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HEALTH MAINTENANCE ORGANIZATIONS

TUESDAY, MAY 9, 1972

" HoustE oF REPRESENTATIVES,
SuscommrrTEE oN PupLic HeavtH AND ENVIRONMENT,
: ComyrTTEE oN INTERSTATE AND FormIGN COMMERCE,
~ Washington, D.C. -

The subcommittee met at 10 a.m., pursuant to notice, in room 2322,
Rayburn House Office Building, Hon. Paul G. Rogers (chairman)
presiding. - '

Mr. Rocers. The subcommittee will come to order. We are continu-
ing our hearings on proposals for health maintenance organizations.
Our first witness today is Mr. Berkeley Bennett, executive director of
the National Council of Health Care Services, Washington, D. C.

"We welcome you to the committee. We will be pleased to have you
and your associates identify themselves and make whatever state-
ments you desire. - '

STATEMENT OF PANEL REPRESENTING THE NATIONAL COUNCIL

OF HEALTH CARE SERVICES: ) '

BERKELEY V. BENNETT, EXECUTIVE VICE PRESIDENT, NCHCS;
PATRICK J. CALLIHAN, PRESIDENT, PROVINCIAL HOUSE, INC.,
LANSING, MICH., AND PRESIDENT, NCHCS; it
EDWARDJ. WILSMANN, PRESIDENT, HOMEMAKERS HOME AND
HEALTH CARE SERVICES, INC., KALAMAZ00, MICH.;
ROGER C. LIPITZ, PRESIDENT, MEDICAL SERVICES CORP,,
BALTIMORE, MD.; .
JAMES GRIFFIN, VICE PRESIDENT AND SECRETARY, NEIGH-
BORHO0D HEALTH CENTERS, INC,, BALTIMORE, MD.; AND
ELIZABETH J. CONNELL, PUBLIC RELATIONS DIRECTOR, NCHCS

_ Mr. Benwerr. Thank you, Mr. Chairman and members of the com-
mittee. We appreciate the opportunity to appear before the commit-
tee. We have a panel to discuss a number of areas which we think will
be of interest to the committee. We will summarize our testimony
however, and each will cut it down so that our time will be better
saved for questions. ’

Mr. Rocers. Fine; we will make the full statements part of the rec-
ord following your summation.
Mr. Bexnerr. Thank you. ,

‘ (757)
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STATEMENT OF BERKELEY V. BENNETT

Mr. Bennerr. Mr. Chairman and members of the committee, my
name is Berkeley Bennett and I am executive vice president of the
National Council of Health Care Services, based in Washington, D.C.,

- with member companies throughout the country. I will introduce our
other panel members as we go along, if I may. : .

The National Council of Health Care gervicw represents a select
group of tax-paying health care companies owning and/or managing
“hospitals, nursing %omw, psychiatric facilities, clinics, pharmacies,
home health agencies, consulting services, surgical supply companies,
homemaker services, unit dose drug packaging, day care centers,
paramedical training schools, and rehabilitation units, The majority
of our member companies are publicly owned health care corporations
and most have under active consideration the formation of one or
several health maintenance organizations.

As a condition of membership, the council’s member facilities, where
applicable, are required to be accredited by the Joint Commission on
Accreditation of Hospitals. The joint commission is a nongovernmental

- standard of quality care surpassing licensing, medicaid, and medicare
requirements. Accreditation is voluntary and is a yardstick to the
progressive facility that meets standards set by a professional knowl-
edgeable, nationally recognized group. In addition, each member is
dedicated to seeking innovative approachesto providing quality patient
care in the appropriate cost-effective setting. :

We believe that proprieta: , tax-paying, management oriented
health care companies can offer assistance in solving the problems of
making the health care delivey system responsive to the needs of all
alll)(ll in helping to make care available to more people at the lowest pos-
“sible cost. ’

. The National Council of Health Care Services supports the develop-

~ment of the health maintenance organization concept. Not as the
panacea for the many shortcomings of the American health system, but
as one method which appears to have promise of making more effective
use of scarce health resources than the present fragmented health care
nonsystem.

National Council of Health Care Services member companies are
presently conducting feasibility studies, contracting for services, assist-
ng in the formation of physician groups, working with existing group
practices, and carrying out the necessary planning and development
activities for possible entry into HMO’s. T might add that all of these
functions have been performed at no cost or obligation to the Govern-
ment or the taxpayer.

_The National Council believes that the legislation introduced by
Congressman Roy and yourself, Mr. Chairman, along with several
other members of this subcommittee represents a commendable step
toward improving health care delivery in this country.

- Our remarks today, will be devoted to the issues of ; one, for-profit
involvement in the development, operation, and ownership of HMO’s;
two, the competitive principle in the health care arena versus franchis-
ing and comprehensive health planning; three, some examples of pro-
prietary involvement in providing comprehensive health care services;
and four, development of a continuum of care and services through the
maximum utilization of nursing homes and home health services,
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FOR-PROFIT INVOLVEMENT IN THE  DEVELOPMENT, OPERATION, AND
_ OWNERSHIP OF HEALTH MAINTENANCE ORGANIZATIONS
One of our major concerns with some proposed HMO legislation

and national health insurance proposals is their discrimination against
“one type of sponsorship of health facilities, services, and systems In
favor of another without regard to the quality of care being provided.
We believe the acceptance o%athis philosophy 1s directly opposed to the
best interests of both the consumer of hea,lfi; care services in America
and the individual tax-paying citizen. ‘ z :
Tt is generally recognized that the success of an HMO is dependent
upon the incentives built into the program—incentives for efficiency—
incentives for proper utilization—incentives for the physician. Health
maintenance organizations should be coordinating bodies able to bring
together the appropriate type and level of care at the appropriate
cost. Proprietary health care companies, such as those represented by
the National Council of Health Care Services are uniquely suited
to providing the business talents needed and to assembling the finan-
cial resources necessary to the formation and continuation of an HMO.
We believe that it is vital to attract and recruit the best business man-
~ agement minds available in order to accomplish the task of delivering
health care to all at a price the Nation can afford. S
Under the present system, costs are soaring, manpower and resources
are insufficient and misallocated. A close look at the problem will reveal
the following: : ‘ ) g

EFFICIENCY IN THE HEALTH CARE INDUSTRY

When we talk about containing or slowing down the rise in health
care costs, what we are really talking about is the cost of hospitaliza-
tion, which not only has accounted for the largest rise in costs, but
also represents in absolute terms the largest slice of the health care pie.
~ For fiscal year 1970, the total national health expenditure was in excess

of $67 billion or 7 percent of the Gross National Product. Some $58
~billion of this money was for personal health care. Lo e
Just under one-haif of all moneys spent for personal health expendi-
tures goes to our Nation’s hospitals and nursing homes, and the per-
centage is increasing each year. In the past 4 years hospital daily serv-

ice charges have increased 71.1 percent compared to 29.1 percent forall k

medical care, 30 percent for physician’s fees and 6 percent for drugs.
Tt is readily apparent that it is the hospitals, 85 percent of which are
nonprofit, that are eating us out of house and home. But why? ‘
Any analysis of effort to control hospital costs will essentially be
broken down into two broad categories: one, internal efficiency and,
two, utilization control (which is defined as efficient, treatment of the
patient who truly needs such treatment at the proper facility level and
over the appropriate time span. It does not mean exclusion from care
of those who need it). : . : , : ‘
No one can deny that much of the increase in hospital expenditures
comes from increased services and a “catching up” in salaries by a labor
force that for years subsidized this Nation’s health care system by
accepting an inadequate wage structure, and a generalized inflation in.
other cost, but much of the increase is the direct result of a consortium
- consisting of an abominable cost reimbursement system, which en-

81-185 O - 72 - pt.3 - 2
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cou and rewarded inefficiency, and a hospital management group
that did not need incentives to achieve ineptitude. ,

The basic failure of this country’s hospitals to achieve any significant
degree of internal efficiency has to rest with its No. 1 problem—its
self-perpetuating, nonresponsible leadership, and its lack of adequate
fiscally trained, 1]-time management, which has led to very low level
of competency in the area of controlled cost and productivity.

The hospital industry—and, more especially the emerging HMO

“industry” needs full-time executives of the type and with the abili-

ties of those men running our major industries. We do not need small
donations of philanthropic time, but a primary commitment from com-
petent organizational gersonne’l at all administrative levels in the
hospital or the HMO, from the board of directors to the purdhasinfg
agent and the housekeeping managers. Without this, no internal ef-
ficency will ever be realized. - st 1 B

PRODUCTIVITY AND PRIVATE ENTERPRISE

Proprietary enterprise, by its ve: nature, is structured to provide
the in%ntiv%\whighp are cgmplete‘lrg absent in the nonprofit field. I
point out that virtually every aspect of the health care delivery system
1 proprietary in nature except for the general hospital, which in turn,
has suffered the most phenomenal inflationary spiral. D
- When referring to HMO’s and to “incentives” inherent in the HM
concept which should work to lower costs and keep quality of service
high, what you are really talking about is the profit: motive, no mat-
ter what the semantics. The entire concept is founded upon offering
financial incentives to someone or group somewhere to reduce the costs
of health care. We believe that recognition of this premise is vital to
‘the success of the HMO concept. ‘

The National Council of Health Care Services does not, believe that
this country can continue to afford the price of health care provided
by the subsidized nonprofits. With proper safeguards in law and regu-
lation against abuses, the proprietary sector of the health care field
ought to be encouraged to invest its capital and use its management
expertise in this field. One advantage of such competition between
_ proprietary and nonprofit should be to spur the nonprofit to operate

‘more efficiently. ‘ :

. We strongly oppose the granting of further authority to CHP agen-
cies. In any segment of the health care industry, such as the nursing
home industry, where competition has a significant effect on it and
where its presence is beneficial to the consumer by giving him a choice

~of prices and services, the membership of the National Council
strongly urges that it be exempted from CHP and certificate of need
authority, unless the individual facility concerned is to be built with
Government funds, such as Hill-Burton.
The National Council of Health Care Services is strongly opposed

to the extensions of CHP’s authority to include HMO planning. Ad-

" vocates of HMO’s have stressed that the concept is only viable when it
is offered asa “dual choice” to consumers. The FIMO can only prove its
worth and gain acceptance through competition. This is diametrically
opposed to the concept of comprehensive health planning, and “cert1-

 ficate-of-need” legislation which carried to their logical extension, will

effectively “franchise health care facilities and services.”
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Next T would like to introduce the president of the National Council
of Health Care Services, Mr. Patrick J. Callihan. Mr. Callihan isalso
president of Provincial House, Inc., in Lansing, Mich. They own and
operate 10 nursing homes, a construction company, and a computer
center. - :

Mer. Callihan will talk about the potential role of nursing facilities

and other alternatives to acutehospitals in the HMO.
STATEMENT OF PATRICK J. CALLIHAN

Mr. Carrraan. Thank you. As Berkely has already indicated, it is
really a pleasure for us to be able to appear before this committee that
historically has done so much for health care in the United States.

I mean that in all sincerity. My remarks today are going to concern
themselves primarily with the question of the types and levels of bene-
fits that should be required of any HMO. You have the text of my re-
marks in front of you so I will attempt to paraphrase and summarize
and I promise you, I won’t take longer than 5 minutes.

The health maintenance organization bills that are before the com-
mittee specify a pretty wide range of minimum benefits that would be
required in order to establish a HMO. Those benefits and services as
you know, range from the Kennedy bill’s requirements for a whole
range, 8 whole host of services and benefits that include mental health
and treatment for drug abuse, alcoholism, and so forth, to the admin-
istration’s version, where they require little more than physician care
and hospital treatment. :

" The bill introduced by you, Congressman Rogers, as you know, takes
a middle course requiring the basic things that are part of the admin-
istration’s bill plus some others along with an open-ended statement
which reads . . . and other services at the Secretary’s discretion.”
In addition to this open-ended statement, there are a couple of things
about most of the bills that really give us significant cause for concern.

No. 1 is the tendency of all of the legislation to require more bene-
fits than we feel it is economically possible to provide in the initial
stages of an IMO. The second is all of our tendency to confuse add-on
benefits, with alternatives to acute hospitalization.

I think that unfortunately too many of us have a tendency to lump
alternatives to acute hospital care such as nursing homes and extended
care facilities and home health services in with what we probably
should call add-on benefits and there we are talking again about dental
care and mental health care, drug abuse, alcoholism, and so forth.

‘At the outset I would hope that alternative methods of delivering
care could be separated from the concept of benefits so that we are all
talking the same language and hopefully this will enable us to make a
pretty strong case for limiting, at least initially, the list of benefits that
we are going to have to require while at the same time encouraging
but hopefully not mandating alternative methods of delivering health
care to the HMO.

" To date, I think we will all agree that there are really no reliable
statistics regarding the way in which costs can be cut by using nurs-
ing homes and extended care facilities and other alternatives to the
“acute care hospital but I think our collective experience in delivering
services, health care services in a number of different environments
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lead us to believe that if somehow we can encourage the use of alterna-
tives to acute hospital care we can in fact cut health care costs
significantly.

This is true whether it is in an MO environment or whether it is
in a standard fee for services environment, ,

I think there are many studies that will show, and some of them
are detailed in our prepared testimony, that a significant proportion
of all the people who are in hospitals at any given time could just as
well be taken care of in some other less expensive environment.

The one that is quoted in there, the Methodist Hospital in Indiana,
shows three quarters of all the hospital patients could just as well be
cared for at home or in a nursing home at $17 a day rather than in a
hospital at $85 a day. -

In my estimation, your encouragement of the voluntary use of
alternatives to acute hospitalization is the key to the success of the
HMO or prepaid health care concept because, for the first time, we
are going to be, through the use of both services and facilities, treating
a patient’s needs and his illnesses, not trying to live up to what his
insurance policy says he should be getting. This would be, in my esti-
mation, a significant innovation.

A word about benefits. In the above introduction of some of the
alternatives to acute hospital care along with the proper use of a whole
range of facilities and services that we refer to in our testimony, I
think we will be providing the HMO member and the health care
corporation with some significant cost savings.

Now, hopefully those cost savings can then be plowed back into
providing the kind of benefits we are talking about. Now, if this com-
mittee or if the legislation that comes out mandates that we will pro-
vide a whole host of benefits, from the outset, you place us in a position
where we can’t possibly compete with the traditional indemnity
medicine. ' : !
Al of us who consider ourselves to be proponents of the HMO con-
cept really stress the need for dual choice. The consumer has his choice
between a traditional fee-for-service and HMO. However, I think we
will all agree that the American consumer simply is not sophisticated
enough to make the judgment to enroll in a healih maintenance orga-
nization for three times the cost even if the HMO is going to provide
him with six times as many benefits.

We have to educate the American consumer and tell him that we
hope the benefit level is kept at a minimum. Specifically, Mr. Chair-
man, it is the position of the National Counecil that the minimum bene-
fit and service requirement for HMO’s that are finally written into
legislation be kept to an absolute minimum and that no required serv-
ices be left open-ended that will later allow changes by administrative
edict. This is the problem we have gotten into in a number of health
care areas. I hope we can avoid it with HMO legislation. :

‘One additional concern. The National Council is frankly concerned
about the matter of demonstration projects and the fact that the Gov-
ernment has a great propensity to fund in the area of nonprofit experi-
ments and does little to help proprietary experiements.

We would hope that this committee would be able to remedy that
situation and mandate some real experiments in both the nonprofit and
the proprietary areas. '
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The National Council of Health Care Services is hopeful that this
committee will report out a bill which allows the greatest flexibility
for health maintenance organizations in terms of the benefits that are
offered, in terms of the structure, in terms of the type of ownership
that you ultimately mandate, and one that frankly encourages alter-
native health care delivery mechanisms. ~

Thank you. , '

“Mr. Rocurs. Thank you very much. _ ;

Mr. Bexnerr. Next, Mr. Chairman, 1 would like to introduce
Edward Wilsmann, president of the Homemakers Home and Health
Care Services. They are a subsidiary of the Upjohn Co. They presently
operate 125 home health care agencies throughout the country.

Mr. Wilsmann will talk about home health care in relation to the

HMO.

Mr, Wismann. Thank you, Mr. Chairman and members of the
committee. My pleasure, of course, being here. As Pat said, I am
going to brief what I have in the written testimony. I do not plan on
taking more than 5 minutes either. I think to date the sick and near
sick always end up in a hospital. When we are talking about a home
health agency, we have no brick and motar involved whatsoever, S0 &
home health agency allows us to match the exact skills required with
the patients’ needs, always at the minimum cost to that patient or
whoever happens to be paying for the services necessary, and gives us'
the greatest proper atilization of manpower in health care delivery
by being able to match in that particular manner.

We feel this very definitely should be included in the HMO approach
to0 health care delivery so that we are able to get that patient out of a
hospital bed more quickly and someone in need of that acute hospital
bed will have it available to him.

Medicare and medicaid legislation, passed back in 1965, and the
rules and regulations promulgated thereunder, when they talk about
home health agencies, specifically eliminate the possibility of for-profit
organizations to serve even the qualified, not-for-profit organizations.

We have had many people across the country, organizations of not-
for-profit home health agencies, unable to deliver services, wanting
to contract those services with us, but under the regulations promul-
gated under XVIIT and XIX we are unable to serve those people.

They have had to turn to other places and ended up paying more
money for the services that are available from our organizations
simply because we are excluded by the regulations. I would ask please
that when writing home health care into any HMO bill that provisions
be stricken so that proprietary as well as nonproprietary can be
involved in the delivery of health care.

If you put the two of them together, proprietary and nonproprietary,
we will still fall far short of the needed manpower to get the job done.
There are only 30,000 health aides operating out of 2,850 health
agencies. Last year with Homemakers we had 20,000 employees rang-
ing from the RN and the LPN all the way down to the housekeeper
at the bottom end of it and that is in 125 locations, last year 114
locations. We are the world’s largest. We only have 20,000 at this
point and the need is for 300,000.
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1 think it is very evident we must include both the proprietary as
-well as the nonproprietary to get our health care delivery system to the
point where we are really going to serve the public and the Nation.
Thank you. e ;
 Mr. Rogers. Thank you very much. ey o

Mr. BennEeTT. Next, an interestinﬁ concept that is being tried in
Baltimore by Roger Lipitz, who is the president, of Medical Services
Corp. He is going to tell us about some flexible facility planning.

STATEMENT OF ROGER C. LIPITZ

Mr. Liprrz. Mr. Chairman and members of the committee. I would
like to expand on the other people who have commented and extend
my appreciation for this opportunity to testify. In November we
purchased and began the operation of a 200-bed nursing home facility
and at the same time negotiated to lease a 48-bed area of this nursing
home to the Baltimore %ounty General Hospital. ; :

The concept was to allow the hospital to expand its services with-
out, at least at the present time, the substantial cost of buildin,
additional beds. The hospital at that time was running at almost ful
occupancy. These beds were leased to the hospital and they were li-
censed by the State as a 35-bed hospital facility. ,

We provide to the hospital not only the actual building area, but
also dietary, maintenance, and laundry services, and the hospital
“provides its own nursing and medical personnel services. ;

We have found, even through the first few months of its operation,
even though the satellite, as it is known in the community, has been
operating at a somewhat lower occupancy than we hoped, approxi-
mately 60 percent, that the cost for that satellite unit is less than the
cost in the base hospital area or the acute general hospital area, even
though that hospital’s occupancy is in excess of 90 percent.

e have avoided the duplication of ancillary hospital services that
were not necessary.

I would like to deviate from the testimony for a second to men-’
tion that the main reasons that our nursing facility was licensed as a
hospital were twofold. One, the hospital’s desire to maintain the
control over the medical care given at the institution, which is cer-
tainly logical, could have been accomplished by merging of the medical
staffs of both the nursing home and the hospital. :

Secondly, and more 1mportantly, the very limited ability to obtain
third party payments for people under 65 in extended care facilities.
That 1s really the principal reason. Blue Cross and other third party
payers are very restrictive in their payments to extended care
facilities. :

That is really the principal reason for its being licensed as a hospital.
It could just as easily have been licensed as a nursing home if third
party payments were available, where good quality medical care was
controlling. ~

We found in the initial stages that acceptances of the satellite by the
patients coming in from the hospitals has been overwhelmingly favor-
able. We have included in our report a survey of 37 patients who were
at the satellite facility and their response and acceptance of the facility
has been excellent. I offer that for the record as part of our testimony.
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~ In addition, the nursing facility is an ideal environment for rehabili-
tative activities regardless of whether it is inpatient or outpatient in
nature. If the HMO physician is free to prescribe the services that are
needed in the most appropriate setting for the patient, in many n-
stances this can be nursing facilities rather than costly hospital facili-
ties, then everybody benefits. S
In addition, we offer the opportunity for possibly the best training
of paramedical personnel, in many respects even more appropriate
training in some instances than the hospital. Certainly the training
available in our facilities should be made available to paramedical
personnel because we, as a part of the health care field, need them as
well as any other segment. , . e oy
‘We also offer an opportunity with the trained personnel we have
to educate consumers of health care. Any HMO concept, if it is to

work, has to allow for the education of the consumer. If this idea is

to prevent illness, the consumer has to be educated as much as possible.
We offer within our facilities the training mechanism and to not
only train our personnel for inservice training but also families of
patients and members of possible HMO groups themselves. '
The nursing facility may provide not only a more medically ap-
- propriate and economical alternative to hospitalization during con-
valescence, but in many cases, and I don’t think we ever think about
this, patients would prefer to leave the hospitals as soon as they can.
Hospitals can be very depressing. N fr :
Where necessary or desirable the nursing facility ¢an also do double
duty, as in our satellite, especially in rural areas. Rather than creating
a costly satellite of a hospital in a rural area, the nursing home offers
the opportunity, where proper communications exist, for acute care
hospitals to provide the services because there are many small com-
munities where the only real inpatient care oriented facility is the
nursing home. This appropriately could be used as a satellite of a
hospital, again, with the proper medical control.
~ The examples I have just given you are a few. Going back to Mr. Cal-
lihan’s testimony, the key is the maximum flexibility for an HMO to
provide the services that you mandate in the most economical way.
If we are required to place people in hospitals for 2 days before
' they can go, we are just going to perpetuate the problems that have
existed for years. Thank you. ' :
Mr. Rocers. Thank you very much. :
~ Mvr. Bexnerr. Mr. Chairman, James Griffin is associated with Mr.
Lipitz in Neighborhood Health Center, Inc., in Baltimore. Some 2
years ago they started planning for an inner city ghetto area, if you
will, ambulatory care center. Mr. Griffin is vice president and secretary
of Neighborhood Health Centers. He is going to tell of their experience
with an inner city health project. el ; e e
Mr. Rocers. Mr. Griffin?

STATEMENT OF JAMES GRIFFIN

. Mr. GrrFrIn. I certainly am appreciative of the o] portunity gentle-
men and ladies, for appearing before you today. Our co’mpalgwas‘
‘started a little over 2 years ago. It is ‘called “Neighborhood Health

Centers,” a private corporation formed in Augugtéilm 0.
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It is jointly owned by Médical Services Corp. and Dr. Venter,
a physician, and myself. It is proposed that Neighborhood Health
Centers, Inc., will be the vehicle for providing comprehensive health
services on an outpatient basis to all segments of the population, ini-
fl,)ial_ly in northwest Baltimore and ultimately it is hoped on a citywide

asis. , :
- We believe that a proprietary taxpaying management oriented
health care company can offer a solution to the problems of making
the health care delivery system responsive to the needs of the general
patient population by providing acceptable and attractive high quality
health care at a cost to the patient which is equal to or lower than
some of the nonprofit organizations. ' : :

It has been brought to our attention also that one section of H.R.
11728, in effect excludes the participation of proprietary organizations
as health maintenance organizations. We at Neighborhood Health
Center strongly oppose such a move and this is our reason for appear-
‘ing here today. : R

Conceding that proprietary health care is not the only panacea for
all the ills of the health care system in the Nation today we remain
convinced it is nevertheless a desirable alternative.

Therefore, it is our intention to briefly describe the activities of -
Neighborhood Health Centers in its efforts to plan, develop and oper-
ate what we have considered to be the first step toward a viable health
maintenance organization.

Hopefully the membership of this subcommittee will subsequently
understand our position and agree to make these changes in this section
of:the aforementioned proposed legislation. OQur company started this
particular project because of a voi(ﬁn health care services in the Balti-
more community. : ;

Some of you may know that the trend in the cities is to move the
hospitals out of the inner city areas into the suburban communities. We
worked with the group organizations, city and State health depart-
ments, community organizations and developed what we thought was
a good alternative to a void in the health care system in Baltimore.

We started out approximately 15 months before we finally opened
our center. We sought private conventional funds and began this proj-
ect at an approximate cost of $250,000. This is a cost much less
than other similar outpatient facilities, federally funded and otherwise.
- We note that this project, doing it ourselves, took 5 months. Other
organizations in the community started their efforts several years prior
to ours and to this date they have not developed any health care
‘system similar to ours. ‘ : : e

We negotiated with the State health department to treat medical
assistance patients at a cost of just under $20 and the services are
briefly described here and I will just mention them.

No. 1, we give medical and minor surgical care, family health as-
sessment and continuous health maintenance through outreach pro-
grams under physician’s supervision, emergency services, minor psy-
chiatric services, and extensive referrals for subspecialist care not
located in our facility. ‘

We additionally provide a number of ancillary services for which
no charge is made to the State medical program. Among these
services are extensive radiological services, extensive pathology and
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laboratory services, social work, nutrition, podiatry and other re-
habilitative services. It has been publicly stated by the Maryland
State Department of Health that their intention is to provide us with
a prepaid contract so that we can provide all inpatient and outpatient
health services for selected populations of medicaid patients.

We work jointly with the community, with the residents in the area.
We have two resident physicians who practiced in the area prior to
coming into our center. We work with community organizations.

We have consumer patients on our advisory board. Though we have
had problems in forming, as any organization, we have ironed them
out and we are operating rather smoothly. To date, we have seen ap-
~ proximately 18,000 patients, we have registered a little more than
10,000. 2

Our cost per patient is approximately $15. The cost of the federally
funded project such as ours is $50 or more.

Mr. Rocers. You say your cost is $15 and the comparable cost is $50¢

Mr. GriFFIN. $50 or more per patient’s visit. We have an average of
$15 patient cost because we also treat private patients in our facility
as well as medically assisted patients for which the State paid.

Mr. Rocers. I think any figures like that if you can supply them
for the record will be helpful.

Mr. GrirrIn. We can get them.

(The information requested was not- available to the committee at
the time of printing.) '

Mr. GrirrFIn. We believe that the entrance of NHC, a proprietary
company, in the field of health care and benefited the consumers
who have utilized our services and this would not have been possible
if we were excluded from the HMO activities as a proprietary organi-
zation.

Since we opened our facility, others in the State have seen our pro-
gress and noted some of our successes. In doing so, others have paid us
~hat we feel is the ultimate compliment, trying to duplicate our pro-
gram elsewhere.

This applies to both private and public groups. Another possible
offect, of our presence, although not proven, has %een the report by a
hospital nearby that for the first time their emergency room visits
have stabilized and that we have influenced them to begin tougher
" programs to reduce costs.

Woe realize that it would take more time than we now have to prove
the efficacy of our efforts. However, the point we have tried to make
here is that this joint venture has cost the taxpayer nothing for plan-
ning, development, or implementation; and for those whose care is
financed by tax revenues these costs have been lower or equal to exist-
in%%;)rograms. :

> have an added dimension in our facility. A number of the black
patients in Baltimore facilities have been turned off by the type and
level of care that they have received at neighboring hospital emergency
rooms and outpatient departments.

In our facility the one thing we stress is respect and dignity for
every patient. We have a mixture of indigent patients as well as
patients who can pay their own freight. We cannot discriminate
because we never know one patient from the other. Our patients go
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b};lr a.m(i1 receive the services in the facility. The paying process is at
the end. : :

We have been complimented by hospitals in the areas, by other com-
munity organizations. We think that we have had very good success
in the 9 months that we have thus far been in operation.

Thank you very much. ' :

Mr. Bennerr. Mr. Chairman, you will find in the appendix the by-
laws of their consumer advisory board which they have worked with
for some year and a half before they opened their facility, a very

- consumer-oriented group.

Our last speaker will be Miss Elizabeth Connell, public relations
director, for the national council. She will summarize some of our
legislative recommendations.

STATEMENT OF ELIZABETH J. CONNELL

Miss ConnerL. I will be brief as well. The National Council of
Health Care Services strongly urges this committee to create incen-
tives to encourage private proprietary enterprise to invest its much-
needed capital resources in the health care field and to lend its busi-
ness management expertise to the awesome task of bringing order,
efficiency, cost-consciousness and higher quality for more people in
the health care area.

We believe that open-ended deficit financing removes the HMQ’s
natural incentives to control costs and may lead to some form of
cost-of-service reimbursement, so we believe that stringent limits ought
to be placed on operational and developmental subsidies to any type of
HMO sponsorship.

Second, we recommend that contracts, loans and loan guarantees be
equally available to HMO sponsors, both proprietary and nonproprie-
tary, which will operate in medically underserved areas. If the object
of providing such Government funding is to assure that the medically
underserved receive quality health care such discrimination is directly
contrary to that objective.

Third, lower the barriers to entry into HMO formation by over-

riding State legislation that restricts or prohibits HMO develop-
ment, All forms of organizations should be treated equally. We have
the bill’s definition of an HMO will be changed so that proprietary
organizations are included.
. This will allow proprietary HMO’s to benefit from section 1116 of
that bill, which allows the Secretary of HEW to waive restrictive
State laws for HMO’s which meet, the bill’s definition. We hope that
this committee will change the relevant section accordingly even if
the bill continues to restrict Federal assistance to public and nonprofit
sponsors. :

Fourth, we have two specific recommendations regarding compre-
hensive health planning both of which ask that they play no role at all
in HMO development, even an advisory capacity. We think that bodies
that are constituted for the purpose of eliminating competition cannot
effectively encourage competition with IMO’s,

Fifth, take affirmative Government action to encourage the forma-
tion of HMO’s by offering backup assistance in the form of consulting
services, research and information to all types of HMO’s. We would
hope that HEW will be able to do this. ,
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Sixth, legislation enacted should require a standard minimum bene-
fit package in order to facilitate price comparisons. The required
package should contain only the minimum necessary services although
additional services may be made available and some extra charge may
be levied.

Seventh. As indicated earlier, the national council supports the
approach to consumer involvement taken by your committee’s bill
H.R. 11728 and section 1101 (e). While this section mandates consumer
involvement which we think is desirable, the bill does not specify
the method and thereby allows for a desirable element of flexibility.

Eighth. The HMO ought to be held publicly accountable for the
care it renders, whatever its sponsorship. However, we suggest that
the reporting requirement in-section 1101(h) or H.R. 11728 ought to
be limited to cost and utilization patterns with full disclosure to the
public.

And finally, the national council supports the notion of federaliz-
ing standards relating to health care including standards and require-
ments for professional licensing in the States. We support the concept
expressed 1n section 1101(g) of H.R. 11728 which requires the HMO
to have or%aniza;tiona,l arrangements for an ongoing quality assurance
program that stresses the processes and outcomes of services provided
in addition to requiring the components of the HMO’s to meet stand-
ards established by the Secretary.

In conclusion, we are happy to provide needed care under what-
ever standards of participation and operation this committee and the
Congress in its collective wisdom see fit to write and enact into legisla-
tion with the provision that these standards be applied equally to all
providers of health care whatever their owners%ip or sponsorship.

Thank you, Mr. Chairman.

Mr. Bennerr. In summary, Mr. Chairman, we have tried to show
you how for-profit involvement in the development, operation, and
ownership of HMO’s can be desirable. We have discussed the competi-
tive principle in the health care arena versus franchisin% and compre-
hensive health planning, we have given examples of proprietary
involvement in providing comprehensive health care and of course
the important development of a continuum of care and services/through
the maximum utilization of nursing homes and home health agencies.

One other thing I would appreciate being added to the record. I
have here a copy of the standards that are set up by the Homemakers .
Upjohn Co. for delivery of home health care services. :

Mr. Rocers. Thank you. They will be made a part of the record,
without objection. ’

Testimony resumes on p. 844.) A

The prepared statement and appendix of the National Council
of Health Care Services and the “Corporate Standards for the De-
livery of Services,” referred to follow:)
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Testimony ’of BERKELEY V. BENNETT, Execuﬁve Vice President .

National C,dunéii of Health Care Services '

OVERVIEW: FOR-PROFIT INVOLVEMENT IN HMO's AND

“Introduction

Mr. Chairman and Members of tle Committee, my name is Betkeley V.
Bennett and T am Executive Vice President of the National Council of Health
Care Services, based in Washington, D.C, with member companies
throughout the country. ’ :

With me today are Patrick J. ‘Callihan, President of the National Council
and President of Provincial House, Inc. Lansing, Michigan; Edward J.
Wilsmann, President of Homemakers-Upjohn, Kalamazoo, Michigan; James
Griffin, Vice President and Secretary of Neighborhood Health Centers, Inc.,
a subsidiary of Medical Services Corporation located in Baltimore, Maryland;
_ Roger C. Lipitz, Vice President of the National Council and President of
Medical Services Corp. in Baltimore, Maryland; and Elizabeth . Connell,
Director of Public Relations for the National Council. Fact sheets on members
of the panel and the companies they represent may be found in the Appendix
of our testimony. :

The National Council of Health Care Services represents a select group
of tax-paying health care companies owning and/or managing hospitals, :
nursing homes, psychiatric facilities, clinics, pharmacies, home health
agencies, consulting services, surgical supply companies, homemaker services,
unit dose drug packaging, day care centers, paramedical training schools, and
rehabilitation units. The majority of our member companies are publicly
owned health care corporations and most have under active consideration the -
formation of one or several Health Maintenance Organizations.

As a condition of membership the Council's member facilities, where
applicable, are required to be accredited by the Joint Commission on
‘Accreditation of Hospitals.  The Joint Commission is'a non-governmental
standard of quality care surpassing licensing, Medicaid and Medicare
requirements. ~Accreditation is voluntary and is a yardstick to the progressive
facility that meets standards set by a professional, knowledgeable, nationally
recognized group. In addition, each member is dedicated to seeking innovative
approaches to providing quality patient care in the appropriate cost-effective
getting.  We believe that proprietary, tax-paying, management oriented health
care companies can offer assistance in solving the problems of making the.
health care delivery system responsive to the needs of all and in helping to
make care available to more people at the lowest possible cost.
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The National Council of Health Care Services supports the development -
of the health maintenance organization concept. Not as the panacea for the
many shortcomings of the American hea lth system, but7as one method which
appears to have promise of making more effective use of scarce health
resources than the present fragmented health care non-system,

National Council of Health Care Services member companies are
presently conducting feasibility studies, contracting for services, assisting
in the formation of physician groups, working with existing group practices,
and carrying out the necessary planning and development activities for
possible entry into HMO's.. I might add that all of these functions have been
performed at no cost or obligation to the government or the taxpayer,

The National Council believes that the legislation introduced by
Congressman Roy and yourself, Mr. Chairman, along with several other
members of this Subcommittee represents a commendable step toward
improving health care delivery in this country, :

Our remarks today, will be devoted to the issues of (1) for-profit -
involvement in the development, operation and ownership of HMO's; (2)
The ‘competitive principle in the health care arena vs. franchising and
comprehensive health planning; (3) Some examples of proprietary involve-
ment in providing comprehensive health care services; and (4) Development
of a continuum of care and services through the maximum utilization of
nursing homes and home health services. ' ‘

For Profit Involvement in the Development, Operation and Ownership of
Health Maintenance Organizations. , ‘

One of our major concerns with some proposed HMO legislation and
national health insurance proposals is their discrimination against one
type of sponsorship of health facilities, services and systems in favor of
another without regard to the quality of care being provided. We believe
the acceptance of this philosophy is directly opposed to the best interests
of both the consumer of health care services in ‘America and the individual
tax-paying citizen, i

It is generally recognized that the success of an HMO is dependent upon
the incentives built into the program. .. incentives for efficiency. . .incentives
for proper utilization, . ,incentives for the physician, Health Maintenance
Organizations should be coordinating bodies able to bring together the
appropriate type and level-of care at the appropriate cost. Proprietary
health care companies, such as those represented by the National Council

calth Care Services are uniquely suited to providing the usiness talents
needed and to assembling the financial resources necessary to the formation
and continuation of an HMO. We eve that it is vital to attract and recrut
the best business ‘management minds available in order to accomplish the -
task of delivering health care to all at a price the nation can afford,
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Under the present system, costs are soaring, manpower and resources
are insufficient and mis-allocated. A close look at the problem will reveal
the following:

Efficiency in the Health Care Industry

When we talk about containing or slowing down the rise in health care costs,
what we are really talking about is the cost of hospitalization, which not only
has accounted for the largest rise in costs, but also represents in absolute
terms the largest slice of the health care pie. ' For fiscal year 1970, the total
national health expenditure was in excess of $67 billion or 7% of the Gross
National Product. Some $58 billion of this money was for personal health
care.

Just under one-half of all monies spent for personal health expenditures
goes to our nation's hospitals and nursing homes, and the percentage is
increasing each year. In the past four years hospital daily service charges
have increased 71.3% compared to 29. 1% for all medical care, 309, for
physician's fees and 6% for drugs. It is readily apparent that it is the
hospitals,85% of which are non-profit, that are eating us out of house and
home. But why?

Any analysis of effort to control hospital costs will essentially be
broken down into two broad categories: (1) internal efficiency and (2) utilization
control (which is defined as efficient treatment of the patient who truly needs
such treatment at the at the proper facility level and over the appropriate
time span. It does not mean exclusion from care of those who need it. )

No one can deny that much of the increase in hospital expenditures comes
from increased services and a "catching up" in salaries by a labor force that
for years subsidized this nation's health care system by accepting an inadequate
wage structure, and a generalized inflation in other cost, but much of the
increase is the direct result of a consortium consisting of an abominable cost
reimbursement system, which encouraged and rewarded inefficiency, and a
hospital management group that did not need incentives to achieve ineptitude.

The basic failure of this country's hospitals to achieve any significant
degree of internal efficiency has to rest with its number one problem--its
self-perpetuating, non-responsible leadership, and its lack of adequate,

_fiscally trained, full-time management, which has led to very low level of
competency in the area of controlled cost and productivity. The general
problem areas are (a) part-time trustees, who may be some of the finest, most
humane and civic-minded men in this country, but who by the very lack of
involvement and primary commitment cannot make a significant contribution
to as complex and costly an organization as a major general hospital (as no
man could in four or five or ten hours a month); and (b) behind the trustee,
in the area of primary responsibility, we have had poor fiscal training at all
levels of administration, Hospital administrators are trained to coordinate
the services within the hsopital, so that a facility can offer the required medical




774

care. However, they are usually not trained in discovering or achieving the
most efficient mechanics for the delivery of their réquired commodity.: The
traditional non-tax-paying and non-profit hospital has failed to attract superior,
aggressive and innovative talent (with some notable exceptions) due to the
inherent structure of the organization and the very fact that the institution is
non-profit. There is a lack of incentive, a lack of upward mobility, and
usually inadequate compensation to attract superior personnel. ' In short, the
traditional non-profit hospital system does not have now adequate managerial
capacity to achieve-any significant degree of efficiency. .

~ This in turn creates a very substantial doubt as to whether ErosEective
reimbursement, capitation payment, or any of the budgeting programs
contemplated in the various ie%slative proposals before Con%ess today can
be meaningful,  How can there be realistic geting or the ability to live

with prospective reimbursement when there is, in fact, no sound fiscal

manage ment.

The hospital industry--and, more especially the emerging HMO "industry"
needs full time executives of the type and with the abilities of those men
running our major industries. We do not need small donations of philanthropic
time, but a primary commitment from competent organizational personnel
at all administrative levels in the hospital, or the HMO from the Board of
Directors to the purchasing agent and the houskeeping managers. Without this,
no internal efficiency will ever be realized. No program or national program
with restricted drive to control the rise in costs will succeed unless there
are built into the legislation adequate incentives to increase productivity,
 Management capable of responding to incentives such as budgeting or to other
types of cost control devices as may be legislatively imposed upon hospitals
and health delivery systems will not be developed ovemight. Twenty-five
years of cost reimbursement and the knowledge that the hospital could
incredse its charges to cover its costs regardless of its efficiency has pre-
vented the present institutional health care establishment from acquiring
sound fiscal management. Time is going to be needed to develop this capacity. ..
time and an environment conducive to the development or attraction of proper
talent, .

Cost reimbursement, as we have known it, created in addition a tradi-
tionally cheap labor environment in our hospitals - but it is not so cheap any
more. Some 15 years ago, the average general hospital required 1. 4 employees
to take care of one patient. Today, the requirement is almost 3 employees per
patient. During the same period of time, the services required or offered
did not double, as did the number of employees, but the inefficiency factor
magnified. Particularly since the advent of Medicare, the query in many
hospitals, if not' most, when adding an expense was not "Is this expense
necessary" but "Is this expense reimbursable?"
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Productivity and Private Enterprise

Proprietary enterprise, by its very nature, is ‘structured to provide the
incentives which are completely absent in the non-profit field. I point out
that virtually every aspect of the health care delivery system is proprietary
in nature except for the general hospital, which in turn, has suffered the
most phenomenal inflationary spiral.

The entire philosophy of encouraging the development of marginally
managed institutions and systems of a "non-profit” nature, while at the
same time discriminating against, or even eliminating the participation by
responsible, proprietary, tax-paying enterprises, as some proposed
legislation seems to do, is built.on a series of false premises, most of
them centered around the concept that profit motivation has no place in

health care. Yet there is no more reason for excluding private enterprise

in the field of health care delivery than there is for excf%ain§ it from any

other realm of vital life tunctions, such as the pr uction O or other
essentals required for daily life and which are, on a day-by-day basis, more
essential than remedial health care. Not only is proprietary activity, as such,
Tn health care an exisung and vital fact of life, it is a driving force in many
So-called non-profit organizations, such as in the proprietary aspects of the
Permanente Meldica[ Group of the Kaiser Foundation Plan.

When referring to HMO'"s and to "incentives"inherent in the HMO concept
which should work to lower costs and keep quality of service high, what you
are really talking about is the profit motive, no matter what the semantics.
The entire concept is founded upon offering financial incentives to someone or

oup somewhere to reduce the costs of health care. We believe that recognition
o% this premise 1s vital to the success Of the HMO concept.
-

The National Council of Health Care Services does not believe that this
country can continue to afford the price of health care provided by the sub-
sidized non-profits. With proper safeguards in law and regulation against
abuses, the proprietary sector of the health care field ought to be encouraged to
invest its capital and use its management expertise in this field. One advantage
of such competition between proprietary and non-profit should be to spur the
non-profit to operate more efficiently. .

