no provision for client educacion akout a grievancs
procedure. What is the value of a griecvance procedure if no
éne knowa how to use it? What is the valle of a grisvance
procodure {7 it is npot tipely? What is the procedure tor
emargaencies pending the outcone of a grievance procedure?

what inforzation is thero about the rights of patients? Whaz
standards are thaere for client education about these rights?

There is not adequata provision for manitoring of quality o?f
care. Who nust review and approve plans under the
demonstration project for reasuring quality er care and
deternining what protocols will be followed, what data will
be collected, how the outcome of the demonstration will ke
measured? Thore are probhlems with the existing manajed care
systems reviewed by IPRO now based on failure to collect and

retain appropriate data.

Most important, there 18 no provision for consumer input,
There i8 no requirenent that consuner roepresentatives be
involved in planning or avaluation of the domchstration
project. There is no standard for deternining what wculd
make the project successful, or if it 19 unguccessful, what
would be done to elisminate it or to corraect lt. There i8 no

end date on the project.
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STATEMENT OF THE LEGAL AIp SociETY

The Civil Division of The Legal Aid Society r?])resents indigent persons through-
out New York City in their efforts to obtain medical assistance. We are submitt 3‘
this statement to express our serious concerns about Senate Bill 2077, the Medicai
Managed Care Improvement Act of 1991,

If done with care and deliberation, managed care programs for Medicaid recipi-
ents ultimately may increase access to care and enhance the quality of services re-
ceived by our poorest residents. However, the drive to implement managed care in
New York State appears to have a different initial motive and that is to contain
Medicaid expenditures. With the pressure to balance the budget through rap id im-
glementat'xon‘of managed care programs, and with the inherent dangers of risk-

ased capitation arrangements with managed care providers, access to health care
for the poor is in jeopard]y.

. Because we are gravely concerned about the consequences of hasty implementa-
tion of managed care in New York City, we urge you to consider amendments to
S. 2077. First, S. 2077 should include federal safeguards to ensure that managed
care slans will promote access to health care. Second, managed care programs
should not be taken out of the Health Care Finance Administration (“HCFA”) waiv-
er process and mandatory managed care projects should be perinitted on a dem-
onstration basis only until there is sufficient experience data to quarantee that limi-
tations on consuraer choice will not have drastic consequences.,! Third, the quality
assurance provisions of S. 2077 should be expanded and enhanced to provide mean-
ingful guidance to the states and to ensure comprehensive oversi%ht of managed
care providers. Fourth, federal law should continue to require that managed care
programs serve a mixture of Medicaid and non-Medicaid clients.

1. MANAGED CARE PLANS MUST BE DESIGNED TO INCREASE ACCESS TO HEALTH CARE

In June of 1991, the Governor of New York State signed into law Chapter 166
of the Laws of 1991. This new law requires that the New York State Department
of Social Services (NYSDSS) and local social services districts develop plans and im-
plement managed care progriums with enrollment goals of 50% of the Medicaid pop-
ulation by five years after a local plan is approved. Based on the number of people
eligible for Medicaid in June 30, 1991, by the fifth year of this plan, almost 700,000
Medicaid recipients in New York City will be enrolled in either mandatory or vol-
untary managed care.

Health consumers in New York City who rely on Medicaid are deeply concerned
about the rapid expansion of managed care for several reasons. First, there is a pau-
city of primary care doctors in low income communities and communities of color
in which Medicaid recipients reside.2 Instead of imposing conditions on provider par-
ticipation that will ensure access to health care, providers courted to sign on to offer
managed care to Medicaid recipients are not required to have a proven track record
either as managed care providers or providers familiar with the Medicaid %o u-
lation. Without an adequate provider base, and subject to limitations on their ability
to identify independent sources of medical care, Medicaid consumers will be shut out
from receiving necessary and timely services.

Second, the New York State plan does not adequately insulate medical care pro-
viders from financial concerns when they make medical decisions for their patients.
Where managed care programs are not shielded from the profit motive, there are
financial disincentives against providing care.? In Now York State these concerns

1We oppose implementation of mandatory managed care programs under all circumstances.
Our experience with the management and overaight of fee-for-service Medicaid confirms that the
states and localities are ill-prepared to guarantee access to health care in a closed system. We
fear that without some opportunity to exit from the managed care aystem, Frovider complacency
will result in the wide-spread deniul of necessary medical services. For all of the reasons that
we believe that the waiver process is critical prior to implementation of managed care health
programs, it is even more important where mandatory particigation is required.

3See 1990 Primary Care report by the Community Service Society.

3 A critical factor in the viagility and effectiveness of Medicaid managed care programs studied
by the Government Accounting Office ("GAO™") has been the degree to which "perverse incen-
tives" in prepaid managed care were identified. The GAO found that unless providers are insu-
lated from economic concerns in making health care delivery decisions, prepaid managed care
encourages providers to deliver fewer services, or poorer quality services, than are medically
necessary. See e.g. Managed Care: Oregon Program Appears Successful But Expansions Should
be Implemented Cautiously (QAO/T-HRD-91-48, Sept. 18, 1991); Medicaid: Oversight of Health
Maintenance Organizations in the Chicago Ares (GAO/HRD-90-81, Aug. 27, 1990; Medicaid:
Early Problems in Implementing the Philadelphia HealthPass Program (GAO/HRD-88-37, Dec.
22, 1987); Medicaid: Lessons Learned from Arizona's Prepaid Program (GAO/HRD-87-14, Mar.
6, 1987). Without adequate safeguards and strict oversight, scarce Medicaid dollars will be spent
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are real. Due to the small and untested managed care provider base, new managed
care prov:@er.s will be recrujted from the ranks of existing Medicaid providers, many
of whom victimize Medicaid recipients in their practices by over-prescribing, mis-di-
agnosing and over-billviv:-xﬁ Medicaid. In New York City a real cause for concern is
that “Medicaid mills” will reappear as “managed care mills.” In this incarnation, in-
stead of Eroviding too many services, manageg care programs will offer Medicaid re-
cipients little or none of the primary and preventative care to which they are enti-

ed,

Third, the New York State plan does not provide sufficient start-up money for the
localities to guarantee that managed care programs, whether large or small, will be
able to perform all the functions necessary to provide comprehensive care to Medic-
aid recipients.

. Fourth, sufficient protections are not in place to guarantee that persons with spe-
cial health care neec{)s who have access to care from specialized care providers, such
as mulliple sclerosis, sickle cell, organ transplant or AIDS patients, are automati-
ca%l?'y exempted from mandatory managed care programs,

ifth, under the New York plan, continuity of care within managed care plans is
not guaranteed. Because managed care programs are being allowed to pick and
choose the patient population they want to serve and the services they want to cover
Medicaid recipients will not even be ensured continuity of managed care providers.
For example, if a managed care program has contractex with the State to serve only
geneml assistance recipients, a single woman will lose continuity of coverage if she
ecomes pregnant, has a child, or if she becomes eligible for SSI. Such & scenario
is contrary to the purposes of managed care and documents the real risk of disrup-
tion and lack of access to needed care.

Many other patient ;rotections are not in place. Providers are not bein%l required
to conform to state-wide monitoring or treatment protocols (because none have been
developed) or to record comparable encounter data. Similarly with the State’s em-
rhasis on recruitment of primary care providers, little has been done to develop the
arge network of specialists needed for a State and City-wide managed care pro-
gram.* Also, providers are being allowed to subcontract ~ervices for Medicaid recipi-
ents, even though this has proved problematic in other calities. Providers are not
being required to enter into affiliation agreements with the local hospitals to ensure
that emergency and urdgent care will be provided in the most exgedjtlous form.5 Pro-
viders are not required to have 24 hour walk-in services, even though in New York
City a vast number of Medicaid recipients have no ability to access 24 hour tele-
phone consultations because they do not have phones.