1 should like to support some remarks presented to The Senate,
Subcommittee on Health in November 1971, by Dr. Harold Upjohn, Chairman
of the Board of Health Maintenance, Inc., and I paraphase: "There is a lot

of confusion about what 'non-profit' means, for instance, if your doctors
are proﬁt-mEEing, If you are making profits on ancillary service businesses
Tike the pharmacy or the laboratory, if the bank is making I2 percent on

a Toan to build new facilities, and if a construction company maiEes a grbfit
on construction of your hospital, the equipment and supply manufacturer
makes proht, Tiow can it be said in all hones that Eeaitl'i care is bein
Jelivered on a non-profit basis? We would aiso agree with Dr, Upjohn

that incentives must exist and they are a reality. Call it what you may,

the profit motive generates the required incentives.

81-185 O - 72 - pt.3 - 3
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profit motive generates the required incentives,

Along these lines, the HMO-- or any health system for that matter, must
create incentives for the physician to involve himself in the economics of
patient care. For generations, American physicians have made a tribal
fetish out of dissociating themselves from the economics of patient care, taking
the attitude that care of the patient involves only medical skills, and that
economic aspects of patient care should somehow be left to the administrators.
It is now painfully clear that the medical and the economic aspects of
patient care cannot be separated and that any attempt to continue to do so will
result in continued inflation of medical costs.

Potential Problem Areas Céused By For-Profit HMO's.

The most often-cited potential problem area which for profit HMO's
might generate is a forced under utilization of needed services in the HMO
in order to.generate more profits. Undoubtedly, the potential for this
situation does exist, but several factors will militate against such a develop-
ment in proprietary HMO's.

L It is questionable that "over economizing' is a risk associated
_exclusively with for-profit HMO's. If physicians are to respond to the
incentives that HMO‘FZE care is s’_u_pgosed to introduce, they must be Et‘ven
a financial stake in the outcomes of particular cases. In most s, this
is done through some form of profit-sharing arrangements, and it would

appear that these profit-sharing arrangements would be made in HMO's
regardless of the type of ownership or sponsorship of the HMO itself.

2. The threat  of malpractice suits against the HMO ought to cause

the HMO to eliminate insofar as possible any potential situations of this type.

3. The HMO would have a powerful incentive to give the best possible
health care to its subscribers -- retaining consumer confidence and support.
Any HMO providing substandard or Inadequate health care would soon lose
substantial numbers of its subscribers.

4. If fears still exist regarding inadequate care by proprietary HMO's,

reinsurance might be required against those risks that seem most likely to
produce the greatest temptations to render inadequate care,

5. The National Council of Health Care Services believes that if the
Federal ernment sets and enforces high standards that are uniform for all

types of ownership and sponsors ip o1 8, most of the problems
assuring quality care in HMO health care delivery should be solved.
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Consumer Involvement

The role of the consumer in the development and operation of the HMO
is pivotal, whatever the sponsorship of the HMO. Because an HMO is
operated on a for-profit basis does not preclude or limit in any way the
responsible participation of consumers. Perhaps it even allows for more
participation. For instance, where a profit-raking HMO allows consumers
to purchase shares in the corporation, the success of the HMO will be to
the Tinancial advantage of the subscriber-shareholder, who now has another
incentive to maintain his health and to use costly resources sparingly.

Another way in which the voice of the consumer will be heard is Dual
Choice. ‘The consumer must have a choice as to how he is to receive his
medical care -- whether in an HMO, in the traditional fee-for-service
system, or, he may also have the option of choosing from more than one:
HMO.

The notion of competition is vital to the success of the HMO concept;
an HMO in an monopol%stic setting will not be motivated to achieve the same
efficiencies that an HMO competing against other forms of delivery and
other HMO's will ‘have the potential to reach.

In terms of consumer involvement, the effect of giving the consumer a
choice is perhaps the most far-reaching method of gfving %ﬁm a voice in the
operation of the HMO. Obviously, for a proprietary HMO, the incentives
are there to provide good care to its subscribers and to attract new
subscribers, since the very continued existence of the proprietary HMO,
which cannot depend on government funds to cover operating deficits,
depends upon maintaining the mnfidence of the subscriber.

We believe that the concept of having an "Ombudsman'' to represent the
consumer both as to grievances and in operational matters to the HMO
management is sound and is one of several methods for assuring meaningful
consumer participation. We are in full accord with the provision in
Congressmen Roy and Rogers' bill which states that the HMO must be
organized to assure members a meaningful policymaking role in the health
maintenance organization and that the HMO must provide for hearing and
grievance procedures between members and the HMO and between individuals
providing services and the HMO. We would hope, however, that this provision
be adopted without specifying methods, number or percentage of consumer
representatives, etc. to allow for the greatest possible flexibility according to
the individual case. While most consumers lack the necessary skills,
professional training, and knowledge to actively participate in many of the
decision making processes involved in the rendering of medical care, a
trained person acting on behalf of the consumer-member could be a practical
method of gaining a greater voice for the subscriber.
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Consumer Education

The most important factor in.giving the consumer a meaningful voice

in the direction of health care is to educate him. The consumer must learn
what he can and should expect from his Visit to the physician, when to go to
the doctor, how to use paramedical personnel, basic symptomology. Until
the consumer is educated to seek the appropriate kind of care, until he stops
believing that the best care consists of daily visits in a private hospital room
by a specialist, then we, in this age of consumerism, will not be able to use
- scarce resources effectively, : s

In the course of our presentation, Mr. Griffin will discuss an example
of consumer involvement in a proprietary company which provides compre-
hensive ambulatory health care services to an inner-city population group
in Baltimore, Maryland. -

The Cosze:titive PrinciEle in the Health Care Arena vs. the Franchising
ssue and Comprehensive Hea anning

One of the major areas of concern to t:he' National Council is the relation-.
ship of health maintenance organizations to comprehensive health planning.

- . Carried to their logical conclusion, the objectives of CHP are in direct

conflict with the principles of competition and dual choice which most HMO
advocates see as cornerstones. We fear that reliance of any kind on com-
prehensive health planning bodies may stifle the development of HMO's and
may discriminate based on type of sponsorship. E

The philosophy behind comprehensive health planning is simple and
sound: Duplication of health services and facilities is wasteful and the resultant
under-utilization accounts in part for the spiralling cost pattern in the health
care industry. Therefore, eliminate the duplication and wasteful over-
building and over-provision of services. The CHP principle appears even
sounder when one considers it in light of the overwhelmingly non-profit -
hospital industry which is heavily dependent on government funding both for
_ capital and reimbursement for care and the traditional method of reimbursing .
hospitals which is based on the individual institution's cost of providing the
care received without regard to prevailing community rates.

Where true competition is not possible, the idea of comprehensive health
planning and "certificate-of-need” as a method of controlling hospital: . :
building and therefore slowing rising costs is aceeptable to the Council.

We strongly oppose the granting of further authority. to CHP agencies,
In any segment of the health care industry,such as the nursing home industry,
~where competition has a significant effect on it and where its presence is
beneficial to the consumer by giving him a choice of prices and services, the
“membership of the National Council strongly urges that it be exempted from
CHP and certificate of need authority, unless the individual facility concerned
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is to be built with government funds, such as Hill-Burton.

The National Council of Health Care Services is strongly opposed to the
extension of CHP's authority to include HMO planning. Advocates of HMO's
have stressed that the concept is only viable when it is offered as a Gual
choice" to consumers. The HMO can only prove its worth and gain acceptance
in competition with traditional modes of health care delivery an competin
wi er S. TS 1s diametrically opposed to the concept of compre-
hensive health planning, and "certificate-of-need" legislation which carried to
their logical extension, will effectively "franchise” health care facilities and
services.

We would like to see a-wide-ranging public debate centering on whether
or not this nation should or desires to preserve the principle of competition
in those parts of the health care field where it still operates and where it can
spur the development of emerging health systems such as HMO's. Wehope
that this discussion can take place pefore the passage of any additional
legislation directed at increasing the sphere of comprehensive health planning's
authority. : .
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Testimony of PATRICK ], CALLIHAN, President:
" Provincial House, Inc., and

President of the National Council of Health Care Services

POTENTIAL ROLE OF NURSING FACILITIES AND OTHER ALTER-
- NATIVES TO ACUTE HOSPITALIZATION IN THE HMO

It is a great pleasure for me to be able to appear today before this Cdmﬁﬁttee
which has done so much to raige the standards of health care in America over the
years. : S

The two health maintenance organization bills which are before your
Committee, H.R.11728 and H, R.5615, along with Senator Kennedy's bill
S. 3327, specify widely varying minimum benefits and services which an
organization would have to provide in order to qualify as an HMO. Minimum
benefits and services range from the Kennedy bill's requirement that HMO's
provide, at the outset, a comprehensive range of services, including dental
care and treatment for drug abuse and alcoholism. .....to the Administration's
approach of requiring only inpatient hospital and physician care, ambulatory
physician services, emergency care, and outpatient preventive medical
services. H,R.11728, introduced by Congressmen Roy and Rogers, takes a
middle course, requiring, in addition to the basic benefits of the Administration's
bill diagnostic laboratory and diagnostic and therapeutic radiologic services,
~ rehabilitation services including physical therapy, extended care facility
services, home health services, and other services as the Secretary of HEW
shall require. However, it is possible to interpret the minimum require-
ments of the Roy bill as being almost as comprehensive as the Kennedy bill,
given the fact that the Secretary is given complete latitude to establish
unlimited .additional requirements. In addition, the required "'preventive
health services"” are not defined in the bill and thus it gives open-ended
authority to the Secretary to define mandatory benefit levels,

Levels of Benefits
Testimony already presented to this Committee by the Administration,

the Group Health Association of America and others has suggested that
the relgtﬂred level of benefits for HMO's should be kept at a minimum, so
at the 8 rate to subsc: TS wi competitive wii emnity policy
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rates. We agree with this line of reasoning and believe that benefit levels set
at too high a level at the outset will cripple the potential of HMO's in com-
petition with traditional indemnity policies. We would like to make the
following distinction between categories of benefits.

\Critics of compulsory comprehensive benefits lump alternatives to the
acute hospital, such as nursing home or extended care facilities and home
health care in with "add-on" benefits such as dental care and benefits for
drug abuse and alcoholism. While we agree with the importance of such
vadd-on" benefits in considering the total health maintenance needs of a

modern population group, we su st that the "alternative” benefits group
be separated from the "add-on" %neﬁ‘ts.

There are as yet no reliable statistics concerning the effect on HMO costs
of providing through the HMO (either directly or through arrangements with
others) sub-acute or nursing home and home health services. However, based
on our experience in the provision of a variety of health services and with the
Medicare and Medicaid programs, we strongly believe that it could be shown
that having ALTERNATIVES to high-cost acute hospitalization available
through the HMO would lower the cost to the HMO of treating illnesses. Where
no alternative to the acute hospital is available, a patient in need of institution-
alization, but who does NOT require acute hospitalization will have to remain
in the acute hospital until he is able to return to his home, even if the care is
provided through an HMO. In some cases he may have to remain in the acute
hospital still longer if the HMO does not provide home health care services
once his need for institutionalization has passed.

Thus, even though the existing HMO's have shown an ability to reduce the
incidence of hospitalization and thereby cut down on the number of patient days
in the hospital, we would submit that in many instances, this reduced Rospitali-
zation figure results from a lower incidence of often unnecessary elective
surgery, etc., and could be lowered still further through the medically appro-
priate use of lower cost alternatives. :

In_support of this premise, I would like to cite some figures from a study

~ recently performed by the Methodist Hospital of Indianapolis, Indiana. While
Methodist Hospital is not part of a health maintenance organization, 1 believe
that the statistics are relevant. According to this study, "A roximately 44.5
of all the patients at any given time at Methodist Hospital co in
the Category 11 level o¥ patient care. This category includes those patients
that reqigre very Httle nursing care but who will need help with medication,
dressings, patient education and any treatments required. Basically this patient
can use self care and could be easily taken care of at home if someone is there
to do the treatments for him, assist and prepare medication and any other home
nursing type care.

" Approximately -30. 1% of all patients at Methodist Hospital at any given time
can be placed in Category 1I level of patient care. This category involves those
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patients who require partial nursing care but who are able to do some things
for themselves. They may require bed rest but would be allowed to be up to the
bathroom once or twice a day only. :

"“Finally, approximatel 25. 4% of all the patients at any given time at
Methodist Hospital can be piacea‘f‘rto Category Twhich invoives those patients
who are seriously 1ll who require total nursing care, They are unable to do
anything for themselves, :

"In other words,  a total of approximately three-fourths of all the patients
at Methodist Hospital at any given time require either partial nursing care or
very little nursing care, " :

While this does not represent an HMO hospital these figures indicate, for
- any type of health care delivery system without lesser cost, more: appropriate
alternatives to acute hospitalization, a significant proportion of the hospital
- inpatients at any‘given time could-be treated at a lesser cost in a more
medically appropriate setting -- to say nothing of the inefficient and wasteful
use of scarce medical personnel] o

Needs vs. Covered Services

The HMO concept is based upon a use of services a@d facilities fnotjx_}ated
solely by the kind of care or service needed in a particular case and not, as
the patient's insurance policy. We believe that significant economies may
be achieved in the HMO through the use of an integrated spectrum of facilities

and services to be used in the care and treatment of subscribers.

‘Let me emphasize that the concept of flexibility within the HMO depends
for its success on physicians and HMO managers who are trained in both
modern business management and the medically appropriate use of a wide
range of levels of care.

Flexibility is Important

In spite of the fact that accredited nursing facilities constitute the major
part of the membership of the National Council of Hedlth Care Services, ‘it is the
Pposition of the Council that minimum benefit and service requirements for HMO's
written into legislation: be kept to a minimum and that no required services be
left undefined or open-ended, The Council supports the relevarnt pProvision of
H. R. 5615 (Sec. 1101 (1) (B)) in this area, with the provision that diagnostic
laboratory and diagnostic and therapeutic radiologic services be required.

The National Council also recommends that the Secretary of HEW be directed
to authorize HMO demonstration projects, under both proprietary and non-profit
- sponsorship, of a sufficiently broad application to test the concept of providing
a broad spectrum of alternatives to acute hospital care. Such demonstration
projects should be set up so that valid cost comparisons can be made with HMO's
which offer only outpatient physician services and inpatient acute hospital care,
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In addition, some sort of quality-of-care monitoring devices should be employed,
perhaps the sort of quality of process and outcomes approach taken by H. R.11728
or perhaps modelled along the lines of the certification process for group prac-
tices developed over a 15-year period by the American Association of Medical
Clinics. The kind of quality indices we would like to see would be able to compare
the care received by a patient in an acute hospital to the care received by a patient
with a similar condition ‘receiving his treatment in a variety of modes. .

The reason for suggesting that legislatively-mandated services in an
HMO be kept to a minimum is simple: We believe that the HMO concept, while
not new, is still in an experimental stage, especially when we are talking

about making such an alternative available to the great majority of the American
population.

Dual Choice -

Proponents of the HMO concept stress the necessity of "dual choice".
That is, the consumer must have a choice between the HMO and traditional
fee-for-service care. Realistically speaking, the American consumer of
health care services is not sophisticated enough in most cases, to make a
decision to pay three times more to receive his health care in an HMO than
he would have to spend to buy a traditional indemnity policy--even if the
HMO offered six times as many benefits. Until the typical consumer
throughout the country has been educated about health maintenance organi-
zations and until he shows a far greater acceptance of and desire for
implementation of the HMO concept of medical care, then comprehensive
requirements such as those proposed by the Kennedy bill, and perhaps even
the lesser benefit levels required by H. R. 11728, will be self-defeating in
terms of encouraging the formation of HMO's. The National Council agrees
with President Nixon's remarks in his Message to Congress, "Building a
National Health Strategy" (February 18, 1971), when he said about the HMO:
"Such an organization can have a variety of forms and names and sponsors.
One of the strengins of this new concept, in fact, is its great erxI‘&ﬁty. "

As nursing facility proprietors and operators of the home health care
service, and as businessmen who wish to participate in the formation and
operation of health maintenance organizations, we are confident that experi-
ments will demonstrate to the satisfaction of all that the addition of sub-
acute alternatives and home health care to the acute hospital will not be cost

J "add-ons" for an HMO. Rather, given the flexibility of the HMO structure,
they will be able to significantly lower the HMO's hospitalization factor still
further and will provide the HMO member-subscriber and his physician with
a wider range of suitable services. ‘Projected cost-savings from the efficient
and proper use of a range of facilities and services may allow the HMO to offer
other actual "add-on" services such as mental health services at minimal or

no additional cost to subscribers and thereby improve the HMO's competitive
position vis-a-vis other HMO's as well as fee-for-service care.

~
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Because skilled nursing facilities are no longer devoted exclusively to the
senior citizen, more and more, sub acute institutional care is being recognized
as a legitimate element in the continuum of health care services for persons
of all ages. o !

Pérhaps the most meé,ningul kind of consumer 'parl':icipaytion in the health 5
care area lies in giving him a choice of how and where he receives his medical care.
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Testimony of EDWARD J. WILSMANN, President

Homemakers Home and Health Care Services, Inc.

Subsidiary of the Upjohn Company

HOME HEALTH CARE IN THE HMO

Institutionalization of the sick and near sick has become a "way of life"....
but not exactly the “way of life"* that necessarily promotes maximum recovery
and rehabilitation. dvantages of the home environment after or instead

The a
of hospitalization include the happiness and well being of the patient, faster
recoveﬁ, an§] 'E'Ee Ereservan;on o; the §i§_ﬁ§ of‘ Ee Er@w:guag; Other factors
important to the patient include the easy transition from the ospital or
jnstitutional environment to normal living while extending the required medical
and nursing care and service on a continuing basis.

The use of home health services may also prevent the “ping-pong" effect
of the patient sent home from the hospital whose condition deteriorates
because no one is available to provide for his needs in the home environment
and who must be readmitted to the acute hospital.

A Definition of Home Health Care

Home health care can be defined as a coordinated system of individual
health care delivered to patients in their homes by professional and allied
health personnel under the direction of a physician. These services are
organized and provided so that the patient is either restored to full health or
achieves maximal rehabilitation with the least possible disruption to his
usual pattern of daily living.

Home health services include intermittent nursing care, physical therapy,
occupational therapy, speech therapy, social service, home health aides,
housekeeping services, and medical equipment and supplies as ordered by the
physician. :

Home health services have applicability for physical illness, short or
long term disabilities, emotional illnesses and crises which threaten the
normal pattern of living.

In addition to cutting down on the numbér of days a patient must remain
institutionalized at the end of his stay, home health services may be able to
delay entrance into an jnstitution where appropriate.

All of these services can be provided by a well-organized, centrally
managed home care service through coordination, planning, evaluation, and
follow-up procedures. All at less cost than institutional care. '
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Utilization vs. Continuum of Care

What an opportunity Health Maintenance Organizations_have to place the
HMO patient in the proper setting and the proper level of Ccare, What an
Opportunity to prove that continuum of care can be more than just a concept--
but instead a desirable reality, which has been largely unavailable to date
through our traditional, fragmented fee-for-services, indemnity insurance
system.... A system where the patient receives his care on the basis of what

" his insurance policy covers, rather than what is medically appropriate to
his needs. :

We believe that the HMO offers an ideal growth medium for a true contin-
uum of care and services, where the patient-srﬁﬁcriﬁér moves tErouﬁ the
system, receiving care of various types and levels based only on what is
appropriate medically for him asan individual.

Those services which represent that part of the continuum that lies in-
-between the acute hospital and outpatient visits to a physician have never
really "caught on" with significant segments representing all age groups of
the population. Not because they are unacceptable or medically inappropriate,

able to him through his ingurance policy.

Medicare and Medicaid have served to bring to light the inadequacies and
improper utilization of facilities and manpower in the traditional system. You
have just heard from Mr. Callihan about the conditions of the patients in the
Indianapolis Methodist Hos ital . ...44.5% require onl the of care usuall
classified as "intermediate™ care or home he itiona
require only the kind of care which is provide i

ertainly the proper utilization o existing nursing faci ty s would remove
most of the pressure for more: hospital beds. Home health care could also
free acute hospital beds for those in need of them while permitting the patient
to return to more natural surroundings at the earliest possible moment,

A three -year research study conducted at Mt Sinaj Hospital in Milwaukee,
Wisconsin entitled "Home Care in Comparison With Continued Hospitalization""
indicated the following: (1) Home health care was evaluated by 50 physicians as
approximately equal to continued hospitalization in regard to medical care and
was rated as predominantly better than hospitalization in four other aspects of
care; (2) Some patients and their families had mixed emotions about home care
at first. However, 849 of those actually receiving home health services pre-
ferred it over continuation of hospitalization. !
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Prevention and Education

If HMO planners truly insist that HMO's live up to their name and con-
centrate efforts on prevention of unnecessary illness and maintenance of health,
then the home health nurse-home health aide are ideally suited to carry out
training and educational programs.

The encouragement of HMO subscribers to exert effort toward the pre-
vention of illness and health maintenance must come from sources familiar
with the personal health aspects of the subscribers. Aside from the subscriber's
physician, who could be more intimately involved in the personal health life
of the patient-subscriber than home health care personnel who see patient-
subscribers in their homes. The well-trained, well -eguip%d aide has the
opportunity to educate and train patients and S cribers and their families
on such vital subjects as nutrition, Clcanliness, inde ndent Living, sick care,
self care, and preventive measures. The use of home health aides to train
HMO sﬁB§ch'ejrs n health maintenance and disease prevention concepts will
merely help solve the problems of ignorance and indifference among the well
and near well population, We believe in fact that there must be a massive
public relations and advertising effort to motivate the public on prevention of
disease and health maintenance-and HMO workings.

Cost and Home Health Care

Traditionally, the health insurance industry has regarded home health care
as an "add-on" benefit or has completely ignored its existence. Where home
health has been a covered service, significant savings are apparent. In Denver,
New York, and Rochester the statistics on early hospital discharge where
home health care is available are impressive. And cost savings-are also
significant when the patient returns home, receives appropriate home health
care and recovers, as opposed to the patient who returns home, does not
receive needed care, deteriorates, and must return to the hospital. Additional
cost savings result when the home health services are provided by a well-
managed, coordinated, quality conscious home health agency.

it's refreshing to note that home health care re uires no bricks and mortar,
no nsive medical equipment, no hi ministrative costs and that the
services can used a 'or on an as-needed basis.

Role of Proprietary Home Health Agencies

As the nation's largest provider of home health services as well as a tax-
paying enterprise, Homemakers is hopeful that this Committee will not adopt
language contained in H. R. 5615 which uses Medicare standards (conditions of
participation) to govern the eligibility of the various institutional and service
components of health maintenance organizations.

The National Council of Health Care Services believes that in order to provide
complete, comprehensive and workable health programs, the resources of .
both public and proprietary health care providers must be involved. This can be
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stated as an axiom regardless of any suspicions cast on the for-profit sector
or claims of bureaucratic inefficiencies directed at the public and non-profit
sector for one simple reason: Combining all the public and private, tax-paying

and tax-supported providers together, there still is currentl and projected
for in the future a shorta e of manpower, financial resources and cooi?iination.
Therefore, there seems to be no aEternative but to combine the resources of
both the private proprietary health care industry with the public not-for-profit

providers of health care,

The key to a successful Co-existence of both types of providers
is a set of adequate but not restrictive controls on standards, accountability,
organization and incentives for & iciency. To determine € eligibility of a
provider of health care on the sis of the provider's profit or non-profit
structure is discriminatory and ‘wasteful, Participation must be based on

Qquality, availability and reasonableness of cost o Service which will encourage
competition for the provision of these services.

Many of the current proposals for health care legislation enco urage
participation from the private sector of health care providers. This is
particularly true in some of the variations of the Health Maintenance
Organization concepts that have emerged. However, in some HMO proposals

- that we have analyzed, the standards of eligibility for roviders of service are
generallli based on Section 1861 of Title XVIIT of the Social Security Act, for .
example H. R; . ese standards are restrictive in that there is definitel

a discriminatory approach taken against the private, for-profit provider. The
regulations imp ementing Sec, urther complicate
proprietary provider.

Time after time proprietary home health care providers have been
approached by non-profit.certified home health agencies to provide supple-
. mental services that the agency itself was unable to provide. In most instances
the services of the proprietary agencies met every test of the Medicare

service was ultimately arranged with a public or not-for-profit agency at a
higher cost to the certified agency. .

We are actively involved with the Standards Committee for the National
Council for Homemakers Home Health Aide Services, and with the Joint
Commission on Accreditation of Hospitals. We are a firm believer and promoter
of high standards for home health care and intend to Promote this position
regardless of our ability to participate in providing services under the Social
Security Act.: We feel, however, that the exclusion of the proprietary for-
profit agency from providing basic and supplemental services ig Causing many
home health needs to g0 unmet.
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We have in the past made attempts to determirne the rationale behind the dis-
crimination of theprivate for-profit (tax-paying) organization in health ,
legislation. The answers to our inquiries have been in our minds weak and,
if factual, without grounds. It is time to recognize the contributions pro-
prietary health care can make to cost control and quality care.

Recommendations, Experimentation, and Flexibility

...1. Encourage experimentation in the uses of home health services in the HMO,
but the legslativelx-reguired benefit package for HMO's should be kept to a,
minimum so as to encourage €x rimentation, allow for exi. , and to

allow the to retain a competitive position Vis-a-vis tr. itional health
jngurance plans. :

...2. Because home health services are in short supply (there are some 30, 000
employees in 2, 850 agencies at the present time and it is estimated that there
is a need for 300,000 employees), encourage the development of quality

loan guarantees for planning and start-up COsts to responsible

services througt_: g
applicants regardless of type O ownership.

...3. Encourage the Federal and State governments to negotiate capitation
contracts, where feasible, for Medicare and Medicaid recipients. Significant
numbers here would give the an immediate cash Tlow an would obviate
or do away with the necessity for government funding for operating losses.

...4. Require quality standards and monitoring such as these voluntary,
self-policing standards developed by Homemakers-Upjohn which are being
submitted for the record.

Whatever standards are enacted, they must be uniform and apply équally
to all, regardless of type of ownership.
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Testimony of ROGER C. LIPITZ, President

Medical_ Services Corp,

FLEXIBLE FACILITY PLANNING

In addition to its role ag an alternative to hospital care, the nursing
or extended care facility in the HMO should have the capacity to function in
a number of other areas. : vs

L. The properly qualif i ility ) ed to expand, on
S available to a hospital or
B making costly capital expen itures
for Partially utilized services, or can agsist the hospital to meet a pressing
need for additional beds during a crisis or while new additions are being
made. Orm of my company's nursing homes has such an arrangement with

a hospital which T would like to describe. b

‘The Randallstown Nursing and Convalescent Center was purchased by
Medical Services Corp. in November 1971, All of its beds are licensed as
skilled nursing beds. Its present occupancy is 85% Medicaid patients and
15% private patients. The facility offers full 24-hour nursing services and
provides full time occupational and physical therapy.

In January 1972, Baltimore County General Hospital, a non-profit
voluntary general hospital, signed a leage agreement with MSC agreeing to
pay MSC a flat rate per month for the use of 48 beds at the Randallstown
nursing center as an acute hospital unit. The state of Maryland has
licensed 35 beds at the nursing facility as acute hospital beds. The MSC
nursing facility provides dietary service, maintenance and laundry, and
the hospital provides its own nursing and medical personnel,

‘Two interesting conclusions have emerged from a survey conducted
by the hospital after the first few months of operation of "Satellite Unit I';

L Although the agreement calls for a flat bayment by the hospital for a
certain number of beds, regardless of the number of beds occupied at any

given time, it was shown that the overall Ppatient-day cost for the acute patients

in the Satellite Unit wag significantly less, even with low occupancy, than
the overall patient-day cost at the hospital itself, even though the hospital
itself has an average occupancy rate of more than 909.

2. Patients who were transferred from the hospital to the Satellite
Unit at the nursing facility overwhelmingly expressed their satisfaction with
all aspects of the care they received at the Satellite Unit in a survey, the
results of which are attached, Thirty-five of thirty-seven patients surveyed
responded "Yes'" when asked "If re-hospitalization becomes necessary,

would you want to return to Baltimore County General Hospital and be trans-
ferred to the Satellite when your condition warranted?"
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I might add that this sort of arrangement does not require that the
hospital and nursing facility be adjacent or connected. - The Randallstown
nursing facility is located approximately one mile from the hospital. However,
we did find that physicians were reluctant to make the extra trip which the
Satellite Unit's location necessitated.  In addition, a physician was not on-
duty 24-hours per day. :

This is not an isolated example; other members of the National
Council have nursing facilities with similar arrangements with acute
hospitals.

3. The nursing facility is an ideal environment for rehabilitative activities.
With no restricti ons on whether the treatments are Tendered on an inpatient
or outpatient basis, the HMO physician would be free to prescribe the
proper regimen of rehabilitative activities to be conducted in the nursing
facilities. In most cases, the only justification for making the acute hospital
responsible for rehabilitation is that no less costly and more appropriate
alternative exists.

4. The nursing facility offers a place for the appropriate wider use of
paramedical personnel. Many supporters of the HMO concept have suggested
that it offers an opportunity to use paramedical personnel effectively and to
expand their now limited roles.

At the same time, however, we do recommend that uniform national
standards for various types of paramedical personnel be developed and that
paramedical personnel in HMO's be required to meet these standards.
Perhaps, if this condition were met, they could be held exempt from
restrictive State laws. .

5. The nursing facility, with its complement of trained personnel, is
an ideal location for consumer education in health maintenance and health care,
a cornerstone of the true HMO and unfortunately, non-existent in many
existing HMO's. Many nursing homes have already established themselves
as community centers. For example, some of the Council's member nursing
facilities sponsor classes in childbirth and prenatal care, provide training
in care of the ill-elderly or bedridden for families with an old or ill person
living in the home, and provide classes in nutrition and proper diets.

The National Council believes that consumer health education should be
mandatory in health maintenance organizations and that the nursing facility
is well suited to providing requisite educational activities.

6. The nursing facility may provide not only a more medically appropriate
and economical alternative to hospitalization during convalescence, but,
in most cases, patients would prefer to leave the hospital at the earliest
possible moment,

81-185 O - 72 - pt. 3 - 4
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7. Where necessary or desirable, the nursing facility can do "double
duty" as a "satellite” or medical clinic, In an HMO serving a rural or
sparsely populated area, this might be particularly applicable, In many
small towns and villages, the community nursing home is the only medical
facility available., With the Proper communications networks, such facilities
could be used to provide emergency care and todo preliminary screening
of subscribers. It would appear to be a waste of limited health care dollars
to build a series of satellite clinics or hospitals beds for which in many .
cases, no trained personnel could be found -~ when the facilities and trained
personnel already exist and could be adapted to meet new challenges. ’

The aforementioned are only a few ways in which the sub-acute care
nhursing facility may be "put to work" in the HMO to achieve truly an
integrated, comprehensive spectrum of care, Of course, they may also
be implemented in the traditional system, where the fragmented delivery
system permits, £ i
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BALTIMORE
COUNTY

GENERAL
HOSPITAL

Dear Patient:

Now that you are " eing discharged from the Baltimore County
General Hospital :atellite Unit, I would like to ask that you
assist us in eval:ating our services to patients. Would you
then please compl:te the following questions and return them
in the enclosed s:lf-addressed envelope. !

Yes No
1. Were the arraagements for transfer to the
Satellite satisfactory? : 37 Q
Did you experience any unusual discomfbrt as\ y;
a result of the transfer? - (6] '?/

2. When you arrived at the satellite,

(a) were you treated in a friendly,courteous |
manner? : 2

AN
lo

(b) were your questions answered clearly and

promptly? 26 /
(c) were parking facilities adequate? 34 2
3. While at our Satellite, did you feel that,
(a) your room was
attractive? ' : 3’7 (@)
quiet and comfortable? <4 [Z)
kept neat, clean and cheerful 27 €]
(b) Your food was
served hot when it should have been :
hot and cold when it should have cold?2 ¥ £
tastefully prepared? TL £
served in adequate portions? 27 =
served in an attractive,appetizing way? 257 22
4. Did Satellite personnel perform their duties to .
your satisfaction? (1f not, please comment in
the space provided). ) >/€J_ /?/..’/
379 c

OLD COURT ROAD o  RANDALLSTOWN, MARYLAND 21133 o  AREA CODE 301 -—-922-5700

A NONPROT COMMUNITY HOSPITAL © NOT ATFIUATID WIRHTIE 20T TVOKE COUNIY CORERNAIER T
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5. When you left Baltimore County General
' Hospital satellite,

(a) were financial matters handléd quickly
. and smoothly?

(b) was your bill easy to understand?

(¢) 1if you had questions aboui your bill, were
they answered pleasantly and clearly?

NN
ko

N

6. 1If re-hospitalization became nccessary, would
you want to return to Baltimore County General
Hospital and be transferred to the Satellite
when your condition warranted?

2% 2

Comments and Su estions: We are particularly interested in your
remarks concerning those areas which were unsatisfactory to you.

ﬂe 0n/ Caom /m,,]L waor 7[/e /(’aac/ A(’/nj _S'frofo/
N

L heéh Oo *

Thank or your assistance.

Executive Vice President
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Testimony of JAMES GRIFFIN, Vice President and Secretary

Nei@borhood Health Centers, Inc.

THE INNER CITY HEALTH PRO!%CT OF NEIGHBORHOOD

Neighborhood Health Centers, Inc. Inc. (NHC) is a private corporation
formed in August 1970. It is jointly owned by Medical Services Corporation
(MSC), a publicly held health care company headquartered in Baltimore,
Maryland and by Charles Venter, M.D. and myself.

It is proposed that NHC will be the vehicle for providing comprehensive
health services on an outpatient basis to all segments of the population,
initially in Northwest Baltimore and ultimately, it is hoped, citywide. We
believe that a proprietary, tax-paying, management-oriented health care
company can offer a solution to the problems of making the health care
delivery system responsive to the needs of the general patient population
byproviding accessible and attractive high quality health care at a cost to
the patient which is equal or lower than similar non-profit organizations.

It has been brought to our attention that one section of H.R.11728 in
effect excludes the participation of proprietary organizations as health
maintenance organizations. We at NCH strongly oppose such a move and
this is our reason for appearing here today. Conceding that proprietary
health care is not the only panacea for all of the ills of the health care system
in this nation today, we remain convinced that it is, nevertheless, a
desirable alternative. Therefore, it is our intention to briefly describe
the activities of NHC in its efforts to plan, develop and operate what we have
considered to be the first step toward a viable health maintenance organi-
zation, Hopefully the membership of this Subcommittee will subsequently
understand our position and agree to make necessary changes in this
section of the aforementioned proposed legislation.

NHC Health Care Involvement

In late 1970 our company made a decision to conduct an experiment in
the delivery of primary health care to a primarily black, inner city poverty
population. This commitment was made because we observed certain trends
in the delivery of health care in the city and felt we could fulfill a need, gain
valuable experience in new areas and also cut costs to consumers while
maintaining profitability. In order to implement this decision we sought
assistance from various sources so that we might find a location in the city
with a significant need for the kind of facility we envisioned. The final decision
as to location was based on the following major criteria:
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L. shortage of primary health care

2. inner city

3. hospital outpatient or emergency department as prime source of
care for the area

4. need for competition

5. viable community consumer group, which would be willing and
able to assist with planning and to maintain an ongoing advisory
role as the service developed,

We finally settled on an area in Northwest Baltimore City because all of
the above criteria were met. Additionally, the State of Maryland, through its
Medicaid program,agreed to work with us in developing a unique reimbursement
contract for persons who were medically indigent in this community. The
contract signed between NHC and the Maryland State Departmernt of Health and
Hygiene is not a prepaid type although NHC had expressed a desire to negotiate
this type of reimbursement originally, However, the present arrangement
between the above does have similarities to prepayment. As operating
presently the contract provides a single reimbursement for any and all of
the following: :

L. Medical and minor surgical care

2. Family health assessment and continuous health maintenance
through outreach programs under physicians' supervision

3. Emergency services

4. Psychiatric services (minor)

S. Extensive referrals for subspecialist care not located in the
facility,

Under the contract NHC has also agreed to provide a variety of "ancillary
services " for which no charge is' made to the State Medicaid program,

Among these services are extensive radiological services, extensive pathology
and laboratory services, social work, nutrition, podiatry, rehabilitation
services and a variety of other services.

It has been publicly stated by the Maryland State Health Department that
their intention is to contract eventually with us on a prepaid basis to provide
all inpatient and outpatient health services for a selected population of
Medicaid patients.

Prior to the securing of the site of the health center we set out to see if
we could: 1, recruit a group of physicians to provide the primary medical
care needed in the area, and 2, organize a group of community residents
who would be’ able to give advice and support as appropriate. Throughout
this venture it has been our goal to provide an attractive alternative to what
many patients feel is second-class health care while at the same time f
minimizing unnecessary costs so that the ‘consumer would opt for our setvice
in an area where prior to our entrance he had little‘choice.
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Early in 1971 we began the renovation of a ten thousand square foot facility.
Financing of this venture came solely from conventional private sources. We -
might add here that no effort was made to investigate the possibilities of
securing other types of financing, primarily because of the belief that it would
result in long delays for the project. With renovations completed, we opened
the facility to the public August 18, 1971, It is of interest to note here that the
entire project took approximately 15 months from inception to delivery.
Simultaneously, ‘at least four organizations were planning similar facilities
for the city with monies received from various public sources and to date none
of these organizations have successfully opened such a facility.

. The implementation of this project has not been without problems. - In

_the area of consumer participation there have been times when mistrust =
among the participants has threatened the entire existence of the project.
We have also experienced, not atypically, internal power struggles within
the community, conflicts between the consumer advisory board and the
professional staff in medical policy areas, and criticism from a local
medical society for distributing what we consider educational literature
“about the facility. In reference to the point immediately proceeding we
believe it is significant that at least three othér organizations which happen
to be non-profit carried out more intensive “educational” programs and to
our knowledge received no criticism from the same medical society.

During the initial seven months of operation the facility has registered
approximately 10,000 individuals. The number of patient visits during this
period has been approximately 18, 000, Slightly less than 40%, of the visits
have been made by persons covered under the Maryland Medical Assistance
Program (Medicaid). i : A

We believe the entrance of NHC, a proprietary company, in the field
of health care has benefited the consumers who have utilized our services and
this would not have been possible if we were excluded from the HMO activities
as a proprietary organization. Since we opened our facility others in the
state have seen our progress and noted some of our successes, In doing so
others have paid us what we feel is the ultimate compliment~--i.e,, trying.
to duplicate our program elsewhere. This applies to both private and public
groups. Another possible effect of our presence, although not proven, has
been the report by a hospital nearby that for the first time their emergency
room visits have stabilized and that we have influenced them to begin tougher
programs to reduce costs.

We realize that it would take more time than we now have to prove the:
efficacy of our efforts, However, the point we have tried to make here is
that this joint venture has cost the taxpayer nothing for planning, development,
or implementation; and for those whose care is financed by tax revenues

these costs have been lower or equal to existing programs.
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Testimony of ELIZABETH J. CONNELL, Public Relations Director

National Council of Health Care Services

LEGISLATIVE RECOMMENDATIONS

R. #1. Incentives for Proprietary Involvement

The National Council of Health Care Services strongly urges this ~
Committee to create incentives which will encourage private,

ts business ma; o th
efficiency, cost-consc ousness, and higher quality for

care arena, rather than discriminating against
Tor-profit 1'nvoIvcment in HMO's, Encourage competition among non-profit
HMO's and for-profit HMO's. This should compel efficiency and would
work to eliminate the monopolistic practice of pricing health services in
accordance with ability to pay. o '

eld and to Ien
bringing order,

‘Stringent limits should be placed on operational and developmental
subsidies to non-profit sponsors of HMO's concomitant with requirements
that an HMO, whatever its sponsorship or organizational form, be able to
provide the Secretary of HEW with assurances that it will become self-
supporting within a short, specified period of time. Dependence on long-
term government funding is apt to lead to the organization providing care
at excessive cost because it dogs not have to depend solely on self- .

of -service reimbursement,

generated income. Open-ended deficit financing removes the HMO's
natural incentives to0~ control costs and may Iea% to some form of cost-

R.#2; Financial Incentives to Provide Services for Medically Underserved

' We recommend that contracts, loans, and loan guarantees be equall
available to HMO sponsors both roprietary and non- roprietary wﬁi@
will operate in meégca'ﬂ‘ ‘una erserva‘area's.' In a tion, tunding to cover
the cost 10 care for the near-poor not eligible for Medicaid or for
experimental job training programs for underskilled persons sponsored by
an HMO, or for extra or innovative services and programs in the area of
_ Preventive health care and health education should be equally available to
any HMO willing and qualified to provide the service without regard to type
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“of ownership. To accomplish this, we would suggest that monies
. appropriated for this purpose be undesignated as to whether for contracts
or for grants, and that awards be made based solely on the need for and
quality of the proposed services.

If the object of providing such %Oﬂeﬁrnment funding is to assure that the
medically underserved receive quality ealth care, such discrimination is
directly contrary to that objective.

The present system of restricting funding for providing health care
gervices for the poor and under served has not been successful in making
quality care either generally available or acceptable to these population
groups. If uniform standards are met and adhered to, the welfare of these
individuals could best be served by making every effort and using every
available resource to provide health care of high quality.

R.# 3. Restrictive State Laws

Lower the barriers to entry into HMO formation by overriding,
Federally if necessary, State legislation that restricts or prohibits HMO
development. :All forms of organization should be treated equally.

The National Council of Health Care Services recommends that the
definition of an HMO contained in H.R. 11728 be changed so that proprietary
organizations are included under it. This would allow proprietary HMO's
to benefit from Section 1116 of that bill which allows the Secretary of HEW
the authority to waive restrictive State laws for HMO's which meet the
bill's definition. We hope that this Committee will change the relevant
section accordingly even if the bill continues to restrict Federal financial
agsistance to public and non-profit sponsors.

R. # 4, Comprehensive Health Planning

The National Council makes the following specific recommendations
conceming the relationship between HMO's and comprehensive health
planning mandated by proposed legislation:

a.. That no comments be solicited from comprehensive health planning
agencies which would be permitted to have any bearing whatsoever on

any type of funding for any Tospective AMO, much as stated ia Senator
Kennedy's bill S. Jr%327. Even though both H. R. 11728 and H. R. 5615 give
CHP's a purely advisory function, we believe that it would be a serious and
costly mistake to establish a precedent for allowing bodies which exist for
the purpose of eliminating competition to make recommendations on the
"need" for a new system which must depend for its eventual success on

competition and which will undoubtedly involve some duplication of existing
services if not facilities.

b. We suggest that H. R.11728 be changed to delete the requirement that
the Secretary consult with CHP agencies in determining what constitutes a
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"medically underserved" area, so as to give the Secretary wider discretion

in the: determination of a medically underserved area. This would not preclude
the Secretary from consulting with these agencies. However, the possibility
exists that an adverse comment by the agencies may stultify HMO growth and
development in areas where they are needed.

R. #5, Technical Assistance Needed

Take affirmative government action to encourage the formation of HMO's
offering backup assistance in the form of consulting services, research,
and information to all types o; O's. _
R

R.# 6, Standard Minimum Benefit Package ’

Legislation enacted should require a standard benefit package in order
to facilitate price comparisons for the consumer, € require cka
sho contain only the minimum necessar services, although additiona
services may made available and some extra d arge may vied,. We

preter the benefit package requir .R. » with the addition o;
diagnostic and therapeutic radiologic services, as provided in H. R. 11728,
The HMO needs flexibility to compete successfully with traditional
medicine,

R. #7. Consumer Involvement

As indicated earlier in this testimony, the National Council of Health
Care Services supports the approach taken by the Roy bill, Sec. 1101 (E)
of H.R. 11728, While mandating consumer involvement, the bill does not

specify methods, etc. and thereby allows for a desirable element of
flexibility.

We are also in favor of educating the consumer, about what constitutes

good health care, preventive health, and health maintenance, so that his
involvement may be more meaningful,

R. #8, Accountabilig

The HMO ought to be held publicly accountable for the care it renders,
whatever its sponsorship - proprietary or non-profit, However, with
regard to Section 1101 (H) of H. R. 11728, we believe that statistical
information on such issues as accessibility and availability is difficult
to ascertain reliably and objectively, We suggest that mgortlng require-
ments in this Erovision ought to be limited to HMO cost and uti ization

patterns w sclosure to the public.
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R. #9. Uniform Standards

The development, implementation, and (perhaps most important)
enforcement of uniform Federal standards for institutional providers, health
systems, and health professionals and paramedical personnel should serve
to assure the consumer that the care he receives meets high minimum
standards wherever he receives that care. ‘The National Council supports
the notiond Federaliziggftandards relating fo health care, including
standards and requirements for professional licensin in the States. We

Teve that among the standards for medical pro: essionals ought to be
requirements for continuing education and special requirements for various
medical specialties.

We support the concept expressed in Section 1101 (G) of H.R. 11728
which requires the HMO to have organizatio,nai arrangements for an ongoing
quality assurance program that stresses the processes and outcomes of
services provided, in a.aaition to requiring the components Of the HAMO to
meet standards established by the Secretary. Assessment of processes
and outcomes should prove to Be a far more reliable and precise method
of assessing the quality of care provided than the present reliance on
component standards. The HMO which brings all the services together
and controls their use should be an ideal medium for use of this sort of
method. Wisely, in our judgement, H.R. 11728 refrains from specifying

* the quality assurance method. Since no one system has yet been proven
demonstrably superior or even viable, we hope to see experiments and
demonstration projects in this area and would hope that at least initially,
until the results of demonstrations are in, the Secretary will be permitted
to withhold regulations and evaluate HMO quality assurance programs on a
case-by-case basis.

In conclusion, we are happy to provide needed care under whatever
standards of participation and operation this Committee and the Congress
in its collective wisdom see fit to write and enact into legislation, with
the provision that these standards be applied equally to ALL providers of
health care, whatever their ownership of sponsorship.
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APPENDIX
FACTS SHEETS ON:
Berkeley V. Bennett A-1
Elizabeth J. Connell ' A-3
Patrick J. Callihan ; A-5
Provincial House, Inc. A-6
Edward J. Wilsmann A-7
Homemakers, Inc. A-8
Roger C. Lipitz A-9
Medical Services Corporation A-10
James Griffin » A-11
Neighborhood Health Centers . ' A-12
By-Laws, Northwest Community Advisory Board A-15
JCAH Accreditation Information A- M|.30

Standards for Home Health Services A-m833
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Fact Sheet on BERKELEY V. BENNETT

A native of New England, Mr. Bennett was educated in Business Administration

at the Wharton School of Commerce and Finance of the University of Pennsylvania.
He served four years as a gunnery officer in the Air Force. After World War

1I, Mr. Bennett's experience has been concentrated in health related industries
and association management, - with emphasis in the pharmacy, medical

consulting, and nursing home fields.

Following military service from 1942 to 1946, he was a management trainec
with Vick Chemical Company, sales training director of Johnson & Johnson's
Chicopee Division; public relations director of the National Wholesale
Druggists' Association; management consultant to nursing homes; and
executive director of the Vermont Nursing Home Association, the New
‘Hampshire Association of Licensed Nursing Homes, and the Vermont
Pharmaceutical Association. In addition, Mr. Bennett was a co-founder of
the American Society of Consultant Pharmacists, an association composed
of pharmacists serving as consultants to health facilities, and served as its
first Executive Director.

Mr. Bennett has also served as nursing home consultant to Gilman Brothers,
Johnson & Johnson, and the National Wholesale Druggists' Association. He
also serves on the editorial board of Modern Nursing Home -and writes for
Drug Topics as well as serving on several government advisory boards,
including the Vermont Small Business Administration and the White House
Conference on Aging.

Mr. Bennett serves as Executive Vice President of the National Council
of Health Care Services, the trade association representing multi-facility
health care companies, headquartered in Washington, D.C.

Mr. Bennett was among the first industry leaders in Washington to recognize
the potential of HMO's to deliver health care more efficiently. Since the
summer of 1970 he has worked with DHEW,  HSMHA, BHI, SSA, MSA, his
member companies and other groups and consultants to educate Council
members on HMO's and to generate interest in their development. In
addition, Mr. Bennett has studied with existing HMO's across the country
extensively and serves as a coordinator and consultant to his member
companies involved now in HMO planning.

Published Articles

.Drug Topics: "Vital Market Open to Pharmacists, December 12, 1966.
. "Today's Nursing Home Expects More of Pharmacist”, June 1967.
"33 Questions To Ask", November 17, 1967,

Nursing Homes: "Nursing Homes In Public Ownership", January, 197L
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Pharmacy Times: "Tomorrow's Successful Nursing Home Consultant",
May, 1968, B

Modern Nursing Home: "Where and How Nursing Homes Buy Supplies",
. September, 1968. !
""Good Nursing Homes Make Good News", July, 1965.
"Multi-Facility Health Care Services", June,1970
"Inventory Control Built Into Drug Units",” November,1966
"Unit Dosage Simplifies Nursing Care”, July 1968

Pharmacy News: - "Nursing Home Pharmacy Hits Snage ", Winter, 1969

Membership on Editorial Advisory Boards:
Modern-Nursing Home (McGraw-Hill)
Drustar Digest ’

Papers on Health Care Topics delivered:
Northeastern University
Butler University
American Nursing Home Association
Federal Wholesale Druggists' Association
American College of Apothecaries
National Public Radio
National Wholesale Druggists' ‘Association
Purdue University
Mid-American Health Congress

Testimonies on Health Care Legislation delivered:

Senate Committee Labor and Public Welfare, Health
Subcommittee

Senate Finance Committee

Senate Special Committee on A ging, Subcommittee on *
Long Term Care

House: Committee on "Ways and Means

House Special Studies Committee
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Fact Sheet ELIZABETH J. CONNELL

Ms, Connell attended Cornell University and was awarded an A.B. degree
in 1967, graduating with honors on the Dean's list. :

From September 1967 to May 1968 she was Administrative Assistant at the -

American Political Science Association where she assisted in administering

" the Congressional Fellowship Pro gram funded by the Ford Foundation. Ms.
Connell was then actively involved in fund raising for Hubert Humphrey in
the 1968 Presidential Campaign involving personal, telephone and mailing
contact with prominent presonages. She also woO ked on the planning for:
several major fund raising dinners. Following the campaign Ms. Connell

" was made director of Correspondence at the Democratic National Committee
where she supervised gix persons in answering sensitive political and
general correspondence for the Chairman, Senator Fred R. Harris. She
was also responsible for interpreting Demoncratic Party positions on
issues as well as for researching party positions. :

Since February 1970, Ms. Connell has served as Public Relations Director
and Special Assistant to the Executive Vice President of the National -
Council of Health Care Services. Inthis position she replaced an out- -
side public relations firm and was in charge of all aspects of the Council's
public relations and communications programs, " This included writing a
weekly confidential bulletin detailing Washington news, of all association
position papers and the preparation and presentation of testimonies before

some seven Congressional Committees.

Ms. Connell's duties include contacting Congressmen, Senators and admin- '
istrative aides regarding legislation and appropriations pills of interest to
the health industry. It is also necessary to be in close contact with the
various agencies of the Department of Health, Education and Welfare. -
Ms. Connell has done extensive research in the HMO area and has been
involved in a number of seminars and workshops on-the subject.

In the absence of the Executive Vice President, Ms. Connell serves as
Acting Director of the Council. :
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Fact Sheet on PATRICK J. CALLIHAN

Nursing Home Chain Ex‘ecutive* ‘Born in Flushing, Michigan, March 10, 1928
parents, Dale M. and Eva C. (Burt); B. A Michigan State, 1953; M. A, in
Administration, 1957 Married to Coilah A. Pirochta, September l4k 1956'
Children, Michael James and Daniel Scott. Mr. Callihan is Pres1dent and
Director of‘Provincialf House, Inc,; President and Director of the Nanonal :
Council of Health Care Serv:ces, Dlrector, Extended Care Conference ‘

Amencan Hospital Assoc:atiorr Officer: and Dlrector of the M1chigan :

Nursmg Home Assoc1ation Presidential Appomtee to the Natlonal Wlute
House Commission on Aging; Member of the U.S. Department of Commerce
Consumer Committee on Health; Member Blue Cross Extended Care
Facility Relations Committee- Officer and Director of Compu-Link Corp. HE
Officer and Director of P.H.L. Construction Co, Formerly Associate
Professor at Michi gan State Umvers1ty and Manager of WMSB-TV,

Executive Assistant for Network Affairs and Director of Field Serwces for
National Educational TV, ‘NYC; President and Director of Charter Develop-
ment Co,, Lansing, Michigan 1964; President and Director of Secured
Mortgage, 1965; Trustee of Eastern Educational TV Network; Served with
USNR 1946-48; Member of the Public Relatlons Association of Michigan
National Association of Educational Broadcasters, Alpha Epsilon Rho, Home
at 1324 Pepper Hill Drive, Lansing, Michigan, Office: 4000 North Grand
River Avenue, Lansing, Michigan, :

The above information is from Who's Who in Commerce and Industry and
Who's Who in the Midwest, .
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Fact Sheet on PROVINCIAL HOUSE, INC.

Provincial House is located in Lansing, Michigan and operates nine convalescent
care centers, a construction subsidiary, and a computer corporation. The

company operates 1100 skilled nursing home beds served by 715 employees.

Provincial House has been working with the Lansing, Michigan Capital Area
Comprehensive Health Planning Agency to develop a prep_aid health plan, aad
is at the present time in the process of amalgamating three groups of physicians

in the area.

A wholly owned subsidiary, Compu-Link, serves a wide variety of clients in
addition to Provincial House with complete data processing and system develop-
ment. The computer provides perpetual inventory, general acwmﬁng, financial
statements and comparative statistics on all facilities. A wholly owned con- »
struction company is mainly involved in the building of hospitals, nursing homes k

and college buildings throughout the country.

Provincial House is a publicly held company with financial resources and
capabilities to develop the needed capital for the start-up and continuation of

HMO's.

Among the other areas that the company is developing are day-care cenfers,
congregate housing, lousing for the retarded, meals-on-wheels and an administrators

training program for students at Michigan State University.

Provincial House was also instrumental in the formation of a discharge planning
gi'oup of all health facilities in the Lansing area to coordinate services. The

company is starting this ixi three other cities as well.

81-185 O - 72 - pt.3 - 5
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Fact Sheet on EDWARD J. WILSMANN

Edward J. Wilsmann, Pfesident, Homemakers, Inc., The Upjohn Company,

was born in Neilsville, Wisconsin June 6, 1924,

He. attended Two Rivers High School and Wisconsin State University, White-
‘water, Wisconsin, where he received a B. Ed. degree in 1950 and North-
western University in Evanston, Illinois to get his M.B.A. degree in 1956.

He is a CPA of Wisconsin in 1956 and Illinois and Indiana by reciprocity.

Mr. Wilsmann was a partner of Brabec and Wilsmann, CPA's, prior to
forming Homemakefs, Inc. in 1966 as President. Homemakers was acquired

by The Upjohn Company in Noveémber 1969.

' He is a member of the American Institute of CPA's, Illinois Society of
CPA's, has been three term director, one term president of the Society for
Advancement of Management, and two term pr.esidént of the Credit Associ-

ation of Greater Joliet.

Mr. Wilsmann is married to the former Delores C. Piambino of Philadelphia,
Pa. He has four children: Leni Ann, Jo Ann, Edward A. and Christine Ann.

They attend the Immanuel Lutheran Church.
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Fact Sheet on HOMEMAKERS, HOME AND HEALTH CARE SERVICES
SUBSIDIARY OF THE UPJOHN COMPANY

Homemakers is a new health care service which makes supportive services
to home and to health care institutions ‘available at the lowest possible cost.

_ Headquartered in Kalamazoo, Michigan, Homemakers is a wholly-owned
subsidiary of the Upjohn Company, -a leading pharmaceutical manufacturer.

Homemakers has offices in 114 major metropolitan areas across the country.
The company's personnel in each office include registered nurses, licensed
practical (or vocational) nurses;, nurse aides, companions, visiting house-
mothers and housekeepers. Because Homemakers is not an employment
agency, the company is responsible for the services rendered by its employees.
Homemakers personnel are gkilled, reliable individuals, bonded and insured

in the performance of their duties. :

In addition to home services, Homemakers provides staff substitutions in
hospitals, nursing homes, clinics, and doctors' offices.

Homemakers recruits its own employees. Some of them are from that segment
of the labor market desiring work on a part-time basis while others seek full-
time employment with the challenge and interest of varied work assignments.
Because of these latitudes, Homemakers is able to provide its many services
efficiently, while making available to people with critical skills in the community
a broadened opportunity to use them.

The company's services enable hospital patients to return home upon author-
ization by the attending physician. The physician determines the need or
degree of supportive services required for home convalescence.

Homemakers relates the skills possessed by an employee to the services
prescribed. As recuperation occurs or the status of the convalescent changes,
the skills and services rendered by Homemakers are adjusted in accordance with
the physician's decision. A patient--or his family--secure only the attendant
services necessary for recuperation. As the convalescent resumes normal
functions, less care may be needed. :

Homemakers continues to adjust its services to meet the individual require-
ments of the patient's care until full health is restored. Such a health care
service frees professional skills and supportive services for other duties as
quickly as safely possible.

Care in the home environment can represent a considerable financial saving.
Expensive laboratory and technical skills, which are part of a hospital's
overhead, are often no longer needed in convalescence. In cases of chronic
illness or long term disability, physicians recognize the possible psychological
advantages of returning the patient to the home to rejoin the family.

In many cases the patient views the return home as an important step on the
road to recovery. The family, with assistance as needed from Homemakers,
is able to function as a unit again without daily worry regarding the patient’s
welfare, hospital visits, and mounting hoespital expenses.




Education:

Career:
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Fact Sheet on ROGER C. LIPITZ

B.A. University of Maryland (Accounting)

President, Chief Operating Officer 6f Convalescent -

*. Care Centers and its predecessor companies 1965-1968

President, Chief Operaciqg Officer - Medical Services
Corporaﬁon 1969 - present

Mr.v Lipitz has direct responsibility for all nursing h;)me

operations of Medical Services Cprporation as well as

the company's pharmacy operations. He is a past

president of the Maryland N ursing Home Association, ‘

and former Secre_tai‘y (now Vice President) of the Nationai

Council of Health Care Services.

Mr. Lipitz serves on the Maryland Licensure Board for
Nursing Home Administrators and was formeriy- a
member of the Maryiand Medicaid Citizens Advisory
Board. :
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Fact Sheet on MEDICAL SERVICES CORPORATION

Medical Services Corporation presently owns 15 nursing centers with 1,700
beds, two pharmacies and an ambulatory care center. MSC employs 1, 300
people, and is active in developing a hospital project as well as experimental

outpatient services.

In August 1971 the company opened an émbﬁlatory care cente,ijﬁiny a ﬁoverty area
of north Baltimore in conjunction with a group of four full-time physicians and
several part-time specialists. Non-medical policy for the center is set by an
elected neighborhood consumer advisory board. The ambulatory care center is
under contract with Maryland Medicaid to provide comprehensive physician
services, and in the first three months of 'operation has served an average of
over 600 patients per week. MSC is actively ‘planning additional centers in ’

other cities as the first step toward HMO developments.

Medical Services Corporation has eight facilities in Maryland and others in
Indiana, Illinois, Nebraska, and Texas. The company is oné of the first to
employ a full time medical director for their Maryland hursing facilities. One
of the major undertakings in the development of the ambulatory care cepter has

been the developme;lt of an improved. mgdicél records‘syster‘n. . !

Medical Services Corporation is a publicly held stock company, and has access

to funds for operations, capital spending, and innovative program development.
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Fact Sheet on JAMES GRIFFIN

Education:

B. S., John C. Smith University
~ Physical Therapy Certificate, Sargent College of Boston . University
‘M. S. in Rehabilitation Counseling, Richmond Professional Inst.
Career and Community Service: j : o

Vice President and Secretary, Neighborhood Health Oe,ntei‘s, Inc,
(a subsidiary of Medical Services Corporation) 1969 to present

Director, Northwest Community Medical Center
Member, Congress on Racial Equality (CORE) 1963 - 1968
Vice President, Baltimore City School Board 1968 to present

Member of the Board of Directors, Scholarship Education and
Defense Fund for Racial Equality (SEDFRE) ,

Member of the Poard of Directors, Humanic Designs Corporation
1969 to present (involved in skill upgrading projects for low
income and underutilized workers) :

Member, Work Experience Program of Baltimore Mental Health
Association 1970 : ;

Executive Board, Black Caucus of the National School Board Assn.
Member, Rep. Parren J. Mitchell (D-Md. ) Task Force on

Corrections

Mr. Griffin is a native of Baltimore and is devoting his time and efforts to
. improving the quality of life for his fellow Baltimoreans. s G
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INNER CITY HEALTH CENTER PROJECT

NE | GHBORHOOD HEALTH CENTERS, INC.

Initial Design and Objectives ( Sept.1,1970)

Neighborhood Health Centers, Inc. is a private ‘corporation formed August
7, 1970 as a subsidiary fo Medical Services Corporation. Medical Services
Corporation is an independent, prof it-making public company’which‘is presently
involved in the ownership and management of a chain of nursing homes, pharma-:
cies and other related medical enterprises. The Board of Directors of Neigh-
borhood Health Centers, Inc. is comprised in part of Mr. Allan Zalesky who is
Chairman of the Board of Medical Services Corporation. Dr. Charles Venter is
President of the Neighborhood Health Centers, Inc. and Chairman of the Board
of Directors. Mr. James Griffin Is the Executive Vice Presidént of the company
and Secretary of the Board of Directors.  The company will be 80% owned by Med-
ical Services Corporation and 10% each by Dr. Venter and Mr. Griffin. Control,
however is shared equally between Medical Services Corporation and Dr. Venter
and Mr. Griffin. Dr. Venter is an Internist, graduate of Howard Medical School
and a practicing Physician in the Baltimore Area. Mr, Griffin is a physical
therapist, past President of C O RE and Vice President of the Baltimore School
Board.

It is'proposed that Neighborhood Health Centers, Inc. will be the vehicle
for providing comprehensive health services, on an out-patient basis, to all
segments of the population, initially in the Park Heights area and ultimately,

it is hoped, city wide. The three principal types of patients to be treated
are;

. "Public and Medical Assistance Patients"
2. "Medically Poor Patients"

3. "“Paying Patients on Fee-For Service Basis"

"The "Public and Medical Assistance Patient" - A contract will be proposed
to the State of Maryland to provide comprehensive, out-patient care fo a fixed
number of patients covered under the State Medicaid Program on a pre-paid basis,
Under this contract Neighborhood Health Centers, lnc. would be responsible for
24 hour a day out-patient care of these patients and would provide the follow-
ing services:

|. Medical and minor surgical care

2. Immunization

3. Vision and eye examination

4. Routine check-ups and diagnostic services

5. Social services

6. Counseling
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7. Training programs
8. Physical therapy and rehabilitation
"9.. Consultation as needed

10.  Medical backup will be enlisted from hospitals, existing medical
groups, and private:practitioners

The "Medically Poor Patient" - will be managed in conjunction with commu-
nity volunteers and other profesional volunteers on as yet to be determined
basis. No funds from any level of government (Federal, State or City) are cur-
rently available to serve the need of this group of patients.

The "Paying Patients" = Will be treated on a strict fee-for-service basis.
Neighborhood Health Centers, inc. has devised a highly sophisticated cost-re-
lated system to determine the exact fee to be charged for the actual service

- performed, the person(s) so performing, and a minimal profit factor; i.e., if
a patient required $4.00 worth of service, he will be charged only $4.00 + the
profit factor. :

The presently proposed facility will be located in the Park Lane Shopping
Center at Park Heights Avenue and Coldspring Lane in what was before the Acme
Market. The facility comprises approximately 10,000 square feet. It will be
re-modeled in relation t6 the services to be provided. Our projected comp le=-
tion date will be within the next two months.

Neighborhood Health Centers, Inc. will have a Board of Directors = current--
ly proposed to be nine(9) members. In addition an Advisory Board will function
with twelve (12) residents of the Park Heights area and six (6) city-wide
representatives. It is the intent that the two Boards will function Jjointly in
" the determination of the center's policy with the Board of Directors having the
responsibility of carrying out the Advisory Board's -decisions.

The philosophy -behind Naighborhood Health Centers, Inc. is that .everyone
"is entitled to good health care, promptly delivered, and the review of servl;es
rendered should Tie with the patientstreated and the community involved. [t'is
our further intent that training programs be designed primarily for neighborhood
residents. Profits, if any, wil'l be plowed back into the company for the ex-
pansion of clinic 'services wherever needed.

Status as of February 1, 1972

The initial medical center, the Northwest Community Medical Service Center
was opened August 15, 1971 at 4432 Park Heights Avenue in Baltimore. The site
of the center is a 10,000 square ft. former Acme supermarket which was converted
into a modern, attractive, comprehensive health center at a total cost of approx-
imately $225,000 Including equipment. Facllities of the center include physician
offices, X-ray, laboratories, physical therapy, social service, nutritional,
dental,etc. This was a Joint effort of three groups;

I Neighborhood Health Centers, Inc. -~
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the developer, manager and financer of the project

2. Braxton-Carter Associates, P.A.
a professional corporation of physicians organized to staff the center

3. +the Northwest Community Medical Service Center Advisory Board -
a group of community residents who advise the center.

All three entities are joined by- contracts.

The prepaid contract originally (see above) was not signed with the State
of Maryland. Instead a contract was signed with the State on'a fixed fee per
physician visit which is designed to be sufficient to include all ancillary ser-
vices (see copy of State contract). The stated intention of both the Medical
Center and the State of Maryland was fo convert this arrangement into a prepaid
program at either +he end of the first or second year.
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BY-LAWS

OF

»

~ NORTHWEST ‘COMMUNITY ADVISORY BOARD, INC.

f{

ARTICLE I. NAME OF CORPORATION

The name of the Corporatlon is NORTHWEST COMMUNITY
ADVISORY BOARD, INC.
ARTICLE II. PURPOSE A

The purpose of the Corporatlon (Advisory Board) is to

help promote, develop and institute citizen participation in
a community health program, including all phases of such
program sucg as planning and constructlon of facilities;
Wselection,‘employment and'trainlng»of staff and employees;
and administration and operation og the program. -

v More specifically, it is a function of the Advisory
Board to represent the interest of the commun*ty, including
the consumers and prospective consumers of the Northwest :
‘Community Medical Service Center at 4432 Park Heights Avenue
in Baltimore City, State of Maryland through a joint under-
‘taking with the Park Heights Medical Associates (the management
.of the Center) and the Braxton Carter Associates, P.A. (the
professional corporation providing medical services at the
Center) to (a) determine the goals and policies of the
community health care program, (b) periodically review available -
services and facilities and determige the health program needs;
(c) periodically review the progress of the health program
and undertake actions needed for furiher improvement,’ and‘
(d) determine the appropriate allocation of funds in accordance

" with agreed upon priorities. B s
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“ARTICLE ITII. - DEFINITIONS

Section l. The term "Corporation® as used ia,these

.By-Laws,shall mean the Northwest Community Advisory,Board, Inc.

iSectioﬁ;g; The term "Aévisory»Board? as used. herein
means the entire membership of the Cogporagion; that is, 2ll
persons who haQQ and remain qualifiéd as mgmbers following
their ;ertification‘to membership at a duly authorized‘meeting
of the Advisory Board. . . il ;

ARTICLE IV. MEETINGS OF ADVISORY BOARD

Section 1. Location Advisory Board«me¢tings shall be

conducted at the Northwest Community Medical Service Center,-
4432 Park Heights Avenue, Baltimore City, Maryland.

. Section 2., Time of Meetings (1) Regular meetings shall

be held on the first Monday of each month at 8:30 p.m.

(2) Special meetings may be called by the Chairman or

his delegate upon at least 24 hours'notice to members
and said notice shall state the purpose of the meeting.

Section 3. Conduct ‘of Business _ Advisory Board may

at its regular meetings, :pass.on any item of business, subject
to the provisions of the Articles of Incorporation and these

By—Laws.' Business transacted at special meetings shall be

i 1imited. to- the purposes in the notice given for said meeting.

With the exception of impeachment proceedings, .
hereinafter set forth, and amendments of the by-laws, a

ﬁajority vote is required to pass on the business of the

 Advisory Board.

Section 4. Quorum Ail busipess transacted at. any

Advisory Board meeting shall be null and void unless a quorum.
’ Ceew

is present. A quorum at regular meetings shall be nine (9)
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members; ‘a quorum at special meétings‘shallfbe seven (7).
members, :
y : “
Section 5. Voting Each member of the Advisory

Board shali be entitled to one vote.
ARTICLE Vo' MEHBERSHIP

>

" Section l.. Eligibility ‘A1l persons, age 18 and over,

residing in Baltimore City, and approved by a majorjty vote
‘of the existing Board present  at a dﬁly called meetlng,
shall be eligible for membership in this Corporation.~‘

Section 2. Number of Members There shall be no more

than seventeen (17) members of the Advisory Board. -

Section 3. Termination of“Membership A person‘s

membership 1n this Corporatioh shall be‘tefminated bﬁ
{ (1) his or her absence for three consecutive regular
meetings, or ! ‘
-{2) the vote oft2/3 offail*mémbors present ét a
regularly scheduled meeting in support of: termination,~
. provided that the grounds for terminatlon are based on a
member s failure to conduct himself in a manner consistent
with tﬁe,best interest of the Corporation.’
. AéTICLEvVI. BOARD OF DIRECTOES

'Section 1. Punction The Board of/Directors shall
manage the business and affairs of the Corporation. :

Section 2. Number of Directors The Board’ of Diréttdrs

shall be compriséd of the seventeen (17) members of the
Corporation. '

Section 3. Quorum A quorum for the Board of Directors

shall be the same as for the Advisory Board. See Article Iv,
Section 4,
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ARTICLE VII. OFFICERS

. Section 1. Enumeration There shall be fiveﬂéﬁ)
‘officers of the Corporation, as follows: Chairman, Vice-

: Chairmqn,‘Recordinq Secretary, Corresponding Secretary,
and Treasurer. ' )

»

Section.Z. Term of Office _Officers shall be

elecfed for a term of two years. Vacancies created during
the term of office shall be filled by:nominations of not
more than two persons for the vacant office and an eiection
to the office by the greater number of votes of the Board
members. ) . :

section 3. fHethod of Election  All officers shall

be members of the Board of Directors.

Two members shall be nomind%ed for each office. The
member receiving the greater number of votes shall.be elected
to that office. The vote shall be cgrried out by written
ballot.. ' .

‘Section‘4. puties_and Resﬁonsibilities of Officers

- a. The duties and responsibilites of the Chairman

of the Corporation are to: chair all Board meétings, appoint
. the heads of standing committegs, prepare an agenda for such
meetings, be chairman of the Executive Committee, be an

ex officio member of all standing committees, be the~offi&ia1
spokesman -and representative of the, Corporation and appoint

a parliamentarian.

b. The duties and responsibillties of the Vice Chairman.

are to act with the full authority of the office of the Chairman

~ in the Chairman's absence and -to act as the first assistant
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to the Chairman. He shall be an ex officio member of all
~Standing Ccmmittees. a

€. The duties and responsibilities 6f the Recording
Secretd}y are to keep accurate records of all Board meetings,
to keep attendanco roll, to make the records avallable to
Corporate members and, at the discretlon of the Board, to mail

copies of such records to the members

d The duties and responsibllizles of the Corresponding

Secretary are to mail required notices of meetings to Board
menmbers and other correspondence at the direction of the
Chairman of the Board.. ¢

‘ e. The duties and responsibilities of the Treasure:r

are to keep accurate financial entries, to report on the
financial positlon of the Board monthly at the discretion of
the Chairman of the Board, to have the care and custody of all
funds held in the name of the Corporéfion, and deposit all such

funds in the name of the Corporation Sn such bank or banks or -

trust companies as. the Board may deqlgnate and to exhibit at £
all reasonable times’ his books and accounts to any officer or
member of the Corporation and to give such security for the
faithful discharge of his duties as the Board may deem necessary

ARTICLE VIII. IMPEACHMENT

-

Section 1. Officers may only be remoced for cause.

An offlcer who (a) is negligent or delinquent in the performance
of hie duties or (b) breaches his fiduciary duty of trust and °
loyalty to the Corporation or (c) fails to fulfill his
responqibilities to the Corporation may ‘be removed at any

time by a vote of a majority of the members at_any special

meeting called for the purpose of impeachment at which a

squorum is present. The off}gpr~spg9yt to be impeached shall
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be notifiéd of the charges and given an oppor tunity to be
heard at such meeting. _ 4 » i

Section 2. Impeachment of an officer, shall b:
carried(by a two-thirds vote of Board members present at
a duly called meeting. }

ARTICLE 'IX. - EXECUTIVE COMMITTL

Section 1. Enumergtion The Executive Committee sha]l‘

be composed of all elected officers and the chairmen of the
standing committees. This Committee shall effect the policies
of and act for the Corporation when the Board is not in
session. The Chairman of the Corporation shall act as
Chairman of this Committeé.

. Section 2. Additional stéhding committees may be
formed by véte of the Executive Coémittee or the Board.
The Chairmen of these Committees shqll be appointed by the
Chairman of the Corporation.

Section 3. Cocmmittee meetinqs . Committees shall meet

- at the discretion of their respective chairmen or at the

~

direction of the Chairman. of the Corporation.

Section 4. Committee Reports . All commiﬁtees shall . -

report at every regular Board meeting.

. “ARTICLE X. CONTRACTING AUTHORITY

The Chairman of the Corporation shall have the authority
to sign contracts and leases on behalf of the Corporation upon
the approval of a majority of the Board of Diiedtors at a La

duly called meeting.

ARTICLE XI. FINANCE

Section 1. Source of Funds The funds of the Corporatior

shall be derived from any source desiring to ‘or required to
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shpport'the‘activities of the Corporation.

Section 2. Appropriations The Board of Director

ds vested with the authority to appropriate and disburse
- funds an51stent with the objectives of the Corporation.

Section 3. Signatory Authorlty Checks, drafts, bills

of exchange or’ any other docunents or instruments drawing on
the funds of the Corporation or on the furids within the control
of the Corporation must be signed by‘sny two of the following"
three officers of the Corporation: Chairman, Recording
Secretary or Treasurer.

ARTICLE XII. AMENDMENTS AND INTERPRETATIONS OF BY-LAWS

Section 1. Submission of Amendments - Proposed
amendments to these BY—Laws may bi’submiited in writing to the
Board at its reqular meeting. Upon approval. by majority vote,
each member of the Board shall be promptly notified in writxnw
that the proposed amendment will be acted upon at the next
regular meeting of the Board. ¥ ; - ’

‘SecHon 2. Approval of Amnendments Proposed Amendments .

must be approved by two-thirds vote of the Board present.

. Sectlon 3. Interpretation These By—Laws shall be

construed llberally so as to effect the wishes of the members
of the Corporation’ and specific provisions herein shall govern

the general provisions.
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" ghis Agreement by and between NEIGHBORHOOD HLAL”H CEN"LRS,
INC., hereinafter referred to as CENT"S, and COMhUNITY ADVISOTY
vthRD of NEIGHBORIIOOD HEALTH CENTERS, hereinafter referred to as
- ADVISORY BOARD, wstnesseth that: .
A WHEREAS CEkThRS is a profit corporatmon under contract
. thh NLIGHBORHOOD MLDICAL SERVICES, INC. (NMS) to lease space and
" facilities to the latter at 4432 Park Heights Avenue, Baltimore,
Maryland 21215, ‘and to prov:de adminlytrative and quas;—pro;essxonal
: pcrsonnel and managenent services to NHS in support of the 1;Z§Z§'s
contract with the State Department of ﬂealth, attached hereto as
Bhinis TAT; and \ A '
'.;', .WHEREAS CENTFPS has ailigently sought and hereby endeavors
- to promote full community paLtiCLpatlon and repxesentation in the
planning, organizatlon, and adninistratlon of the conmunlty health

care program, and"

WHLREAS ADVISORY BOARb ie;an ﬁhincorporgged'aSSocietion'
coﬁposed of elghteen pefSOns at least one-half of’whom are enrollees
‘in the program referred to in Exhibit "A". ' The names and addresses
of these persons axe set forth -on a paper attached hereto and k
‘, marked Exhibit "B“--and "'_‘ S : ’

WHLRTAS, the members of this ADVISORY BORRD, chosen by,
and zepresentlng the community at largc, seek to provide ‘and :
}assure maxinam community participatlon ‘in the hcalth care program
.offered by CENTERS.

NOW, TULRFFOLE, in consideration of the muthallaud recipl

rocal cffonts, benefits, under rakings and intoxcvts hexelnafte*‘.

81-185 O - 72 - pt.3 - 6
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set forth,. 9LN"ERS and ADVISORY BOARD agree as follows-.
R T CENTDRS acknowledges and designates ADVISORY BOARD
as the adviscry board referred to in Section 6. 06 of the by~le"s
'Aof CENTERS attached hereto as Exhibit “c",
‘ 2., CENTERS. and ADVISORY BOARD shall, -among other under-

"tekings, and with respecL to the community health facility at

4432 Park Heights Avenue, Baltimore c;ty, Maryland (hereinafter. '
‘referred to as the "Facility"), jointly (a) determine the goals
. and policies of the conmunity ‘health care program, (b). Periodically
review available services and facilities and determine the health

" program needs, (c) periodically review the progress of the health

'nrogram and unde **"P. actione ".eé ed for f.rther imnrovens"+ and
-(4a) eetermine the appropriate allocation of funds in. accordance
wifﬁ agreed upon priorities. It is understood that subparagraph
(a) of this paragraph 2 does not refer to the allocation. of any
operating surplus of CDNTBRS' prov1ded, ‘however, that thero will
be no. allocation of any operating surplus ‘derived from the Facility'
which impairs the ability of CENTBRS to provide the services it
ghas agreed to provide at the Facility. o

R 3. ADVISORY BOARD shall be empowered to elect two of

its own members or 20% of the Board of Directors, whichever is

: greater, to the Board of Directors of CBNTERS.

' e 4.‘ It Ais the intention of CENTERS, as both a profit-’

making corporation and an organization devoted to comnunity .

. seivice, to devote a portion of the net profits which it carns
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. f:om the operaéions of the Facility to the betterment of the
community in(whioh the Faciiity is located. In order to oonfirm
! this intentlon, "and in expression of the means for giving ecffect
thereto, CENTERS agrees that it w1ll make a charitable contribu-
tion, within 90 days after the end of eacn of its fiscal years,
" 4n an amount equal to the lesser of $5,000 or 5% of the net
profits (before deduction of Federal and State income taxes but
after deduction of all other taxes, expenses ~and other deductible
'1tems) earned by CENTERS from the operations of the Facility
'during such year. In addition, CENTERS will ﬁake a charitable
. ntributlon, within the same period of tine, in an amount equal
to 1/2% of the net profits (computed in the samz manner as étated
aone) in excess of $100,000 earnod by CENTERS from the operations
of the Facility durlng the precedlng fiscal year. Such contribu-

tion shall be made to ADVISORY BOARD or 1Ls successor if at the

. time thereof ADVISORY BOARD or 1ts successor is a'qualified
. charitable organivatlon of the klnd descrlbed in Section 501 (c) (3)
' of the Internal Revenue Code cf 1954, as amended, and such contri-
"bution is tax deductiole under Section 170 of said Code, ‘and the
- -primary purpose o£ the ADVISORY BOARD or its successor at sﬁch'timé‘
:jis the bettcrment of the community in whlcn “the Facillty is
. located. In the event that any of the foregoing conditions are

not satisfied, CENTERS w111 makc said charltable contrlbutlon .
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to ‘an organization des1gnated by ADVISORY BOARD or its successor’
v vwhose primayy purpose is the betterment of the community in
which the Facillty 1s located if such organization is a quallfled
charitable organlzatlon as aforesaid eud such contributlon is
" tax deductible as aforesaid. ' :

5. ADVISORY BOARD may, within its own discretion,. es-

tablish a grievance procedure to resolve or attempt to resolve -
" the complaints Or problems of persons receiving or attempting to
:‘receive servrces from. CENTERS at the Facility. a written record.
of the recommendatlon of ADVISORY BOARD and the decision of

CENTERS shall be made in each case. .

6. CENTLRS and ADVISQRY BOARD shall meet at 1east once

a month with the Board of Di:cctorz-cf Ecig borhived A—‘_La:
Services, Inc. to cons;der, discuss and act upon any busaness pertai;
ing to the community health program at the Faclllty. At such meetir:
.CENTERS w111 (a) furnish ApvIsory BOARD wzth & progress report on
the operation of the Program at the Facility, (b) consult with
ADVISORY BOARD with respect to any signlficant plan or contemplated’
action with respect to the Facility for the future; and (c) make
every effort to answer questions about the program at the Facility
propounded. by members of the ADVISORY BOARD.' ADVISORY- BOARD wil]
. (a) offer its evaluation and recommendations with respect to all
'ot any part o‘ the health care program ‘at: the Facility, (b) present
..such complaints or grievances as it deems appropriate, (c) dec1de
jointly with CFNTERS what goals and/or policies should be under~
taken with respect to the Paclllty, and (d) decide jointly on all
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othexr matters with respect to the Facility within their appropriaée
concern. ' :
i, CENlERS shall adopt approprlate by-laws or modify =

existing by—laws where necessary to incorpoxate or reflect the
terns of this Agreement. , g ' - : g
8. ADVISORY BOARD shall be consulted w1th respect to,
~ and uhall, jointly with é§$¥§Es, decide on the aischarge of all ~ 3
non-physician employees of the Facility. " ADVISORY BOARD shall | .
_falso have the right to veto the employment of non-physician employees
of the Facility at the next meeting of ADVISORY BOARD following »
) the hiring of such employees by - g%NT“Rs. ADVISORY BOARD and
égiinns agree to decide 301nt1y on the’general hiring criteria to
-be applied by égﬁﬁnnsAiJ the employment of non—physic1an employees
" of the Facility. Notwithstandiné the forcgoing provisions'of this
paragraph, ADVISORY BOARD agrees that it w111 not unreasonably "
withhold its approval of the hiring or proposed discharge of any
non~physiclan employee of the Facllity. Speciflcally, ADVISORY
-BOARD agrees that such approval shall not be withheld on. the ground #
of race, color, creed, national origin, ‘education, place of resi-
dence”or poliﬁieal ox community affiliation, or on any ground other
; than the competency or incompetency of the particular employee or
vhis demonstrated ability or inability to perform the assigned
joos‘invthé expected manner. . The veto of ADVISORY BOARD with ‘
respect to the hiring of any non—ggﬁsiei eggloyee may be ovei-
: ridden by a 2/3 vote o£ thefBoaxdiﬁf:n;rec@ers—ef~€%ﬁmdfs.
9. The policies hereinabove referred to in Paragraph
2(55 on which joint decisions will be made shall include, but not

be limited to, the following:
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ga) The kind and scope of health care services .
provided or to be proviged by CENTERS at the Pacility, not incon-
sistent witg the ~terms, schedules and Exhibits attachcd hereto as.
Exhibit "A" It is understood that this provision does not include
.,any matter _pertaining to the practice of medzc;ne or within the
~special disciplines of the professional staff.

(M MMsmr%nwwofmmmcuewmk%,

sub;ect to the llmitatlon that CENTERS will not be required to keep
the Facility open during any hours when .the demana for health:care
services does not Justlfy the expense or other hardships thereof -
on CENTERS or on the staff of the Facility.
(c) . standard or crlteria of eliq1b11Jty for ind;-
gent persons, consistent with the best interest of the health care:
. program at the Facility as a whole and wrth the best 1nterests of
CENTERS and not inconsistent with the texrms of the Agreement
attached hereto as Exhibit "A". . s e : !
(d)' Use of tralnlng programs, other resources orpmbhc ;
funds for the benefit of the health care Program at the Facility.,
10.' ADVISORY BOARD agrees to cooperate to the fullest ' ’
extent possible w;th CENTERS and .to use its best efforts to:
- -(a) = Recruit Enrollees for the Facillty under any g i
tcontracts for the provision of publ;c health services éntered into
with respect to the Facility, GRS ‘ v
S _ (b) Expand the operations‘of CENTPRé to other ..‘ ‘
'facilities within the Clty of Baltinore and elsevhere in the. State '
.;of Mary]and Coaied : , ' ' T ‘
‘ kc)v Maintain good relations (to the exLenL descrved)

hetweon CENTERS. and the community and between CENTERS and the’ City, ’
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State and Federal governﬁent‘ana departments and:agencies-thereof;
- {u‘,(d)_ Help solve the problens prescnted by medically
indigent patieﬁts of the Facxl;ty and minimize the losses caused
by.trcatmcnt of such patieﬁts, including, without limitation,
ssistance in the collectlon of sums due ‘to CENTERS from such
bpatlents and cooperatlon in other means, of obtaining funds to
defray the costs of treatlng such patlcnts. :
11. Nothing in this Agreement shall ‘be construed to
" authorize ox permlt CENTFRS or ADVISORY BOARD to do any act ox
thing whatsoever which interferes in any respect with the confi-
dential relatlonshlp or privacy between physicians and patients
or with the absolute authority and discretion: of ‘the physicians
an@ cother professional staff of the Facility with respent to the
manner of providing preventive, diagnostfc, tﬂerapeutic, advisory
and rehabilitative services to speclflc patients. :
12. This contract shall be blndlng upon the partleq
éndvtheir.successors, including any corporation formed by the
ADVISORY BOARD and haQing initiaily a Board of Directors comprised

of at least a majorlty of the present ADVISORY BOARD.