If managed care is going to work in New York, there must be careful and delib-
erate planning to protect Medicaid recipients from abuse. In other parts of the coun-
try, where there has been hasty implementation of managed care, serious problems
have developed. See n.3. Rather than permitting wholesale experimentation on Med-
icaid recipients, S. 2077 should include requirements that meet these concerns.
Without guarantees built into the managed care system to ensure increased access
to medical care, the decision to restructure fee-for-service Medicaid into a managed
care system will destroy whatever safety net Medicaid now provides.

While intended to improve access to adequate medical care, S, 2077 lacks suffi-
cient standards to accomplish this goal. It delegates to the individual managed care

lans the choice of which Medicaid-funded services to cover and it does not provide
?or access to medically necessary non-emergency services which a participating plan
chooses not to cover. It does not include adequate protection from individual physi-
cian incentives to limit care inappropriately. And it fails to recognize that additional
funds are needed to cover the costs of a successful transition to managed care. Incor-
porating these protections is essential to insure adequate access to necessary medi-

cal care.

to support the administrative costs of managed care inatead of the health care costs for Medicaid
recipients. To avoid this outcome, necessary safeguards include: limiting the financial rirk of
providers by excluding inpatient services, providing incentive arrangements based on the aggre-
gate of treatment decisions made by all physicians about all patients and limiting the use of
subcontractors. The protections currently provided by gection 1876(iX8) (42 U.S.C
§1395mm(iX8)) should be strengthened to meet these concerns.

“The relationship between the primary care provider and specialists is of concern to the Med-
icaid recipient. In choosing among managed care plans, for example, recipients in New York City
have been thwarted in their ability to see medical specialists not only because of the difficulty
in obtaining reforrals and delays in obtaining appointments, but because specialists are often
located at some distance from the neighborhood base served by the managed care provider.

8 Nor is the State requiring that managed care plans include payments to hospitals for triage
services. This is essential to guarantee that managed care patienta will not be turned away from
hospital emergency rooms when they have emergency or urgent medical needs.
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2. RETAIN OR EXPAND THE HCFA WAIVER PROCESS

The Medicaid Act requires states to provide Medicaid recipients with the freedom
to choose where and when to obtain necessary medical care, With managed care,
and especially mandatory managed care, those choices are removed from the
consumer. For this reason, states have been required to obtain a waiver from HCFA
before introducing mnnaqed care programs. An important prerequisite for the waiv-
er is that states include “adequate safeguards for provider participation.” 42 U.S.C.
81396n(cX2)(A), Because the freedom of choice is 8o fundamental to the Act, it
should not be done away with lightly. Because thoughtful planning is required be-
fore implementation of managed care programs, the waiver review process serves
g czr%t'zl;al function. It is a mistake to eliminate this requirement as i1s proposed in

. 2077.

In New York State the HCFA waiver process may make the difference between
an irrational and chaotic managed care program which will be doomed to fail and
a program that will successfully achieve the goal of improving access to health care.

nder cwrent federal law, before New York State can implement its managed
care plan, the State must obtain a waiver from HCFA. The waiver process is essen-
tial IF the significant problems with the New York plan are to be averted or mini-
mized before they are implemented. With the proposed elimination of the require-
ment of a federal waiver, and with the very real pressures put on the State to ex-
pand managed care to contain Medicaid e¢xpenditures, New York State's managed
care initiative may become a managed care fiasco.

In New York City, the waiver process has alrendy served an important function
by requiring carefuly advance planning before implementing manzf;es care programs.

e best example is the experience with the Southwest Brooklyn Managed Care
Demonstration %roject. The Erooklyn demonstration project is the first mandatory
managed care project in New York City. The local social services district in New
York City, the Human Resources Administration (‘HRA"), worked very closely with
the community in the conctzrtion, development and execution of the project. In
choosing the location for the demonstration project the City undertook, with the aid
of a community advisory committee, an in-depth analysis of the sufﬁ'ciency of the
provider base to support mandatory managed care participation.

Having identified one section of New York City that had a sufficient provider
base, the Cily began a careful and deliberate recruitment process to expand even
further the availability of providers and the managed care options for the commu-
n]ity. e'l'his was recognized to be a necessity in light of the mandatory aspect of the
plan.

New York City encouraged hospitals to consult with the managed care providers
to begin the process of working out the delicate but critical relationship among pro-
viders to deliver emergency care. Two of the principal health maintenance organiza-
tions relied upon in the mandatory project were firmly established in the community

rior to implementation of the project. The other providers were given significant
ead time to develop programs tailored to the known needs of the community.”

On a parallel trac}i(, the New York City Human Resources Administration has
worked to develop a more comprehensive client health education and managed care
enrollment system to replace the haphazard and sometimes coercive system used in
other localities.® In the Southwest Igemonstration Project, for the first time, Medic-
aid recipients are supposed to be provided with literature about their health care
options and the methods of accessing managed care. Enrollment is supposed to occur
only after the recipient has had the opportunity to meet with a designated case-

9The availability of a good provider base in southwest Brooklyn is anomalous in New York
City. As discussed elsewhere, perhaps the most significant problem faced by New York City in
its plan to implement mandatory managed care ia the lack of a sufficient provider base in most
poor neighborhoods. We serve clients who reside in these underserved communities and are
acutely aware of our cliente’ real problems in locating health care providers.

7Even with these laudable goals, during the course of planning, the providers and the hos-
pitals were unable to enter into affiliation agreements wﬁich would establish lines of respon-
sibility for treatment of emergency and urgent care cases. This was due, in part, to the failure
of the State and City to develop model affiliation agreements. HCFA should require managed
care providers to enter into affiliation agreements with local hospitals to ensure sufficient emer-
gongv and urgent medical care coverage for managed care recipients.

8Client educational materials are woefully lacking in the rest of New York City where man-
aged care enrollment is voluntary. The most common complaint we receive from Medicaid recipi-
ents in New York City is that they were not even aware that they had signed up for a particuﬁar
managed care program (often months earlier) and, consequently, were completely unfamiliar
with the steps required to access care through the designated managed care program. In most
instances, Medicaid recipients learn about managed care options directly from the managed care
provider on a catch-as-calch-can basis. This should not be permitted to continue.



111

worker who is not employed b any of the managed care plans to evaluate the
health care needs of family members.

New York State submitted its application to HCFA for a waiver to implement the
Southwest Brooklyn Managed Care Demonstration Project as a mandatory mana%ed
care program on August 15, 1991. Approval was granted in November 1991. Be-
cause of the HCFA waiver requirement, New York carefully planned its project and
took steps to ensure that the planned program was adequate to serve the needs of
the community. Without the waiver process and its requirement for adequate pro-
vider participation, New York and other states lack the incentive to develop and de-
sign mandatory managed care plans that will be calculated reasonably to serve the
health care needs of the community.!° In view of the widespread em Kasis on man-
aged care implementation as a health care cost savings measure, the pressures to
cut corners and hastily implement ill-planned services will be enormous.

2. EXPAND QUALITY ASSURANCE PROVISIONS AND RECIPIENT PROTECTIONS IN THE
DESIGN AND IMPLEMENTATION OF MANAGED CARE PROGRAMS

Because of the limited availability of medical providers in low income commu-
nities and communities of color, and because the start-up money available to new
providers is inade?uate, providers with little or no experience in running managed
care programs will be encouraged to enter the managed care system. At the same
time, because providers are scarce, the State is hesitant to impose too many obliga-
tions on the providers. Consequently, the State will be unable to ensure the mainte-
nance of quality standards and reasonable, timely access to medical aervices. Nor
will the State be able to guarantee that providers will be insulated from economic
concerns when making health care delivery decisions. Senate Bill 2077 should be
amended to detail the range and scope of quality assurance required of managed
care programs, and the minimum standards of adequate medical care delivery.