IN WITNESS WHLREOF, the partxes hereto have caused this
Agreemcnt to be executed and sealed by their respectlve representa—

tives this pﬂ/( day of Novcmbcr, 1970.'

ATTEST: STT et NEIGHBORHOOD HEALTH CENTERS , “INC.

By:ﬁ/ (,/ML’»/L'S /\4 &/Cm‘/t .)4{,!7(

& l’/u,l’ L. ( sire. (
. /.75‘)/. ()C.L‘(.(.“/LIAZ/

COMMUNITY ADVISORY BOARD OF
NEIGHBORHOOD HEALTH CENTERS

‘ /7/‘/,

R R R : “' ." (‘
/:..L/’_‘L.(.:.@_’,_(\‘/_ - By: i Clsre. 2. ﬁduldf'« I

-~a .~
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. /S/ Janteq P ////«"//‘ 2, Y P, 1 Coltdie [Sutoor

15 Trnal Srueiit N VacimA 2 P e
’ 5/ /sz Laovis - LY //ﬂr?/sz Durks, 125
_ /.S/ /hﬁ /l/, - Lizecood VL dye firse,

on this pw(day of November, 1970, 1, Zar/ l Lme,/utw
Secretary of NEIGHBORHOOD HEALTH CENTERS, INC. (the- "Corporat.ton"\)
do hereby cer\.ify that C/ &-i&a // './blﬁ«/ of the
Corporation has been duly auLhor:Lzed to execute.the foregonxg
Agreement on behalf of the Corporation, that I have been duly
: authorizcd to affix the scal of the Corporation to this Agreement
-and that neither authorization has been ‘revoked or mod;.flcd prior

hereto,.

. : /{)’/ ?Mﬂ Z, L///(/Mu

/5’/‘ . Secretary

On this 7;\/‘( day of November, 1970, I fese /6“2‘74‘-/
ZSecretary of COMMUNITY ADVISOPY BOARD OF NEIGHBORHOOD HFAL"‘H
CENTERS do hereby certify that //(c’ V5, ad-i-/ . L ©

has been duJy authorized to execute the foregoing Agreement

/__/ ﬂﬂﬁe /goéme,
ot

S e

[
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- JOINT COMMISSION; ON ACCREDITATION OF HOSPITALS
_ LONG TERM CARE FACILITY ACCREDITATION PROGRAM

In 1952, after much discussion among the or-
ganizations concerned with high standards in the
health care field, an independent, voluntary, non-
profit organization, the Joint Commission. on
Accreditation of Hospitals, was created to take
over the responsibility for accreditation of hospi-
tals from the Program of Hospital Standardiza-
tion, which had been inaugurated in 1918 by the
American College of Surgeons.
~ The Joint Commission on Accreditation of Hos-
pitals is incorporated under Illinois law and is
co-sponsored by the following member organiza-
tions of the Commission: the American College
of Physicians, the American College of Surgeons,
the American Hospital Association, and the Amer-
jcan Medical Association. In 1966, the Joint Com-
mission on Accreditation of Hospitals undertook
the additional responsibility for accreditation. of
health care facilities other than hospitals. Two
additional groups, the ‘American Association of
Homes for the Aging and the American Nursing
Home Association, were added as participating
organizations, with representation on the Board
of Commissioners.

The purposes of the Joint Commission as stated
in its certificate of incorporation, are:

(a) To establish standards for the operation of
_ hospitals and other health care facilities
~ and services

(b) To conduct survey and accreditation pro-
grams which will ‘encourage members: of
the health professions, hospitals and other
health care facilities and services volun-

“tarily to:

(1) apply certain basic principles of phys-
ical plant safety and maintenance, and
of organization and'administration of
function for efficient care of the pa-
tient

promote high quality of care in all
aspects in order to give patients the
optimum benefits that medical science
has to offer S

i

-~

_maintain the essential services in the
facilities through coordinated effort of

3)

the organized staffs and the governing

bodies of the facilities

To récognize com‘pliénce with standar’dsy by
issuance of certificates of accreditation

(c)
(d) To conduct programs of education and re-
search and publish the results thereof,
which will forward the other purposes of

the corporation, and to accept grants, gifts,
bequests and devises in support of this
purpose e :

(e) To assume such other responsibilities and
to conduet such other activities as are com-.
patible with the operation of standard-
setting, survey and accreditation programs

Because of the dynamic -complexity of the
health care field, the standards that are acceptable
are continually changing and being upgraded. In
adopting revisions, the Joint Commission con-
siders the recommendations not only of the mem-
ber organizations but also of organizations in the
he'altih field not presently represented on the Com-
mission. .

_ The.certificate, “Accredited by the Joint Com-
mission on Accreditation of Hospitals,” is highly
valued by those facilities that have attained the
right to display it. It is symbolic of the striving
for excellence in promoting high standards of
health care. : C

Accreditation’ is voluntary. It is offered as a
yardstick to 'the - progressive institution that
wishes to meet quality standards set by a profes-
sional, knowledgeable, nationally recognized group.
The accredited facility is the one which has volun-
tarily chosen to operate on a higher level than that
legally required. PR s 2

The Joint Commission on Accreditation of Hos-
pitals, in’ establishing a program for the appro-
priate recognition of health care facilities, follows
these objectives: :

1. To establish standards of quality relating to
an acceptable level of patient care, to pro-
mote them, and to assist in their attainment

2. To conduct requested surveys of medical
and nursing care facilities to measure the
quality of care provided, in terms of the
standards - ]

3. To recognize substantial compliai cé with the
standards through issuance -of an accredita-
tion certificate : g

4, To make public a list of heé,lth care facilities
which  satisfactorily comply witb the stan-
dards

The standards and interpretations established
by the Joint Commission are based on the prin-
ciple that the patient shall be under a’ continuing
planned program of care, which focuses on his
total needs. This program shall be rendered in a
physical and social environment that provides for
the patient’s safety and the achievement and
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maintenance of an optimum level of rehabilitation, "
Substantial compliance with all the standards is

necessary for aocreditatiom

DEFINITIONS
Category 1—Hospitals ‘
Category II—Extended Care Facilities

Establishments with organized ‘medical staffs
and with continuous professional nursing service
that are established to provide comprehensive in-
patient care (which is usually post acute hospital
care), for the most part of relatively short dura-
tion, and to serve convalescent patients who are
not in an acute episode of illness or in a stable
stage of illness and who have a variety of medical
conditions.

Category ill—Nurslng Care Facilities

Establishments with medical staffs op a medical
staff equivalent and with continuous nursing ser-
vice under professional nurse direction. ‘They
provide, usually, long-term inpatient care (not nec-
essarily post-hospital) to patients who have a vari-

. ety of medical conditions requiring service,

Category IV—Resident Care Facilities

Establishments providing safe, hygienic, shel-
tered living for residents not capable of or desir.
ing fully independent living. They furnish regular
and  frequent but not continuous medical and
nursing services and they furnish continuous sup-
portive, restorative and preventive health ser-
vices,

GENERAL POLICIES AND PROCEDURES
ON ACCREDITATION

A. ELIGIBILITY CRITERIA AND APPLICATION
Facilities to be eligible for survey:

* Shall meet the definition as stated for an
Extended Care Facility, a Nursing* Care
Facility, or a.Resident Care Facility

¢ Shall have been in operation under the same

ownership for at least six (6) months prior :

to. survey

o Shall have a current unrestricted lcense to
operate as required by the state

o Shall provide on_the application form the

information. requested, - together with- full
 payment of the survey fee .. -

The Joint Commission will survey all facilities
requesting accreditation if the foregoing criteria
have been met, Ty .

Requests for survey should be addressed to the
Joint Commission office, 645 North Michigan Ave-
nue, Chicago, Illinois 60611, The institution will be
sent Survey Form-Part I which ‘shall be completed
and returned to the Joint Commission. The fee for
an accreditation survey is based on the actual cost
of the survey. The number of days assigned for con.
ducting a survey will be at ‘the discretion of the
Joint Commission, An mvoice billing will be sent
to the facility for payment prior to the survey date.

The facility will ‘'be notified of the survey date
approximately 30 days in advance of the survey. At
the time of survey, Survey Form—Part | will be
reviewed by the fleld representative with the Ad-
ministration of the facility, Survey Form—Part 11
will'be completed by the field representative and
this, together with the information on Survey
Form—Part I, prepared by the institution, will be
forwarded to the Joint Commission for staff evalua.
tion and approval 'by the Board of Commissioners.
Approxixnately six to eight weeks later the institu-
tion will be notified of the results,

B. ADMINISTRATIVE REGULATIONS

. Accreditation shall be granted for two years

-.or until a resurvey is made. A two-year
accreditation indicates the institution is in
substantial compliance with the standards.

Where indicated, accreditation may be grant-
ed for one year or until a resurvey 'is made.
A one-year provisional accreditation indicates
the institution is in ‘substantial compliance
with the standards but is weslk in some areas
. and is advised on recommendations for im-
provement, - : .

Institutions not granted accreditation may be
resurveyed upon reapplication after at least
six months and payment of fee,

An institution granted accreditation may be
resurveyed at any time,

Accreditation is not transferable, and the new
. owners must apply for resurvey. In the case
_ of the sale of a corporation, new. officers will
be considered to constitute a change in own-
ership. 5 ;

Institutions ‘offering more ‘than one category
of care e.g., Extended Care, Nursing Care,
" and/or Resident Care, shall be accredited in
each category for the specific number of beds
as licensed by the state,

. .
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» Facilities which fail to receive initial accredi-

tation or re-accreditation or whose accredita-
tion is revoked shall, upon written request,
within 30 days of notification, be entitled to
a hearing thereon before the Board of Com-
missioners or a subcommittee thereof desig-
nated by the Board for that purpose. :

CERTIFICATES

o A certificate of Accreditation shall be issued
to an institution that is granted a two (2)
year accreditation. An institution re-accred-
jted for two (2) years may retain the old
Certificate showing continuous accreditation

_ or may receive a new one if so desired. It
cannot have both.

o Institutions receiving a one (1) year accredi-
tation on the initial survey do not receive a
Certificate. An institution that is accredited
for one (1) year following a previous two
(2) year acereditation may keep the Certifi-

cate for one (1) year. If, on the next survey,
the institution is again granted a one 1)
year accreditation, the Certificate shall be
returned to the Joint Commission.

There is no charge for the Certificate; it is
the property of the Joint Commission. If the
institution loses its accreditation, has a change
in ownership or corporate structure, or
changes the type of care given, the Certificate
must be returned to the Commission.

The Certificate of Accreditation serves as an
indication that the institution voluntarily ad-
heres to the most rigid self-imposed stan-
dards.




CORPORATE STANDARDS FOR THE DELIVERY OF SERVICES

1972 ’HOMEMAKERSAHOME -'AND' HEALTH CARE SERVICES, INC., SUBSIDIARY OF THE
: UPJOHN COMPANY, KALAMAZ00, MICHIGAN

PREFACE

Homemakers Home and Health Care Services, Inc, a subsidiary of The
Upjohn Com; y, provjdes quality nursing care and other allied and amcillary

home and health care services. These standards shall ‘be continually updated
to reflect changing service needs.
PURPOSES

We believe that standards of performance are essential in order to achieve
corporate objectives and burposes through effective management. Those objec-
tives and purposes are: - ‘

" 1. To provide the consumer of services with the highest possible level of
quality care.

2. To guarantee and assure that level of care by the provision of control
mechanisms and protections to.the consumer.

8. To comply with all legislative regulations and contractual requirements.

4. To cooperate and work with professional nursing, social service, and allied
associations in maintaining quality standards for the delivery of home health

It is the corporate intent and cammjtmeﬂt that these ends be realized. The right
of all men to enjoy a higher standard of healthful living is recognized and
affirmed.

DEFINITION OF ORGANIZATIONAL GROUPS

Several groups are involved in the organization and its functioning. Their
areas of responsibility are defined below :

1. . Governing body.—Comprised of the Board of Directors of Homemakers
Home and Health Care Services, Inc. and top corporate officers as assisted by the
Home Office Staff.

2. Field management.—Zone Managers responsible for the operation of all
company-owned offices nationwide and Group Directors who supervise Zone
Managers and maintain liaison with Licensees,

3. Licensee group.—Licensed managers having broprietary rights in specified
geographic areas. Governed by a licensee agreement, national standards, and
corporate controls. . E

4. Standards and procedures committee—Comprised of professional nurses
and other health and social service professionals directly involved in rendering
of the service who recommend policy standards and operational procedures to
the Governing Body for adoption and implementation.

5. National advisory council.—Comprised of selected Zone Managers and
Licensees who represent their respective groups in advising the Governing Body
and in reviewing proposed programs,

6. Local advisory committees.—Local groups established to advise Zone Man-
agers and Licensees on the overall functioning of the service .in the community
and to suggest areas for improved or new services in consultation with compre-
hensive health planning groups.

7. Local wutilization review committees.—Lopal groups established to advise
-Zone Managers and Licensees on the effectiveness of health services. The primary
function is to evaluate the program and the quality of service being rendered.
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8. Manager of personnel and training—Member of the Governing Body staff
responsible for personnel and training programs and the monitoring of policies
in these areas in consultation with the Standards and Procedures Committee.

9. Manager of national consumer affairs—Member of the Governing Body staff
responsible for investigation and handling of consumer affairs in consultation
with the Standards and Procedures Committee.

INDEX

1. Organization and management :

1. Each office shall have legal authorization to operate. :

2. There shall be an appropriate and duly constituted authority in which
responsibility and accountability are lodged for each function.

8. Insurance protections shall be afforded both. consumers and
employees. :

4. Corporate management shall evaluate through regular systematic
review all aspects of its organization and activities in relation to
the service’s purposes and needs of the communities being served.

1I. Administration of services. :

1. Adequate and appropriate supervision of the service and its field
workers shall be provided. i

2. There shall be an appropriate process for assessing case need and
establishing a plan of care. i

8. Individual case records and reporting systems necessary to meet all
applicable requirements shall be maintained.

I11. Human resource utilization:

1. The service shall have written personnel policies. .

2. There shall be no discriminatory practices based on race, color,
creed, sex, age, national origin or ancestry. :

3. There shall be a written job description for all office ‘and field posi-
tions which are part of the service. :

4. There shall be an effective process utilized in ‘the selection of em-
ployees that will assure continuing quality of care.

5. All employees shall have had appropriate and adequate training.

IV. Community and consumer relations:

1. There shall be written consumer relations policies.

2. The service as an integral part of the Community’s health and social
service delivery system shall continue to assume an active role in
assessment of community needs.

3. When more than one agency participates in the plan of care, an agree-
ment shall be entered into between the agencies to confirm the
mutual understanding of the particulars of the service to be
provided.

SEcTION I—ORGANIZATION AND MANAGEMENT
STANDARD I-1—EAcH OFFICE SHALL HAVE LEGAL AUTHORIZATION To OPERATE

INTERPRETATION . IMPLEMENTATION

A. Each office shall be in conformity The Zone Manager or Licensee will
with all applicable Federal, state, and obtain appropriate licensure and will
local laws and shall be currently observe all legal requirements at the
licensed in accordance with applicable local and state level.
laws. The Governing Body will establish

policy in relation to national legislation
and will monitor compliance of indi-
vidual offices nationwide. In the case of
Licensee offices, this auditing function
may be handled through Licensee visita-
tion programs. In the case of Company-
owned offices, it will be handled by the
line management structure.
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STANDARD I-2—~THERE SHALL BE AN
ITY IN WHICH RESPONSIBILITY
Fuxcrion: ’
INTERPRETATION

A. The Governing Body is responsible
for all corporate aspects of the service
in budgeting, legal authorization and
standards of service. This general man-
agement function applies to Company-
owned and Licensee-owned offices.

Policies and procedures affecting pro-
fessional and ancillary health and social
services shall be reviewed and recom-
mended. to the Governing Body by a

Standards and Procedures Committee. .

This Committee: shall. be permanently
established with a rotating membership
and shall be comprised of professionals
directly involved in rendering the
service,

B. The field management group is re-

sponsible for the effective operation of
their offices under the direction of the
Governing Body and its policies.

C. The Licensee group is responsible
and accountable for the effective oper-
ation of their offices in line with the
terms of the Licerisee Agreement and in
compliance with national policies.

STANDARD I-3—INSURANCE PROTECTIONS

INTERPRETATION

A. Insurance protections shall include
general liability, malpractice, malplace-
ment, and bonding in addition to other
coverages as legally required. Minimum
amounts of insurance shall be specified
to both consumers and employees.

APPROPRIATE AND DULY CONSTITUTED AUTHOR-
AND ACCOUNTABILITY ARE LODGED FOR EacH

IMPLEMENTATION

Organizdtion and reporting relation-
ships as presently constituted.

Regular meetings shall be held by a
Standards and Procedures Committee
comprised of service and health profes-
sions within the corporation.

Field management carries out na-
tional programs and innovates within
the framework of national policies to
meet local conditions. F

. The Licensee . operates under the
terms of the agreement. The Licensee’s
operationsare flexible within the guide-

-lines set forth in the Licensee Agree-
.. ment.

The Licensee carries out national
programs and innovates within the
framework of national policies to meet
local conditions.

SHALL BE AFFORDED BoTH CONSUMERS

AND EMPLOYEES

IMPLEMENTATION

The scope of insurance protections
will be continually reviewed to meet
service needs.

STANDARD I-4—THE GOVEENING Bopy SHALL ‘EVALUA’I‘E THrROUGH REGULAB Sys-

AND ACTIVITIES IN RELATION

. TO THE SERVICE'S PURPOSES AND NEEDS OF THE CoMMUNITIES BEING SERVED

INTERPRETATION:

A. Regular reports shall be made to
the Governing Body by field offices for
g'evie'wf.~0bher methods for evaluation
including office visitation, normal line
management functioning, and audit re-
porting shall be used.

Additionally :

IMPLEMENTATION
Continued field practice.
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INTERPRETATION

1. The Standards & Procedures Com-
mittee shall monitor office compliance
with established standards and report
to management..

2. The Manager of National Consumer
Affairs shall investigate problem areas
and recommend adaptions in the service.

3. The Advisory Council shall be con-
sulted for review of proposed programs
and shall offer input on problem and
new service areas.

B. Advisory Committees shall be
established :

1. As required if the office is operat-
ing as a provider of services utilizing
public funds or as part of a contractual
agreement, or '

2. As deemed necessary by local
management. The establishment of such
boards in states not requiring them is
deemed advisable. It is anticipated they
will be required under Federal and
state statutes in the future.

One or more advisory groups may be
needed by Zone or Licensee area as
determined by geographic separation of
service areas, population variances, or
as required by contracting or funding
sources.

C. Utilization Review Committees
shall be established :

1. As required if the office is operat-
ing as a provider of services utilizing
public funds or as part of a contractual
agreement, or,

2. As deemed necessary by local
management. The establishment of such
poards in states not requiring them is
deemed advisable. It 'is anticipated they
will be required under Federal and
state statutes in the future.

The Utilization Review Committee
may function as a subcommittee of the
Advisory Committee and should be com-
prised of outside local professionals
only.

D. Service evaluation conferences
will be held as an ongoing process by
the service staff in order to review case
load and case problems, communica-
tions, nursing evaluation,  counseling
gervices, and to assure proper follow-
through and implementation. The func-
tioning of these conferences will vary
depending on local needs and cir-
cumstances.

IMPLEMENTATION

Reports and recommendations shall
be reviewed and implemented through
line management.

Patterns of membership may be
specified by regulations or contractual
agreement. Regardless of specification,
the pattern as outlined below shall be
considered as minimally required.

Committee members are drawn from
the community and should include a
physician, a Registered Professional
Nurse or a Public Health Nurse, other
health and social service professionals
and lay persons, and consumer repre-
sentation. Members of the service’s staff
may. participate on this committee.

Patterns of membership may be
specified by regulations or contractual
agreement. Regardless of specification,
the pattern as outlined below shall be
considered as minimally required.

Committee members are drawn from
the community and should include a
physician, a Registered Professional
Nurse or a Public Health Nurse, and
other health and social gervice profes-
sionals. Service personnel from outside
groups who function similarly to Home-
makers should be included.

Continued field practicé.
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SEcTION II—ADMINISTRATION OF SERVICES

‘STANDARD II-1—ADEQUATE ' aND

INTERPRETATION

A. Services shall be supervised by
appropriate professional personnel as
specified by legislation or contractual
agreement. Regardless of regulatory re-
quirements of contractual specifications,
services, when rendered, shall at all
times be supervised in accordance with
the following minimum requirements :

Registered - and licensed nursing

ing services or Licensed Practical (Vo-
cational) Nursing services shall be
supervised by a Registered Professional
Nurse or Public Health Nurse currently
licensed by the state in which practice-
ing. Additionally, this person shall have
knowledge of social casework  etiology
and procedures, :

Nurse aide, homemaker-home health
aide, and ancillary  health services—
Shall be supervised.- by a. Registered
Professional Nurse or Public Health
Nurse. Additionally, this person shall
have knowledge of social casework
etiology and procedures. Other appro-
priate patterns of professional super-
vision may be used when specified by
legislation.

Social services—sShall be supervised
by a qualified Social Worker,

Physical, occupational and 8peech
therapy services and diet counseling—
Shall be supervised by the appro-
priate qualified professional in - thege
Specialties.

Nonpersonnel 8ervices—Shall . be
supervised by an appropriate member
of the service supervisory staff, :

.. The supervision . of services is
responsible for: . :
- The initial assessment and plan of
care in cooperation with other partici-
pating health professionals,

The continuing evaluation of the care
and services rendered.

Making sure that field personnel meet
Jjob description requirements.

The selection and assignment of field
employees.

C. The supervisor of service may
delegate some duties to other appro-
priate members of the staff. In instances
where this ig done, the person to whom
these duties are delegated will be ac.
supervisor of service
for the proper discharge of these dele-
gated duties. Persons to whom duties
are delegated may report to someone
else in the organization for those job
functions that are not related to the
service being rendered.

Professional Nurs-

ND APPROPRIATE SUPERVISION
Its FIELD WoRKERS. SHALL Be PROVIDED

OF THE SERVICE AND

IMPLEMENTATION .

Field managweineﬁé willr éontinue prac-
tice of hiring capable professional per-
sonnel for supervision of services,

to

Continued: delegation of these duties
the supervisor of services and inclu-

sion of these’ duties in the job descrip-
tion of positions, -’ )

th

Office organization charts shall show
€ proper reporting relaﬁonships.
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INTERPRETATION

Due to the close proximity of some
Homemakers offices within certain Zone
and Licensee geographic areas, it is not
required that a professional supervisor
_of the service being rendered be pres-
ent in each office if appropriate super-
vision is readily available. However,
except for the unusual circumstance of
close proximity, it is expected that the
normal pattern of operation will pro-
vide for appropriate professional super-
vision within each office area.

D. Written nursing, medical and
social service policies and procedures
shall be maintained in each location.

IMPLEMENTATION

All nursing and medical policies and
procedures will be continually reviewed

by the Standards and Procedures

Committee.

STANDARD II-2—THERE SHALL BE AN APPROPRIATE PROCESS FOR ASSESSING
SERVICE NEED AND ESTABLISHING A PLAN OF CARE

INTERPRETATION

A. An initial assessment of need and
a plan of care shall be established for
all cases. This assessment shall include
applicable physician orders, referral in-
formation from other agencies, and an
evaluation by the supervisor - Or
designate. .

Pertinent case information will be
shared with assigned field employees
where applicable.

B. On-site visits shall be made in
assessing case need where legislatively
or contractually required. When not re-
quired by the above, the supervisor of
gervice or designate shall make an on-
site visit in assessing case need where
indicated.

1. Initial visits shall be made in ac-
cordance with the attending physi-
clan’s diagnosis and anticipated case
duration, and as deemed necessary by
service supervision.

2. In all cases, verification that the
initial assessment was adequate will be
made by consulting with the assigned
field employee. '

C. For health care cases, as part of
the initial assessment process, contact
will be made with the attending physi-
cian for any applicable orders. Written
authorization from the attending physi-
cian shall be obtained.

D. Reassessment of case need shall
be performed as determined by the
supervisor of service, or as required by
contractual arrangement or legislation.
This reassessment may be performed by
an on-site visitation, conferences with
the attending  physician and other in-
volved professionals, and through con-
tacts with the field employee assigned
to the case.

81-185 O - 72 - pt.3 = 7

IMPLEMENTATION

" Continued implementation through
local management.

Continued implementation - through
local management. !

Continued‘ implementation " through

local management. Governing Body will .

submit form for pational uniformity ‘of
application.

Continued implementation through

local management.

SN
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STANDARD II-3—INDIVIDUAL CASE RECORDS AND REPORTING SYSTEMS To MEET ALy
APPLICABLE REQUIREMENTS SHALL BE MAINTAINED

INTERPRETATION . IMPLEMENTATION

. A. Records used in ‘the delivery of All forms and records used in local
seérvice shall include where appropriate: offices shall be reviewed and .approved
" 1. Service Request Form—Ugsed in. by the Standards and Procedures Com-
the assessment and plan of care and mittee ‘and the Governing Body. It is
kept as part of the consumer’s file. not intended that local needs be made
2. Service Record—A Drogress notes  subservient to national decision mak-
sheet for recording changes ‘in physical, ing, but rather that more effective re-
mental or social status as kept by the sults be achieved through a focused
field employee. Periodically returned to program.
the local office for inclusion in the con- Principles that will be followed in
sumer’s file. : forms design are:

3. Physician’s Orders Form—Author- 1. Flexibility of Content—A  few

- ization for treatment, medication, and forms designed for 4 number of uses
other directives. rather than producing many forms,

Additional recordkeeping require- each with g single purpose.
ments of agencies or institutions being 2. Impact  on Systems—Individual
Served shall be met, forms changes will be authorized in the

: context of the systems of which they
are a part. ]

B. Case information shall be treated Security measures will be imple-
confidentially and shall be accessible mented by loeal management,
only to authorized bersons. Appropriate
measures shall be taken to safeguard
case records.

C. Records shall be retained for the Standards & Procedures Committee
length of time necessary to fulfill legal will investigate legal retention require-
requirements. o ments by state as well as by type of

: record.

SEcTION III—HuMAN RESOURCE UTILIZATION
STANDARD IIT-1—THE SERVICE SHALL HAVE WRIrTEN PERSONNEL PoLricies

INTERPRETATION IMPLEMENTATION

A. ‘All office and field employees shall Manager for Personnel & Training
receive written bersonnel policies and will provide employee handbooks con.
business Procedures upon employment, taining pertinent information. ILine

management will continue present
) communication practices,

B. Policies and benefits for regular Manager for Personnel & Training

part-time and full-time office personnel will develop, catalog and refine national

* in’Company-owned offices shall include : personnel policies.

 Liability insurance coverages, Social

Security, Workmen’s Compensation,

Unemployment Compensation, Vacation

plan, Holiday ‘Schedule, Sick leave, \

Medical and life insurance, Transporta-

‘tion  costs compensation, and Profes-

sional = Service Compensation. Plan

- (when applicable). ‘

Plans and DProcedures will be continu-
ally updated.

C. Policies and benefits for tempo- Manager for Personnel & Training
rary field employees of Company-owned will develop, catalog and refine national
offices shall include : personnel policies.

Liability insurance coverages, Social
Security, Workmen’s Compenscation,

Unemployment Compensation, Vacation
. plan, and Transportation costs compen-
sation.

Other policies and benefits will be
provided when required ' by contract
and updated to reflect service needs.
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INTERPRETATION

D. It is strongly recommended that
licensees pattern their persqnnel policies

after those of Company-owned -offices

to achieve employee parity as well as
" gervice uniformity in regional contract-
ing with consuming. institutions and
agencies. .

STANDARD I1I-2—THERE SmaLL BE N
RACE, COLOR,

INTERPRETATION
A. Non-diseriminatory personnel
practices are based upon longstanding

corporate commitments in this area and
pational and state legislation.

STANDARD III-—3—-THERE‘ SHALL BE

INTERPRETATION

A. Job descriptions for each Jjob
category shall inelude a Jjob title,
delineation of job responsibilities and
duties, personal and educational Te-
quirements, experience requirements
and inter-staff reporting relationships.
These descriptions shall serve as es-
sential base documents for continuing
training programs development.

B. Organization charts will be main-
tained to represent lines of authority
and reporting relationships.

C. Job titles and descriptions shall
be standardized for national usage. Due
. to local variances and acceptability, it
may be necessary to use other job titles,
but job content will be stabilized for
the purpose of training programs
development.

STANDARD I1I-4—THERE

0. DISCRIMINATORY PRACTICES BASED ON .

CREED, SEX, AGE, NATIONAL ORIGIN OR ‘ANCESTRY

A WrITTEN JoB DESCRIPTION For ALL OFFICE
AND F1eLD POSITIONS WHICH ARE PART OF THE SERVICE

IMPLEMENTATION

Licensees shall be consulted -as ‘a
group or through the Advisory Council
by the Manager of Personnel & Train-:
ing. Their input shall be considered in :
the adoption of policies. ;

IMPLEMENTATION

Governing Bedy interprets Federal
legistation for field implementation and
audits compliance. The corporate Af-
firmative Action Program and policy
statements shall serve as the govern-
ing documents in this area.

Local management establishes non-
discriminatory practices in line with
corporate directives and state and local
laws. ; i ;

IMPLEMENTATION

Job descriptions for all office and field
positions shall be prepared by the
Standards and Procedures ittee
for management adoption and updated
as needed.

The Governing Body is responsible
for maintaining and disseminating
Home Office, line management, and local
office charts. Field management. is re-
sponsible for communicating job con-
tent of positions in local offices.

The Standards & Procedures Com-
mittee shall recommend standard job
titles and descriptions for office and
field positions.

SmaLL BE AN EFFECTIVE Process UTILIZED IN THE

SELECTION OF EMPLOYEES THAT WILL ASSURE CONTINUING QUALITY OF CARE

INTERPRETATION

A. The selection process shall include
personal interviews with each applicant
and an orientation of the employee to
his employer’s procedures and policies.
A central employee file will be main-
tained for each active employee.

B. Interview impressions shall be
confirmed by reference checking before
assignment :

ITMPLEMENTATION

Continued field practice and develop-
ment of additional selection procedures.

Continued field practice.
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INTERPRETATION

‘1. Multiple work references shall be
obtained. R

2. In instances where work reference
information is Unavailable, educational
and/or- personal references - shall be

.~ obtained.

3. Notes should be made of telephone
- reference check information.

4. All reference ‘check - information-

shall be kept in g confidential file,
C. Screening  of each employee'’s
health shall pe performed before em-
ployment: :
1. A physical history check list must
be completed by. each employee. ‘

tion. A written
- evaluation
After hire, there shall

. An ongoing assessment of the em-
ployee’s performance wil] be conducted
by supervision,

2." A record of such
kept.
- 3. The results of evaluation will be
shared with the employee,

evaluations shall

IMPLEMEN TATION

and reasons for leaving which may in-
dicate a change in skil] or responsibility
levels, : .

The Standards & Procedures Commit-
tee shall continue research on suitable
checklist items,

Availability of testing Services may
be found through the Public Health De.
partment, TB Association, or other
health organization.

Continued fielq practice and develop-
ment of additiona] evaluation proce-
dures.

STANDARD III-5—Ary, EMPLOYERS SHALL Havg Hap APPROPRIATE AND ADEQUATE
: TRAINING

INTERPRETATION
employees shall have

and be currently 1i-
ed in the state in which they are
currently Practicing if required.

Or  non-professional categories,

. ..C. A program of continuing inservice
education shall e established that is ap-
Dropriate to each job category,

D. It is the corporate intent to make
available career. advancement opportu-
nities through training anq development

.DPrograms, .

. IMPLEMENTATION

Normal employment Screening proce-
dures. :

The Standards & Procedures Commit-
tee shall review and endorse training
outlines having appropriate content.

The Standards & Procedureg Commit-
tee shall review and endorse inservice
education materials and Programs,

The Personnel




’STANDARD IV-1—THERE SHALL BE WRITIEN .CONSUMER RELM‘I'gﬂsYPtiﬁms -

INTERPRETATION
A The service will continue to be re-

sponsive to the needs of the consumer. Affairs shall monitor- policies affecting
Questions regarding quality of service, quality service to the consumer and rec-
human relations, nursing practices, and ommend appropriate adaptations. Con-"
other critical areas affecting the con- sultation with health and social service -
sumer shall be investigated by manage- professionals shall be - sought where - ¢
ment. Policies and practices will be appropriate. LR g

modified accordingly. All consumer
inputs will be dealt with courteously and
expeditiously. o

B. Tt is the intent of the organization
that there shall be no limitation on serv-
ice provided in terms of eligibility of
consumers, groups or individuals, on the
basis of age, sex, race, religion, no:
geographical service area, hours (bey-
ond normal local minimums) and days
of service, social and health needs, num-
ber of children in the home, emergency
service, or referral sources. The health
care needs of communities served dic-
tate total service capability.

C. It is recognized that there will be
occasions where service cannot be ren-

. dered due to the consumer’s inability to
mobilize economic resources or a short-
age of employee inventory. In .cases
where the organization is unable to meet
a request for service, the consumer shall
be referred to other service agencies or
sources of assistance. .

Every effort will be made by Home-
makers Governing Body and field man-
agement to encourage all fiscal inter-
mediaries, Federal and state funding
‘sources, and other involved parties to
structure :coverages to fit the needs of
the consumer.

§TANDARD TV—2—THE SERVICE AS AN INTEGRAL Paxr o THE COMMUNITY'S HEALTH
AND.SOCIAL SERVICE DELIVERY SysTEM SHALL CONTINUE To ASSUME AN ACTIVE
RoOLE IN ASSESSMENT OF CoMMUNITY NEEDS : : e R e

INTERPRETATION

'A. Appropriate adaptations in the
gervice shall be made based on local
management’s’ assessment of the com-

munity’s needs. It is the intent of the '
organization to continue in cooperative

‘relationship with all parties interested
in improving the quality of gervices, in-
cluding compr hensive health pl
groups. : :

B. An ongoing program interpreting
the service to the public shall be under-
taken. The availability and purposes of
the service shall be made known to the
public through the use of the news
media and other pertinent avenues of
communication.

SECTION IV—COMMUNITY AND CONSUMER RELATIONS

s

‘,‘IMPLEMEN‘TATION‘ e
The Manager of National Consumer o

 Continued field practice. A

Continued-field practice.

IMPLEMENTATION

Gontintod field and corporate practice "
of active community inyolvement; e

The Governing Body will continue:to
structure national promotional policies’
and programs. Local ‘management will
continue to jmplement programs
will inform the public of the service.




< /In the agreement are: =

- -agency.

' INTERPRETATION e f"‘IMPLEME/NTATI‘Oﬁ o

'A. When an agreement is entered into Governing Body will supply sample
for shared responsibility in the delivery agreements for local use, . .

of the service, the consumer will be pro-
vided with; SR
1. The services of the field employee

o

- under professional supervision,

2. An adequate assessment and plan

- - of care,

_B. The items which shall be included Governing Body will provide sample
ment " agreement format for national use,
Description of the service to'be pur- .~ , e

" chased,

. Duration the ‘agreement is in force,
:Delineation of respective roles of each

Requirements regarding qualifications -
of supervisory and field personnel.
_‘Delineation of fiscal arrangements be-
tween the two agencies.
Delineation of liability:.
Assurance of compliance with Federal

: and state regulations, 3 k
*Additional contract items may be in-
. cluded as specified by regulations or i Gl
i xconttactual agreement. S s e
. Mr. Roaers. Thank you for your testimony. I think it has been most -
_helpful. We will have some questions. Before we begin questioning, -

however, I would like to recognize the president of a very distinguished

- group of senior citizens who are here from Rockville, Md. T understand -

/at the request of our good colleague, and most distinguished colleague,

Congressman Gude. 0
~ We welcome you to the committee. We are ha

certain amount of money at the beginning of the year, and their health

care for that year will be taken care of in a most comprehensive way.

- We are now trying to determine the measures of the bill, what it

k(g}lfo\u‘ld require. We have just had some experts from the field testify-

Ing now, and the committee will begin questionin

benefits be? You say they should be limited, they shoyld not be overly -

 oxtended, What sheylor s ey bo?

“Mr. Carriaan, I really think that the bill that you have introduced

covers it in grand shape. If you would add radiological services, diag-

nostic radiological services, and a couple of other areas, you would be
. in good shape in ourestimation, ‘ ‘ L

Mr. BeNNerr. The administration bill really lays out the four areas,
Mr. Cavrrmaw, Right, plus the diagnostic services. Pt
r. BENNETT. You notice we are not including nursing home serv-

- ices or home health care,

- Mr. Roces. Should we llg,i?e home hedlth care?

: Mr.’CALLI’HAN. Not specified as a benefit. .

~ Mr. Rocess, Why not?

'—v‘,,‘\

ving hearings this
‘morning on health maintenance organizations where people can pay a

Let me just ask two or three quick questions. %ﬁ}ha‘t should the basic

i
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Mr. Carziaan. It is like using a nursing home or extended care fa- <

cility. If the HMO is going to survive in the marketplace against the -

traditional indemnity supp jers, it must use home health services, and
nursing homes, and extensive ‘care facilities as alternatives to acute
care hospitals. FLR

1f you mandate it going in as a benefit, it puts it in a different cate-

ory and forces us intoan unfair competitive position we cannot stand.
Tf that HMO is to survive, it will use both extended care facilities and
home health services. : ’

Mr. RoGERS. Suppose we placein the legislation which the committee -
is considering similar minimum standards for all health insurance

olicies sold in America.

Mr. Bennerr. That makes it a different story. =

Mr. Rogers. 1f we are going to move in preventive medicine, aren’t
we going to have to take steps like this, have home care, visits to the
doctor’s office, examinations paid for either by health insurance or by
your HMO*? ‘

" Mr. CALLIHAN. In that case, fine.

Mr. Bexxerr. That would be different, yes, indeed.

Mr. Rocers. How do we assure the public, where you have a pro-
prietary operation that you own for profit, that when the money gets .
tighti yzou are not going to give underutilization or underservices to

ple?

In other words, we hear from the nonprofits that if we allow the
profit people into this field, encourage them, then when they find out in
the ninth month that the money which has been paid in is going to run .
low, they will say, «Well, let us keep everybody out of the hospital,”
or “Cut out this type of pill or this type of medication.” Is there'a
validity to that argument? : ;

Mr. Bexyerr. 1 firmly believe it would be a common problem re-

rardless of the type of ownership of the HMO. However, as we have
talked about, when you are talking about HMO’s, you are talking
about incentives, and perhaps the one person’who has the most incen-
tive to provide good care is the physician because, in most cases, he is
in some kind of a position where he is under a profit-sharing arrange-
ment with the HMO. ‘ v g

They certainly have the threat of malpractice suits just as the HMO
does that would keep the consumer happy. We think that competition
will keep the HMO’s providing the kind of services that are required,
and, of course, satisfying the consumer of HMO’s is extremely
important. : i

1f one is not performing, they should be able to choose another mode

_or another . '

Mr. Liprrz. In line with our whole concept; of government, of checks .
and balances, in any prepaid group or any kind of medical care today,
it requires some kind of audit of that care, both from the utilization
’ star&gf)oint, which is required in medicare and medicaid, and also from
a quality care standpoint. '

Medical audits in both proprietary and nonprofit would be most -

appropriate. We have no objections to that to assure that high quality -~

care is given consistent with the dollars being spent.
Mr. RocErs. I understood from your testimony that you did not rec- :

_ommend any such qualification be written into the law, that you would
rather not get into that.



sounds like a very interesting program where you have evidently re-
duced costs ? : :

How do you monitor whether they are getting the quality of care
they should? Do you have an outcomes evaluation ? How do You evalu-
ate outpatient care? I can see how you can evaluate inpatient care on
an easier basis, but how do you monitor outpatient care, or do you ¢
 Mr. Grirrry. As T mentioned, we have half of our advisory board
residents in the community, who are also patients in our center, They
have a, policymaking function on our advisory board with the physi-
cians, and with management, :

- actual technique used in various evaluations, and if you do use simply

_a complaint system or real evaluation of outcome and so forth, if you
could let us have that, .

(The information Wwas not available to the committee at the time of

printing.)
Mr. néRIFFIN..AISO, I might mention one other thing, On an every-
day basis, we have an influx of new patients which tells us that the

Mr. Roeers. Not necessarily. If there is no other system of delivery,
_they would have no alternative,
Mr. Grrrrry, But, they do now. They have other outpatient facili-
ties in the city. :
Mr. Roarrs. In the ghetto areas, th y had the public health, hospital,
but they have moved it out, haven’t they ¢
Mr. GrrvrIN. Yes.

. Mr. Roars. So there is not too much alternative in that particular
area.
Mr, Grrrrrv. Yes, we have other facilities,
Mr. Rogrrs. HMO’s?

Mr. Grirrx. Not HMO’s, but e have private medical buildings
‘with physicians, not in the kind of group practice and comprehensive
setup that we have. ;

MI; Rogrrs. Yes, You have a few private physicians, but not too
many in the area. T think the choice is quite limited, as I understand,
in the Baltimore ares, that you serve, :

have tried to restrict myself. T think maybe if we could hold the
first round to 5 minutes, Mr, Nelsen ?

r. NELSEN. Thank you, Mr. Chairman. T Was very interested in
Mr. Grifin’s statement that you started your operation with $250,000.
I wanted to congratulate you on really stretching out those dollars,
making them do such a good job.
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In what way would the legislation we are considering restrict your
type of operation, a privately owned, proprietary o ration? How -
would it stop you from expanding the way you would like to expand ¢ -
" Mr. Bennert. Miss Connell wil respond. i

Mr. Nursex. Is there any other restriction that stands in your way ?

Miss CoNNELL. As_one of our recommendations stated, in H.R.
11728, there is a provision in the bill which exempts HMO’s qualified
under that bill from restrictive State legislation. ;

We are not talking about Tederal dollars here. If propr'ietary :
HMO’s are not included in ‘the definition, then they obviously don’t
benefit from that provision. ‘

Mr. Nensexn. I see. That is important. Now, another point is, of
course, the Federal money that might go into an HMO. One of the
things that has bothered many of us is if Federal dollars go into this
type of operation, do we put others at disadvantage by the funneling -
of dollars to a nonprofit organization only ¢

You may have an existing hospital or you may have a proprietory -
HMO operating, going along on their own. So, we begin to funnel
Tederal dollars mnto the nonprofit organization, putting others at a
disadvantage, putting other facilities at a disadvantage. Do you have
an observations on this? I think your testimony would indicate that
you do have. ' L :

Mr. Bexxerr. Definitely, it would place us at a disadvantage. How-
ever, the competitive factor, we think in the long run, will prove out,
that we can provide the services and probably at a lower cost.