Currently, HCFA mandates that States ensure that localities require individual
managed care providers to develop internal quality assurance mechanisms. This
chain of delegation is frighteningly long, and places full responsibility for maintain-
ing adequate health care on the parties least experienced in monitoring health care
quality, and most biased in the analysis. Instead, HCFA should be charged with the
responsibility to do three things: first, HCFA should develop internal auditing and
monitoring standards as required coraponents of a state’s plan;!! second, HCFA
should require all state plans to include a comprehensive external moniloring com-
ponent for all managed care programs; 12 and third, HCFA should spell out the pa-
tient protections and provider mandates required of each state’s managed care plan.
The resources necessary to develop, implement and monitor on an on-going hasis all
managed care programs within a E)cality are an essential feature of a managed care
plan. If sufficient monies are not allocated for these purposes the plan should be
re.iﬁcjed at the time of the request for a waiver.

is proposal is not made in the abstract. In New York State, the managed care
plan includes insufficient additional resources (of either staff or money) to develop
a state-wide managed care monitoring plan or to survey the quality of the laqge
number of managed care programs to be started within the next five years. The
State plan does not set forth minimum standards for timeliness of appointments,
treatment and referrals. It does not include standard treatment protocols even
where there is national consensus on a course of treatment for certain conditions.
New York State’s Department of Health is already overburdened and cannot meet
its monitoring oblig:tions for state hospital facilities. It will not be able to survey
even a small number of the managed care providers state-wide. The cost of over-
sight is not insignificant, but it must be included in development of a state’s plan

°The plan to educnte Medicaid consumers in the demonstration project is only partially in
lace. Client materials have not yet beon developed. Health care educators who spenE only Eng-
ith in a heavily Latino, Asian and Russian community undermine the effectiveness of the
health education process. And coercion in the enrollment process has not entirely been elimi-
nated, even during the voluntary phase of enroliment, because that the State has imposed utili-
zation thresholds and other restrictions on Medicaid coverage for Medicaid recipients who are
not enrolled in managed care programs.
19 Significantly, because federal waivers must be renewed every few years, states will also be
recluded from downgrading the quality and protections of the approved managed care plan.
ithout continuing federal oversight, there is real concern in New York State that capitation
fees used to entice managed care participation will be reduced some years into the plan, thereby

reducing the quality and acceasibility of services. .
1At the very least, HCFA should require the States to develop internal auditing mechanisms

which will be required of all plans within the state.
13 Currently, only health maintenance organizations must, under federal law, be subjected to

external auditing.
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or the Medicaid recipient will experience that cost by being denied access to nec-
essary care,!?

Similarly, the New York State plan does not clearly spell out reciﬁ)ient protections
which should be guaranteed under managed care. These include: liberal exemption
and transfer procedures from one managed care plan to another and from one pro-
vider to another within a given plan; grievance procedures; and access to emergency

care services,
4, ENSURE PAYOR MIX IN MEDICAID QUALIFIED HMO'S

Under Medicare, reimbursement for HMO coverage is made only where patients’
enrolled in the HMO include at least 50 percent commercially insured participants.
Under federal regulations, Medicaid qualified HMO's need only ensure that 26 per-
cent of the participants are commercially insured. S. 2077 seeks to eliminate even
this requirement.

The requirement of a payor mix in HMO’s is an important protection for Medicaid
patients, especially in the context of a mandatory managed care program. Locked
into a particular provider network, the Medicaid consumer is extremely vulnerable
to abuses by the managed care provider. These abuses can include significant delay
in the delivery of services, the outright refusal to provide services or impediments
to access to emergency care. The presence of paying consumers ensures that the &;o-
vider will make grealer efforts to maintain F\igher standards of practice, including
timely appointments and respect for patients.

In conclusion, we urge modification of S. 2077 to strengthen the guarantees of
conswner access to adequate health care through Medicaid managed care programs.

Thank you for considering our comments.

LEGAL SERVICES FOR THE ELDERLY,
New York, NY, April 23, 1992.

Senator DoNALD W. RIEGLE, JR., Chairman,

Subcommittee on Health for Families and the Uninsured,

U.S. Senate,

Committee on Finance,

Washington, DC.

RE: Hearing Friday April 10, 1992, S. 2077 Medicaid Managed Care Improvement

Act of 1991

Honorable Senator Riegle: Legal Services for the Elderly advocates on behalf of
indigent elderly New Yorkers for decent health care through Medicaid, Medicare
and other government-funded programs. Many of our clients are frail and home-
bound. Many live with serious disabilities or chronic or deteriorating conditions. We
are extremely concerned that a hastily designed and implemented managed care

rogram will have a devastating impact on our elderly clients’ access to health care.

or this reason, we respectfully oppose Senate Bill 2077, which would exempt man-
aged care from the HCKFA waiver process, and from the amount, duration and scope
and enrollment mix requirements of the Medicaid Act.

We fully aupport the thorough comments of The Legal Aid Society of New York
City, sent to you by letter dated April 23, 1992, and urge you to consider them care-
fully. In addition, the progosed exemption of managed care from the federal waiver
process and other proposed changes are of special concern for the elderly poor. While
the New York legislature drafted and debated the bill establishin% the managed
care program, now codified in Social Services Law section 364—j, in 1991, we strong-
ly oprosed making the program mandatory rather than voluntary, at least for the
elderly, blind and disabled. We also urged that numerous protections be included.
A copy of our analysis of the then-proposed law, as well as our comments on the
subseci;.tently promulgated state regulations, are attached.

In the end, most of our concerns were rejected by the state legislature. The law
was made mandatory for all Medicaid recipients, providing very limited exemptions.
It fails to include such basic components as the right to a fair hearing. It allows
speedy implementation of the program without prior testing of the numerous new
computer systems and procedures necessary for enrollment and quality assurance,

12 Nor does it appear that New York City has allocated adequate start-up funds to implement
managed care rrogrnma. The New York City Council Finance Division has questioned whether
the funda available in New York City for fiscal vear 1993 “are sufficient to support the costs
associated with developing a quality (managed care) l;Prog'mm.“ New York City Council Comment
on the Mayor's Preliminary Fiscal 1993 Budget and Financial Plan, March 25, 1992, p.26.
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and without adequate guarantees that the network of physicians will be large
enough to treat patients without delay and difficult travel.

With every branch of state and local government under pressure to meet the stat-
utory deadlines for enrolling thousands of recipients, we are very concerned that
dangerous shortcuts will be taken and critical safeguards omitted. Already we were
told that the state Department of Health is not adding any new staff, let alone the
dozens of persons necessary to carry out effective quality assurance and surveil-
lance. The federal waiver application and review process provides an abso-
lutely critical ob{ective review by an outside entity, which is not subject to
the internal political {)mssures inherent in state and local government.

It is bad enough that New York City and other localities must accomplish the
daunting task of complex and sophisticated program design and implementation
with little guidance from either the legislature or the state agencies, wfu'ch are also
hampered by inadequate resources and time pressure. We urge Congress not to de-
prive elderly and other poor New Yorkers of tge critical oversight provided by HCFA
through the waiver process, and of the protection of the federal Medicaid standards
for enrollment mix and amount, duration and scope of services. We also endorse the
recommendation of The Legal Aid Society that Congress enact more quality assur-
ance and other federal safeguards to ensure that access to care is enhanced, rather
than hindered by managed care.