Mr. Nersen. I want to complement Mr. Griffin and the group here
because you have made it on your own. You have done a job wmllm) your
own funds, and you have supplied the community with a health serv-
ice that has been very good.

One of the things I fear in an extensive HMO program using Fed-
eral dollars is that you create a dependency and overlook those who are
lambing it alone. We don’t want to discourage them because really we
never have enough dollars todo a total job. :

I want to congratulate you, Mr. Griffin, for the job you obviously
have done. Thank you, Mr. Chairman. : »

Mr. Rocers. Dr. Roy? B

Mr. Roy. What experience have you had with for-profit HMOs?

1 will preface that by sayixﬁgﬁa;s T understand your testimony, none of
you are opening for-profit O’s. Gl

Mr. Benwerr. That is right.

Mr. Roy. What experience have you had with for-profit HMO’s?

Mr. Bexnerr. I don’t think we have had any. As you know, thereare
a couple of fledgling proprietary HMO’s, but none with any real track
record as yet. I guess that is why we are asking for nothing restric-
tive, but let us be flexible and experiment.

Mr. Roy. Why haven’t there been for-profit HMO’s?

Mr. Bexnerr. I think a number of things. First of all, T think if
you are involved in any of the large kinds of health care delivery, you
are concerned about legislation, and legislation has not come along
as yet, as you are well aware.

We also have had the bad taste of medicare that we have been living
with for 6 years, and know what can happen without more definitive
legislation. I think we are all ready to see what we can do to develop
the system better, but there is definite need for legislation.
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- Mr. Lrerrz. I think in some respects, also, restrictive State laws
have hampered. In Maryland, physicians are allowed to be employed
by nonprofit groups, but not, proprietary groups.

Mr. Rov. Isnt it true, however, that with the restrictive State
laws, we have had, we still have about. 6.5 million people being taken
care of by what you might call rototype nonprofit HM(’s?

r. Bennerr. I like Dr. umbinder’s definition of his operation
as being “entreprencurial nonprofit”, :
" Mr. Roy. Would you like to define “for-profit” for me?
Mr. Carrraan. One that pays and reports dividends, if any.
Mr. Roy. What is your necessary return on capital ? ‘ '
. Mr. Caviraan. N ecessary return and what we realize are two dif-
ferent things.,
Mr. Roy. In order to “attract capital, what do You think your
promised return on capital needs to be ?
r. BENNETT. I can tell You on gross income.
Mr. Cavuraan. Go ahead. :

‘We really don’t know. Of course, capital is Invested in different

ways. If you can earn more than the interest You are paying at the

. ‘bank, that is a reasonable return. There are a lot of definitions of

OW you raise capital. We are just not sure,

. Mr. Rov. We have been told they are requiring about 12 to 20 per-
cent return on capital.

Mr. Cavuraan. In our operation last year, we made a 6.2 percent
- return on capital. Obviously, we can’t borrow money for that. We
. can make more money in Government bonds, It has to be between

there and 12.5to 14 percent.
~ . Mr. Rov. If you add on 12 to 14 percent as a margin of profit, they
then indeed cannot compete with our present, health care system of
indemnity insurance for-fee service.

‘Mr. Lrerrz. Our assumption is that we can provide the same serv-
ice more efficiently, and draw our profit out of savings, not out of
additional cost.

Mr. Rov. It is still an assumption because we have not had any
experience. :

You the statistics.
Mr. Rocers. I think that it would be helpful to have that.
(The following letter was received for the record :)




. HOMEMAKERS HOMB AND HeALTH CARE SERVICES, INC, = _
g i : SUBSIDIARY OF THE UPJOHN Co, T
o 5 : - Kalamazoo, Mich., May 22, 1972.

‘OongressmanPAULG.Roems, . L e AR e

2417 Rayburn House Office ‘Building, Washington, D.C. :

DeAR CONGRESSMAN RoGERs : Per ‘your request for additional factual inforf

mation of specific cases where for-profit health care deliverers have been able .~ '
‘to deliver services more economically than not-for-profit organizations r'd like -

to refer you to my testimony before the Ways and Means Committee hearing
on National Health Insurance on ‘November 11, 1971. In 'response to ‘4 question
put to me by Congresswoman Griffith, I offered to contract with the Secretary
‘of H.E.-W. to provide all of the Home Health Aide services required under
Titles 18 and 19 in all of New Orleans, Louisiana at a rate of $4.50 per hour—- .
a $2.00 per hour savings by comparison to the two not-for-profit organizations
currently delivering that gervice at $6.50 per hour, - . : e
We will be reporting other specific cost savings thru the National Council -of
Health Care Services (Mr. Bennett and his staff are currently‘collectingsuch
data to comply with your request) but I thought I should write to you directly
primarily because of the line of questioning Dr. Roy used with me and other
members of our panel the day we testified in front of your committee. :
It appeared that Dr. Roy’s prime concern with for-profit providers of health
care'was a fear of “profiteering” rather than a concern for cost savings. Cost sav-.

ings, it seems to me, should be the number one consideration in all Congressional - =

planning for health care tegardless of whether the subject be National Health In-
surance, HMO’s, Medicare, Medicaid or any of the many provisions under Title 45

of the Social Security Act or whether the subject under any of the above major '

headings be existing coverage or service, alternatives to existing coverage Or
service, or innovative experiments in radical departures from existing coverage
“or service. ‘ » bR
We can draw the above conclusion logically if the specifications of “elig;biﬁty :
for participation” on the part of the provider are properly written. Only those -
providers capable of rendering quality service should be eligible to begin with.
That leaves “cost” standing alone for further consideration. o e
Continuing that line of logic, it shouldn’t make one bit of difference to Congress
what amount of profit a for-profit. provider makes as long as he is providing
a quality service more economically than his. not-for-profit ‘counterpart can

do. That kind of economy means cost savings to the Federal Government while - . - L

_at the same time, if the for-profit provider should produce a proﬁt,xprovide i
additional revenue to the U.S. Treasury because every dollar of before-tax-.
profit will produce forty-eight cents of income tax for Uncle Sam. ! PR
I had suggested to the Ways and Means Committee that an alternative method

of payment be made available to for-profit Home Health ‘Agencies.  Instead of

Teimbursement on a cost-plus 9.938% return on equity capital, simply pay us.. -

-on a fee-for-service basis at our “going rate in the community”’ solong as our

rate is less than that of our not-for-profit counterpart. That move alone would G

save the Federal Government millions of dollars of auditing costs currently re-

quired under Medicare and would save for-profit Home Health Agencies count- - (e
less hours of administrative time trying to figure out what the $9.938% should be - . -

applied against, ete. ) R E e
On the point of cost-plus reimbursement, I thought it most unusual that both

not-for-profit home health agencies in New Orleans could haye such’similar
costs that their billing rates turned out to be identical, so I personally worked .

up our “justifiable cost basis” in the New Orleans market before my testimony
last November. On that basis, and before adding the 9.938% return on equity -
capital, our billing rate would have to be $5.54 per hour rather than our “going -

rate in the community” of $4.50 per hour. (I didn’t add the 0.938% because, even '’

though I ama CPA, I didn’t understand what the 9.938% applies to!) ;
We don’t need that extra $1.04 per hour. We couldn’t get it from our private -
customers (who make up 959 of our total sales. volume nation-wide). We
shouldn’t be allowed to- get it from Uncle Sam ! : S : ;




‘As T mentioned previously, we will be fumiéhing additional cost és,vings datjaf
: - thru the National Council of Health Care Services. If we can be of any further
. 'service to you and your committee during your deliberations on health care

~ delivery, please feel free to call upon us at any time. R T £

- > Respectfully submitted, . ; et 4

St . . s Epwarp J. WILSMANN, President. =
- (The following table was subsequently received for the record:)

COMPARISON OF PROPRIETARY AND NONPROFIT HOME HEALTH CARE SERVICES FROM A SELECTED GROUP

OF CITIES
: City and service e : . Nonprofit charges . - - H%m’emakers, Inc. T
St. Paul, Minin.—Homemaker home health aide._ ... $4 perhour2or3 hours . $3.15 per ﬁéui.‘
. ) ) ; g only). ; ek
- Milwaukee, Wis.—Homemaker home health aide___ . $5;25yper hour. ... .. . . $3.45 perhour, :
“Oshkosh, Wis.—Homemaker home health aide.. ... - $3 ger hour.._ . . . . D '$2.68 per hour. - :
Detroit, Mich.—~Homemaker home health aide_ B “& 30 ;mr hour ($38.40 per : &84 perhoisr ($30.72 per
L j e day). ay).
- St. Louis, Mo.—Homemaker home health aide_. .- _ $5.50 per hour ($13.75 per =~ $2.8 per-hour.
: , : ; visit). o
: e 2 R.N.Lat VNA $15.50 per R.N.1:§5.75 per hour. -
F : : oo our. G ’
Lansing, Mich.—Homemaker home health aide__ .. $3.25 perhour.._._ ... ... Zi.o2 $3.55 per hour.

© LNo services'prbvided in Grand Rapids, or Kalamazoo, Mich. ;

Mr. Roy. I think I would be hard put to defend the quality of care
; lﬁaﬁ:’lvm nursing homes. Do you think you are capable of defending
quality care? - L
- Mr. Cavrnax. Yes, sir, I would like to invite anyone to visit one
 of our facilities. ; R A e
~, Mr. Rov. I am not speaking of your facilities. I am speaking of
- Tacilities nationwide, : : L
 Mr. Bexnerr. When Dr. Elwood testified 2 or 3 weeks ago, he
mentioned a study they did in Minnesota in determining the quality
- of care. Their conclusion was that regardless of nonprofit or proprie-
‘tary, there was no difference in the quality of care being provided.
-Mr. Roy. On your home health services company, you say you have
125 locations, 20,000 employees. What was your gross income for the

last g i : |
o Mimb Wirsman~. Our sales, combining the company’s sales with
~ franchise sales, was just slightly over $16 million. ; :
- Mr. Rov. What was your net income ? ,
Mr. WiLsman~. We had a loss of slightly over $1 million.
- Mr. Rov. What was your capital investment ? e frine
 Mr. Wismann. Something in excess currently of $5 million.
' Mr. Rov. I assume you paid no dividends? : : ;
- Mr. Wmsman~, We hagaa;.l loss, sir. : R e L
* Mr. Roy. What has your record been over the number of quarters
*You have been in existence ? , : ;
 Mr. Wismany. We have been operating since April 12, 1965, We
‘have, as yet, to make a profit. Bamoally,r.:iis is because of rapid ex-
pansion. We opened 45 offices last year. We plan on opening another
34 to 45 this year. : A
. Anything that might have been made in maintaining a particular
level of offices has been plowed back into the business, and, as a result '
_of it, we have ended up loosing to this particular point.




“We should turn black for the first time in 1973 when our expansion,
as far as owned operations are concerned, will pretty well have glutted
the company. L S LR e

Mr. Roy. What is your record as far as book value of a share of the

" Mr. WinsyMaNy. We are a subsidiary of the Upjohn Co. Our book
value of the subsidiary, itself, is definitely in a negative position. We
live on borrowed funds from the Upjohn Co. : g o

Mr. Roy. If we suplport, for profit HMO’s, would you consider this
to be an experimenta
or is this not an experimental program ? : ' i

Mr. Carzraax. I think we would have to term it as much because
there are none in existence. e et

Mr. Rov. Do you feel Federal assistance for the formation of for
profit HMO’s is an experimental program? - ; i :

Mr. BexNETT. We have said in our testimony that there should be
equal treatment whether it is grants, contracts, loans, loan guarantees.
I guess, in effect, we are saying however, loan guarantees might be im-
portant such as FHA has done. - e

Mr. CaLiaaN. Representative Roy, the problem we are trying to
overcome is a constant discrimination, historically, against proprietary

program? Any Federal aid to HMO’s, is this - e

operators in favor of the nonprofits. We are trying now to overcome L

that, and hope for some equal treatment. : b
In experimental programs to determine whether or not we can
deliver health care at lesser cost than nonprofit operations can.
Mr. Roy. For-profit HMO’s have not existed up until this time,
however, nonprofit HMOQ’s have. There has been some reason for this.
Therefore, I feel if we financially assist a proyen concept, this is one

story. If we assist an unproven concept, this is another story. How- =

ever, I think maybe what you asked in regard to making an I‘})pe-
emption of State laws apply to for-profit, as well as nonprofit I—¥ Q%
would be wise. il e
Mr. Bennerr. If I may comment, Mr. Chairman. I think the seman-
tics of what is nonprofit is a little hazy at this point. .
Mr. Roy. That is the reason I asked for your definition.

Mr. Bennerr. If you talk about even Kaiser, those hysicians are =

on an incentive. The people who built the hospital made a profit, the
people who supplied the radiological equipment, and the food and
everything that goes into that hospital in that program is nonprofit,

but somehow, there is this umbrella which perpetuates itself, and they :

are nontax payinhg. ; G
We have cost figures on building a nonprofit hospital that run $60,-

000 to $70,000 a bed. We can go in for $30,000 a bed. I don’t think the . o

system can afford that kind of funds. e T
Mr. Rov. I will admit we have built some very fancy health care .

facilities under the nonprofit system. These may or may not be neces-

sary. Probably not necessary. ' : e

Mr. Rocers. T am not sure about this nonprofit business. They all - -

make a profit. Everybody is paid a profit, an incentive. - ;
Mr. Bexnerr. They have to make their mortgage payments which
come out of profits. % )

Mr. Rogers. Certainly. I question that kind of fiction thatrhas,beeh‘ b

built up.
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‘Mr-, ‘CALhniANe' Amens s o

© MrNusow. Hallelujah, ~ °

- Mr. Rocers. Mr. Hastings? SRl e G (el g
Mr. Hastines. Thank you, Mr. Chairman. I have had some bad

a views and good views. First, the good views. I generally agree, proprie-

tary should be included to some degree. I am not sure what that -

degree is. I know that is consistent with your viewpoint.

Now, bad views. I don’t understand the total opposition to the

! inclusion of any consideration by CHP’s. If somebody will clarify that

for me. ~ s
Mr. Carirman. I can give you an instance where comprehensive

‘health programing is either going to stop or significantly delay a

proprietary prepaid health care system in Detroit. A doctor’s clinic
with 81 members is practicing excellent medicine almost in an HMO
environment, now. They are in the process of contracting with the
State of Michigan to provide services to 10,000 medical assistance
patients in a certain geograhic area. ; o

They have facility on site next to their clinic. They are now building

a surgical facility as well. The facility is an ECF hospital kind of
‘combination. In order for them to successfully deliver the right kind

of medical care, they must get a hospital license or some kind of modi-
fication of a hospital license in order to treat people on site. :

Otherwise, they have to ship their people across town. Now, the :
~comprehensive health law for the State of Michigan that is now being
- passed, says you cannot have a certificate of need unless the areawide

comErehensive‘ health planning agency approves you for a hospital.
- They have no chance. So, the comprehensive health programing
will work against the formation of their HMO. Maybe, unknowingly,
you see. : : : S e e
Mr. Lrerrz. We believe the question is: Are you going to experi- -

ment? Experimentation requires flexibility. We are not saying that

comprehensive health planning does not belong within the HMO’s,

‘but if what we are doing with them now is to learn what an MO

- competition.

- can really do, the more difficult we make it to create that experiment, ‘

the longer time it will take us to get any information.
Mr. Hasrings. You say you are not excluding CHPs. !
Miss ConnELL. If T may explain. I think the purpose of comprehen-
sive health planning is to eliminate competition as being unnecessary

-~ duplication of facilities. Call it what you may, that 1s eliminating

Also, in general, most CHP agencies are controlled by the present

- establishment, the local nonprofit hospitals and medical society, and
: t%eykcertainly are not about to disenfranchise themselves, I" don’t
“think. :

Mr. Hastines. Would you advocate that we repeal CHP legisla-

. tion?

Mr. Caruraan. No. What we are recommending in the State of
Michigan, Congressman, is that the certificate of need legislation

- which is tied with CHP, be modified so that, if we are talking about

a prepaid system or a prepaid environment, then the laws or the rule
for certification be waived for those installations. ’

If we could get that kind of legislation, it would be most helpful
to us. ‘ ‘ ot




~ think the comprehensive health planning belongs.

Mr. Hasrtines. If CHP’s were given a consultation role, perhaps
in the establishment of any facility subject to, perhaps, appeal to the:
" Secretary of HEW, would you object to this? . T e

“Mr. CarrrHaN. So long asit is consultative, and they did not have the
final decision. , , o

Mr. Hastings. Well, decision subject to appeal to the Secretary =
does not give them final decision. I ‘am concerned because although
you talk about for-profit, which I am in favor of, at the same time, I -
* think we all recognize that, without Federal dollars through medicaid, - °
. medicare, health insurance, you are not going to operate very profit- .

ably. k, i \‘
'lyhe suggestion that the Federal Government or State government
are not going to be involved in delivery of health care is not true. We
all know that. So, we do have a serious responsibility. Whether competi-
tive medicine is going to be the long range answer or not to the proper -
delivery of health care, I don’t know. Some feel itisn®. = e
Somebody has to make a decision on where to put another facility. =
If you are going to put one next door to another, it will be openly
fres market enterprise, competitive, then I think we probably havea -
problem in coming up with enoug dollars to make both of those
institutions remain financially valuable. Slgelrl T
So, I am concerned a little bit about what would seem to be your =
total opposition to the involvement of CHP’. Rl
Mr. Bennerr. We have said in effect, too, though, that as an alter- . -
~ native, Mr. Roy’s consultation role of comprehensive health planning
would be acceptable. ‘ o 2
Mr. Hasrines. You say it now. You did not say it in your testimony.
Miss Connerr. I think our position more clearly stated is thatin
some parts of the health care industry, like the nonprofit hospital
industry where competition does not exist, where facilities are reim-
bursed on a cost-type basis and the negotiations are conducted between
the individual hospital and the insurance company, there certainly isa
role for comprehensive health planning and restriction of duplication.
In other parts of the health care industry, for instance, the nurs- = °
ing home industry, where competition does exist, where it does provide
the consumer with a choice of prices, and so forth, and where the -
Government is not being asked to underwrite losses, then we don’t

Mr. Hastrnas. What percentage of the income of the average nurs-
in%%lome is going to be from medicaid and medicare?
r. Bennerr. Medicaid is 60 percent. ‘ P e
~ Mr. Hasrings. So the suggestion that the Federal Government -
is not going to be asked to underwrite the law indicates that without: =
that you are not going to operate. We are contemplating, as we all
know, a system of national health insurance. Whatever may come out,
T have my own views on that. ‘ i e
There is an involvement, certainly, by the Government. I think we -
certainly have to take a look at your CHP’s. Your testimony is helpful -
in that respect. I would ask you, from your point of view, to be a little
more receptive. R e e
Mr. Carrraan. I think that is reasonable. g e
Mr. RogEers. Can you supply for the record any evidence you mraéy
have of average patient cost for specific illnesses or operations regard-
" ing proprietary versus the nonprofit? Any statistics would be helpful.
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~ Also, the number of bperations,:co-mpa;ring your bpera.ﬁi‘ons andﬁhfa‘,t o

. may ha;l’)pen outside. e , e i S

e *<(ySee etter dated May 22, 1972, from Edward J. Wilsmann, resi-

~ dent, Homemakers Home and Health Care Services, Inc., to Chair-
man Rogers, p. 849.) 3 o

= . Mr. Rocers. Let me ask you f;o"s;ulppl_jr for the record too, ‘fy‘oixr com-

~ ment on the proposition that if the Federal Government does award
~grants for profit HMO?’s, should it exercise fa;flimitation;on:prqﬁts o

_percentagewise? If you could give usa comment on that?
Mr. Bennerr. We willbe glad to. , soSERR e et e

‘ (The information requested was not available to the committee at
- the time of printing.) " = i s e
Mr. Rocrers. Thangk_you\very much. Your testimony has been most

o 7lhfelpful;* The 0onunittee°is%%mmful for your appearance today. -
- Our next witness is Dr. William T. Hart, director, Rochester Mental
- STATEMENT OF DR. WILLIAM T. HART, DIRECTOR, REGION I,
- NATIONAL COUNCIL OF COMMUNITY HEALTH CENTERS, AND
DIRECTOR, ROCHESTER MENTAL HEALTH CENTER, R)OCHESTER, :
’ N.Yf ' V s .
Dr. Harr. T believe you have a copy of my testimony.
~ Mr. Rocers. Yes, it will be made a part of the record, if you will

~ highlight the specific points that you think should be brought to the
_© committee’s attention. = - " : , -
- Dr. Hagrr. Mr. Chairman and members of the committee, it is a great

- pleasure to speak to you today. I am probably presenting more prob-
- lems than solutions. What T would like to do is to primarily speak about

~our experience in the development of a mental health center in con-
- junction with an HMO. ~ : ‘ '

, I am the director of the Rochester Mental Health Center, Rochester,
'N.Y. T am also a psychiatrist. The Rochester Mental Health Center
has been operative for over 5 years. It serves 176,000 people in Monroe
County, including a quadrant of the city of Rochester. The area in

‘ ~Rochester includes 50 percent, of the poor of Monroe County, so that
- we have had experience with both the poor in the central city and our

‘ ~ catchment area which extends out to the rural areas in the towns of

e Webster and 'Bondeguoi. , L .
The Center initiated new programs when we started, and an alco-

~ holism clinic joined us, then a child guidance clinic joined us. All
other services were started from scratch, including inpatient service.

~ The services we offer include In-patient services, services for the gen-

- eral psychiatric patient, drug abuse services—we have a methadon
~ clini¢ for heroin addiction—as well as other services, and services for

the alcoholic.

I might emphasize that these services are included in the cost figure

: f".”tha;tz'I will give you later on in the presentation.

However, I would like to go back to a little of our history to try to

i 'jf' Support the major point that I would like to make, namely, that HMO’s

~should include mental health services and, more than that, should ’
~contract with a community mental health center if it is available to
* that HMO. ; S : o e
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. The people’s health center, which is a neighborhood ‘health center E
operates in the inner ghetto section of our catchment area. We began .
~ operation approximately 3 years ago. ‘We had been in operation about .
2 years at that time. We spoke to the adm inistration there and agreed
to deliver mental health services to this nei ‘hborhood health center,
not specifying at that time the administrative relationship. We didn’t -
know how solid their funding was, or our funding. We were both -
beaming at this inner city portion of our catchment area to deliver
services. However, they left the direction of the mental health services |
oomEletely to the Mental Health Center. What occurred is as follows: ;
This neighborhood health center, People’s Health Center, serves &
population of 12,000, has 12,000 enrollees. They developed health teams
to serve segments of this population. These health teams consist of
physician, public health nurse, and two or three family health assist-
ants. ‘ : ‘ : =
We began our work by being available to these health teams that met —
weekly and in the beginning maybe 10 percent of the conversation of -
these health teams was concerned with mental health matters. Thishas
~ grown until now in their weekly meetings about 70 percent of the con- e
cerns of the teams are with mental health matters. At the beginning =
we had many inappropriate referrals to the mental health person on =
the team but finally we began getting referrals such as the family
health assistant who had gone Tnto an apartment and there was a
woman there listening all day to the voices coming out of the radiator. -
At this point we would become quite active and intervene. - :
Now the relationship of the health center to the Mental Health Cen-
ter here I think is important, because sometimes patients refuse to be
seen by mental health personnel and the care had to be carried out
through the physician, or the family health assistant, or the publi
health nurse who had direct contact with the patient. S
Another situation that would occur is that the non sychiatric or -
nonmental health personnel would not want to refer the patient, in
which case we had to work with whoever was resisting referral and |

often would see the patient directly ourselves. S
I think the critical item here is that with mental health servicesin
the neighborhood health center there was a heightened awareness on
the part of nonpsychiatric personnel to recognize and to treat some - -

of the mental health illnesses that were seel. : e

" "Our association with the People’s Health Center has contimied\a,ll“ :
these 3 years. At one point in our history—-it was about threeand a =~
half years ago—the health center decided to ‘deliver mental health .
services on their own. There were certain irritating constraints that
we would place on the personnel. It was the complexity of having two.
people responsible, but after a long discussion we finally agreed jomtly -
that it was important that the Mental Health Center be involved with ..
the personnel delivering mental health services at the newigthrhoodp;» o
health center. , L ; : .

‘At the present time in our relationship with the People’s Health

Center there is a new movement, new personnel have come in and there
is 4 new movement to establish independent services. Unless thereisa
definite fiscal-administrative relationship I think this tendency will.
sontinue and eventually the health center will have its own mental
health services or have none at all. e : i

81-185 O - 72 - pt.3 - 8



= , ,‘V»T-é?othérthing* that we have found, as you

as you heard from the previous
a tendency to cut out mental health services and drug serv-
aleohol services if funds are tight. This is one of the first
that is looked at to drop, one of the first places to cut. I think

terms of people to be served it may be that there are as many mental

ealth problems as all the other problems put together, I suppose the

- teams are some indication of this, where 70 percent of the weekly dis-
* cussions of health teams are on mental health problems, o

~The present situation weare in in dealing with this center is whether

~can again convince them of the necessity for the Mental Health

' be invc i elivery of the services. At the moment

_many I don’t think they are aware of in their

els Health Center that would disappear if they .

~ should separate. , \ ‘ ‘ :

: This has been our experience with the particular neighborhood
~ health center. In the meantime, several other things have begun hap-
"nﬁ in the community. One is the establishment of Neighborhood
lealth Centers, Inc., which is again an QEQ funded organization to

- develop other health centers

developing three more.
- We are involved with

in Rochester. They are in the process of

v ghlights an interestin
- Health Center has developed
- going to be able to support th

g problem, because I think the People’s
services to the point that they are not
em all. When they come into o eration
with these other centers there will be some very difficult proglems to .
It i is occurring. However, these
ing to develop some

~ 'Permanente style, « ; , 5
- The final organization is the Medical Society’s Foundation. It is
~ called the Monroe Plan, Inc. We approached the Genesee Valley

S AT




What T w",oﬁld like to s%koto you about now ‘is;the'adimnt%e’sig}i;"

the combination of the and the Community Mental H

Center. First, I think if they are completely independent or aniza-

organizations. You see it in communities now where there is so-called
dumping, where patients you don’t like are dumped on the other
facility. 1 think there would gradually be more distrust and anger.

tions that we will see hostility gradually grow up between the two -

toward the other facility, and the facilities would become .totally'?iSO& S

lated, and, I think this would lead to a marked deterioration of care.

Now the importance of the delivery of services at /.thé‘h‘ealth‘pepter‘
T think is what has been stressed with all small organizations; namely,

the accessibility. I think mental health care would be much more acces- ",f
sible and we would be able to deliver it in 2 much more continuous man- . ./

* ner, that we would have much greater contact with the patient and be

able to do a much better job.

I feel very strongly that, as the Center has grown, we have grown

from 18,000 visits in our first: year to 42,000 visits last year, it has

become much busier and T can see it is going to be very necessary from .

that standpoint to decentralize some of our care.

Now, the mental health service contribution that would‘be'mad,é‘“ to

the health center is inpatient sorvices. Of course the health ‘centers s
cannot all have inpatient services, emergency Services. Emergency
services are very expensive and 1 think would have to be done ina '

central facility. ‘ i :
Training and continuing oducation are two more. When new person-

1ol come to the mental health center it is necessary to orient them to -
our style of delivery. The system is different enough that they haveto =

go through a learning process to understand how we are doing things. -

Continuing education : Let us asume that a Health Center had three

or four personnel, they would be isolated and they would need ongoing

exposure to drug techniques and various things that could be talked ‘ o

about at the mental healt recruiting. I think it is markedly enhanced
by a mental health center. , . ¢ |

Special programs: If you look at a drug , .
done program, for each of the centers to start one I think would be

extremely difficult. There is a very small percentage of your erson-
nel that can deal with this group. The licensing and the difficulties
of dispensing I think would be too great. So I think these programs,
would have to be centralized at the mental health center to serve the

patients are enrolled in the neighborhood health center..

" In fact, in many of these areas one of the major values of the center . o
would be to be able to sift out personnel and assign them to areas '
where they are most competent. If the center, the Genesee Valley

group I was telling you about, looked toward hiring three people

they would have those people all the time and no other people with - S

specialities in alcoholism or the other services. -

" If the mental health center had the equi,valéntf,\‘of 'thfeé:full.tjme“

people it could mean eight or nine different people rotating. through.

The final point that I think is important is the linkage that the:

" Community Mental Health Center has with other services, the courts,

the schools and other agpncies in the community. I think that that has -
been one of the major important thrusts of the Community Mental

Health Center that could be passed to the health center. :




flering a system of delivery that I think-is qualitatively different

- The flexibility of the people

- people out in the various health centers,
' mental health services, delivered to the catchment area population.
- We have a register in Monroe ‘County that notes all psychiatric care
Leen "gi“ivén to the population in the county. From that and from our cost
~ to us from the register, but our cost figures for 1971 were from the
. Center—we found that there was a cost of $11 per year per patient
- for inpatient services and a cost of $3.85 per person per year for out-
. patient services. This is adults, but it includes alcohol and drug

- sérvices. . : , , ; o ’

. /'The inpatient figure is high but there are certain factors operating
- in Monroe County that I think cause this. One is the availagilit Q%
~ beds and the catchment area bed patients get into beds outside of my
: ]3atfchment area that I have no control over. I think this could be re-

ed very rapidly if there could be some control of the enrolled popu-
1, and the outpatient figure I think is a good solid figure, and I
re

‘mental health services could be delive

© year with little difficulty. | |
. (Dr.Hart’s prepared statement follows :)

. OF COMMUNITY MENTAL HEALTH CENTERS ; AND DIRECTOR, ROCHESTER MENTAL
. HpALTH' CENTER, ‘Roonzsm ‘N.XY. ! g : LR

Mr. Chairman, my name is William T. Hart, T am appearing today on behalf of

Tepresenting approximately 215 community mental health centers, including

HR 5615, HR 11728, and other bills regarding Health Maintenance

.- brogram. “As this comittee ‘is fully aware, the network of federally-funded
- community mental health centers have been  providing comprehensive mental
- health services to specified  populations for over half a decade. The services
. provided, either directly or through contract arrangements with other agencies,
-are designed to meet all of the mmental health needs of the catchment area—from
. breventive care, inpatient and outpatient services, to home care and after care
- services. These centers, with their linkages between other social service agencies,
- 8uch'as the edueational system, the judicial system and other health services in:
“the community, offer the most advanced health delivery system available today.
.. The experience gained through the CMHC Jbrogram in delivering comprehen-

- Now, in terms of cost, we did a s,tudﬁin' 1969 of the actual services,

gures in 1971—1969 were the most recent statistics we had available

the National Council of ‘Community Mental Health Centers, a nonprofit organiza- -

aany of those,receiving,,federal‘funds. We appreciate this opportunity to testify -

.,Finalfly;/ again I Want{t‘df stress that the Mental Health Center is

from free mental health services in the Neighborhood Health Center.
| you can put in there, the liaison of en- )
~ rollees who would move from the health center to treatment at the
. Mental Health Center, and the wide variety of programs ‘that are’
. available at a Mental Health Center. I think it would be a setback to the
~development of Mental Health Centers to again separate all these

i

for $10 per person per -

‘STATEMEN oF Witriam T. Harr, M.D,, DIRECTOR, REGION II, NATIONAL Covmorn

_ sive care is not peculiar to mental health services. We are confident that thig ex- -

' Dpertise ‘would prove invaluable in' bringing about a change in the delivery of
s he’alth Services (through the ‘dev‘elopment‘of HMO’s), particularly in the area

* of linking health-and other community services, and with the adm
> problems which will arise in any health delivery system. S
.. We would like to address ourselves, in this statement, to three issues

\

inistrative
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" The inclusion of mental health services in the minimum service’s requh"ed

of federally-supported HMO’s, i
The relationship between HMO’s and CMHC’s, and: = :
. The quesetion of whether an HMO should serve a geographic area, or an

enrolled population. . :
I would also liked to highlight for the committee my own experience at the

Rochester Mental Health Center where we are now in the process of establish-
ing linkages with three potential HMO’s. ) Al eiiid :
" Our concern with the role of mental health services within the HMO structure
is, I think, gelf-evident. Mental health services have traditionally been the step-
child of health services, and received less attention as a result, Yet mental
illness is one of the major causes of disability, with the result that the cost to
the nation in terms of human suffering is substantial This cost can also be
calculated in dollar-terms and according to a study by NIMH American society
1ost $16.9 billion in productivity in 1968 due to mental illness. :

The reason most often given for excluding mental health services is the"t;ost\
factor. This, is a false argument. A study of our catchment area patient utiliza-
tion figures from 1969 and mental health center cost figures from 1971 shows
that it costs $11 per person per year for the catchment area population to provide
hospitalization in short-term acute hospitals, and only $3.87 per person per year
for outpatient care. The most striking item in these figures is the high cost of
hospitalization, put it must be remembered that this constitutes all psychiatric
care to a group that includes 50 percent of the poor in Rochester, N.Y. Also,
‘Rochester has a very high rate of utilization of inpatient psychiatric beds, but:
with proper financial patterns I think that this can be lowered dramatically.
Our estimate of a reasonable figure is $10 per person per year for comprehensive

“mental health services. : .

Our experience is also supported in the recent report on Health Insurance ond
Psychiatric Care: Utilization and Cost by the American Psychiatric Association,
which I am sure the Committee has seen. This report concludes that the cost of
providing mental health services is relatively low and entirely feasible.

We therefore strongly urge the committee to consider requiring mental health

~gervices of all federally-funded HMO’s. But particularly HMOs should be strongly

encouraged to established an arrangement with existing' CMHC'’s in the area
whereby the center would provide mental health services to HMO enrollees.

ROCHESTER HMO'S

In Rochester, there are three types of health maintenance organizations being
formed, all of which will served people within our catchment area, and T would
‘like briefly to discuss the relationships which are developing between the HMO’s
and the Rochester Mental Health Center. ; : v
The first group is Neighborhood Health Centers of Monroe County, Inc., which
has an OEO grant to develop neighborhood health centers within poor and near
poor areas. There is a neighborhood center already operative, the People’s
Health Center, that plans to join Neighborhood Health Centers, Inc. in the
very near future. This center was sponsored by the University of Rochester, and
is funded by OEO and Medicaid payments. The Rochester Mental Health Center
has been delivering mental health services to the people served by this Health
Center since it opened about two and a half years ago, (its catchment area lies

entirely within ours). This enabled us to gain experience in clinical, administra- - =

tive and fiscal relationships.

Initially, our relationship with this center was quite informal and at one
point about a year ago there was a move to separate their mental health services
from the Rochester Mental Health Center entirely and to operate by themselves.
After a series of meetings the problems that would arise from this became evident
and a bilateral decision was made that both the Health Center and ‘the Mental
Health Center had to share control of mental health gervices within the Health
Center. At the present time this is' accomplished by % of the mental health
personnel being employed by the Health Center and 14 by -the Mental Health
Center. Now we are working out a relationship that T hope will follow the pattern
which I shall discuss later. : -

The next type of health organization that is arising is a Medical Society
Foundation called the Monroe Plan, Inc. Tnrollees would be eligible, for a
prepaid annual fee, for a range of services delivered by the physicians who are
members of the Plan. The physicians would be paid on a fee for services basis.
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Tﬂe third health organization is the Genesee Valley Group Health Association,
Inc. and it is being formed by Blue Cross and Blue Shield and will be a closed
< panel physician group patterned essentially on the Kaiser Permanenbe Model.

HMO-CMHC RELATIONSHIPS

.. From our acual clinical experience with the People’s Health Center and from
_our negotiations with the other health centers, a pattern for a relationship has
_‘emerged. The pattern is a contract arrangement, where the Health Center
- contracts with the Mental Health Center for the delivery of services both at the
Health Center and the Mental Health Center. This arrangement offers the best
¢are to the consumer. ; B , i
. _Based on our experience in Rochester there are requirements for the relation-.
~'ship that should exist between a Health Center and 'a Mental Health Center.
-+ The first of these is that mental health centers should actually be delivered
_in the Health Center. This is necessary so. that mental health personnel are
. 'available to consult to other disciplines. An example of this is-the patient who is
-~ unwilling to be referred to mental health personnel and must be handled by
' consultation between the actual care giver and the mental health personnel. Also,
" “it-has been our experience that a certain awareness of psychological implications
-7 .of both-physical and mental illness is fostered by the presence of mental health
‘- personnel within a Health Center. The presence of mental health personnel also
Ancrease accessibility and. continuity of care because of geographic proximity to
~. . 'the patient offered by the multiple bases of operation. L :

.-, The second requirement is that not all of the care should be delivered within
the Health Center. For example, emergency services are very expensive and are
most efficiently run in‘a centralized facility. Specialized programs and programs
which are being initiated will have to be operated at the Mental Health Center.
Examples - of this are alcohol and drug programs and certain group therapy
- programs. Training of personnel is also an important function of the Mental
‘Health Center that cannot be decentralized. Recruitment of personnel is en-

- hanced by the Mental Health Center’s affiliation with the Health Center, The
“Mental Health Center offers a system of delivery of services that requires some
| orientation and experience within the system before new personnel can operate
., effectively. This must be done at the Mental Health Center. Consultation and
. -education to agencies and various groups within the community will need special
‘procedures and specialized ‘personnel. Finally, the system of delivery of care
~developed by a Mental Health Center is an entity that should not be excluded
ot ‘the Health Center. The procedures that make a wide range of service
available alsooffer a different quality of service to the community. - e
_ 'The relationship that would best foster these arrangements is one where the
- Health Center contracts with the Mental Health Center for the delivery of mental
- health services both within the Health Center and at the Mental Health Center.
The Health Center would have the final say through the fiscal mechanism .They
could feed ‘back consumer satisfaction or dissatisfaction with the services de-
livered and could make it incumbent upon the Mental Health Oenter to deliver a
package that was satisfying to the consumer and that was economically feasible.

TRANSITIONAL PROBLEMS

‘However, ‘in establishing these arrangements there are several transitional
i problems that need carefal thought and planning. The problem of the enrolled
~Population versus the geographical population is one of the more difficult.

. The community mental health center is, of course, organized to serve a catch-
- ' ment area population, and by concerning itself with a geographic area can deal

with the entire mental health needs of the community. This is especially impor-
in the delivery of preventive services—consultation and education services
1g a principal thrust of the mental health center concept. Indeed, traditionally

delivery ‘of preventive services, Yet prevention is cited as one of the pri
fuTchteions (;f the new delivery system. : i
~The problem of a :c'oxitract“ between the HMO, with its enrolled population,
gtnd"eg _center with its geographic base would not be as difficult to solve with
regard to other services provided by the mental health center. It is our assumption
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that the populations served by an HMO will come primarily from #n area close to
the organization, and therefore there could be a general area served -by the
mental health center from which the bulk of the HMO consumers would come.-
At the present time, certain facilities served by CMHC’s draw people from out
of the catchment area—schools, family agencies, day-care programs, ete—and
these problems have been resolved on an individual basis.

CONCLUSION

In summary, we would like to stress the following points for the development
of a health program of health maintenance organizations: .

_-An HMO should be required to offer a full range of services including
mental health services and these services should be provided by CMHC’s where

they are available.
—_There should be an integrated system for delivering health services to the

enrolled population with linkage between all human services in the area.
—The organization should serve a geographic area, for truly preventive

services cannot be provided any other means. ] .
—The experience of the community mental health center needs to be taken

into account in developing HMO’s, for there is much to learn from this effort.
One of the most jmportant features of the centers is the range of services
which they provide. In order to provide these gervices, ‘the centers have had to

develop creative programs, often shifting the traditional roles of professionals

in order to get maximum use of manpower.
—Consumer participation should be a requirement in the development of the

HMO system.
Tn this respect, we find the Administration bill, H.R. 5615, falls far short of

providing the basis for the development of a sound system of health care delivery.
H.R. 11728 is, in our opinion, a far better bill, but it could be gignificantly strength-
ened by the recognition of the need for comprehensive mental health services, and
for linkages between HMO’s and CMEC's such as I have outlined above. g

. Mr. Rogers. Thank you very much, Dr. Hart. This has been most
helpful testimony.

1 think the committee will want to consider, as you say, encouraging
mental health services and certainly in cooperation with the existing
mental health centers we have already established over the country.
‘We now have how many ¢ =

Dr. Harr. There are over 500 that are funded and close to 400 that
are operating. , : .
~ Mr. Rocers. That {ﬁves you a great resource to begin on.

1 thank you so much for your testimony.

Mr. Nelsen. : :

Mr. NeLseN. I was interested in one of your statements. I was inter-
ested in all of them, in fact, but I want clarification on the QEO -
operation. As T recall from debates on the floor, it seems that the OEO
activities just sort of float around and spring up here and there, are
not under any supervision and are not required to meet the same
standards of delivery that we require of others. :

I wonder if you have any comment. ~

Dr. Hagrr. Yes. This has been a problem because there is no control,
the OEO money bypassed all of the planning agencies directly into
this neighborhood health center I was talking about. My negotiations
essentially depended on the good will of the agministrator and director
of the center, and myself. There were no levers of any kind there. It still -
is very much of a problem. e

Mental health services in these centers will depend on whether I
can get them to buy it. Just plain selling. ' ,

Mr. Nesen. Thank you. '

Mr. Rocers. Dr. Roy. !
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S o - Mr. RbY. I have no question. I thank you for your testimony.

I will state that T feel very much as the chairman feels with regard
. to the mental health services and the use of community mental health
centers that are now established.

" Mr. RogErs. Mr. Hastings.

Mr. Hastings. Thank you. )

: I am glad to welcome you here with your testimony. I have no
~ questions, - : o i

As Dr. Roy stated, we are interested in the chairman’s wishes that
~mental health centers be included. Certainly we will take a careful

el ~ look at it.

‘Mr. Rogers. Thank you so much for your presence here. It has been

o most helpful.

Dr. Hart. Thank you, Mr. Chairman. .

-~ Mr. Rocers. I am very pleased to have as our next witness a repre-
- .entative of the American Nurses’ Association, who is a health expert

- from my own area. I particularly welcome Mrs. Mabel J ohansson, as
~+well as Miss Constance Holleran. I am very pleased to have you here.

. Iamdelighted you have been selected to offer the testimony.

- STATEMENT OF MABEL S. JOHANSSON IN BEHALF OF AMERICAN
.~ NURSES’ ASSOCIATION; ACCOMPANIED BY CONSTANCE HOL-
'LERAN, DIRECTOR, GOVERNMENT RELATIONS DEPARTMENT,

- ANA

 Mrs. Joransson. Thank you, Mr. Chairman. I bring you greetings
- 1rom the home city.