Thank you for your consideration.

Very truly yours,
VALERIE J. BOGART.

STATEMENT OF THE MERCY HEALTH PLAN, PHILADELPHIA, PA

We are %ateful for the opJ)ortunity to submit written testimony in support of S.
2077, the “Medicaid Managed Care Improvement Act of 1991.”

MERCY HEALTH PLAN

Mercy Health Plan is a nine-year-old managed care organization that currentl
serves 57,000 Medicaid recipients in Southeastern Pennsylvania, including Philadel-
phia. Because we do not meet the 76-25 requirement, we gerve as a sub-contractor
to a licensed HMO. While we may not actually be a ficensed HMO, we function in

a manner identical to one.
OUR MISSION

Mercy Health Plan’s mission is to care for the poor. We define “poor” as those who
are Medicaid recipients, and we provide care specially tailored to their needs. Our
lan does not enroll non-Medicaid clients. The plan we have developed to care for
edicaid recipients acknowledges that while all people need the same kind of health
care, one type of health care plan is not necessarily appropriate for everyone.

THE “76~-26" RULE: BAD MEDICINE FOR MEDICAID RECIPIENTS

Mercy Health Plan supports the provision of S. 2077 that would eliminate the so-
called “76-26" rule. The 1dea behind the 76-25 requirement was that the presence
of commercial clients would ensure quality care for Medicaid recipients. In theory,
a plan would be required to provide the same services to Medicaid members that
they provided to commercial members and could not provide separate, “inferior”
services to Medicaid patients.

While the quality of health care services must be the same for both the Medicaid
and the commercial population, the approach to providing that care to the Medicaid
population is different than that necessary for the commercial population.

ine years of experience have taught us that caring for Medicaid recipients does
indeed require special effort and additional services. In the commercial population,
the biggest medical problems are heart disease and cancer. Because of this, commer-
cial pFans develop “healthy lifestyles” programs, teach people how to eat properl
and exercise, and devote considerable resources to cancer screenings and other such
rograms.
d ithin the Medicaid population served by Mercy Health Plan, however, the big-
roblems are high infant mortality and drug and alcohol abuse. Fighting these

est
grobl};ms takes very special, highly targeted steps—steps we take because the Med-

icaid population is the only population we serve,
Consider our efforts on behalf of women and infants. In the general population,

the infant mortality rate is roughly seven percent. Among the urban poor that our
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lan serves, the infant mortality rate is twenty-two percent—three times as high.

o address this significant problem, IMercy Health Plan introduced a perinatal risk
reduction program called “WeeCare.”

WeeCare is truly comprehensive. It begins with “case-finding”—going out into the
community to find our pregnant members. We then make sure they get prenatal
care by helping them find an obstetrician and making an appointmen%. V&e make
sure they keep that appointment, providing bus fare or helping them find a baby-
sitter if necessary.

We aleo create a social support system for these women. A perinatal care nurse
meets with a woman's obstetrician to learn about any special problems or needs.
That nurse then goes to the home of the pregnant woman to discuss all instructions
and to make sure they are truly understood. That nurse returns periodically to en-
sure that everything i1s all right We also employ social workers to help with other
f:}r‘oblems that may arise during J)regnancy. any of the pregnant women we serve

ow little about pregnancy and childbirth. They need a great deal of education,
and we provide it.

WeeCare offers additional support services when complications arise during preg-
nancy. Consider, for example, tﬁe problems that arise when a single mother is iden-
tified as high risk during her sixth month and is told that bed rest will be required
for the rest of her pregnancy. We provide a housekeeper to take care of the apart-
ment and look after the children. ’lPhis investment of $40 a day, we have found, can
save thousands of dollars a day in neonatal intensive care unit expenses. This ap-
proach works. In the first year of WeeCare, our perinatal risk reduction program
cut the infant mortality rate in half within the population we serve.

Another area in which we have developed services to meet the needs of our special
clientele is immunizations. In the general population, about ninety percent of the
Ki)pulation receives its childhood immunizations at the approfpriate ime. Within the

e;licaid population, the compliance rate is leas than half of that—about forty per-
cent,

Correcting this problem requires education, outreach, and a commitment of re-
sources. Mercy Health Plan is making that commitment in a new pilot project to
romote immunizations. Qur social workers visit new mothers, expll:lin the 1mpor-
ance of immunizations, and make appointments for immunizations. Then, we follow
ug and make sure that they keep those appointments. While we only recently start-
ed this program, our initial results are extremely encouraging. Within the small
group with which we are working, we have raised the immunization rate to over
ninety percent—the same rate as in the population as a whole.

We can develop such effective approaches because we understand the people we
serve. We spend our time, our talent, and our creativity serving the Medicaid popu-
lation, and we support. dropping the 76-25 rule and freeing others to employ the
same single-minded approach to serving their Medicaid clients that we do.

QUALITY ASSURANCE

Mercy Health Plan is also pleased to see the enhancement of Quality Assurance
as part of S. 2077, There is no Quality Assurance in the fee-for-service Medicaid pro-
gram, and that program suffers considerably as a result. In contrast, we work hard
to review the work of our participating providers, and we work equally hard with
those providers to improve their outcomes. In fact, Mercy Health Plan’s Q}\‘mlity As-
surance standards are more stringent than those currently required by the federal
government,

An important part of Quality Assurance is the discretion we exercise in allowing

roviders to join our plan. Not every physician who wishes to participate in Mercy
i:lealth Plan is allowed to do so. Qur credentialing committee reviews the qualifica-
tions of every physician who seeks to join our plan. We evaluate every applicant's

ualifications; check their references; review malpractice histories; and examine
their work performance through the National Practitioners Data Bank.

We perform intensive utilization review on inpatient care. We refer members to
individual physicians rather than hospitals, ensuring that one physician, not a
large, unaccountable team, provides the care. At the same time, we employ safe-
g‘uarcis to ensure that there 18 no cutting of corners on care and no under-utilization
of services.

Mercy Health Plan employs a rigorous Quality Assurance Prog‘ram. This program
is overseen by our Health Services Depart:nent and administered by a special Qual-
ity Assurance Committee. We establish standards for all inpatient and outpatient
medical care and continually review all services provided, with a particular focus
on those services that are performed most often and entail the greatest medical risk.
Aggregate data on quality care is prepared monthly by our Health Services Depart-
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ment and then reviewed by our Senior Manageraent Committee. Jssues requiring
medical judgment are referred to our medical director or the Quality Assurance
Committee. We audit individual cases, providing a further vehicle for uncovering po-
tential problems. When problems are identified, the associate director of our Health
Services Department works directly with the provider to ensure that any necessary

improvements are implemented immediately.
members, too, have an important role in Quality Assurance. Qur formal

grievance procedure—provided, in writing, to all members when they enroll—gives
all members an opportunity to seek redress for problems they believe they have en-
countered in dealing with our plan. People with grievances may present their prob-
lems directly to our grievance commitlee and may bring a spokesperson if they wish.
Minutes of the proceedings are available to all affected parties, decirions are made
within thirty days, and those decisions may be a Peale-d througfx a process that ulti-
mately leads to the Pennsylvania Department of g ublic Welfare.

Together, these procedures ensure that Mercy Heallth Plan provides the best, moat
anropriate care it can to its members at all time. We develop rigorous standards
of performance, monitor and audit that performance closely, and invite our mem-
bers, the beneficiaries of our activities, to help us in that process.

ADDITIONAL SERVICES

Because we focus on just the Medicaid population, we feel we are attuned to that
population’s needs and can develop benefit packages that better weet those needs.
Our benefits, for example, include eyeglasses and dentel services in some provider
categories where they are not already mandated.

We also have a twenty-four-hours-a-day hotline for members to call if they have
a medical problem. If a parent is awakened in the middle of the night by a sick
baby, she might not be aEle to tell if the problem is severe enough to require a tri
to the emergency room. With our hotline, a nurse can ask questions about the baby's
condition and determine the proper course of action. If the nurse determines that
the mother should take the baby to the emergency room, we might help the mother
determine what bus to take. If the problem is severe enough, we call for an ambu-
lance ourselves. This type of service is unique to a Medicaid HMQO, as are some of
the services described previously, such as transportation assistance, day care, and

homemakers.
PROVIDER REIMBURSEMENT

These and other programs can be very resource-intensive and expensive, but pro-
viding care the way we do costs less than providing care through a fee-for-service
system because our system better manages use of services.

Mercy Health Plan’s financial arrangements are tyPical of those for Medicaid
managed care providers and indicative of managed care’s extraordinary potential as
a means of serving the Medicaid population in a more cost-effective manner. We re-
ceive between ninety-two and ninety-five percent of the reimbursement that Medic-
aid fee-for-service providers receive. This means there is an inherent cost savings

in our program for the taxpayers.
We can provide our care for less money because of several efficiencies built into

our program—and built into all managed care programs.

¢ First, we eliminate the financial incentives providers have to over-prescribe
medical services. Under the fee-for-service system, the more care a doctor pro-
vides, the more money that doctor receives. In managed care plans, we pay our
primary care physicians on a capitated basis—that is, they receive a specific
amount of money every month for every patient in their care, regardless of how
little or how much care they provide.

¢ Second, we make cost a consideration in the purchase of services.

Third, by building our system around primary care providers, we reduce reli-

ance on expensive hospital emergency rooms as the traditional health care pro-

vider of choice within the Medicaid population.

The cost savings generated by these steps are so substantial that our plan, despite
receiving less money from the state Medicaid program than the fee-for-service sys-
tem, can actually pay our providers are money for the care they provide,

One of the keys to our ability to control our costs is our focus on preventive care.
We work hard to ensure that our expectant mothers take their pregnancies to full
term and deliver healthy babies of a normal birth weight. That saves an enormous
amount of money and more than compensates for the extra resources we devote to

making that result possible.
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The hallmark of managed care is coordination of care. When people are assigned
to a single physician, they get continuily of care. They see the same doctor every
time they have a problem, and that doctor gets to know them and their needs. Fee-
for-service patients, on the other hand, typically head straight to the hospital emer-
gency room every time they have a problem. There, they receive extremely expen-
sive treatment for their immediate problem and are discharged. If there is an under-
lying problem, however, the emergency room is about the last place you want to go.

Consider, for example, an emergency room-related problem we encounter fairly
often. A person suddenly develops a problem breathing and goes to a hospital emer-

ency room. There, the physician accurately identifies the problem as an agthma at-
ack, provides treatment, and the patient home. This happens periodically to the
same person and occasionally results in a two- or three-day stay in a hospital. In
contrast, when patients have a primary care physician, they can be put on a pre-
scribed maintenance routine. In our plan, we even send outreach workers to the
homes of people with asthma to discuss their do so in a the importance of adhering
to the prescribed routine. Thus, even though the patient may have more frequent
contact with the health care system, we keep the cost of care down through more
appropriate contact and by avoiding the expensive emergency room and hospitaliza-
tion.
We also work hard to eliminate abuse in the prescription of drugs. In the fee-for-
service system, palients go from doctor to doctor, obtain duplicate prescriptions, and
sometimes sell their drugs on the street. In our plan, only authorized physicians
prescribe medication. Our on-line pharmaceutical review program calls our attention
to any patients that manage to get duplicate prescriptions. This stops people from
defrauding our plan and the entire Medicaid system. It also keeps our costs low

without sacrificing either quality or access.
CONCLUSION

Managed care has a great deal to offer our Medicaid population and our country.
Such plans can provide better, more appropriate services that truly meet the needs
of the Medicaid population; ti)ey can do 8o in an efficient, cost-effective manner,
thereby helping to control rieing health care costs; and they can fulfill both of these
goals without compromising quality or reducing access to care.

For too long, federal leglslation has effectively tied the hands of those of us who
wish to provide managed care plans for Medicaid recipients. This legislation at-
tempts to loosen those restraints while proposing important steps that ensure that
as we employ innovative managed care among larger portions of the Medicaid popu-
lation, we do so in a caring, effective manner; that we never sacrifice quality for
our bottom line; and that we never lose sight of the special needs of the people we
have been chosen to serve.

For these reasons, Mercy Health Plan urges the Senate Finance Committee to
support S. 2077, the Medicaid Managed Care Improvement Act of 1991.

STATEMENT OF THE NATIONAL ASSOGIATION OF CHILDREN'S HOSPITALS AND RELATED
InsTITUTIONS, INC.

NACHRI—the National Association of Children’s Hospitals and Related Institu-
tions—is pleased to submit this statement for the printed record of the April 10,
1992, hearing by the Senate Finance Subcommittee on Health for Families and the
Uninsured regarding “Medicaid Managed Care.”

Any change in federal Medicaid policy has the potential to have a disproportionate
impact on children to their advantage or detriment, since children represent nearly
60% of all recipients of Medicaid assistance. If implemented with sensitivity to the
special health care needs of children and financial requirements of providers of care
to children, “coordinated” or “managed care” offers the promise of increasing mean-
ingful access to appropriate health care for the more than 10 million children—near-
ly one out of every six children in the United States—who now rely on Medicaid
or access Lo health care.

With this statement, NACHRI encourages the Subcommittee on Health for Fami-
lies and the Uninsured, and the Finance Committee, to consider three sets of “spe-
cial protections” to ensure that managed care fulfills its promise for children who

are assisted by Medicaid.
BACKGROUND

NACHRI is the only naticnal, voluntary association of children’s hospitals. It rep-
resents more than 100 institutions in the United States, including freestanding,
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acute care children’s hospitals; pediatric departments of major medical centers; and
speclal;;i' hosg; ‘als, such as pediatric rehabilitation and chronic care facilities. Vir-
tually all of the children’s hospitals are teaching hospitals and research centers, and
many function as regional referral centers for ;faecialized care, Virtually all chil-
dren’s hospitals are major providers of care to children under Medicaid. On average,
a children’s hospital devotes 40% of its care to children assisted by Medicaid.

While they are best known as tertiary level hosﬁtals providing highly specialized
care for very sick, disabled, or injured children, children’s hospitals also are major
providers of outpatient care, including primary, emergency, and specialty care in
ambulatory settings. Indeed, the children’s hospital often functions as the primary
care pediatrician f%: low income children livi.ngrm the surrounding neighborhood, as
well as the specialized hospital caring for children with acute and chronic care con-

ditions throughout the region.
As a result of their missions of service to children, children’s hospitals embody

many of the srinciples underpinning managed care. Because it is in the best inter-
ests of a child’s developmental as well as p%\ysical well-being, physicians associaled
with children's hospitals seek to avoid hospitalization, whenever medically possible.
Because theg' specialize in the care of children who often have very challenging con-
ditions, children’s hospitals emphasize the importance of coordination of care among
medical and social service specialists to ensure the child receives only the most ap-
propriate and effective delivery of care. Because they see in their emergency rooms
the consequences of the inability of families to obtain primary and preventive care
for their children, children's hospitals have become major proponents of primary
care, hoth in organizing primary care clinice and in advocating preventive care in
their communities.