- Mr. RocErs. Thank you. : ,
__Mrs. JomanssoN. Mr. Chairman, I am Mabel S. Johansson, director,
- Nursing Division, Palm Beach County Health Department, West Palm

~ Beach, Fla. I am accompanied by Constance Holleran, director, Gov-

- ernment, Relations Department, American Nurses’ Association.
- .. The American Nurses’ Association, the professional organization of
_ registered nurses in the United States, is committed to the position that
~ health care is a basic right of all people. It further believes that health

. vare should be comprehensive, offering preventive, health mainte-

k,\‘",:;najr;ce', diagnostic and treatment, restorative and protective services
. through an integrated delivery system.

* With few exceptions, notably the prepaid group practice plans,

£ the system for delivering and financing health care through health

_insurance, whether provided under public or private mechanisms,

'has fostered the use of the most expensive facilities and providers.

Little emphasis has been placed on the use of ambulatory services—

o  clinics, outpatient departments, home care, the neighborhood health
. center. Preventive and restorative services have been largely ignored.

~ hea

It is our conviction that, although vitally important” additionl

e .OMIl’hﬁsis on public and private financing alone will not guarantee that
th care is accessible to all. What is needed is the development of in-

e - tegrated systems to deliver quality comprehensive health care services
 which are accessible and acceptable to people of all income levels and

_inall geographic areas of the country. ;_
" The health maintenance organization is one approach for struc-

turing the delivery of comprehensive health care into such an orga-
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* nized system. The legislation you are considering would encourage this
development, and we support its intent. s ;

" There is widespread criticism of the present delivery system. We
_ pelieve that integrated systems for delivery of health care services
should be developed through areawide health planning mechanisms
in which consumers are involved. These planning groups must have
authority to do the planning. T

For this reason, we believe that there should be some provision in
the legislation, such as that in H.R. 11728, which states that the HMO
should be “organized to assure members a meaningful pphcymakmg
role . . .” In inaugurating a new prograi, sound planning by those
most familiar with local resources and needs is essential. Without
input from the individuals who will require health services, there
could be dangers of public resistance. A selling job will have to be
done to convince people that care received through a health mainte-
nance organization is of high quality, readily available, and less costly.
Consumers who have participated in planning for change would be the
best salesmen. One of the biggest blocks to joining, other than financial,
is likely to be the idea of not having one doctor as a contact point.
There should be ways of working this out. .

As the delivery system evolves there should be continuing oppor-
tunity for consumers to evaluate its effectiveness in meeting their needs.
Further, any corporate structure, arrived at through the glanning
process, for coordinating and delivering health care shoul have a
board composed of consumers and providers. It should not be domi-
nated by any one institution or agency or any one group of professional
practitioners.

We support the concept of the health maintenance organization
assuming the responsibility for providing comprehensive health serv-
ices, directly or indirectly, to its clients. H.R. 11728 does include,
among other services, those of clinics, outpatient departments, home

health services, and extended care facilities. While 1t may be neces-

sary in many locales for the organization to provide all the services
directly, where institutions—hospitals and extended care facilities,
home health agencies, and other professional services—are well de-
veloped, contractual arrangements could be made in order to avoid
duplication, fragmentation, and competition for scarce health person-
nel. The important issues are coordination and continuity. ‘
If medical schools operate HMO’s, as has been suggested by some,
there should be safeguards to assure that the purpose of the HMO
service to people does not become secondary to the educational purpose
of the medical school. We would recommend that schools of the
health sciences, rather than medical schools exclusively, establish
HMO’s to insure interdisciplinary planning and participation in de-
livery of health care. All health professionals should have opportunity
for learning experiences under expert guidance and supervision in
whatever structured delivery system is decided upon. Such experience
could bring about a more rapid acceptance of the need for a better
utilization of the many health professionals, many of whom are now
underutilized. ' :
Whatever programs in health maintenance are developed, we believe
they should be under public or nonprofit auspices, as provided in HL.R.
11798. Profitmaking in the health field is not in the best interest of the



e Merican péoﬁle already -cqnéérned about the ever-increasing costs of

~health care and who are suspicious of profiteering in the health field.

. We are aware that adequate health care services are lackin in many
.rural and inner-city areas, The thrust of both H.R.11728 and H.R. 5615
- is'to establish health maintenance organizations in medically under-
- served areas. We agreed that a major effort must be made to reach out
- to those who have been denied health care for economic, 80013:1 geo-
graphic reasons. We would hope that this would not result in and

: perpetuate a separate system for the poor and underprivileged. For

" and in which services of high quality wou

too long they have been isolated from quality services, We favor a one

class system in which all sectors of the population would be covered
1% lge available to all. -

In rural areas, during planning for an HMO, there will have to be

_consideration of incentives to attract health professionals to the area.
Financial incentives—loan forgiveness, grants, higher compensation—
can have some impact in attracting health manpower to areas of

- Scarce supply. Health workers, like other people, have _professional,

~intellectual, and social needs. Salary differentials, realistic continuing

education programs, sabbaticals, and opportunity for consultation
with peers should be provided as a means for encouraging redeploy-

- ment of health professionals. There should be less problem in extend-
_ ing health care services into ghetto areas if proper planning is re-
- 'quired as a condition for receiving funds and if the HMO is required
- to serve a cross section of the population—the affluent, the middle-
income group, and the poor. However, it may be necessary to develop

~an. HMO for a homogeneous population because of certain demo-

- graphic characteristics. ‘ ’

The matter of communication in rural areas is already being dealt
with through use of closed circuit television, radio, and telephone.
Transportation for those in need of sophisticated and intensive care
in a large center can be provided by helicopter, air ambulance, mobile :

_coronary care, and accident care units. Satellite health centers, with

 affiliation to an urban health center, can be staffed by qualified health

. professionals other than physicians, but with adequate provision for

* communication, consultation, and transportation to and from urban

+centers.

_ Certainly in some rural areas, a sparse population could not finan-
cially support the full range of professional services required for com-
. prehensive health care, but there should be the requirement and the
- Opportunity to secure professional services in and out of a major
‘health center. ; :
The Palm Beach County Health Department is the provider of
health care services to a defined population of the medically indigent
numbering in the thousands. We do not have the formalized organiza-
“tion of a health maintenance organization, but we do have most of the
o com}oonenys of an HMO, including a formalized arrangement with
local hospitals. Presently we are in the planning stages of developing
- & more structured organization which will include g preexisting con-
sumer advisory board.
- Nursing is ‘an integrated service functioning in all areas of the
health care service. Examples of nurses who are practicing in various
areas of health care are :
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First; the pediatric nurse associates, working in a team relation-
ship, are providing health care to a large pediatric population. The
- service is available 24 hours a day, 7 days a week. The nurse is responsi-
ble for all continuing well-child supervision and for diagnosis and
treatment of minor illnesses. The children are healthy and the mothers
are satisfied. ; 2
T would like to add that this service has not been misused. Contrary
to many statements that have been made that if you provide a free
service to people, they misuse it—they have not. i
- 2. The nurse is a member of the mental health outreach team of t.;he‘
comprehensive mental health center, and functions as a cotherapist.

Many patients are seen on & continuing basis only by the nurse. ;
Since this has been instituted there are no waiting lists at the com-
~ prehensive mental health center and more people are being seen sooner
and emergencies can be seen on the same day. :
3. Nurse midwives are providing continuing supervision of the
prenatal patients. The patients like the “purse-doctor” and relate
- well to her. :
4. Nurses in health centers and outreach trailers are providin
~ primary health care service to people, including both diagnosis an
treatment and preventive services. ,
In the delivery of health care more recognition should be given to
this primary care role of the nurse. Nurses have been engaged in
roviding preventive services and in promoting good health practices
in communities, schools, industry, the home and in neighborhood
‘health centers, but this role has had less recognition than the role
played in crisis-related situations in hospitals. Increasingly they are
assuming a primary care role, especially in pediatrics, In maternity -
care and in the mental health field. We submit that increased in-
volvement by nurses in primary care can result in helping people enter
the health care system at a pont early enough so that medical science
can be of help to them. T think of the nurse as being a patient advocate.
__Primary care can be described as being health oriented rather than
{llness oriented. More and more oducation for nursing practice con-
centrates on maintenance of health and prevention of illness. Tradi-
tionally, education for medical practice has focused on pathology and
the treatment of disease. These are complementary roles and appro-
priate to achieving the overall societal goals of keeping people well
and curing the ill. :
‘We see the nurse expanding her practice in the area of health care in
a number of ways: assuming responsibility for monitoring the growth
‘and development of children, providing care throughout normal
pregnancies, counseling regarding physical and mental health, and
sereening and treating minor illnesses, following guidelines established
collaboratively by physicians and nurses. One health maihtenance
orgamzatlon——Harvard Community Health Plan, Boston, Mass.—
reports that of 4,500 visits made to its center, 65 percent were related to
- upper respiratory problems, minor trauma, muscle pain and need for
psychological support. Their experience indicates that 70 percent of
these incidents can be handled by the nurse alone without sacrificing
quality care and with full patient acceptance and approval. :
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... For individuals. with chronic illness, guidance and supervision is
~ essential to maintain a degree of health so they can remain at home. .
- We are pleased to see that H.R. 11728 includes home health services
within the comprehensive health services provision. The nurse is the

s ‘appropriate health professional to provide these services. A striking

* practitioners in several of its northern California, me

~ scope and an otoscope. They make the ju

~~ example of this type of nursing care and what can be accomplished is
~ thecase of an 18-year-old diabetic who in an 8-year period was hos-
pitalized 124 times. Later, under nursing supervision, she had no
s Eospitaliza.tion overa7-month period. - s :
- - The Permanente Medical Group teaches and employs pediatric nurse
d}i,ca.l centers. They
~ perform primary child health care. This includes taking ‘histories,
~ making a complete physical examination, using basic skills of inspec-
~ tion, palpation, percussion and asuculation with the aid of the stetho- -
; dgment whether the child is
-~ well or ill and refer the child to a pediatrician or other specialist as
needed. They also manage minor illnesses, look for variations on
- growth patterns and essentials of child nutrition, order immunizations
- as needed, and perform developmental screening tests at specific ages.
- The work of a pediatric nurse practitioner relieves the pediatrician

' from many demands, freeing him to devote more time to serious

illnesses of children. . £
- Mr. Chairman, we believe that preparation and utilization of the
~ nurse practitioner in a primary care role is one important way to
- extend health services and to use health manpower more effectively.s
~ We hope that the committee will give serious consideration to this -

p _potential as they continue deliberation of HMO legislation.

: - Optimal utilization of the nurses’ skills and expansion of her func-

. tionsecan have a very positive influence on health care. This is also true
- of other workers in the health field. We have reached the point in our

_ history where no single profession can meet all the needs for health
- services of all people in this country. B
~_ Attached is a statement of the definition of the term “Nurse

e Practitioner” developed by the Congress on Nursing Practice of the
- American Nurses’ Association. I respectfully request that it be included
* inthe record of these hearings. : '

. . We would also like to include in the record a statement on the

iy .,F?_)ntijer Nursing Service, which describes the nurse practitioner in
- action. ‘ ‘

Mr. Roeers. Without objection, it will be made part of the'record.

o - Mrs. JoHANSSON. Thank you.

-~ H.R. 11728 proposes that a National Advisory Council on Health

- Maintenance Organizations be established within the Public Health
- Service, to advise and assist the Secretary in the development of
- policy and preﬁaratlon of regulations relating to HMO’s. The Coun-
- cil will also make recommendations with respect to approval of grants,
~loans, and loans guarantees. The American Nurses’ Association recom-
- mends that the composition of the Council be multidisciplinary, and

:  that the membership include at least one representative of the major
- health professions. '

© 14“Pediatric Nurse Practitioner 2in a Large Group Practice,” by Marie Feldman, Kaiser

S Pprmanente Rej.orter, Feb. 11,1972,
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Thank you for this opportunity to present the associations’ views
on the matter of Health Maintenance Organizations. ’ s
Definition of the term “Nurse Practitioner,” and “The Frontier -

Nursing Service,” referred to follow :)
‘DEFINITION OF THE TErRM ‘‘NURSE PRACTITIONER”

‘A’ purse practitioner is'a licensed professional nurse who provides direct care to’
individuals, families and other groups in a variety of settings including homes,
institutions, offices, industry, schools and other community agencies. The service
provided by the nurse practitioner‘is aimed at the delivery of primary, ‘acute or
chronic care which focuses on the achievement, maintenance or restoration of
optimal functions in the population. The nurse practitioner engages in independ-
ent decision making about the nursing care needs of clients and collaborates 3
with other health professionals, such as physicians, social workers and
nutritionists, in making decision about other health care needs. The nurse
practitioner plans and institutes health care programs as 2a member of the
health care team.

The acquisiton of knowledge in depth and competence in skill performance in .
‘a particular field of practice enables this practitioner to:

1. Assess the physical and psychosocial health-illness status of individuals
and families by health developmental history taking and physical examinations.

2. Evaluate and interpret data in order to plan and execute appropriate
nursing intervention,

3. Engage in decision making and implementation of therapeutic actions
cooperatively with other members of the health care team.

The practitioner institutes and porvides health care to patients within es-
tablished regimes such as supervising and managing normal pregnancy and
delivery, pediatric health supervision and diagnostic sereening. The nurse practi-
tioner provides counseling, health teaching and support to individiuals and -
families. :

The nurse practitioner is directly accountable and responsible to the recipient

for the quality of care rendered.

THE FRONTIER NURSING SERVICE

One example of a successful health care program developed for a rural area
is the Frontier Nursing Service in Leslie County, Kentucky. It was the lack of
health care in rural areas that led to establishment of the service which began
47 years ago as an experiment in the use of nurse midwives. With additional -
t;'aining in the care of common health problems and with medical backup, services
were extended to the entire family. %
At the center of the FNS now is the family nurse. The system for delivery of
care is built around the residential nursing clinic which is readily accessible
and makes possible the development of a program unique to the area. All families
served by the nurse live within an hour’s travel time, and the average population
served is 200-250 families or 900-1000 individuals.
~ The majority of illnesses dealt with are minor and can be identified and *
managed by the family nurse. Serious illnesses can be recognized by these nurses
and referred to the physician. Nurses also screen and direct their patients to
appropriate health and social agencies. There are six nursing outposts located
within an hour’s travel of a hospital and health center at Hyden, Kentucky. It
has more extensive diagnostic and treatment facilities and a resident physician
is available at all times. Hyden clinic is conducted similarily to the nursing
outposts ‘with nurses screening all patients and doing preliminary health
histories and so on. i
Specialty clinics are conducted periodically. Clinics are conducted periodically
‘by speialists from university or other medical centers. For example, a surgical
team from the University of Cincinnati conducts ear, nose and throat clinics
twice a year, and they perform such surgery as to sillectomies. This arrangement
n.lakes it possible to provide such gervices to isolated families without prohijbi-
- tive costs. B
Many patients needing gpecialty services are transported to a regional hos-
pital or medical center. Regional mental health services and other state facilities
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 also are used, Thus there is no need for costly equipment or for maintaining’
i full-time specialists on the staff,

~ The community (the consumer) has been very much involved in the plan-
“ning and maintenance of the service since it was established. It was developed

ol on the basis of stated needs of the people, and no nursing outpost is built with- -

.ot their request.

‘ éomfinon_) since the FNS instituted a program in birth_ control education.

~ Mr. Rogers. Thank you so much, Mrs. Johansson, for a very excet-
lent statement, and Miss Holleran for her presence and support here.
- I think it is true that Palm Beach County does have one of the most
outstanding health departments in the Nation, and many of the in-
novative programs have actually been experimented with in Palm

- Beach County. So I commend you for the work you have done, par-

~ ticularly in the migrant area. Tt has been most rewarding. ‘

o Mr. Kyros. No questions, Mr. Chairman.

- I wish to thank Mrs. Johansson for an excellent and comprehensive
- statement, particularly in regard to our passing the Nurses Training
~“Act. Those hearings are important in seeing what the role of the nurse
- 18, and T think this makes consideration of HMO’s more relevant.
- Thank you.
Mr. Roaers. Mr. Nelsen.
- Mr. NerseN. Thank you, Mr. Chairman. 5
. I want to join with my colleagues in expressing a thank you. My
~ only daughter is a registered nurse, so I am a little bit partial to any
observations that the nurses make. ,
I want to also comment that that radiant smile of yours would
- cure almost any person. Thank You very much.
Mzr. Roceers. Thank you so much. We may be in touch with you as

P the legislation is considered for additional advice.

- Mrs. Jomansson. Thank you.
. Mr. Rocers. Our next witness is Miss Jane B. Keeler, president of
* the Council of Home Health Agencies and Community Health, Na-
‘tional League of N ursing. :
Ibelieve you will be accompanied by others ?

"Y'S‘T,ATEMENT OF JANE D. KELLER, PRESIDENT, COUNCIL OF HOME
HEALTH AGENCIES AND COMMUNITY HEALTH SERVICES, NA-

- TIONAL LEAGUE FOR NURSING; ACCOMPANIED BY MRS. LEAH
~ HOENIG, EXECUTIVE DIRECTOR

Miss KreLer., Mrs. Leah Hoenig, director of our council.
~ Mr. Roaers. We will make your statement a part of the record,
~without objection. It you will highlight it for us it will be helpful.
 Miss Kuerer. Mr. ‘Chairman and members of the committee. My
- name is Jane D. Keeler and T am the director of Visiting Nurse As-
sociation of New Haven, Conn., an accredited community health

. service. I am also the president of the Council of Home Health Agen-




cies and Community Health Services of the ‘National League for
Nursing and it is in that capacity that I appear before you today.

The council is the national spokesman for over 1,400 official and volun- .~~~ -
tary home health and community health agencies throughout the -

" country and includes in its membership the majority of the large com-
munity health agencies. These agencies utilize the services of nurses,

physical therapists, occupational therapists, physicians, social work-

ers, nutritionists, home health aides, and speech and hearing therapists. e
T am accompanied by Mrs. Leah Hoenig, the executive director of the .

council. i ;
Tt is important to my presentation that the committee understand .
the context within which I speak. Because of their professions prior to
election to the Congress, Congressmen Roy and é)
the members who have the most. intimate knowledge of the role and
contribution of the home health agency. I may be.in error but in all
probability the closest association other members of this committee
have had with home health care agencies is through a tax contribu-
tion to your public health agency or through your favorable response
to an appeal to support your local visiting nurse service. What we do
is provide health care services outside the walls of hospitals and other
health care institutions such as within a patient’s home, in schools, in
ambulatory health care centers and in other community settings such
as senior citizen centers and neighborhood health centers. I am at-
taching a list of those agencies for whom we speak in the congressional
districts represented on this subcommittee. SRt ~
Perhaps if I tell you a little bit about the agency I direct it will
be illustrative. The Visiting Nurse Association of New Haven has
been serving residents of New Haven since 1904. In the intervening
years we have assumed responsibility for the provision of home health

arter are probably ’

and other community health services in adjacent communities of Bast
Haven, West Haven and Milford, covering a total population of

approximately 270,000.

We are the certified home health agency iprov‘idihg home health
care under the medicare program. We also provide nursing and other -
therapeutic patient care services related to illness to all other age

groups and participate in the medicaid program in the State of Con- -
necticut. As a basic part of our program In relation to illness, the

rehabilitation needs of patients are always assessed and, through phys- :

ical therapists who are members of our staff as well as through nursing

rehabilitation activities, patients with rehabilitation needs receive

these services as well as other therapeutic care. e
In addition to care related to illness, members of our staff provide

health education and guidance services to women who are pregnant, -

to new mothers, to parents of infants and preschool children, and the

‘nursing component of the school health program in 63 public and - .

parochial schools in the city of New Haven. Health education activi-
ties are carried out in the home and in an extensive well-child clinie
program which provides basic, preventive health services to infants
and preschool children. In the city of New Haven between 4,500 and
5,000 children each year receive their preventive health care through
this clinic program. Our staff participates in the health service of
an extensive year-round Head Start program working with parents

and educators in these programs and in day care centers. We provide o
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 health education and counseling sessions at senior citizen centers and

centers in housing projects. In all of our interaction with the indi- b

viduals and families, staff members are constantly alert to health and

- social problems which indicate a need for assisting the family to
~plan to use other health and social resources, -

. The program we of the VNA of New Haven offer, which T ,j‘}ia,"»ve

described, is not unlike that offered by community home health agen-

. cies throughout this country. -

~ What I hope you will understand-is that “our a,gehciesffhavé been

~ concerned over the years with not only care related to illness, but

also with preventive health services, health education activities and

‘with assisting families make appropriate use of other health care

resources. : e
I would like for just a moment to give you a little depiction of

- the extent to which our services are distributed in the neighborhood

~ settings and areas within the geographic area we cover. You have
some coding here which indicates that in all of these dark green

- locations we have schools. The well-child clinics are the orange coding.

- The Head Start programs are the lighter green. We also provide care

~ in day care centers 1dentified by the lighter yellow. These services are
provided in these locations. In addition, our staff worked throughout

o the neighborhoods in providing health care services to patients and

their families in their own homes. I think the point particularly 1

would like to make with this is that we have been out there for a long
period of time and have developed, we feel, a way of working with

- families in their home settings that should be taken into consideration
~ as we think of the newer patterns of care, particularly those being
- suggested bv the HMO concept. C L
~~ We want to commend the sponsors of H.R. 11728 and of similar

legislation for what we believe to be a serious endeavor to deal in a

~ meaningful way with our Nation’s deficient health care system. We

implore you to give thorough and careful study to this proposal

- and to the suggestions that we make because we believe, the grievously

unfortunate mistakes of medicare and of medicaid and certain other .

: - : Federalgsup;iort programs must be avoided where the stimulus has

been to develop services which duplicate components of care which

: already exist within the community.

As we understand it, this legislation addresses the organization of

- health care services and does not concern itself with payment mecha- -
‘nisms for health care delivery. My comments shall be within the frame = -

~of reference.

e

~,As enunciated in H.R. 11728, an HMO would be 'requiréd to pro-

~~vide “comprehensive health services, directly or indirectly, through
- amedical group or groups and other health care delivery entities”—
~as stated on page 3, lines 8-10. The term comprehensive, is defined

beginning at line 18 of page 6,

The term  “comprehensive health ‘services” means (A) physician services

 (including consultant and referral services) ; - (B) inpatient and outpatient

.~ hospital services; (C) extended .care facility services; (D) home health serv-

. ices; (E) diagnostic laboratory and diagnostic and therapeutic radiologic serv-
~_ices; (F) rehabilitatien services (including physical therapy) ; (G) preventive
- health services; (H) ‘emergency health services; (I) out-of-area emergency

_ health services; and (J) such other personal health services as the Secretary
‘may determine are necessary to insure the protection, maintenance, and sup-'

port of human health.
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(G?f t}he (1;) categories, I wish to comment specifically on (D), (),
, Al : '
In relatioZl to item (D), we urge this committee to assure that all
péssible emphasis be placed upon the proper and appropriate utiliza-
tion of home health services. The percentage of persons who prefer
an institutional setting, be it hospital, extended care facility, nursing
home or another to his or her own home is miniscule.

I think this has been well demonstrated. We have testified to this
fact and others certainly support this concept. :

Psychological trauma is not an inconsiderable element adyersely
affecting the health status of the individual. The cost of care pro-
vided in a home environment is markedly less than that required

in a hospital stay or in an extended care facility. As defined in H.R.
11728, section 1011 F, which encourages and actively provides for
its members (i) health education services and (i) education in the
appropriate use of health services,” and 1101 (QL(F) ,and 1101 (2) (F):
rehabilitation services, and (G) preventive health services are SO
inextricably entwined that we are unable to treat these elements
separately. :

However, once again I would say they are all concepts of patient
and family care for which our services have been long noted, been
concerned with and have attempted to provide.

Nursing and related services as practiced and provided in home
health and community health service agencies are quite different from
their counterparts in inpatient care nstitutions. Individuals when
hospitalized are usually undergoing an acute episode of illness,
whereas patients cared for in their own homes may be recovering from
an acute episode or suffering from a short or long term illness. The
care provided in the home includes consideration and attention to the
health status of not only the patient but his family. Such care encom-
passes teaching of desirable health practices, interpretation of the
appropriate use of health care resources, early identification of health
problems of family members, and referral for medical assessment and
care. Rehabilitation is an essential component of care provided to
individuals and families by health workers in home health and com-
munity health agencies. . : :

We who are involved in the provision of health care services to
people outside of institutions, have always believed that the health
status of our citizenry will not be improved until the system has
shifted its focus from acute episodic care to health services in which
the preventive components are strong. :

We are gratified to note the specific inclusion of preventive health
services in FL.R. 11728 as a requirement and we urge again that there
be a prohibition against establishment of an HMO duplicating home
service where such service already exists. We also urge that NLN-
'APHA accreditation for community home health services be among
the required standards.

Our comment relative to discretionary power of the Secretary as
stated in item (J), page 7, is one of caution. We realize that it is not
unusual to provide rather wide discretionary powers to.the Secretary,
HEW, in legislation of this kind. We hope, however, that this com-
mittee will observe closely the implementation of this program. There
are approximately 20 references in H.R. 11728 to the fact that the iy
Secretary by regulation shall do one thing or another. I am sure you

81-185 O - 172 -pt.3 -9
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realize that under the powers of the Secretary, HEW to delegate re-
sponsibility, we are discussing some 115,000 to 120,000 employees and,
despite the Secretary’s personal commitment he must depend upon
his staff. It has been our experience in the past that HEW staff nmay
at times not be the most experienced, or knowledgeable in certain
-areas of health care. :

For example, it might be interesting to know how many HMO, or
for that matter, how many group healt practice experts, persons who
have experience in these programs, not those who have read the litera-
ture, are on the HSMHA, HMO staff. It is because of less than satis-
factory experiences particularly under the medicare and medicaid pro-
gram to which I referred earlier that we so strongly urge a significant
policy role for the National Advisory Council on Health Maintenance
Organizations. In addition, representation in appropriate number and
experience in the operation of home health agencies should be required

- on the advisory couneil. ‘

Health maintenance organizations are intended to affect the meth-
ods for delivery of health care. As I noted earlier, the proposal is nei-
ther a funding program nor will it to any appreciable degree increase
the health manpower which provides services. It is es ecially impor-
tant therefore that this legislation will make it clear tlll)at the services
of existing community agencies should be utilized.

We appreciate this opportunity to present our views on this im-
portant legislation. e '

(The list of agencies referred to follow :)

HoME HEALTH AGENCIES IN THE DisTrICTS REPRESENTED BY MEMBERS OF THE
PusLic HEALTH AND ENVIRONMENT SUBCOMMITTEE

 Congressman .Paul Rogers of Florida : Palm Beach Health Department,
Nursing Division, and Visiting Nurse Association of Palm Beach County.

Congressman David E. Satterfield III of Virginia : Bureau of Public Health
Nursing, State Department of Health, and Institution Visiting Nurse Association.
. Congressman Peter N. Kyros of Maine: Portland Visiting Nurse Association
and City of Portland Health Department.

Congressman Richardson Preyer of North Carolina: Guilford County Health
Department. :

Congressman James Symington of Missouri: St. Louis County Health Depart-
ment. :

Congressman William Roy of Kansas: Public Health Nursing Service, Division
of Medical Health Service and Topeka-Shawnee County Health Department.

Congressman Ancher Nelsen of Minnesota : Bloomington Health Department
and Immanuel Hospital Home Care Service.

Congressman Tim Lee Carter of Kentucky : Clay County Health Department,
and Owsley Lee Jackson and Clay County Health Department. :

Congressman James F' Hastings of New York: Visiting Nurse Association in
Jamestown. .

Congressman John G. Schmitz of California : Visiting Nurse Association of
Orange County in Tustin. : :

Miss Keerer. T would like to add one additional comment out of our
personal experience in New Haven. At the present moment within the
city of New Haven proper we have a nei hborhood health center
which was funded, has been funded over the last 3 years, through chil-
dren’s bureau and M&IC funds, and now has 314 (e) grant money.

Within that same neighborhood, despite the efforts of the neighbor-
hood health center, the degree of health need in that area is so extensive
that our agency still is carrying out well-child clinic care. We are
still providing all of the home health care services to medicaid and
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medicare recipients. We also now have developing a new group pre-
paid mechanism operating in the area of New Haven with an expecta-
tion they will have an enrollment of an approximately 30,000. They
have gotten up to about 5,000 in their enrollment so far.

I worked very closely with this group. 1 serve on the board of direc-
tors. I have to tell you I am having extreme difficulty in helping them
to understand that it might be more appropriate for them to consider
utilizing our services when we get out into the home health services
than their planning to orient their staff, staff up and send their people
out through this total geographic area. .

Mr. Rocess. In other words, they would do that on a contract basis

Miss KeeLeg. This is what T have been trying to work out with them.
And that is why I strongly urge with respect to FLR. 11728 that
existing quality services should not be duplicated.

Mr. Roaegrs. Thank you so much, Miss Keeler and Mrs. Hoenig. You
have been most helpful to the committee. Your opinions are well taken
and they will be considered.

Mr. Kyros.

Mr. Kyros. No questions, but I want to ¢ommend the testimony of
the witness. We have all had experience with the visiting home nurses
when we were young. I am very pleased to hear your testimony.

Miss KerLer. Thank you.

Mr. Rocers. Mr. Nelsen.

Mr. Nursen. No questions, thank you. .

Mr. Rogers. We are grateful for your presence and your helpful
comments. il

Miss KeeLer. Thank you. s

Mr. Rogers. Our last witness is Dr. Robert V. Sager, a member of
the board of directors of the Physicians Forum, Inc., in New York.

Dr. Sager, the committee welcomes you. We appreciate your
presence.

STATEMENT OF DR. ROBERT V. SAGER, MEMBER, BOARD OF
DIRECTORS, PHYSICIANS FORUM, INC.

Dr. Sacer. We appreciate this opportunity to appear before the
House Subcommittee on Public Health and Environment. My com-
ments, today, will be primarily directed at the Nixon administration
HMO proposals. :

My name is Robert V. Sager, M.D. I am a member of the board of
directors of the Physicians Forum on whose behalf I am testifyin,
today. I am also chairman of the forum’s Committee on Healtﬁ
Maintenance Organizations. I am a specialist in internal medicine and
have practiced over the past 43 years, initially in private practice.
Since returning from World War II, I have been involved in group
practice and was one of the founding members of one of the health
Insurance Plan of Greater New York’s first medical groups, and sub-
sequently, I became an associate director of HIP. Since my retirement ‘
from HIP, I have spent some of my time working for the Northeast .
Neighborhood Comprehensive Health Center (NENA), a community-
controlled comprehensive health care center located in New York’s
lower east side.

The Physicians Forum is a national organization of physicians
which has, for more than 30 years, supported every major proposal for
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a strong and comprehensive national health insurance system. We
supported the Wagner-Murray-Dingell bill in the late 1940’s; the
Forand bill in the 1950’s; and we were the first physician organiza-
tion to come out in favor of the King-Anderson bill, which, as you
- know, formed the basis of the medicare portion of Public Law 89-97
passed in 1965. Since that time, the forum has repeatedly called for the
extension and improvement of national health insurance in the United
States as part of a restructuring of our national health care system.

It is the forum’s position that the purpose of a national healith in-
surance program is not simply to pay the Nation’s medical bills but
rather to reform its anachronistic, fragmented, often dehumanizing,
and therefore relatively ineffective medical care system. I would like
to insert into the record, at this time, the Physicians Forum statement,
on a national health system which more fully explains our position, as
well as the complete statement on the Nixon administration health
maintenance organization proposal. The principles upon which this
HMO statement is based can be applied to other HMO bills before
this committee.

I would like to say that our remarks are directed mainly toward

-R. 5615. But T would like to make a few remarks about H.R. 11728,
a bill introduced by Representative Roy, yourself, and others.

Although we do feel that the bill has weaknesses which should be
corrected, I shall restrict myself, at this time, to pointing out a few
areas of superiority in it as compared to the administration proposals.
Dr. Roy’s bill mandates that an HMO provide additional health serv-
ices making a package that is more nearly comprehensive; the HMO
must be a nonprofit organization in order to receive Federal support;
consumers be given a meaningful policymaking role; also, education
of consumers in appropriate use of health services must be provided,

“and the medical groups are required to provide regular opportunities
for continuing education of their personnel.

There are additional provisions for special project grants for con-
sumer and provider education. The bill is also stronger in its provi-
sions for public accountability and for quality assurance and evalua-
tion (although it does not approach Senator Kennedy’s HMOQ bill,
S. 3327, with respect to the latter point).

Mr. Roaegs. I believe they set up a separate organization.

Dr. Sacer. A separate organization which is separately funded and
unconnected I believe with HEW. It certainly has the aspects of a
commission, :

Mr. Rocers. I was wondering if they would have enough personnel
to do adequate checking. Do you think they would ¢ How many would
you have to hire to do that ? : :

Dr. Sager. It would be an immense organization if the HMOQ’s
really got going. :

Mr. Roaers. Do you think that would be a practical approach at
this date ? ¢

~ Dr. Sacer. Not right now. It could be pari passu to the development

- .of the HMO’s.

After analysis of the administration-sponsored Health Maintenance -
Organization assistance bill—FL.R. 5615—and the related National
- Health Insurance Partnership proposals—H.R. 7741—the physicians

~ forum finds them unacceptable. To use the words of ‘the forum’s
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statement of December 1971, on current national health insurance
proposals, the administration legislative package, in spite of the ref-
erence to health maintenance organization, “is inadequate for the sup-
port of the nonprofit, salaried, prepaid, group-practice medicine which
is needed in the United States.” Furthermore, the forum considers the
use of the terms “health maintenance organization (HMO)” and “com-
prehensive health services” in the context of these bills misleading and
demogogic. :

The forum’s principles for a national health system provided the
framework for the present analysis. To understand the proposed
HMO system of medical care delivery, not only were the bills men-
tioned ‘above considered, but also statements by officials of the De--
partment of Health, Education, and Welfare, and the actual imple-
mentation of HMO planning proposals which was begun, with the
specific legislation still to be enacted, by the diversion of funds ap-
propriated for other purposes.

‘The pertinent Forum principles may be stated as follows:

1. Adequate distribution of facilities and personnel in kind and
nun&ber so that patient care services are based on demonstrated health
needs; '

2. Creation of local and regional community-controlled health
boards with responsibility for the provision of all personal and en-
vironmental health facilities and services;

3. Practice by personal physicians and other health workers on a
salaried basis in groups which are based in neighborhood health
centers; '

4. Peer and consumer review of quality of care provided and con-
tinuing education for health workers of all types;

5. Obligatory service for physicians, nurses, and other health work-
ers—who should not have to pay personally for their training—in
rural and poverty areas of medical need—for a specified period of time,
of course. - '

6. Payment for all personal health care through an equitably fi-
nanced national health care fund, to be a mandated trust fund so
constituted as to remove it effectively from dependence on annual
appropriations by Congress; and

’?. Establishment of a National Department of Health with full
Cabinet rank. ,

The aforementioned principles indicate that the Physicians Forum
is in favor of a unified and complete system of health services.

The Nixon-HMO Insurance System is fragmented and pluarlistic
throughout : the system is broken up among a variety of bills; some
of the MO types have built-in fragmentation of health care; eligibil-
ity under the msurance plan is a loopholed and patchwork affair;
medical care is not offered to all the people; what is offered retains all
the features of our present multiclass system, including, as I note fur-
ther on, a means test, especially under the insurance bill. Continuity of
care is Tavored but there is no effective mechanism for assuring it. The
HMO plan, in itself, is not economically viable. Since loans and grants
to assist with operational costs would be limited to 8 years, HMO’s in
currently undeserved areas could hardly become financially self-suffi- -
cient. It is indeed questionable whether an effective and satisfactory
chain of HMO’s providing first-class medical care could be founded at
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all without the concurrent establishment of an equitable, truly national
financing mechanism. : ; , :

Comprehensive services are not mandated and social services are
completely omitted (except, it appears, in relation to enforcement
of means tests under the insurance bill). Continuity of care is favored

_ but there is no effective mechanism for assuring it. S

The emphasis of the HMO plan is more on cost saving than on im-
proved services, which it also appears to favor. The emphasis on cost
cutting and competition invites an invasion of for-profit HMO’s and
encourages nonprofit private HMO’s to increase the difference between
payments for care (income) and cost of delivery, since net income be-
comes inversely related to the number of services rendered and there is
no mechanism for assuring that a significant amount of the increased
income be used for more or better services. In fact, without provisions
for adequately monitoring the quality of care and for educating the
consumers on what they %ave a right to expect and giving them a
meaningful role in policymaking and surveillance of care, this short-
changing of the recipient of care is inevitable,

We must emphasize that an HMO is not necessarily a group. In dis-
cussing. HMO’s government officials are fond ofy name-dropping
“Kaiser-Permanente” and similar successfull roup-practice organiza-
tions and lauding their virtues to suggest a relationship, but reference
to the HL.R. 5615 HMO definition reveals that all an HMO is required
to do is arrange for services. While pluralism may be a valuable
characteristic, in this case it is blown up to monstrous proportions. An
HMO may be public at any level, Federal, State, local, regional ;
nonprofit private, including consumer and neighborhood sponsored
groups; medical society foundations which are associations of solo
physicians and not groups at all; and Blue Shield and Blue Cross in-
surance associations; and, finally, profitmaking private organizations
under variety of sponsorships, singly or in consortiums; commercial
insurance companies, electronic and industrial firms, drug houses,
banks, management companies, and so on. ,

Physicians in these organizations may be full time or part time, paid -
by salary, partnership s%xare or fee for service. The HMO may. give
most of the health services directly or contract out for them ; they may
operate from an institution, an ambulatory health center, a neighbor-
hood health center, a number of scattered centers or, from solo private
offices. A glance at the first planning grants to HMO’s indicates that
almost all of these varieties are at present in gestation and may eventu-
ally come to fruition. ;

The above list makes it clear that there will be several types of
HMO?’s that are not groups; that the unfortunate market effects of
fee for service, demonstrated by the medicare experience, will be re-
peated ; that not all HMO’s will be neighborhood centered and that in
some kinds of HMO’s care may be delivered through personal physi-
cians and in others there is little likelihood of this. :

Community boards are not provided for even in an advisory capac-
ity ; neither are grievance procedures. The only way consumers could
conceivably affect quality would be by exercising their market power
by mass withdrawals from the HMO; the administration seems to
believe it can rely on market relations to bring forth and preserve the
best. .
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As for providing patient care services sufficient to meet demonstrated
needs, failure is written into the bill. Not only are the mandatory serv-
ices not comprehensive—dental care, mental health services including
psychiatric care, and drugs, among others, need not be offered—but
 the quantity of services can be limited by the size of the prepayment
- package purchased by or for the individual. Furthermore, experience

rating is not interdicted, so that people most in need of care can be
priced out of the market. . :

The HMO bill, H.R. 5615, does contain provisions that encourage
the development of HMO’s in medically underserved areas, both urban
and rural. But without adequate financing provisions for continued
operation, the encouragement is meaningless. In addition, workable
incentives for recruiting and retaining the necessary manpower in such

“areas are lacking.

T know you are pressed for time.

1 thank you very much.

(Testimony resumes on p. 885.)

(The attachments to Dr. Sager’s prepared statement, follow :)
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Financing of Health Services

Our present method of payment for personal
health services precludes adequate health care
for the people of the United States and
supports the two classes of 'medical care
which currently exist. Prevention is not
encouraged. Too few incentives for better
care exist. Inefficient systems are supported
and rewarded.

We therefore propose:

® Establishment of a national health care
fund to pay for all personal health care,

®
st el e ational
including preventive, curati ve, and rehabil
itative services. Thjs is to be a mandated (
trust fund, so constituted as to remove it
effectively from annual appropriations by D Y lt h
Congress. It is to be financed by a pro- I 6 a

gressive incomé tax surcharge for health.

® Distribution from the trust fund of all
funds for personal health services to be
made to the regional and local community-
controlled health boards on a per capita
basis.

® Funding through general tax funds for
environmental health services, medical re-
search, health education and construction
of health facilities.

K Establishment of a national Department
of Health with. Cabinet Status, which
would be responsible for the administra-
tion of all health services, personal and
environmental. The Department of Health
Is to consult regularly on basic policies
with a National Health Board composed
of representatives from the regional com-
munity-controlled health boards.

System

Proposed by

/
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Tb e American bealth care system is fail-
ing. Medical careisa commodity to be bought
ratber than a right for all. The poor are ig-
nored or offered charity; care for other groups
is deteriorating. Pbysicians concentrate in af-
fluent neighborboods and bave largely aban-
doned rural and ghetto areas. Otber bealth
workers receive’ meager wages and scant re-
~spect. A fragmented institution-d ted
Y of care is ponsive to the
nity and is pervaded with racial, economic and
sex discrimination. The war machine is well
fed but public bealth, bospitals, medical
education and medical research are starved
relative to increasing needs. For the world’s
most affluent and
nation, our bealth indices are a disgrace.
The American people need and deserve a

A looicall d" A
S

society that guarantees the right. of all to.

bealth.

A
HEALTHY LIFE
FOR ALL

The physical and mental health of the Ameri-
can people is dependent on the social and
economic health of the nation. We recognize
that ultimately the health problems of our
country can be effectively attacked only with
a fundamental restructuring of our society
from ' the present private-profit, special-inter-
est oriented system to one which is structur-
ed primarily for the social welfare of all its
people.

We therefore propose:

e The eradication of racism from all phases
of American society. .

® A guaranteed income, set at a level high
enough to eliminate poverty.

o The abolition of hunger and malnutrition,
2 national disgrace in this most affluent
country.

o _The planned reconstruction and transfor-
mation of our decaying cities to provide
better housing which is intelligently de-
ployed in relation to educational, recrea-
tional, - transportation and employment
facilities.

e Opportunities for education and vocation-
al development, available to all, with ade- <
quate opportunity for advancement com-
mensurate with ability and achievement.




A
HEALTHFUL
ENVIRONMENT

The industrialization, mechanization and com-
mercialization- of our country have produced
hazards of grave concern to our health and
well-being. Among the by-products is. pol-
lution of our physical and social environ-
ments. The federal and local governments
have abdicated their responsibility ; corporate
interest has replaced the public welfare,

We therefore propose:

® Rigid enforcement of existing air-pollution
codes and establishment of new ones where
needed, with penalties of sufficient mag-
nitude to discourage chronic offenders.

* Crash research programs to produce non-
pollutant engines and other technological
innovations to reduce pollution.

® Immediate promulgation and strict en-
forcement of the highest safety standards
for the automobile industry and strict en-
forcement of laws aimed at the prevention
of highway accidents.

Establishment of plants capable of treat-

'ing and converting solid waste ~

® Strictcontrol of industrial wastes and haz-

ards with the cost borne by industry.