In addition, a growing number of childrer’s hospitals across the nation have direct
experience with capitated managed care by virtue of their caring for children en-
rolled in both public and private managed care programs. Their experience suggests
that before Congress were to expand Medicaid managed care, consideration 51ould
be given to three sets of “protections” for children and their providers of care:

¢ protections for children, including children with special health care needs;
o protections for the financial health and programmatic integrity of both managed

care programs and providers;
o protections for children’s hospitals as unite providers of highly specialized care.

PROTECTIONS FOR CHILDREN

Benefits for Children.—In expanding managed care for recipients of Medicaid as-
sistance, Congress should preserve the right of children under Medicaid to all serv-
ices essential to children. 'Fhese ehould include not only pediatricians, pediatric sub-
specialists, and pediatric inlgatient care, but also Early and Periodic Screening, Di-
agnosis, and Treatment (EPSDT) benefits; in particular, the 1989 federal require-
ment that Medicaid must cover all medically necessary care prescribed for a child
as a result of an EPSDT screen. In addition, Congress should ensure—as it already
has done for young children receiving inpatient care in disproportionate share hos-
pitals—that medically necessary care for children is not sugject to arbitrary limits,
8}101}: aahligm'ts on length of hospital stay which do not take into account the needs
of the child.

Children with Social Health Care Needs.—Congress should take specific steps to
K;‘otect access to appropriate health care for the most vulnerable children under

edicaid—children with “special health care needs” served by targeted state pro-
grams such as the State of Texas' Chronically Ill and Disabled Children’s Program
or the California Children’s Services program. They include children with conditions
such as cystic fibroais, spina bifida, cerebral palsy, and cancer. These children re-
quire highly specialized services, often provided by regional care facilities with the
ability to coordinate multi-specialty services in one place tailored to each child's
unique and complex needs. E}:'en their primary care requires management by a spe-
cialist, because their underlying condition can profoundly affect all of their other
health care needs.

Congress should distinguish this population of children with special health care
needs from the overall Medicaid population enrolled in capitated managed care for
two purposes. Federal policy should ensure that they receive the coordination of care

including referrals only to qualified providers as defined

by specialists they require
by state programs for children with special heelth care needs and case management

by physicians and nurses with expertise in the treatment of rare or complex pedi-
atric conditions. Federal policy also should ensure rates of reimbursement—either
by separately determined capitated rates or fee-for-service schedules—-sufficient to
meet the financial requirements of the specialized care these children require.
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Monitoring Children’s Health Care.—Congress should require that Medicaid man-
aged care entities maintain records and report on services and evaluations per-
formed for each child, including well-child care and immunizations, according to
standarde developed by the American Academy of Pediatrics. Such reporting re-
quirements should be accompanied by active monitoring, with implementation of in-
centives and disincentives to discourage delay or under-utilization of necessary and
essential services. Record keeping and state monitoring of service utilization are es-
sential to fulfilling both the benefits of preventive care and children’s need for con-

tinuity of care,
PROTECTIONS FOR FINANCIAL HEALTH AND PROGRAMMATIC INTEQRITY

Financial Health of the Managied Care Entitly.——~()ongress must establish stand-
ards that will ensure the fiscal health and solvency of the managed care entity.
Children’s hospitals have found that unless they are held financially accountable go
rules ensuring their solvency, managed care entities—even those ful%lling the prom-
ise of managed care—can put in jeopardy children and their providers of care if
these entities fail financially. In addition to requiring that managed care entities
be capable of assumin% the financial risk of capitated arrangements and assuring
uninterrupted service, Congress also should ensure that the state Medicaid program
will bear the financial responsibility in the case of a managed care entity’s default.
The risk of insolvency of managed carc entities cannot be borne by health care pro-
viders already caring for enrolled patients at often significant financial discount.
Similarly, Medicaid managed care entities should have to comply with standards
such as those now in effect under Medicare for physician incentive plana which dis-
courage the shifting of substantial financial risk to individual or small groups of
ph};sicians, with whom the entity subcontracts.

rogrammatic Integrity of the Managed Care Entity.—The promise of managed
care is critically dependent on the proven experience of the managed care entity
with the delivery of health care amf its_ongoing accountability for quality of care
and patient satisfaction. Congress should require, in conjunction with expanded
managed care under Medicaid, a quality assurance system, with review of service
utilization, standards of care, and patient as well as provider satisfaction.

Financial Health of Providers of Care Under Managed Care.—Medicaid is widely
recognized to reimburse providers of care substantially below the cost of care. Un-
less state payments to Medicaid managed care programs and their payments in turn
to health care providers are held accountable to the requirements of the Boren
Amendment for reimbursement of the costs of efficiently and economically delivered
care, providers serving large numbers of Medicaid recipients could be placed in seri-
ous financial jeopardy. In addition, Congress should ensure that managed care inpa-
tient days qualify for Baui?'»oses of states determining hospitals’ qualification for dis-
proportionate share (DSH) status. Congress also should ensure that states continue
to provide DSH payment adjustments—either through direct state payment of the
adjustments to hospitals or through modified state capitated rates to the managed
care entities coupled with DSH payment requirements.

Choice.—One of the most important determinants of both the financial health and
programmatic integrity of private managed care is the stimulus of free market com-
petition created by su scrigers who can choose among a variety of both fee for serv-
1ce providers and managed care rzfmms. If federal policy cannot replicate such
choice, at a minimum Congress should ensure the benefits of the market place for
mandated managed care under Medicaid by requiring that Medicaid recipients have
a choice of two or more managed care entities, which may be either experienced
Cf]fitated plens or provider networks. If Medicaid recipients are given the choice of
only a single plan, it must encompass all area providers desiring to participate and
all minimum essential services for children and pregnant women, with no fewer
than two-thirds of the area physicians serving this population participating.

PROTECTIONS FOR CHILDREN'S HOSPITALS

Protections Against Exclusion. Children’s hospitals provide highly specialized and
coordinated care, often involving teams of several dig‘erent specialists to meet the
health care needs of an individual patient. This coordination of health and social
services within a single entity is the essence of what managed care is intended to
achieve. In many communities, managed care recognizes the importance of inclusion
of appropriate pediatric providers and subspecialists, but in some, children’s hos-
pitals find themselves or their affiliated physicians excluded from a managed care
grogram because of unacceptably low contract payment rates—regardless of the con-

ition of the patient or the ability of the hospital to meet best a child’s special
health care needs. Such exclusions have troubling implications for children's access
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to care, given the fact that children's hospitals currently are major providers of care
to children under Medicaid. In ensuring that Medicaig managed care entities pro-
vide all essential services, Congress should require the inclusion of children's hos-
pitals willing to accept peyment rates that meet minimum standards, such as rates
comparable to what the state’s Medicaid program otherwise would pay for patients
not enrolled in managed care or what the state’s program of services for children
with special health care needs would pay. In either case, the payment rates should
include disproportionate share payment adjustments,

Opportunity to Be the Mangfe Care Eniity.—Children’s hospitals are highly so-
phisticated providers of not only acute and tertiary level care but also primarg;and
ambulatory care, including, in some instances, the development and implementation
of capitated managed care programs. Congress should ensure that the opportunit,
exists, under Medicaid managed care, for participation of a pediatric provider net-
work serving only or spredominantly children, administered by providers or their ad-
ministrative entity. Such pediatric managed care would have fo meet all of the re-
quirements for Medicaid managed care entities in terms of subacriber choice ae well
as scope, continuity, and accessibility of services for children but not services for

other populations.
CONCILUSION

Please call upon NACHRI if we might be of assistance to the subcommittee in de-
veloping further any of these proposed protections for children. inciuding patients

of children’s hospitals, in advancing Medicaid managed care.

NATIONAL MULTIFLE SCLEROSIS SOCIETY,
New York, NY, April 23, 1992.

Senator DaNIEL PATRICK MGYNIHAN,
Russell Senate Office Building Room 464,

Washington, DC.

Re: S. 2077 Medicaid Managed Care Improvement Act of 1991

Dear Senator Moynihan: We are writing on behalf of the Mew York City Chapter
of the National Muﬁiple Sclerosis Society to express our serious concerns about the
potential impact of Senate Bill 2077 on Medicaid recipients with multiple sclerosis
(MS) and other individuals with special needs.

We have reviewed in draft the comments of The Civil Division of the Legal Aid
Society of New York City and the comments of the National Health Law Program,
Inc (NHELP). We agree with the points raised by these organizations but are addi-
tionally concerned that mandatory meanaged care will not serve the needs of individ-
uals with medical conditions requiring special expertise. Our stateinent will focus
solely on this issue.

Multiple sclerosis is a chronic disease of the central nervous system for which
there is no known cause or cure. In MS the myeiin sheath that surrounds nerve
fibers in the brain and sg)ina! cord becomes damaged, causing the formation of
sclerosed or hardened patches of scar tissue.

Symptoms of MS vary greatly depending upon where the aclerosed patches occur.
They may include tingling sensations, numbness, sluired speech, blurred or double
vision, muscle weaknese, poor coordination, unusual fatigue, muscle cramps,
spasms, problems with bladder, bowel and sexual function, and paralysis. There
may be mental and emotional cimnges as well. These symptoms may occur in any
combination and can vary from very mild to very severe. The typical pattern is
marked by periods of active disease called exacerbations and quiescent periods
called remissions. Other people may experience a chronic, progressive form of the

disease.

MS is difficult to detect or diagnose because early symptoms are spotty, other
neurological conditions have similar symptoms, and there is still no definitive test
Sq confirmu or rule out MS, although MRIs (magnetic resonance imaging) help clarify

iagnosis.

Itglils aleo not easy to treat. Although MS cannot be cured, akilled medical provid-
ers can administer treatment that may control or alleviate some symploms of the
disease. For example, there are medications which can provide symptomatic relief
for acute attacks. Muscle relaxers specific to MS aid in reducing spasms, There are
therapeutic strategies for easing bowel and un'na? distress. Physical and/or occupa-
tional therapy can help people remain independent.

A comprehensive system of care, under the direction of a physician knowledgeable
about the unique suggestions of this neurological disorder, is crucial to keeping peo-
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le with MS as healthy as possible and in the community. Not only is it better for
he patient, care coordinated by a neurologist who specializes in MS saves Medicaid
money in the long run by minimizing symptomatology.

It is our experience that skilled care for a complex disease like MS is not readily
available, even if {vaou have your choice of doctor and the ability to pay privately.
Not all neurologists are MS-literate or up-to-date on treatment strategies or even
knowledgeable in the ways to handle manifestations of the disease, such as bladder
and bowel Jn'oblems or extreme spasticity. Recognizing the crying need of our mem-
bers to find adequate care for their disease and committed to the concept of a com-
prehensive care system, the New York City Chapter helps support six MS clinics
In the five boroughs of Manhattan. Each accepts Medicaid patients. There patients
receive a comprehensive range of managed coordinated care aimed at minimizing
symptoms and maximizing potentjal. The freedom to choose care at such a com-
prehensive center is a basic health care right regardless of the an individuel's
source of payment. Senate bill 2077’s Medicaid managed care proposal will restrict
such access to specialized, comprehensive care.

Don’t turn back the clock by foreclosing Medicaid recipients from adequate care
for multiple sclerosis. Amend your bill so that Medicaid patients are guaranteed re-
ferral and access {o the medical specialists who are the most capabﬂ of handling
the complexities of diagnosis such as MS.

Very truly yours,
MARGARET Domanski, A.C.S.W., Director
of Chapter Services.

ANNE Davis, Esq., Director of Legal
Services.

MicHELE MADONNA, R.N., M.A., Director
of Clinical & Educational Services.

STATEMENT OF THE PRIMECARE HEALTH PLAN, INC.

Mr. Chairman and Members of the Subcommittee, my name is Larry Rambo and

I am the President and Chief Executive Officer of PrimeCare Health Plan, a Health
Maintenance Organizatior. (HMO) based in Milwaukee, Wigconsin.

PrimeCare strongly supports S. 2077—the Medicaid Managed Care Act of 1991—

which seeks Lo expand coordinated care gervices under the Medicaid program. How-

. 2077 must include an amendment that states that federally matched Medic-

ever, S
aid funds must not be used for non-Medicaid purposes.
PRIMECARE, INC.

PrirueCare Health Plan is a network model HMO which was established in 1983.
PrimeCare was acquired by Heritage Health Slvstems, Inc. in June 1986, and in the
{)rocees converted to a for-profit corporation. In 1990, PrimeCare was acquired by

Inited HealthCare Corporation, and since January 1991, PrimeCare is the largest
HMO in the state of Wisconsin, with approximately 167,600 enrollees, PrimeCare
is also a major provider for Medicaid recipients, with more than 57,000 (35%) bene-

ficiaries.
PrimeCare became the first HMO in Wisconsin to receive regulatory approval to
market a Point-of-Service HMO/Indemnity product in 1990. As of July, F991, ap-
Broximately 30% of the total commercial enrollment is in a point-of-service product.

rimeCare’s parent company, United HealthCare Corporation, is a national leader
in health care cost management, serving both providers and purchasers of health
care eince 1974, The company’s services, available to PrimeCare beneficiaries, in-
clude HMOs, PPOs, multiple option and point-of-service plans, pharmaceutical cost
management, managed mental health and substance abuse services, utilization
management, workers compensation/casualty services, specialized provider net-
works, employee assistance services, Medicare and managed care programs for the
aged, health care evaluation gervices, information systems and administrative serv-
ices. As of February, 1992, United’'s total health plan enrollments were 1,602,900

and enrollments in total specialty companies were 15,668,000.
MANAGED CARE IN WISCONSIN

Wisconsin is one of 31 states that currently participates in a Medical Assistance
Health Maintenance Organization (MA/HMO) Program, providing services for ap-
proximately 122,000 AFDC recipients in Milwaukee, Dane, and Eau Claire Counties
since 1984. According lo a recently published report by the Wisconsin Department
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of Health and Social Services Office of Policy and Budget entitled “An Evaluation
of the Medicaid Health Maintenance Organization Program,” the MA/HMO Program
has impacted significantly on Medical Assistance costs and the access to services

and quality of care to its participants.

The net savings due to MA/!'?MO enrollment are approximately $9.6 million per
year. While three counties participate in the MA/HM Program, almost 95 percent
of the savings are attributable to O enrollment in Milwaukee County due to the
large number of enrollees,

e state’s evaluation found that the utilization of hospital services whether
measured by admission, inpatient dtﬁ's of care or length of stay all showed a decline
in use. “Patient days per 1,000 enrollees dropped by 63 percent from levels that ex-
isted prior to HMO enrollment (i.e., fee-for-service) in 1983 in Milwaukee and Dane
counties.” There was a 30 percent decline in admissions and the average length of

hospital stay declined by 33 percent (about two days),
HEALTH INSURANCE RISK SHARING PLAN (HIRSP)

The State of Wisconsin Office of Insurance Commissioner has established the
Health Insurance Risk Sharing Plan (HIRSP) to assist individuals who do not have
access to private health insurance. Deficits in the program are to be funded by
health insurance companies in Wisconsin based on their premium,

PrimeCare believes the assessment should be on commercial premiums and not
revenues received to Frovide services to Medicaid recipients, In essence, the State
is forcing us to take federally matched funds designated for the Medicaid program
and divert them to a program not eligible for matching funds. The cost to PrimeCare
was $360,000 in 1991 and is estimated to be $600,000 in 1992 from our Medical
Assistance revenues.