® Establishment of a national cons:.;mer code

with strong laws protec tiny the people by
insuring truth in advertising, packaging and
labeling of foods and drugs.

® Renunciation of nuclear, biological, chem-

ical and all weapons of mass destruction,;
disavowal of war with its intolerable psy-
chological and physical toll on others as
well as ourselves.

[ ]
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THE
NATIONAL HEALTH
CARE SYSTEM

Lack of organization and coordination of the
several aspects of health care makes it im-
possible for people to receive adequate care.
Services have been established which meet the
needs of professionals, not patients. Until our
health resources are appropriately structured

- and placed under consumer control, they will

continue to fail to meet the needs of patients.
The following proposals establish the founda-
tion of a new system designed to solve the
national health care crisis.

Manpower

Current methods of training health care per-
sonnel cannot begin to provide the manpower
to meet the nation's immediate needs.:*Our
country is confronted with a health man-
power crisis that requires emergency measures
now.

We therefore propose:

® Amassive increase in enrollment and train-
ing programs in the health professions
based on the immediate expansion of ex-
isting medical, dental and nursing schools
and other facilities, as well as creation of
new training resources. Large scale federal
financing is needed for both new and ex-
panded facilities and training programs.

® Elimination of economic barriers to edu-
cation and training programsthrough fed-
eral financial support for schools and stu-
derits.

® Creation of new health careers, unrestrict-
ed by outmoded requirements, with spe-
cial emphasis on recruitment of personnel
from those sections of the population that
have been excluded from the health field
because of economic and racial discrimi-
nation.
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- A large increase in the number of physi-
cians and other health care personnel, suf-
ficient to provide adequate serw'cés for
all, including people in rural and poverty
areas. '

e The use of allied pqrsannel to assume
many of the tasks currently performed
by physicians. These personnel would
function as members of the health care
team.

e Develop t of an adequate salary struc-
ture for all health workers so that health
personnel will not be exploited by institu-
tions or practitioners. The right to union-
ize should be established for all health
workers.

o Elimination of separate state licensure re-
quirements and establishment of national
criteria for all health workers.

" Facilities and Services

The availability and distribution of health

care facilities and services are inadequate in

type, quantity and scope, and they do not
begin to meet even the most urgent health
needs of the nation. Our hospitals and medi-
cal centers are being used inappropriately;
their services are provided on the basis of
ability to pay or the personal interests and
convenience of the professionals.

We therefore propose:

o Creation of local and regional community-
controlled health boards with responsibil-
ity for the provision of all personal and
environmental health facilities and serv-
ices. Each board should have its members
selected by the actual consumers of health
services in the area.

e Distribution of facilities in kind and num-
ber so that patient services are based on
health needs. The types of facilities and
services should include educational and

preventive services, screening programs,
neighborhood health centers, acute and
chronic héspi tals, organized home care, re-
habilitation services, skilled nursing. homes
‘and all other services required to provide
comprehensive care. )

e Creation of regional networks of health
facilities and services, including medical
schools, hospitals, neighborhood health
centers and other health services, in order
to make the full range of services available
to all people. in the region regardless of
where they live. These networks are to be
under the direction of the regional com-
munity-controlled health boards.

e Encouragement of diversity and experi-
mentation with new and different methods
of providing care. - i

e Abolition of discrimination because of
economic - status, color, sex, religion or
political affiliation in all facilities and ser-
vices.

Health Workers and Health Care

To assure effective and high quality personal

health services, we propose: '

© Practice by personal physicians and other
health workers in groups which are based
in neighborhood health centers. ‘

e Payment of physicians, as well as other
health workers, by annual salaries com-
mensurate with training, experience and
ability.

e Peer and consumer review of the quality
of care provided and ongoing educational
experiences. for all health workers, includ-
ing full time postgraduate education with-
out loss of salary. )

o Creation of clear avenues of advancement—
career ladders—for all health workers.

- Obligatory service for specified time peri-

ods by physicians, nurses and other health :
workers in rural, poverty and other de-
prived communities.
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STATEMENT ON THE NIXON ADMINISTRATION HMO PROPOSAI—THE PHYSICIANS
. ForuMm INc. - o :

After analysis of the Administration-sponsored Health Maintenance Organiza-
tion Assistance Bills (H.R. 5615 and S. 1182) and the related National Health
Insurance Partnership proposals (H.R. 7741 and S. 1623), ‘the Physicians
Forum finds them unacceptable. To use the words of the Forum’s Statement of
December 1971 on Current National Health Insurance Proposals, the Adminig- |
tration legislative package, in spite of. the reference to Health Maintenance
Organizations, “is inadequate for the support of the non-profit, salaried, prepaid,
group-practice medicine which is needed in' the United States.” Furthermore, the
Forum considers the use of the terms “Health Maintenance Organization
(HMO)” and “comprehensive health services” in the context of these Billg
misleading and demogogic. T o .

The Forum’s principles for a National Health System on which its December
Statement was based also provided the framework for the present analysis. To
- understand the proposed HMO system of medical care delivery, not only were
the Bills mentioned above considered, but also statements by officials of the
Department of Health, Education, and Welfare and the actual implementation
of HMO planning proposals which was begun, with the specific legislation still
to be enacted, by the diversion of funds appropriated for other purposes. The
steps in this analysis with the pertinent Forum principle stated first follows :

1. Adequate distribution of facilities and personnel in kind and nuhbb‘er 80 that
patient-care services are based on demonstrated health, needs )

Definition (abstracted from H.R. 5615) : A health maintenance organization
(HMO) is defined as a public or private organization which provides, either
directly or through arrangements ‘with others, health services. to individuals
enrolled with such organizations on a per capita (or per family) pre-negotiated
brepayment basis; health services are those which a defined population might
reasonably require to be maintained in good health, including at a minimum :
ambulatory physician care and outpatient preventive medical services, inpatient
hospital and physician care and emergency care, the organization to have ar-
rangements for assuring its members prompt and appropriate services ‘meeting
quality standards established in accordance with regulations of the Secretary
of Health, Education, and Welfare, . : St :

The bills encourage the location of HMO’s in medically underserved areas,

both urban and rural, by financial aid in the form of grants, contracts, loans
and loan guarantees; but these are also available for HMO’s in more favored
areas. T i : i . :
- Since the state and local health planning agencies: will be expected to investi-
gate an advise on the need for a facility in a proposed area, there is the possi-
bility that their input will have an effect. On the other hand, spokesmen close
to the Administration talk of choices among competing HMO’s and other forms
of health care delivery as a’necessary ingredient of the strategy. Whether thig
can be reconciled with rational planning is open to question. : )

The Health Manpower Training Act of 1971 contains some provisions that
could be favorable to recruitment of physicians into HMO’s in underserved areas,
primarily those calling for loan forgiveness and scholarships in return for a
period of work in such areas. However, past experience with financial “forgive-
ness” incentives has not been very successful, possibly because of competition
from the potential earnings in high income metropolitan areas. i
As for providing patient care services sufficient to meet demonstrated needs,
failure is written into the HMO Bills. Not only are the mandatory services not
comprehensive ' (dental care, psychiatric care and- drugs, among others, need
not be offered), but the quantity of services can be limited by the size of the
prepayment package purchased by the individual. Even with the concurrent

- passage of the Nixon National Health Insurance Partnership Act, which provides
for an HMO option, this would still be so. It is, in fact, actually mandated in
the Act for low income families covered under the Family Health Insurance
Plan by limits on the number and kinds of services which are reimbursable.
Further, the general emphasis in the Bills on cost-cutting could lead to many

" distortions and is likely to adversely affect the quality, quantity and types of
medical services rendered, whether these are medically indicated or even, legally
required. !
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2. Creation of local and regional community-controlled health boards with re-
sponsibility for the provision of all personal and environmental health facili-
ties and services .

Community boards are not provided for even in an advisory capacity. Relevant
grievance procedures contained in the National Health Insurance Partnership
Act indicate concern only for overcharges to the consumer and none for the
quality of the care delivered. The Act provides for “review” of grievances amount-
ing to more than $100 and for judicial hearings in matters of more than $1000,
obviously applying to services not considered by the HMO to be included in the
prepayment package, but which the consumer might consider to be covered. No
provision relating to environmental conditions is contained in any of the Billg
under consideration.

3. Practice by personal physicians and other health workers on a salaried basis
in groups which are based in neighborhood health centers ’

Here we must emphasize that an HMO is not necessarily a group. In discussing
HMO’s government officials are fond of name-dropping “Kaiser-Permanente” and
- similar successful group-practice organizations and lauding their virtues to sug-
gest a relationship, but reference to the definition reveals that all an HMO is
required to do is “arrange” for services. While pluralism may be a valuable
characteristic, in this case it is blown up to monstrous proportions. An HMO may
be public at any level, Federal, state, local, regional ; non-profit private, including
consumer and neighborhood sponsored groups; hospital and medical school orga-
nizations, group or mon-group; physician groups; medical society foundations
which are associations of solo physicians and not groups at all ; and Blue Shield
and Blue Cross insurance associations; and finally profit-making private orga-
nizations under a variety of sponsorships, singly or in consortiums : commercial
insurance companies, electronic and industrial firms, drug houses, banks, manage-
ment companies, and so on. Physicians in these organizations may be full-time
or part-time, paid by salary, partnership share or fee-for-service. The HMO may
give most of the health services directly or contract out for them, they may
operate from an institution, an ambulatory health center, a neighborhood health
center, a number of scattered centers or from solo private offices. A glance at
the first 52 planning grants to HMO’s indicates that almost all of these varieties
are at present in gestation and may eventnally come to fruition.

The above list makes it clear that there will be several types of HMO’s that
are not groups; that salary will not be the only method of remuneration; that
not all HMO’s will be neighborhood centered and that in some kinds of HMO'’s
care may be delivered through personal physicians and in others there islittle
likelihood of this. : i

4. Peer and consumer review of quality of care provided, and continuing educa-
tion for health workers of all types ’ ' ) :
Peer review, the effectiveness of which is very uncertain, is provided for under
the National Health Insurance Partnership Bill through Professional Standards
Review Organizations of local physicians to assess the quality and appropriate-
ness of services. The only way consumers could conceivably affect quality would
be by exercising their market power by mass withdrawals from the HMO; the
Administration seems to believe it can rely on market relations to bring forth
and preserve the best. The Secretary of HEW has the right to inspect, evaluate
and regulate which, if vigorously exercised through Federal or state agencies,
could be effective in monitoring the quality of services. o .
As noted previously, manpower legislation already enacted offers loans to
health professions students; but there is no specific provision mandating on-the-
job, part-time continuing education or education for advancement up the ladder.

5. Obligatory service for physicians, nurses and other health workers—who
should mot have to pay personally for their training—in rural or poverty
areas of medical need :

None of these requirements are fully met. As referred to above, loans for health-
professions education are available and could be partially redeemed by service
in underserved areas. There is no obligation to render a period of service in areas
of medical need. '
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6. Payment fbr all personal health care through an equitably financed national

health fund, to be a mandated trust fund, so constituted as to remove it
effectively from dependence on ennual appropriations by Congress

The HMO Assistance Bills contain o provisions for financing the prepayments
required of enrolled consumers. The methods of financing health care under the
National Health Insurance Partnership Act, which, as breviously mentioned,
could cover HMO services, are almost as various as the types of HMO’s and
perhaps more multifaceted. For employed workers, both the employer and the
‘employee contribute for the purpose of purchasing private health insurance. Since
the employer’s contribution is tax-deductible, to that extent the insurance is
subsidized from general tax revenues. Deductibles and coinsurance are imposed
on the employee in addition to his initial contribution until medical expenses of
$5000 in one year are incurred, when family cost-sharing is forgiven for a period
of three years. Poor families with children, not covered by a required -employer
plan, who are in the lowest income class would have their premiumg subsidized
from general revenues ; for the upper income classes among the poor (up to $5,000
income), the subsidies would be reduced by significant deductibles and coinsur-
ance; poor families without children are not covered at all. (Provision for pay-
ing HMOs under Medicare for those who elect to obtain their care through them
will be possible if H.R. 1 is enacted.) Non-employed people with resources could
-purchase insurance providing medical care from HMOs. . .

In sum, the Administration Bills do not provide for unified or equitable finane-
ing of health care; deductibles, copayments and coinsurance are widespread: a
relatively small proportion of the funds comes directly or indirectly from gen-
eral tax funds with, of course, no mandated trust fund. A significant propor-
tion of the population is left out of the system (even employed people whose em-
ployers must offer them a plan could refuse it) and, lastly, the means test which
the Forum has found intolerable must be retained to sort out the poor families
into different income classes. : Sl i

7. Establishment of a National Department of Hedlth with full ,Oabinet rank

This is not contemplated, in the Bills.
To all of the above, additional observations should be made:

1. The Nixon-HMO-Insunance-System is ‘fragmented and plurajisti;c 'ﬁhmough~ o :

out: the system is broken up among a variety of Bills; some of the HMO types
have built-in fragmentation of health care; eligibility under the insurance plan
is a loop-holed and patchwork affair ; medical care is not offered to all the people;
what is offered retains all the features of our present multi-class system.

2. The HMO plan, in itself, is not economically viable. Since loans and grants
to assist with operational costs would be limited to three years, HMOs in cur-
rently underserved areas could hardly become financially self-sufficient. Also,
will private HMOs want to make any cash investment (109 is called for) in a
severely depressed area? It is indeed questionable whether an effective and satis:
factory chain of HMOs providing first class medical care could be founded at all
without the concurrent establishment of an equitable, truly national financing
mechanism. N ' , S

3. Comprehensive services are not mandated and social services are completely
omitted (except, it appears, in relation to enforcément of means tests!). Con-
tinuity of care is favored but there is no effective mechanism for assuring it- )

4. The emphasis of the HMO plan is more on cost-saving than on improved
services, which it also appears to favor. The former carries a real threat to the
. latter. The emphasis on cost-cutting and competition invites an invasion of for-

profit HMOs and encourages non-profit private HMOs to increase the differenge

between payments for care (income) and cost of delivery, since net income be-
comey inversely related to the number of services rendered and there is no
mechanism for assuring that the increased income be used for more or better
services. In-flact, without provisiong for adequately monitoring the quality  of
care and for educating the consumers on what they have a right to expect and
giving them a meaningful role in policy-making and surveillance of care, this .
short-changing of the recipient of care is inevitable. = . L

We conclude as we started : The Nixon-HMO. fragmented system iy unaccept-
able. The few positive facets of the Bills, such as the possibility. of experi-
mentation in new forms of health-care delivery and the apparent encourage-
~ment of group practice as well as the emphasis on increase of care in under-
served areas, are overwhelmed by the great inadequacies described above. Even
if the best of all possible HMOs were to emerge, the Nixon legislative proposals
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would remain tantalizing and frustrating, for there would be insufficient eco-
nomic support to keep them alive. The medical market-place, which has brought
health care to its present crisis, would be retained, and the more expensive and
less comprehensive medical care would continue to drive out the more efficient . -
and more comprehensive, leaving the great majority of the population without |
_the benefit of the services really necessary to support health maintenance in the
true sense of the term.

Mr. Rocers. Thank you, Dr. Sager, for being present and letting us
have the benefit of your thinking. ‘

The committee will go over your statement very carefully with the
ideas you have advanced. We are grateful to you for presenting it.
It has been most helpful.

Mr.: Kyros.

Mr. K¥ros. Dr. Sager, what, in your opinion, would be adequate
financing provisions for continuing operations?

Dr. Sacer. Neither I nor we are experts in finance, but we had con-
sidered that a large proportion of the fund should come from general
taxation and a certain small amount might come from funds such. as
social security types of taxes. We favor the greatest amount possible
being funded through progressive taxation.

Mr. Kyros. Thank you, Doctor.

Thank you, Mr. Chairman.

Mr. Roaers. Thank you so much.

I believe this concludes the number of witnesses today. -

The committee will stand adjourned until 10 o’clock tomorrow
morning.

(Whereupon, at 12:20 p.m., the committee was adjourned, to recon-
vene ab 10 a.m. Wednesday, May 10, 1972.)







HEALTH MAINTENANCE ORGANIZATIONS

WEDNESDAY, MAY 10, 1972

HousE oF REPRESENTATIVES,
SuBcoMMITTEE oN PuBLic HEALTH AND ENVIRONMENT,
CoMMITTEE ON INTERSTATE AND FoREIGN COMMERCE,
Washington, D.C.

The subcommittee met at 10 a.mn., pursuant to notice, in room 2322,
Rayburn House Office Building, Hon. Paul G. Rogers (chairman)
presiding. ,

Mr. Rocers. The subcommittee will come to order please.

We are continuing hearings on proposed legislation for health
maintenance organizations, Our first witness this morning will be
the Health Insurance Association of America, located in Washington,
Mr. Richard H. Hoffman, who is vice president and associate actuary,
the Equitable Life Assurance Society of the United States, and Mr.
Harry Sutton, director of health care programs, the Prudential In-
surance Co. of America. _ ; ;

The committee welcomes you gentlemen. We will be pleased to re-
ceive your testimony.

STATEMENT OF RICHARD H. HOFFMAN, CHAIRMAN, SUBCOMMIT-
TEE ON HEALTH MAINTENANCE ORGANIZATIONS, HEALTH IN-
SURANCE ASSOCIATION OF AMERICA; ACCOMPANIED BY HARRY
SUTTON, MEMBER, SUBCOMMITTEE ON HEALTH MAINTENANCE
ORGANIZATIONS :

Mr. Horrman. Thank you, sir.

Mr. Chairman and members of the committee, I am Richard H.
Hoffman, vice president and associate actuary, the Equitable Life
Assurance Society of the United States. With me is Harry Sutton,
director of health care programs, the Prudential Insurance Co. of
America. We are appearing on behalf of the Health Insurance As-
sociation of America, which has a membership of over 300 insurance
companies that write approximately 80 percent of the health insur-
ance written by insurance companies in the United States.

Mr. Sutton speaks as a member of the Health Insurance Associa-
tion of America’s Subcommittee on Health Maintenance Organiza-
tions, of which I am chairman. Mr. Sutton has been instrumental
in exploring new approaches to delivery and financing of health
care for the Prudential, as have I, as chairman of the Equitable’s Com-
mittee on Health Care Developments.

(887)
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We welcome the opportunity the committee has afforded us to dis-
cuss our experience with the health maintenance organization con-
cept and to present our views on the legislative proposals pending
before you, especially H.R. 11728, which Representative Roy has in-
troduced in cooperation with your distinguished chairman and other
members of this committee. :

INSURERS ARE ON RECORD

You gentlemen are well aware that the HMO idea is not new to us.
In point of fact, the leading health insurers of this Nation have been
on record for some time on this topic, and as we have testified before,
many of us are deeply involved in the development of HMO’s, for we
have felt an obligation to test out any ideas in our areas of competence
which seem to hold promise of getting at the pressing task of improv-
ing the Nation’s health care delivery systems. Companies which have
become involved find it to be a sobering experience, but also find that
they are gaining valuable insights into the practical organizational,
management, and financing aspects of the various health maintenance
and ambulatory care approaches. : ‘

Mr. Chairman, in testimony last December 1 before the Subcommit-
tee on Health of the Senate I’i’abor and Public Welfare Committee we
described our experience and outlined eight lessons insurance com-
panies have learned. An updated summary of this experience is at-
tached as an appendix.

Our experience led us to say in our December testimony that “insur-
ance companies have taken a considerable and active interest in this
HMO concept because it seems to us that it is potentially an important
means of bringing about improvements in health care delivery, encour-
aging more efficient use of available manpower, improving access to
care, and stimulating the effective use of less costly forms of care.”*

In spite of the potential, we doubt if anyone really feels that an
HMO approach, however defined, will by itself solve all of the Nation’s
health care problems. Our experience as health insurers oyer many
decades, and our more recent specific explorations into many facets
of health care delivery, have brought us to the acute realization that
there is no one-way approach to better health care,

The need is for the development of a multifaceted delivery system
which can work to stimulate innovation, produce better health serv-
ices, and lower costs. It should include all varieties of health mainte-
nance and ambulatory care services, including prepaid group prac-
tices, medical foundations, and fee for service practice.

Paralleling a pluralistic and evolving health care delivery system
must be a pluralistic financing and insurance system that utilizes the
full resources of the Nation, private as well as governmental. The
social need is so great that it makes no sense for the nation to hobble
its efforts by not using all available competencies and resources. It
does make sense, on the other hand, to build on present strengths and
to work at the problem on-a full and fair cooperative basis.

1 Statement of the Health Insurance Association of America on health maintenance
organizations presented before the Subcommittee on Health of the Senate Labor and Public
Welfare Committee, December 1,1971.
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BROAD STRATEGY NEEDED

We believe that a broad and comprehensive strategy should be
developed that deals with the full spectrum of problems in the health
care field. At a minimum, that strategy should include:

1. Aggressive encouragement of ambulatory and primary care serv-
ices, including group practice, medical foundations, and other forms
of HMO’s. ;

9. Incentives to increase and motivate manpower—not only physi-
cians, but allied personnel as well.

3. Effective support of comprehensive community health planning,
with strong consumer participation. a

4. Comprehensive health insurance available to everyone, regard-
less of economic or social status or geographic location.

These, it should be noted, are the principal building blocks of the
proposed National Healthcare Act (H.R. 4349 and S. 1490) sup-
ported by the Health Insurance Association of America.

HMO’S NEED FEDERAL LEGISLATION

Clearly in developing this strategy for better health for all, the
 HMO concept ranks high although as we mentioned earlier it can only
play a part, although a significant part.

The record shows that development of effective forms of health care
delivery is difficult. Experience has demonstrated this is particularly
so with prepaid group practice largely because it requires new life-
styles for both providers and users. Furthermore, there are problems
in finding and preparing skilled managers and administrators, and in
attracting—and holding—medical staff. Marketing is not easy, for the
presumed advantages of organized group services are not always as
readily apparent to consumers as to the organizers.

More often than not these difficulties, and especially the assembling
of a sufficient number of interested enrollees to form a viable group,
cause extensive delays in reaching the financial break-even point.
Finally, there are construction needs which require financing and
amortization. So, however one looks at it, this is a costly and risky
business—and it is a business albeit a social business—that neces-
sarily must balance income with outgo. o

 (Consequently, we believe that m the public interest the overall
strategy concerning HMO’s should start with a clear commitment. to
stimulate their growth. To do so, we believe it will be essential for gov-
ernment to provide financial assistance, and to keep open opportunities
for participation by the private sector. Federal legislation also is.
needed to remove existing barriers in State law.

Federal legislation, we believe, should be carefully constructed to
encourage the growth of HMO’s, and to give them a fair chance to
compete within the entire health care system in the interest of improv-
ing access, enhancing quality, and reducting costs of health care.

Federal legislation should be flexible, but not inhibiting, permitting
variations in the structure of HMO’s subject to minimum require-
ments. This should primarily relate to output and encourage all types
of responsible organizations to become involved.

Let me underscore that term, “responsible organizations” because we
must all face the hard reality that any activity like health that in-
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volves public and private expenditures of over $200k million a day is
subject to possible abuse by misguided and/or opportunistic people.
- Clear statements of purpose and expectation, standards of perform-
ance, and defined processes of accountability are essential and, in our

view, should be applicable to any sponsor or participant group regard-
Jess of its source of funds or formal organizational structure.

FORMS OF FEDERAL FINANCIAL ASSISTANCE

The HMO development process can be thought of in four stages each
of which require some form of Federal financial assistance : (1) plan-
ning agency approval and feasibility studies; (2) initial organization
~and plan development; (3) getting underway—the “start up” period
to the break-even point; (4) facilities design and construction. :

1. PLANNING AGENCY APPROVAL AND F‘EA-SIBIIJTY STUDIES

We propose that any Federal financial assistance for the develop-
ment of HMO’s in a community should require prior approval by the
appropriate comprehensive health planning agencies (areawide and
State). This, we feel, will help assure a eater degree of community
support and provider and consumer invo%rsement from the outset.

In view of the critical necessity of encouraging immediate action to
create HMO’s, modest grants and/or contracts should be available to
potential sponsors for necessary feasibility studies. :

2. DEVELOPMENTAL SUPPORT

Initial organization and plan development should be encouraged by
federally guaranteed loans. Such loans should require matching fund-
infgl' by sponsors of approximately 20 percent. This would provide sig-
nificant leverage for Federal tax dollars and it would also provige

reater incentives to the sponsors for more efficient management of the

evelopmental process and for ultimate success of the FIMO. By
making the sponsor share the risk, financial stability will be encour-
aged. Furthermore, the developmental process should not be financed
without insistence by the Secretary of HEW on defined outcomes with-
in a definite time schedule.

Projects in poverty and underserved areas should also be eligible for
grants and/or contracts. ‘ ‘ ‘

In making Federal assistance available it would be shortsighted in
terms of the goal of encouraging maximum HMO development to lim-
it eligibility to nonprofit entities. To do so would severely retard the
HMO movement and there is no evidence that it would in any way
enhance efficiency or preclude the possibility of abuse. For this reason,
there should be no distinction between so-called profit and not-for-
profit projects—that is, taxpaying and non-tax-paying entities.

Clark C. Havinghurst, professor of law at Duke University, has
noted that “one consequence of the predominantly nonprofit orienta-
tion of the (health) industry has been to free decisionmakers to maxi-
mize just about any value they choose, including in too many cases the
gratification of administrators’ empire-building impulses or physi-
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cians’ convenience and income derivable from utilization of plant pur-
chased with Government or charitable funds.” * e ‘
Tn short, the real test is not whether the HMO has utilized private
funds in its formation or whether the HMO is a taxpaying and non-
tax-paying entity. The real test is the availability and quality of care
that the consumer gets for his dollar. Furthermore, the same amount
of Government funds will accomplish more if used to attract the maxi-
mum private resources to this immensely complex task. e

3. STARTUP COSTS

The critical period for any new health care delivery system involv-
~ ing a group practice concept is the first 2 or 3 years, when more or less
full-scale organization and staffing is required, but the enrolled popu-
lation is still below an optimum level. This “startup” period necessi-
tates financial underpinning to help get these infant organizations on
their feet. : i

We believe this can best be provided through guaranteed loans along
the same lines and for the same reasons we have outlined for the de-
velopmental period. In the case of projects in poverty or underserved
areas the matching requirements of 20 percent could be modified by the
Secretary. - S . B

To promote these threo stages of HMO development effectively, we
believe the Congress should authorize for the next 5 years at least $50
to $75 million per year for grants, contracts, and guaranteed loans.

4. FACILITIES CONSTRUCTION

Many HMO’s will neel to be housed in special facilities, most accu-
rately described as ambulatory care centers. Thus, HMO needs should
be considered as part of the larger issue of ambulatory health care

_center development. Here is where a basis change is needed in the phys-
ical plant of the Nation’s delivery system, for 1t has been graphically
shown that the development of ambulatory alternatives to high-cost
hospital care can dramatically cut the cost of medical care. In 1 year,
for instance, the Surgi-Center in Phoenix, Ariz., saved that commu-
nity more than $400,000. ‘

But an ambulatory care center (as defined in “The National Health-
care Act,” ILR. 4349) is a brick and mortar medical care delivery fa-
cility with a potential for bringing its benefits to the consumer and
taxpayer whether or not it is operated on a fee-for-service basis or in
conjunction with an HMO. s , -

We have recommended, therefore, that Congress make available
$200 million a year for the mext 5 years for the construction of
ambulatory care facilities, and for conversion of existing in-patient
and other facilities. The funds should be made available regardless of
whether the facility is used on a fee-for-services or HMO basis in order
to foster healthy competition. ~ i :

However, we suggest that perhaps 40 percent of these funds be ear-

1 Clark C. Havinghurst, “Health Maintenance Organizé,tions and the Market for Health k
%ervices,;{)léaw and Contemporary Problems, Duke University, autumn 1970, vol. 35, issue
0.4,p. . : ; o :
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marked for HMO ambulatory care facilities, Thus an HMO could be
eligible for funds both from the HMO incentive program discussed
above and for the construction of an ambulatory care facility.

ELIGIBLE HMOS -

In our view an HMO is distinguished from traditional forms of
organization by two major characteristics: e

First, the providers are so organized (typically on a group practice
basis) as to be able to assume meaningful responsibility for deliverin
coordinated comprehensive care to the consumer in an efficient an
convenient manner; and : ; PR

Second, the providers have financial and other meaningful incen-
tives to achieve balanced utilization of health care facilities and serv-
ices in the interest of meeting the health needs of the participating
population. ; ‘

For purposes of determining eligibility for Federal assistance, we
‘would propose the following HMO definition : S

A health maintenance organization is a prepaid health care system,
comprised either of a single organization or of a cooperating group of
legally constituted organizations, which has as its objective the provi-
sion of health care services to a defined population on an essentially
prepaid basis, and which effectively encompasses all of the following

' functions:

1. Marketing of the services of the system to prospective particip-
ants, and enrolling them on a voluntary basis for a predetermined
period of time, generally 1 year.

2. Assumption of responsibility for providing or arranging for the
provision to the enrollees of coordinated, reasonably comprehensive,
quality health care services, including at least those classifications of
physicians’ sevices and hospital services which are generally available
in the community. £ ,

8. Financing all, or all but an incidental portion, of such health care
services by means of fixed periodic charges paid by or on behalf of
enrolled participants. i v i
4. Assumption of the financial risk as to adequacy of such fixed
“periodic charges in relation to the cost and utilization rate of all
health care services provided to the enrolled participants. The provid-
ers of professional services, whether a separate cooperating orga-
nization or a subdivision of the organization, should either partici-
pate to a significant degree in bearing or sharing such risks or should
operate under an incentive compensation program which relates
compensation for professional services effectively to the success of the
HMO in achieving its objectives.

Ttem 2 of the term, “reasonably comprehensive ‘services,” needs to
be spelled out more explicitly. It should comprise an acceptable range
of services relevant to the needs of the enrolled population, but with-
out unrealistically mandating an exhaustive list. o
. Initially the benefit-services pattern should include physician serv-
ices (other than esoteric procedures such as heart transplants), in-
patient and outpatient hospital services, diagnostic X-ray and labora-
tory tests, therapeutic radiologic services, some preventive and main-
tenance health services, including health education of enrollees, and
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emergency medical care out of the service area. To mandate minimum
standards richer than these would increase the cost to the consumer so
‘as to seriously jeopardize the ability of the HMO to compete for
participants. ‘ e

" To allow the broadest possible program of benefits, modest cost-
sharing should be permitted, although it should not be made manda-
tory. One specific, if relatively small, way of cost-sharing is by use
of registration charges at the time a member receives services. This
can be very modest—a dollar or two for the most part. Such charges
are desirable as a means of reducing annual capitation premiums to
the enrollee by placing some responsibility on the patient in the
utilization of health services.

QUALITY SURVEILLANCE

Quality care must be the basic objective of any health care system.
Therefore, there must be built into the HMO a process for continual
monitoring and review to assure enrollees and the community that
high quality care is being delivered. ‘

rom the point of initial exploration of feasibility of an HMO, the
quality surveillance idea should be in mind. Definite proposals for its
inclusion in the basic operating plan should be a requirement for
approval by the Comprehensive Health Planning Agency and HEW.
ontinuing effective existence and operation s ould be a condition
for governmental funding such as medicare, medicaid, FEHBA and
for private insurance payments. . :

In the present state of the art it would appear that high quality
care can best be assured by requiring that an HMO have either, within
its framework or through an agreement with an outside independent
review organization, an active review committee. It should be com-
posed not only of physicians and allied health personnel of the HMO,
but of disinterested physicians and allied health personnel, and as-
sisted by representatives of the HMO’s enrollees and insurance car-
riers.

This review mechanism should effectively determine whether the
services rendered are (a) of good quality from the standpoint of pro-
fessional practice; (b) appropriate and needed for the proper treat-
ment of the patient; and (c) provided only as long as necessary within
HMO and institutional settings. Standards for both ambulatory and
inpatient care would have to be developed, and it is most important
that the orientation be toward preventing under- as well as over-
utilization. The HMO management should take effective and prompt
action with respect to the committee’s findings and should be respon-
sible for maintaining the continuing education of staff.

We are also very aware from our own experience as well as observa-
tion that the success of an HMO depends on the satisfaction and hence
the loyalty of the enrollees themse{)ves. The matter of what is “satis-
factory” health care is highly subjective, and evaluations necessarily
differ sharply from person to person. Therefore, the matter of enrollee
%glls(f)action or dissatisfaction is a primary and continuing test for an

We realize that the evaluation of performance and effectiveness, -

whether by peer review or outcomes assessment, is a complex subject
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which reqiures further study with the aim of developing appropriate
quality evaluation standards and techniques. To this end, we suggest
the Council of Health Policy Advisors that has been proposed in the
National Healthcare Act, H.R. 4349, assume as part of its general
functions and duties the responsibility of conducting the necessary
research to determine what kinds of measures are possible and how
they can be applied to produce meaningful information for public
accountability. :
OPERATIONAL FLEXIBILITY

I assume, we all agree, that once an HMO has begun operations
there must be assurance that it will remain competitive with other
delivery systems ; otherwise, it will not be able to survive,

Therefore, a federally subsidized HMO should not be required, as
some have proposed, to charge the same capitation to everyone. It
should have the option to do so, but it also should be in a position to
at least develop capitations separately for the aged medicare enrollees,
for medicaid recipients, for members of employed groups, and for

- others. HMO’s must compete for participants within the present Sys-
tem where these distinctions are made. ' :

Furthermore, an HMO should not be required to enroll applicants
who are not already eligible for similar-health care coverage, without
some form of underwriting or limitation of benefits for preexisting
conditions. Otherwise, the cost of care to the. other members of the
plan who prudently joined before an imminent sickness could be
significantly increased because of those who wait to be sick before
joining.

Another point to mention is the provision of H.R. 11728 which
would have the HMO assume the full financial risk for the first $5,000
of services renedered to a member per year. We feel that any HMO
legislation should not contain so specific a restriction. An HMO should
be free to decide for itself the extent, of its financial capabilities so
long as it participates significantly in the risk. ’

COMMUNITY  PARTICIPATION AND HEALTH EDUCATION

A vital dimension of the emerging health care system of the Nation
is participation of consumers. The needs and desires of potential
enrollees must be recognized in the development of HMO?s.

The community should be consulted with respect to HMO develop-
ment at the outset. As represented by the Comprehensive Health
Planning Agency with its balanced participation of consumers and
providers, the community should share in initial decisions to explore
and develop HMO’s and other delivery systems. This sharing should
take the form of local and State level review and evaluation, and ad-
vice to HEW as to the desirability of grants, contracts, and loan-
guarantees from the viewpoint of com unity needs and priorities.

In addition, an organized and continuing program of health edu-
cation of subscribers and patients should be a basic element in an
ambulatory care or HMO system. This requires that consumer healtﬁ
education should be built into the professional and on-the-job train-
. ing of all personnel so that in day-to-day practice they can apply
educational concepts as a part of the team approach to health care.
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Beyond—or perhaps before—the internal HMO health education
program takes hold, potential subscribers need the benefit of effective
informational and educational efforts to help them make informed
decisions regarding their use of community resources—to select the
best, form of health care for their personal and family needs, whether
it be one or another HMQ, ambulatory care center, private physician,
or other resource. In addition, a comprehensive community effort at
}I_lfalgl education of the public should be undertaken, joined in by

MO’s. '

INSOLVENCY PROTECTION

In an infant industry like this, an above-average risk of failure of
a plan will exist, particularly in the case of newly formed HMO’s.
People who have relied on the TIMO for their health care must be
protected against the adverse effects of such a contingency.

To guard against such failures it is important that HMO’s be
soundly conceived, well financed, and backed up by sufficient reserves to
carry them through difficult operating periods, which most likely will
occur within the early years. The involvement of an insurance carrier
in an HMO arrangement could provide this backing. However, there
will undoubtedly be some failures and to provide maximum protection
to the participants we have two proposals.

First, the HMO should have adequate financial resources at all times
to provide services that have been contractually committed even
though they may not have actually been provided or paid for as of a
given date. HMO's should also be required to hold a contingency re-
serve in an amount equal to 1% months’ capitation payments. These
amounts should be held in approved investments, with the insurance
commissioner of the State in which the HMO is domiciled responsible
for seeing that these requirements are carried out. Should the funds
of an HMO be insufficient to provide the required reserves, the in-
surance commissioner must be notified immediately and he would be
responsible for determining whether the HMO should be declared
insolvent. Alternatively, the HMO could purchase a performance
bond providing the equivalent financial protection. On either basis,
sufficient funds would exist to provide promised services to all partici-
pants contracted for up to the date that insolvency is declared.

The second proposal is that the HMO should be required to arrange
with an insurance carrier to assume coverage of its subscribers auto-
matically should the HMO terminate.

STATE LEGAL BARRIERS

Tt will not be enough to encourage development of health main-
tenance delivery systems by financial means, by involvement of con-
sumers and providers, and by health education of the public. It will
be very necessary also to remove artificial barriers to innovative means
of delivering health services that differ from the conventional.

It is our understanding that in 20 or more States there are a variety
of laws and procedures which unduly restrict sponsorship, organiza-
tion and management of HMO’s. To achieve needed flexibility and to
allow the free flow of resources into this area, these restrictions should
be overriden. There is no longer any substantive reason that only
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unincorporated individuals, associations, or partnerships should pro-
vide health care services, or that the use of allied health personnel
should be unduly restricted by outdated laws. There is no reason that
Pphysicians should constitute all or a majority of the 'govemin]g body
of an HMO. There is no reason why sponsorship should be limited
to non-tax-paying organizations. Such laws merely foreclose the uti-
lization of available and needed resources and hamper the development
of the “right of choice” for the consumer.

PAYING FOR THE HEALTH CARE SERVICES OF THE POOR

Most people obtain health insurance through their place of employ-
ment, receiving the benefit of a substantial contribution toward the
cost from their employer. However, there are the poor who are not
employed and would not be covered by such plans, yet it is our strong
feeling that every American has the right of access to quality health
care without regard to economic or health or geographie status.

We have proposed, therefore, that the same minimum standards
of ambulatory and inpatient health care be applicable to the poor as .
to the balance of the population. This can be achieved as outlined in
the National Healthcare Act, (H.R. 4349), by means of Federal
and State subsidies for low-income persons without perpetuating
second-class health citizenship.

Under H.R. 4349 eligibility for subsidies would be determined on
the basis of income as reported for Federal income tax purposes.
Premium costs would be subsidized by the combination of Federal and
State funds on a sliding scale in accordance with the person’s level of
income. Those with little or no income would have the full premium
paid from Government funds. This program, which would be admin-
1stered on a State-by-State “pool” basis, would be underwritten by all
insurance carriers. The program would provide both conventional
insurance coverage and an option to join an HMO. Thus, the poor.
would first be provided with the means to obtain health care coverage,
and then would be free to choose the health care delivery alternative
in which they wished to participate.

On this basis HMO’s would: be able to compete in the marketplace
for persons in all sectors of the population. They could accept a pro-
portional share of the low-income population, but without jeopardizing
their total operation. Protection against the cost of health care could
be made and without overburdening one delivery alternative or the
other with the cost necessary to finance the poor. If given a fair chance
on equal terms and without any competitive advantages or disadvan-
tages with respect to other alternatives, we are certain that FIMO’s
and the group practice concept will show their mettle,

THE HEALTH MAINTENANCE OPTION

Consistent with the basic principle of free choice of delivery alter-
natives, health insurance contracts should provide a health main-
tenance option, that is, a choice between conventicnal health insur-
ance benefit plans and HMO benefit plans, whether they are provided
through the place of employment or through a Government program.
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Insurance plans should be required to offer this option within each
contract, where feasible. : ' ; e
Under the health maintenance option approach, the insurance carrier
would receive the premium for the coverage from the policyholder
and pay to the HMO its capitation charge for its services. To assure
the lowest possible cost for individuals receiving health care from an
HMO, State insurance premium taxes should not be payable on the
capitation amount aid by insurers to HMO’s. This would increase
the attractiveness of the health maintenance option and promote par-
ticipation in HMO’s. :
CONCLUSION

Mr. Chairman, I hope our foregoing comments have made it clear
that we are in basic agreement with the overall goals and objectives of
H.R. 11728. We have Tadicated some areas of difference, although most
are matters of emphasis and priority.

We appreciate very much your courtesy in hearing us out, and we
want to assure you of our willingness to discuss with you any or all
aspects of this complex situation. And to sum up, I would like to
repeat what we said 1n testimony last Decermber.! e

Private insurers believe that the Health ‘Maintenance Organization concept
can provide a significant contribution to the solution of the health care delivery
and financing problems in the United States. As we have reported, insurance
companies are devoting extensive resources toward development of better and
more innovative health delivery and fiancing systems. Our experience demon-
strates that we can contribute constructively in this nationwide effort and that,
indeed, our participation is needed in the public interest. S ;
We are convinced that if the nation is to move ahead toward maximum
development in this field, all possible resources of interest, expertise, ‘and financ-
ing must be employed to the full. This is not a matter in which proféssionals alone,
nor consumers alone, nor government alone, nor insurers alone, can success-
fully carry full’ résponsibility—in the most profound sense it must be a' co-
operative partnership effort. It is not in the public interest to discourage, either
inferentially or overtly, any responsible and accountable potential participant in
this effort. It is'a massive task. Every responsible party should be given full
opportunity to participate if reasonable results are to be assured. :

- Thank you, Mr. Chairman.
(Appendix A referred to follows:)

APPENDIX A

SUMMARY OF ACTIVITIES OF INSURANCE ‘COMPANIES IN HMO DEVELOPMENT, AND
EicaT LESSONS FROM EXPERIENCE ; :

Following is a brief “progress report” of what some _insurance companies
have been doing recently to stimulate development of HMO’s without waiting
for specific legislation, with some of the major conclusions to be drawn from
the experience. L

i . : CURRENT PROJECTS

In the new city of Columbia, Maryland, the Connecticut General Life Insurance
Company, in 1969, was instrumental in the formation of the Col mbia Medical
Plan in conjunction with the Johns Hopkins Institutions. Connecticut General
agreed to advance most of the developmental costs and to assume 100 percent of
the Plan’s operating losses for the first five years and 90 percent of the Plan’s
losses thereafter. . ' §

PR

1 Statement of the Health Insurance Association of America on Health Maintenance
Organizations, presented before the Subcommittee on Health of the Senate Labor and Public
Welfare Committee, Dec. 1, 1971. : :
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The Committee will be interested to know that thus far Connecticut General’s
“investment” in the Plan ‘has amounted to $700,000. In addition, Connecticut
General is providing 100 percent mortgage financing for a $6 million hospital
facility which is being built in Columbia. o :

To aid in its future HMO development activities, Connecticut General has
now formed a subsidiary. It also is in the advanced planning stages of an HMO
development in Phoenix, Arizona, which is .presently scheduled to commence
operations in the mid-to-late 1972. et ‘ : ' i )

In Boston, there is the Harvard Community Health Plan. Ten insurance com-
panies—Aetna Life & Casualty, Connecticut General. The Equitable Society,
John Haneock, Liberty Mutual, Massachusetts Mutual, The Metropolitan, The
Prudential, The Travelers, and Union Mutual (as well as Blue Cross)—are
participating in the marketing of the Harvard Plan, and these companies also
provided considerable input in the formative developmental stages of this Plan.