S. 2077 proposes to expand coordinated care services under Medicaid which will
increase the number of AFDC HMO enrollees in PrimeCare and other HMOs
throughout the state. In essence, the HIRSP assessment on PrimeCare's premium
will increase substantially each year clearly reducing our ability to provide services
to the people these funds were intended to benefit. oreover, the HIRSP assessment
is a disincentive for HMOs to be established and to accept contracts involving Med-

icaid beneficiaries.
CONCLUSION

PrimeCare believes that providing managed care to Medicaid beneficiaries serves
Medicaid. PrimeCare wholeheartedly supports Senator

as a quality alternative to

Moi:nﬂ\’ an’s initiative to ex‘fand coordinated care through the Medicaid program
with an amendment that federally matched Medicaid funds cannot be used for non-
Medicaid purposes.

STATEMENT OF THE SINA!I SAMARITAN MEDICAL CENTER

Mr. Chairman and Members of this Committee, I am William Jenkins, President
of Sinai Samaritan Medical Center located in Milwaukee, Wisconsin. I would like
to take this opportunity to express Sinai Samaritan's support for S. 2077, the Medic-
aid Managed gare Improvement Act of 1991, and request that an amendment be
included that would provide for a disproportionate share hospital payment for AFDC

HMO inpatient days.
SINAI SAMARITAN MEDICAL CENTER—AURORA HEALTH CARE

Sinai Samaritan Medical Center is an affiliate of Aurora Health Care, a regional
not-for-profit health care system comprised of two major medical centers, a com-
grehensive home care ort'ﬁanization, and 156 ambulatory care facilities. Aurora Health

are provides more health care services to the people of Southeastern Wisconsin
than any other provider.

Aurora Health Care's integration as a system began in June of 1984 with the af-
filiation between St. Luke’s ﬂedjcal Center (founded in 1903) and Good Samaritan
Medical Center (formerly Lutheran Hospital and Deaconess Hospital, founded in
1863 and 1910, respectively). In 1987, Mount Sinai Medical Center (founded in
1903) became part of Aurora Health Care. While Aurora Health Care is less than
a decade old as a system, its history in Southeast Wisconsin actually dates back
more than 125 years.

Sinai Samaritan Medical Center is now the last remaining hospital in downtown
Milwaukee. Over the last seven years, five acute care facilities have closed in down-
town Milwaukee, eliminating more than 1000 beds. From data we have gathered,
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we believe that Milwaukee is now the largest city in the United States with just
one hospital left in its downtown. Therefore, the financial viability of this institution
is an absolute necessity to the residents of this city.

Sinai Samaritan has done a great deal to contain costs while still maintaining the
highest quality of care for its patients. In 1990, Sinai Samaritan ranked seccnd in
total patient admissions among acute care hospitals in southeastern Wieconsin vrith
more than 21,000 patient admissions. Today, Sinai Samaritan clearly illustrates 1he
serious challenges facing urban health care providers:

¢ 76% of Sinai Samaritan’s inpatient admissions are Medicare, Medicaid or Med-
icaid-HMO cases, the costs of which are significantly under-reimbursed by the
government.

¢ Births at Sinai Samaritan continue to rise year after year. In 1990, Sinai Sa-
maritan ranked first among southeastern Wisconsin hospitals for number of de-
liveries with more than 6,200 births. Teen pregnancy and pre-natal drug abuse
are resulting in hundreds of low birth weigiit infants and ever increasing admis-
sions to the neonatal intensive care unit. .

e The Medical Center's emergency department and outpatient clinics are t'ie
points of access for growing numbers of poor and elderly patients with comgfex
needs, Sinai Samaritan also operatea t{:e only emergency department in the
central city, last year providing nearly 60,000 visits,

The financial burden on Sinai Samaritan Medical Center is overwhelming. Aniong
the Milwaukee area acute care hospitals, Sinai Samaritan Medical Center’s ghare
of total Medicaid patient discharges is §3.6%. The Milwaukee County Medical Com-
plex and Children’s Hospital of Wisconsin follow with 9.6% and 7.6%, respec.ively.

MANAGED CARE ¥ WISCONSIN

Wiaconsin is one of 31 states that currently participates in a Medical Arsistance
Health Maintenance Organization (MA/HMO) Program, providing services for ap-
proximately 122,000 AFDC recipients in Milwaukee, Dane, and Eav. Claire Counties
since 1984. According to the Wisconsin Department of Health end Social Services
Office of Policy mll&m}%ud et, the MA/HMO Program has impected significantly on
the access to services ancf quality of care to its participants, and on Nﬁgical Assist.
ance costs. The net savings due to MA/HMO enrollment are approximately $9.6 mil-
lion per year. While three counties participate in the MA/HMO Program, almost 96
percent of the savings are attributable to HMO enrollment in Milwaukee County

due to the large number of enrollees.
MEDICAID DSH PAYMENTS FOR MEDICAID HMO ENROLLEES

There is an anomaly concerning the availability of Medicaid DSH adljustment pay-
ments for Medicaid beneficiaries enrolled in MA/HMOs that drastically reduces the
effective Medicaid DSH adjustment for hospitals in certain counties. In certain
areas of the state~-includi.ng}l Milwaukee County, which accounts for a substantial
gortion of Wisconsin’s total Medicaid payments—many Medicaid beneficiaries must

e enrolled in a Medicaid HMO. Under the Wisconsin State Medicaid Plan, however,
payments to hospitals by HMOs do not reflect a Medicaid DSH payment adjust-
ment. The resull of Wisconsin’s policy on Medicaid DSH payments for O patients
is that the hospitals with the largest Medicaid patient percentages in the state re-
ceive Medicaid DSH adjustment payments for only a fraction of their Medicaid pa-
tients.

Mr. Chairman, although I believe this proposal would be a helpful one if amended
properly, it should be noted that hospitals will not receive a financial windfall from
its passage. For example, in 1991, Sinai Samaritan had non-HMO Medicaid total
charges of $20,834,347 and payments of $10,328,732 representing 49.6% of total
charges. The DSH adjustment increases the percentﬁﬁ: of actual payment to 56.7%.
In that same year, Sinai Samaritan experienced O inpatient total charges of
$32,443,183 and payments of $20,089,372 totaling 61.9% of charges. Extending the
DSH adjustment to hospitals for their HMO irpatient services would allow us to
capture an additional $883,636, thereby reducing our shortfall between charges and
payments to 35.4% versus 38.1%. Thus, hospitals will continue to experience an
alarming disparity between actual charges and payments, but they will be far less
burdensome. -

Sinai Samaritan Medical Center urges the Committee to include an
amendment to S. 2077 that AFDC 10 inpatient days be counted toward the
Disproportionate Share Hospital (DSH) supplemental payments.
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CONCLUSION

Sinaj Samaritan Medical Center fug{ supports Senator Moynihan's initiative to
expand coordinated care under the Medicaid program with one amendment: to count
A.!!,'DC HMO inpatient days toward the DSH supplemental payments. With this pro-
vieion, Sinai Samaritan will be able to work collaboratively with HMOs and the
gtateﬁ&q ensure the delivery of quality health care services to Wisconein’s Medicaid

eneficiaries.
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