Washington University School of Medicine in St. Louis is the site of a demon-
stration project whereby an ambulatory care center has been expanded to
provide more comprehensive outpatient treatment and hopefully, to reduce the
need.for costly hospitalization. This project has been financed by a five-year,

dures to facilitate study of potential savings to enrollees who use the University’s
HMO facilities, etropolitan is also participating in the Columbia, Maryland
Plan. . : ;

The Equitable Life Assurance Society is active in HMO development in severa]

areas of the nation. In Washington, D.C., the Society provided, in 1967, the

* initial impetus and technical counsel that helped start The National Medical
Association Foundation on its way toward creating innovative HMO-type health
services, especially for black citizens of the inner cities. In Washington, Equitable
provided $2.6 million in mortgage financing for construction by the NMA Foun-
dation of a unique community health center combined with an intermediate care
and rehabilitation facility. This is due to be operational thig year.

Also in Washington, Equitable has provided a mortgage commitment of $2.1
million to the Community-Group Health Foundation to build a permanent facil-
ity forlhealth care services to an underserved, low-economic area of the Nation’s
Capital, ) :

In Detroit, Bquitable also advanced $800,000 to finance the now-in-operation
group practice center created by black Physician-members of. the NMA. In New

More than a year ago, Equitable responded to requests from local physicians
and community leaders in Boi e, Idaho, to develop a prepaid group practice plan
on a broad community basis. After extensive explorations, Equitable offered to
provide staff and start-up funding for an HMO approach. Subsequently, an
HEW “e:gperi‘mental systems contract with HMO components” was awarded

HMO for Treasure Valley, involving rural as well as urban areas. All elements in -
the Boise community are involved—physdcians, hospitals, the Regional Medical
Program, the comprehensive planning agencies, Boise State College, business and
labor, and the local, state, and federal governments. : e

In Minneapolis-St. Paul, Equitable served as a catalyst in stimulating a co-

ect is now in developmental stages, with costs being borne by the sponsoring firms,
insurers; and foundations, : )
~ In Wisconsin, the Employers Mutual of Wausau: has started a plan through
which the Medical Society will enter into an HMO type arrangement to provide
- services for the employees of the insurance company. As this plan gains expe-
rience, it is anticipated it will expand to include the entire community of ‘Wassaun,
Wisconsin. . : T :
For the past two years, the Prudential Insurance Company, in conjunction with
e local medical center, ig Droviding manpower and services in the development
of an HMO to serve the 70,000 residents of Hunterdon County, a semi-rural New
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Jersey community. The proposed Hunterdon County Health Plan will be man-
aged by a community sponsored nonprofit organization, and is expected to begin,
enrolling subscribers in 1972. A Prudential task force also is now available to
provide developmental assistance for other groups interested in establishing
HMO’s.

A number of other companies are in early stages of development of several
types of Health Maintenance Organizations. For example, Aetna Life and Cas-
ualty is assisting several existing fee-for-service group practice clinics in various
parts of the country to establish Health Maintenance Organizations. CNA /insur-
ance has developed an HMO plan in Chicago and is in the process of enrolling
participants. Liberty Mutual is playing a decisive role in the development of the
Mathew Thornton Health Plan in Nashua, New Hampshire. And in California,
the Pacific Mutual Life Insurance Company is participating in the early develop-
ment stages of three HMO’s, two of which involve new communities, and the third
is country-wide and being promoted by the County Medical Society.

The John Hancock Mutual Life Insurance Company is working with one very
large employer to select an appropriate location for the development of a group
practice plan. They hope to have a development underway in the relatively near
future.

The Kaiser Foundation Health Plans have had extensive financing from private
sources. Beginning in 1962, for instance, insurance companies provided about
$43 million for capital financing of the Kaiser Operations. In 1971 this was in-
creased by $62 million to a total of over $105 million. The participating com-
panies are Aetna Life and Casualty, Connecticut General, The Equitable Society,
John Hancock, The Metropolitan, New York Life, and Northwestern Mutual.

LESSONS FROM EXPERIENCE

Insurance companies have learned a good bit from these developmental activi-
ties. It is clear that even with the best of good will, with full commitment, and
with adequate resources, the development of Health Maintenance Organizations
is a difficult and demanding process. Here are some of the important things:

First, there is time. It requires a considerable period of time—counted in
years—before an HMO can be successfully planned, established and become oper-
ationally self-sufficient. The three basic components of an HMO—the consumers,
the providers, and the financing mechanisms must be brought together into what
is essentially a collaborative relationship. Creation of constructive interrela-
tionships, whichever of the three components may be the primary organizing
force, is a time consuming undertaking.

Second, there is financing. There must be assurance of adequate financial re-
gources for planning, for facility construction, for operational deficits—the so-
called “start-up” costs—and for protection against unforeseen losses in on-
going regular operations. E

Insurance company experience clearly indicates that at this time the govern-
ment must be one of the sources of initial capital. Just as clearly, it is a prob-
lem as to how such subsidies can be applied equitably.

Third, there is the matter of assembling the needed managerial and adminis-
trative skills to operate these complex systems with their legal, fiscal, profes-
sional, and community relations problems. Persons with these sensitive skills are
still in extremely scarce supply, and it is apparent that serious efforts must be
mounted to recruit and train personnel who can provide these resources for
HMO's.

Fourth, the benefit-services pattern must be reasonably comprehensive and
relevant to the needs of the enrolled population. It should include preventive
and maintenance services, and give assurance of continuity of care. Arrange-
ments are necessary for the provision of emergency care that might be needed
outside the HMO’s geographic area of operation. Also, certain supplementary
benefits in addition to those provided under the group practice might be required.

Fifth, enrollment of consumers is, of course, basic. Insurance company experi-
ence indicates that if HMO’s are to succeed, a very effective system of marketing
will be required. The advantages of HMO’s simply are not self-evident to the con-
sumer who has had no experience with them. Consumers will have to be per-
suaded to try the HMO, and then they must experience the quality of service
that is promised. This marketing is not easy and to accomplish it will call for
every marketing talent and resource available. In order to speed up the process,
HMO’s should permit all insurance carriers to market the plan and to offer the
“Health Maintenance Option.”
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The weight of experience ‘thus far indicates that the principal immediate:
source of enrollment—in addition to public assistance categories—is employed
groups and their families,

Sixth, and crucial, is professional involvement, Obviously, the necessary health
professionals who are committed to the HMO concept must be ready to participate
as and when the various aspects of the services become operational or expand.
Health professionals who are open to new ways of practice must be attracted
to this rather different approach -to delivery of health services. This makes it
particularly important that they should help to shape the pattern of services.

Both professionally and administratively there Wwas many ways to design an
organization for the delivery of health services. For example, they can be
thought of in terms of the relative degree of organization and centralization
of health manpower and . facilities. They can be looked at in' terms of profes-
sional scope of commitment to the enrolled bopulation—i.e., whether enrollees
are served on an exclusive full-time basis or part-time basis; whether the HMO
provides all services; whether certain specialist services are obtained outside
of the system; or whether existing facilities can be modified or expanded rather
than having to always build from scratch. Experience indicates that this need
for flexibility should be clearly recognized if we are to get action economiecally
in a reasonable time span.

Seventh, experience indicates that a Health, Maintenance Option—a multiple,
free-choice approach—is essential. Insurance companies are convinced that
the.very existence of a Health Maintenance Option will provide a strong in-
centive to create and develop HMO'’s. For the HMO, the option helps to assure
enrollment, particularly at the outset.

For the consumer, the existence of g Health Maintenance Option within the
standard insurance contract makes it easy for him to select an HMO if he so
wishes, but it also gives him the freedom to choose other means for obtaining
his health care, or to shift from one to the other if he becomes dissatisfied.

Finally, ‘there is the importance of community participation. Clearly, every
effort should be made to provide a voice for the community and the consumer
to be served in the planning, development, and ongoing functions of any HMO.

Furthermore, plans should not be restricted to one segment of the population
of a community, HMO’s should anticipate community-wide enrollment—the un-
employed, the employed, the Seasonally. employed, and retirees. In no instance
should the development of an HMO create a two-class system of health care.

assistance to deal with the. problems relating to financing, risk-taking, manage-
ment and administration, design of benefit patterns, and marketing and enroll-
ment. These are areas for which insurance personnel are uniquely fitted by
training and experience. These are the functions which have been performed for
decades—and performed well—by insurance companies in administering group
health insurance programs.

Mr. Rocers. Thank you very much, Mr. Hoffman, for a compre-
hensive statement on the position of the Health Insurance Association.
The attitudes and viewpoints you have expressed will be helpful to
the committee,

Let me ask, in the law should we require minimum benefits to be
offered by HMO’s?

Mr. Horrman. Yes, we think there ought to be minimum standards
present in the law, but they should be minimum, “minimum stind-
ards,” so to speak. They should be comprehensive enough to assure a
broad range of benefits ns outlined in the statement, but not so compre-
hensive as to price the FIM ’s out of the market. We could have a
Cadillac product that nobody wanted to buy.

Mr. RogErs. In other words, the physician services, I think you said,
hospital services, emergency care——

Mr. Horrmax. Tests,
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M. Rocers. Radiological and laboratory tests?

Mr. HorrumaN. Preventive services and maintenance services.

Mr. Roaers. To what extent preventive and maintenance services?
Should they have so many doctors office visits, should they have so
many home visits, so many examinations? What do you recommend #

Mr. HorrmaN. We think that there should be unlimited office visits,
but perhaps witha registration charge.

Mr. Rogers. $1 or $2¢

Mr. HorruMaN. $2 or $3. Home visits as well, with a larger charge for
that kind of service. _

Mr. Rogers. How much would you recommend there ?

Mr. Horrnman. I think $5 t0 $10.

Mr. Rocers. For a home visit ¢

Mr. Horrmax. Well, it is very costly, as everyone appreciates to
have physicians travel.

Mr. Rocers. It is to discourage home visits, but allow them if
necessary ¢

Mr. Horryan. Allow them if necessary. There is probably & number
that strikes a proper balance. This probably needs to be tested. :

Mr. Rocers. I think if you have additional ideas on that, it will be
helpful to have specifics in all of these areas in order to help the com-
mittee. What about castastrophic illness? ;

Mr. Horruman. The benefit program should certainly provide for
~ catastrophicillness. :

Mr. Roczrs. It should provide ?

Mr. HorrmaN. In some cases, the HMO might have to contract out
for the catastrophic services, like kidney dialysis or transplants or that
type of procedure.

Mr. Rocers. Certainly mental health ¢

Mr. Horrmax. Mental health in hospital care should be a part of -
the required services. As far as ambulatory mental health 1s con-
cerned, I think we have to be careful of that. On the one hand, al-
though it is desirable to provide a significant degree of mental health
care; on the other hand, we know it can be very, very expensive. I think
this should be kept in mind.

Mr. Rocers. Dental care?

Mr. HorrMaN. Dental care, we feel, should be optional at this
time. Again, if dental care were a requirement, the price would have
to be increased so much as to make it unattractive to a large number
of people to whom you want to offer the option.

Mr. Rocers. Health education: What should we require on health
education ? ' '

Mr. Horrman. On health education, we think people should be
helped to understand how to use the health care system and HMO’s
better. They should be given instructions as to how to maintain
health. :

Mr. Rocers. Let me ask you this: ‘Would your industry object, or
what would be the feeling if we were to also require all health policies
to have these same minimum benefits?
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Mr. Horrman. This is the position that we have taken in the
National Health Care Aect, So we would heartily support such an
idea.

Mr. Roazrs. You think this is a reasonable approach ¢

Mr. HOF’FM.AN. We believe that all health policies and HMO’s

to both the conventional system, the HMO System, or any other sys-
tem, and in that way improve the entire system of health care delivery,
At the same time, HMO’s could be a strong factor in such a program.
Mr. Rogers. Because in carrying out your thoughts this committee
may introduce legislation to g0 ahead and do exactly that, and I
think we can do if in these hearings with HMO’s. So that goal that
the industry supports, too, could be accomplished very quickly.
Mr. HorFman. On that basis, I would heartily recommend that
the minimum standard beneéfits included in the N ational Health Care
Act be seriously considered by your committee, If they were adopted,

to be the same. ’ ‘

Mr. Roeegs. I think it would be helpful for people to have a choice,
because at least they would be covered by minimum benefits; and
then the competitive system could bring"in additional benefits, I
presume. ’ o

Mr. Horrumax. That is correct.

Mr. Roerrs. T think it would be helpful if you would submit to us—

ow you have given us general outlines, but as specifically as you
fan—any suggestions you may have as far as they would apply to the
' insurance industry.
Mr. Horrman. We will be very happy to do so. .
(The following information was received for the record :)

MiINIMUM STANDARD BENEFITS OF A COMPREHENSIVE NaTIONAL HEeALTH INSURANCE
M

¢ \ Insurance program that deals with both the delivery and finan-

cing aspects of the nation’s health care Droblems. We believe that the best

~approach would be the one outlined in the National Health Care Act, H.R. 4349,

which uses tax incentives to encourage the adoption of such minimum standards

on a phased-in basis? to allow sufficient time for the development, of manpower

-and facilities needed to provide the services being insured. The minimum stand-
ards we recommend ar. :

————— .

1 Priority I benefits would become effective 12 to 18 months after enactment of the bill.
Priority IT benefits would phase-in three years after Priority I benefits come into effect,
and Priority IIT benefits would phase-in three: years after Priority IT benefits come into
effect. The President could defer phase-in of Priority II or Priority IIT benefits by Execu-
tive order if services and facilities required to Supply the benefits are not available,
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Mr. Roeers. What would you say the overall assets and resources
of your industry be, the 300 that you estimate? ;

Mr. Horrman. When you ask that, do you mean the total assets of
the companies? ’

Mr. Rocers. Yes.

Mr. HorrmaN. Because many of the companies are life insurance
companies; and although we have significant assets in the life insur-
ance business, they are not very large in the health insurance business.

Mr. Rocers. I presume that Prudential, for instance, does both. This
is what T was thinking.

Mr. Horruman. You are thinking in terms of company assets?

Mr. Rocers. Yes.

Mr. Horrman. 1 don’t have a figure offhand, but it certainly must
be well over a hundred billion dollars. May we submit that for the
record ?

Mr. Rocers. Certainly. :

(The following information was received for the record :)

AssETs OF MEMBER COMPANIES FOR 1970

The total assets of member companies of 1970 (the last year for which data is
available) came to about $210 billion. The vast majority of these assets arise
from the life and pension business of our companies and represent funds accu-
mulated to pay benefits and cash redemption values to the life and pension
policyholders. Tunds set aside for present and future benefits to the policyholders
of our member companies, for which they are contractually committed, amount
to about 93% of the above assets.

Mr. Rogers. Now, how much of those resources would you estimate
are being spent on research for improvement of health care or for
improving living ‘conditions of the American people? What would
you estimate would be your percentage?

Mr. Horrman. It would be very difficult for me to estimate because
I am not familiar with what companies other than my own are doing.
I know in our case, a_high-level committee of the Equitable has been
studying how we could improve the health care delivery system and
how we could develop the HMO’s. Over the past 8 years, we have
spent, I would say, over a half million dollars. i

Mr. Rocers. I wonder if you would let us know. I think it would be
helpful to put it into perspective, what is being done by the insurance
industry with respect to health, health education, health research,
health programs, to improve the life of the American people as far

as their health is concerned. I know when we got into this problem
with the automobile industry, for instance, once they looked at it, they
felt much more could be done by the industry itself in research and in
some leadership. When people are paying for life insurance, it seems
to me that a very active role should be played by an industry where
resources are considerable. I was anxious to look at that and see.

Mr. Horrman. We will try to get a figure. We certainly agree such
research is important.

(The following information was received for the record :)

SoCIAL RESPONSIBILITY IN HEALTH AREA OF THE INSURANCE INDUSTRY

Insurance companies have:long gince ceased to regard themselves solely as
“conduits for the flow of money.” This was dramatized, most recently, by a
Conference on Corporate Social Responsibility attended by nearly 100 heads of




better fulfill their social responsibilities in health, housing, job training, en-
vironment, and corporate giving, :

With reference to the health area, this action reflects the growing involvement
by health insurers in programs that g0 beyond the financing of health care to
improving the organization and delivery of 'servicesﬁthrough recognizing that
the single greatest contribution of insurers to the Dbetter health of Americans
remains removal of financial barriers to these Services. i

Our statement clearly illustrates the active interest of insurance companies
in experimental HMO programs. In addition, it ig significant to note that more
than $262 million out of the total commitment of nearly $2 billion under the
urban investment brogram of the life insurance business has been for health
facilities in low-income urban areas—such as health centers, hospital additions,
nursing homes, professional buildings, rehabilitation clinics, and the like. The
overall purpose of this brogram has been to. channel investment funds into the

In all, insurance company investments in health care and related facilitieg
totaled $2.3 billion ag of July 1970 with an additional $546 million in outstanding
commitments, i

In 1970, the Institute of Life Insurance and the Health Insurance Association
of America surveyeq 649 life and health insurance companies to determine, in
part, their contributions to. health facilities and services. Some 336 responding
companies reported a total of $1.6 million in contributions to medical schools
and scholarships for the period 1965-1969, and an estimated $500,000 in 1970.

Also, the Life Insurance Mediecal Research Fund, over a period of 25 years had
contributed over $26 million for research grants and fellowship awards.

A substantial number of companies contribute to voluntary health agencies
in such categories as heart disease, cancer, diabetes, cystie fibrosis, mental
illness, epilepsy, eye disease, alcoholism, cerebra] palsy, and others, )

Companies also provide developmental grants to national organizations. for
fellowships and ‘medical teaching and research programs, including the Na-
tional Fund for Medical Education, the National Fund for Graduate Nursing
Education, and the Education, Research Foundation of the American Medical

ever, it is significant to note that the HIAA has allocated for its current fiscal
year approximately 40% of its budget in these areas.

Mr. Horrman. T think T should point out that any costs of per-
forming that type of activity, unfortunately, has to be Passed on to our
policyholders.

Mr. RocErs. Well, you do have considerable profit.

Mr. Horrman. Not'in the health insurance business.

Mr. Roeers. T think in the overall. Some of it is life and some of it
is health. As T recall, there are significant investments in real estate
that bring in large profits that are not hecessarily geared to health
insurance. I am sure it would increase the assets of the company.

Mr. Horrman. Let me point out that in the case of my company and
Mr. Sutton’s company, we are mutual life insurance companies and
we have no profits,

Mr. Rogers. No profit at all ?
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Mr. Horrman. We have no stockholders. The company is effectively
owned by its policyholders. As a matter of fact most of these assets
we were referring to earlier are really their money which we are hold-

“ing in the form of reserves for their future benefit.

Mr. Rocers. You do not hold any reserves for increased salaries or
increased buildings or increased investments? You don’t do any of
that ? Tt is all just paid out to the shareholder? ‘

Mr. Horrman. In our operation we pay any excess of what policy-
holders have paid us in premiums over the cost of their insurance
coverage back to them in the form of a dividend. Now, we do keep
small amounts that we put into special reserves, contingency reserves
and surplus, to guard against unforeseen contingencies.

Mr. Rogers. Do you make investments in real estate or businesses?

Mr. HorrmaN. We certainly do. The return on that is passed, most
of it, on to the policyholders. ‘ :

hMr. Rocrrs. I think it may be well for us to get into a little bit of
this.

Mr. Surtox.- For example, in our company between 90 percent and
100 percent of our total gain from operations is paid out in dividends
each year, and it is substantial, nearly $850 million a year.

Mr., Rocers. I think it would be good to spread this on the record.

Mr. Surrox. I might mention, too, we have looked at some of these
figures in our own company. While it may sound small in relation to
our assets, we have spent several million dollars a year on various
types of research, comprehensive health planning, grants to United
Fund Organizations, and just plain grants. T think tens of millions
of dollars a vear are invested in health facilities of one kind or another
ineluding HMOs.

Mr. Rocers. This could be so, and I would like the committee to
know what is being done and whether it is commensurate with what
should be done. So if we could get those figures supplied for the rec-
ord, I think it would be helpful.

(See)“Social responsibility in health area of the insurance industry,”
p- 905. : '

Mr. Rocers. Dr. Roy?

Mr. Roy. Thank you, Mr. Chairman.

What percentage of Americans have some kind of health insurance?

Mr. HorrmaN. According to our figures, it is over 90 percent.

Mr. Roy. What percentage of the health care dollar is paid for by
third party carriers, by third party payers?

Mr, Horrman. That is a complicated question because in answering
it we need to take into account in the total health bill expenses like
construction and so on, which cannot be covered by insurance policies.
We have to take account of items which are included in the total na-
tional health bill, which are obviously not insurable, like toothpaste
and aspirin and the like. 1f you do all that I believe that the figure is
over 50 percent. I would like to verify that. L

Mr. Roy. I have been doing you an injustice. I had some figures
out of, I believe HEW, that indicate 38 cents out of each dollar is paid
by Government, 38 cents out-of-pocket, and 24 cents by third party
carriers. Do you think this is probably incorrect ?

Mr. Horruan. Excuse me. I was counting what the Government
paid as part of the insurance coverage.




Mr. Roy. Thirty-eight plus 24 comes to 62 percent. ;

Mr. Horrman. Again, if we may submit the figures, because we have
that all worked out. ' : ~

Mr. Rov. Could those figures be submitted, Mr. Chairman ?

Mr. RocEers. Yes. i ; ;

(The following information was received for the record:)

TOTAL NATIONAL HEALTH EXPENDITURES BY GOVERNMENT AND THE PRIVATE SECTOR
FOR PERSONAL HEALTH CARE, HEALTH RESEARCH AND CONSTRUCTION

During fiscal year 1970-71, U.S. national health expenditures totaled $75
billion .of which $47 billion (62%) was spent by the private sector and $28
billion (38%) by government at various 'Ievels. Total expenditures included

spent, privately, for health research and construction and for health services
provided through in-plant hospital-medical facilities. X :
Private health insurance benefits during fiscal year 1970-71 totaled $16.6
billion or 419 of consumer expenditures for personal health care. This proportion
was an almost four-fold increase over the 119, of consumer expenditures for
personal health care which was reimbursed by private health insurance twenty
years ago. : . ! :
During 1970-71, 78% of consumer expenditures for hospital care was reim-
bursed by private health insurance, and 489 of expenditures for physicians’
services was reimbursed. The comparable percentages, twenty years ago, were,
respectively, ‘829, and 119%. The foregoing relationships of private health in.

health care which they have chosen to insure, Thus, recent studies of the Health
Insurance Association of America indicate that under 8roup policies, approxi-
mately 809, of the charges incurred by insured persons, for the kinds of expenses
which they have chosen to insure, are reimbursed. Over half of all such claimants
are reimbursed for at least 909 of the charges, and about three out of four
collect at least 709,. These proportions vary from 869% for the cost of hospital
care to 779 of the cost for surgery to 619, of the cost for Drescription drugs.

At best, private health insurance is a low-profit business. In recent years, our
profits in the aggregate on group health business have been nonexistent and have
averaged only a little over two Dercent on individual health care business,

Group marketing and administrative costs, according to a recent study of the
Association, averaged only eight percent of premiums, exclusive of the 2.19
paid in State premium taxes. This is an overall average made up of group plans
with less than 25 lives and jumbo cases involving 500 or more employees. For the
plan which covers Federal employees, administrative costs have averaged less
than four percent of premiums including a modest profit, - .
- Mr. Horrman. As far as the amount of insurance benefits paid in
comparison to the health costs of an insured individual, for which he
has bought nsurance, the number is over 80 percent. :
.~ Mr. Rov. So your retention of the health insurance dollar is some-
thing less than 0 percent ? B ' : :

~ Mr. Horrman. No. T was talking about benefits we pay compared to

the individual’s health cost, that is the bills that he must pay, not com-
pared to the premium. It is how much the person’s expenses are when
he goes to the hospital and gets his bills from the doctor and so on, in -
contrast to what we pay. That is in the order of over 80 percent.

Mr. Roy. I am lost as to the discrepancy in the figures. ;

How many cents out of each health care premium dollar is retained
by the company for administration or for profits?
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Mr. Horrman. In the group insurance field, which I am most fa-
miliar with, if you leave out premium taxes, it averages under 10 cents
out of every dollar. : : :

Mr. Roy. Could you point out to us any presently operating for
profit HMO’s?

Mr. Horraax. I believe there is one on the west coast, Dr. Upjohn’s
HMO. T have not had a report on that but T gather they are beginning
to start a successful operation. :

Mr. Rov. Do you know how long that has been in operation ?

Mr. Horrmax. I think since the end of last year.

Mr. Rov. Could you comment on the general role of profitmaking
institutions in the health care industry? Nursing homes, and so on?

Mr. Horrman. We think in the hospital field that profitmaking
institutions are able to provide better services at lower cost than non-
profits in many cases. We see no evidence that one form is better than
the other. ,

Our position is that all forms should be permitted. I think that we
should not rule out any approach at this stage of the game when so
little is known about HMO’s. It is a brandnew concept, and we think
that legislation should not be so restrictive as to eliminate any sector
of the economy from trying to improve the health care delivery system.

Mr. Roy. Would you say that tge concept of the health maintenance
organization is a proven or unproven concept ¢ o

Mr. Horryax. I would say it is proven in the areas in which it has
been tried out—in new communities and rapidly growing commu-
nities. T don’t believe it has been proven in any sense of the word as
being a panacea for all of the health care problems.

Mr. Roy. I don’t think anyone is looking at it in that sense.

Mr. Horrman. We think it can be very helpful in many situations
but I think we still have to learn in which situations and under what
cireumstances it can be of greatest value. : :

Mr. Roy. Would you say that the nonprofit HMO is presently a
proven concept ?

Mr. Horrman. I don’t think either one is. : ; .

Mr. Roy. Certainly the for-profit FIMO is not a proven concept. We
h}?veahad one running only since the last year. ‘Would you agree with
that? : : :

Mr. Horrmax. It has only been recently that there has been sufficient
interest in the HMO concept for profitmaking HMO’s to be con-
sidered.

Mr. Roy. Why ?

Mr. Horrmax. I would think that the major reason is that it has
only been recognized recently that strong changes in the health
delivery system are necessary. I think that a business organization
would have looked at the situation and felt that most people would
prefer to stay with the existing fee-for-service system—Dby people. I
mean consumers—and there would not be much of a desire on their
part to participate in a HMO. ,

Mr. Roy. The nonprofit HMO’s have been in -existence for 30 years
and it has been said they take care of over 6 million people. Should not
one anticipate, if there 1s profit to be derived from this particular con-
cept, that the for-profit HMO’s would have been in there during the.
last 30 years also? . o
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Mr. Horrman. I think with the exception of one or two of the
HMO’s, and which were developed under relatively unusual circum-
stances, by that I mean in areas of ra idly growing population, that
there has been no strong interest on t e part of the consumer in the
- HMO approach. ~ ' :

Mr. Roy. What are the Present incentives for private insurance
companies to develop HMO’s? L : ‘

Mr. Horrman. Because the companies recognize a need for a change
in the health delivery system. We believe that this is one major way
in which that might be accomplished. : : i :

Mr. Rov. If they develop for profit HMO’s what is the necessary
return on capital? . e » S '

Mr. Horrman. I would say the normal return that we get generally
in our investments. : o

Mr. Roy. Which is what?

Mr. Horrman. Tt depends on the market.

Mr. Roy. Can you' give me a range of figures? ‘

Mr. HorrMax. At the present time, I would say it is in the area of
7 or 8 percent. If the interest rates drop generally, then the normal
return would drop commensurately. = ,

Mr. Roy. Do you have any indication that there is this kind of
profit available within the HMO prototype concept? :

Mr. Horrman. What I am referring to specifically is the return
on capital investment ; for example, if we were to put our money into -
developmental costs and start-up costs and even into facilities, we'
would need to get a return commensurate with normal returns, other-
wise we would be penalizing our policyholders who have given us
money to purchase life insurance and who expect a reasonable return
on the reserves from their life insurance or pensions.

Mr. Roy. Do you have any reason to feel that for profit HMO’s could
bring about efficiencies that are not present in the nonprofit HMO
prototypes? ~ : : ‘

Mr. Horrmaw. Yes; T believe that for profit HMO’s will have more

~incentive to do a better economic job in the operation and I would

also say that I believe that it is important.that nonprofit HMO’s be

competing with them, so that we will have a comparison of the two.

If there are advantages to the nonprofit approach, then the profit
HMO’s would have to meet their competition in these respects.

Mr. Roy. Could you specify what the for profit HMO might be able
to do such as the Kaiser Permanente group, or other groups similar
to that, that it is not presently doing to maximize savings or profits ?

Mr. Horrman. For profit HMO’s would bring to it better manage-
ment, better administration, and T am not criticizing Kaiser in the
least, but I think it is the incentives and the type of managers that have
have been developed under the profit system which could add consider-
ably to the effectiveness and productivity of a HMO. :

Mr. Roy. This has not occurred during the time that there have
been HMO prototypes. L o

Mr. Horrman. No; but T am sure it will if legislation permits it. ,

Mr. Surrox. If T could add a word, T think it would be wrong to
state that there have not been obstacles toward the formation of any
HMO. I think there have been particularly biases against for-profit in
the medical care field. For example, the Blue Cross, Blue Shield organ-
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izations are nonprofit. Many of the State statutes relate to providing
medical services through nonprofit entities. Even medical societies
lean toward nonprofit organizations. Hence there is really a built in
bias in some respects against for-profit entities in this field. It is only
in the last 10 years or so that there has been a big advance movement
in the for-profit hospital chains which have grown quite large and
big growth in the nursing care and nursing homes.

Mr. Horrman. I would also like to add that at Equitable we have
not even decided in our own minds whether we should, in developing a
HMO, have it operate on a profit or nonprofit basis. Our position is,
however, that we think profit ought to be permitted. The two HMO
developments that we have been exploring we have designed in such
a way they will probably end up as nonprofit operations.

Mr. Roy. Let me state that I think certainly tor-profit HMO’s should
be permitted. I think the critical question is how much should they be
assisted. Do you think they can find their way in the marketplace
without governmental assistance perhaps other than preempting State
laws which are presently blocking a number of HMO’s?

Mr. Horrman. They probably could. But I would think that we
would want to promote them to the maximum extent. I think assistance
like guaranteed loans would be helpful to encourage more profit-
making organizations to undertake such development and those that
do, to do more.

For example, in the case of the Equitable, being that this is a rela-
tively untried area, we feel, as a responsibility to our other policy-
holders again that we should not risk too much in the way of funds
on their behalf. Therefore, if we had guaranteed loans we would
be free to undertake more HMO developments than otherwise. I cer-
tainly think that guaranteed loans would be very helpful to encourage
profitmaking HMO’s. In the case of grants and so on, I can understand
your position.

Our recommendation is that grants be provided only for feasibility
studies and those are modest amounts. That again is simply to en-
courage all types of organizations to undertake HMO developments.

Mr. Roy. I haven’t seen any private money really flowing in this
area. I wonder what would be critical to implement private money
flowing into the area. I hope that which is critical is not indeed an
unwise action by the Government with regard to finances.

Mr. Horrmax. No. I would say that private money certainly as far
as insurance carriers are concerned will flow into it. I think that can
be enhanced by guaranteed loans and small feasibility grants.

Mr. Roy. Do you have any idea how many HMO’s we might see de-
xg%&pzdg at the end of the decade by Blue Cross, Blue Shield and

Mr. Horrman. That is real crystal ball gazing. I would be hopeful
that our companies would be able to create, say—I am just pulling
numbers out of the air here—maybe 10 or so in the next couple of years,
and then gradually increase that to 95 in a few more years or something
along that order.

Mr. Roy. Could the HMO’s bear full risk for all services except
maybe catastrophic illnesses out of their emergency reserves? :

Mr. Horryax. I think this is a difficult question.
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I think again the legislation should be flexible in this respect. The
answer should be judged in terms of the HMO, itself, and where it is
going to operate and how it is going to operate. For example, in rural
areas perhaps the foundation HMO is the best. approach. That needs
to be tried out. I don’t think foundations can take all of the risks, In
such cases, I think there ought to be some flexibility and that there are
other like situations, B e o e

Mr. Roy. Would the reduction of risk probably equal reduction of
incentive? ‘ : S

Mr. Horrman. The minimum risk that an HMO should take should
be on the physician services, I think, : :

Mr. Rov. I hear rather consistent, testimony as to the standard
benefits package. Should we perhaps require HMO’s to be able to pro-
vide a broader range of services in order that these options, mental
health, dental care, and so on, would be open to HMO' mémbers?

Mr. Horrman. If they were options I would certainly agree. Maybe
you might want to require some of them to be options. But to require
them to be in every package will simply make it unattractive to the
prospective participant. ;

- Mr. Roy. Thank you.

I think your testimony is excellent. I very much appreciate the
endorsement of the FIM() concept by the Health Insurance Associa-
tion of America and your excellent cooperation.

Mr. Horrman. Thank you. We appreciate giving it,

You think we should sponsor in effect by the figures you have recom-

mended? You might break down those you think should be started,

planning figures, evelopment figures, for HMO’s that you think will

be realistic. Supply that for the record. : '
(The following information was received for the record :)

NUMBER oF HMO’s PEr YEAR THAT GOVERNMENT SHOULD SPoNSOR

We have suggested an annual appropriation of $50 to $75 million for grants,
“contracts, and guaranteed loans to finance the stages of : (a) feasibility studies,
(b) plan development, and (¢) start-up period and about $80 million for the
construction of ambulatory care centers, We would estimate that 40 to 60
HMO’s per year would ultimately be produced by these funds,
We hasten to point out, however, that this is an extremely tenuous estimate,
principally because there is little prior experience on the rates of failure for

In arriving at our figure, we have assumed that half of the projects that
are awarded feasibility grants would decide to undertake the plan development
stage and receive the necessary federal support. We further assume that half
of these would become operational and that one of five which becomes operational
would fail during the start-up period, with significant operating deficits to be
covered by the federal guaranteed loans. We also take into account that perhaps
one-third of the HMO's would be poverty area projects, which are eligible for
somewhat greater federal support. : ;

Of the $50 to $75 million, we estimate that about 15 percent will be needed
for feasibility grants, about 35 percent for developmental costs, and the balance
of 50 percent for guaranteeing start-up costs.

. It should be borne in mind that sirtce several years are required for an MO
to be studied, planned and put into operation, a lesser number will emerge
during the first several Years of the program.
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Mr. Rogers. Also let us know any studies you have done as to the
cost factor and whether it would be affected by HMO delivery. Have
you done any studies like that? :

Mr. Horrman. We have not performed any such studies. I think
our knowledge is the same as what the committee has, for example,
the Kaiser results under the Federal employees plan. We will check but
T don’t know of any studies of our own.

Mr. Rocers. If you have any such studies I think they would be
helpful. :

1 share the feeling that your testimony has been excellent and most
helpful. Thank you for being here today.

Mr. Horrmax. Thank you very much.

Mr. Rogers. Our next witness is Dr. Robert M. Heyssel, associate
dean for health care programs, J ohns Hopkins University School of
Medicine, on behalf of the ‘Association of American Medical Colleges.

T am delighted to welcome you, Doctor. I understand you will be
accompanied by Dr. John A. D. Cooper, president of the AAMC, and
Dr. William H. Stewart, who is chancellor of the medical center in
New Orleans, Louisiana State University School of Medicine, former
Surgeon General and an old friend of the committee. We are glad to
see you back in Washington. Since you left here you have not been
coming back very much. I can’t say 1 blame you for that. But we are
glad this drew you back at least this time, Bill.

Dr. Stewart. Thank you, Mr. Chairman.

I think this is the first time I have been back before a committee
since T left. T would like to take the opportunity to congratulate you
and this committee on the work you have done on behalf of educating
the health professions in the country. Tt is deeply appreciated. '

Mr. Rocers. And, of course, we are delighted to see Dr. Cooper, who
has been helpful to the committee in many instances in the past. Doc-
tor, we welcome you.

Your statement will be made a part of the record, and any state-
ments you care to submit we will be glad to receive.

 'STATEMENT OF PANEL REPRESENTING THE. ASSOCIATION OF
AMERICAN MEDICAL COLLEGES:

DR. ROBERT M. HEYSSEL, ASSOCIATE DEAN FOR HEALTH CARE
PROGRAMS, JOHNS HOPKINS UNIVERSITY SCHOOL OF MEDI-
CINE, BALTIMORE, MD., AND CHAIRMAN, HEALTH SERVICES
ADVISORY COMMITTEE, AAMC;

DR. WILLIAM H. STEWART, CHANCELLOR OF MEDICAL CENTER
(NEW ORLEANS), LOUISIANA STATE UNIVERSITY SCHOOL
OF MEDICINE;

DR. JOHN A. COOPER, PRESIDENT, AAMC; AND

DR. ROBERT KALINOWSKI, DIRECTOR, DIVISION OF HEALTH
SERVICES, AAMC

Dr. Hevsser. I am personally pleased to be here this morning, and
the Association of American Medical Colleges is grateful for the
opportunity to give its views on this legislation.

Dr. Stewart also is here as a representative of the Association of
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Academic Health Centers, as well as in his role in the AAMC as

~chancellor of the Louisiana State University Medical Center.
Rather than read the statement submitted to you, I would like to

make less formal comments on behalf of the AAMC. ‘
Our interest in this legislation is threefold. We agree that health

care 1S a right of all the people and should be equally available to

As academic medical centers, we provide practically all of the 'preQ'
doctoral physicians’ education in the country and through our affili-

ated teaching hospitals, community as well as university, the ma-
jority of the postgraduate hysicians’ education and a major part of
the education of the ‘so—calleg health professions. ; :

It is important and perhaps mandatory that if HMO’s are to be
the principal means of reorganization of health services, then aca-
demic health centers and medical schools be involved and the educa.-

tional experiences of the next generation of physicians and other

Academic health centers have been involved, as you know, in a
variety of earlier kinds of experimental delivery systems such as

OEO neighborhood health centers, children and youth projects and,

I might comment that well over 40 academic medical centers have
indicated interest in HMO’s and some are actively engaged in program
planning at the moment, Washington University in St. Louis being
an example of an institution which has been running a small pilot
program for several years and now has plans to expand it.

- Academic health centers have, particularly in urban areas, strug-
gled for many years with the operations of Jarge out-patient depart-
ments which are chronically underfunded and chronically the bleed-
ing sores of the center and often of the communities they serve,

I think we do know what the current health system is and what it is
not, and what it does not do. We know how well it serves the people,
where it fails and some of the reasons for failure. : ;

- We want to be part of the effort to change that and are prepared to
extend our present commitment to that end.

To enable us to do so requires the kind of legislation embodied in
the bills before the House at the moment, with some modification and
recognition of added needs. ;

Some general comments, First, we believe it important to recognize
the necessity of dual choice, that is the right of an individual to
enroll either in an HMO or to opt for the services, benefits, and kinds
of insurance coverage now prevalent. We would urge, that if the
Congress wishes the HMO concept to grow, then it enact legislation
that requires dual option be mandated for all employed recipients of
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medical health benefits, as well as mandated for Government-financed
health benefits recipients. s

Secondly, we believe HMO’s should not be required to meet stand-
ards which are not applied to other providers. We do agree with the
concept of quality assurance and the necessity for standards appli-
cable to all HMO’s. A Presidential Commission on Quality Health
Care, as outlined in our testimony, plus an advisory panel, also ap-
pointed by the President, to look at issues of quality assurance and
to come up with standards for quality of care we think are necessary.

T would like to comment that I think on the system side of an HMO
it is possible now to get information which tells about the operation
of the IMO in terms of numbers of visits, what kinds of visits those
are, how many contacts there were in different areas, what the preven-
tive services are that are given, how many peopfe these are made
available to, and so forth. The issue, however, of quality of care of
individual patients and individual episodes of illness 1s a difficult
one to deal with. Peer review is one way to do it. There are others
cuch as measurements of the processes of medical care and outcome
measurements. These approaches are experimental. It will take some
time to develop them properly. So, we. agree with the need for a
commission which would examine this with expert advice.

Third, we would hope that HMO’s would not become yet another
categorical program but would have the broad range which allows
them to preempt other categorical programs which may exist, such as
children and youth programs, medicaid, medicare, OEO, et cetera,
where it is necessary for their growth.

Fourth, we would hope that there is recognition of the differing
needs and therefore the differing costs in communities and that even
the benefits may be varied to meet certain local priority needs. As
an example, the needs of an inner city community, are really quite
different than, say, suburban areas or many rural areas. It may
require, and it certainly does require, I believe, a different cost struc-
ture on the capitation side to meet some of those needs, many of which
~ are social and economic as opposed to being purely in the area of
medical care. /

Finally, education for the people enrolled concerning care and their
role and responsibility in maintained health should be an important
part of the activities of the HMO. .

To turn to more specific comments with regard to comprehensive-
ness of benefits: *

Basically, we feel, at the moment, at least, in view of the market-
place and the reality of cost, that physicians’ services in and out of
hospital, health education, diagnostic lab and X-ray, rehabilitation,
preventive services (to be defined), emergency services in-area and
provision for payment for out-of-area emergency services and
catastrophic coverage should be included in the package.

We feel that other elements would increase the cost at the moment
beyond what is possible to market or for people to meet.

With regard to the issue of mandated open enrollment on an an-
nual basis, this, I think, has some problems in it. The HMO, if it is
required to have an open enrollment period, is very likely to enroll
a population over time which is actuarially unsound and quite differ-
ent from its competition.
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I think if open enrollment is required, then it should really be man-
dated for all sectors offeri health services and health insurance
to the population and not simply for the HMO. If it is required
of the HMO, then supplemental payments would have to be made,
taking into account the quite diﬁ%ring populations that might be-

- come enrolled in the HMO.
-~ With regard to the requirements for a certain proportion, either .

a ceiling or floor, of the recipients being enrolled from medically
underserved areas, we agree with the great need for health services
in the inner cities of America and in rural areas.

HMO’s are certainly one way to do it.

On the other side of the coin, the problems of enrolling a representa-
tive sample of a metropolitan area in any given single delivery point
are enormous. One would need g2 fairly narrow corridor runnin
from the inner city out some place in the suburbs in order to do this.

area of the health maintenance organization. '
Finally, we would hope, also, that there would be pbreemption of state
laws which inhibit the growth of HMO’s, ‘
I think those are the main points we would like to cover at this time.
Mr. Rocers. Thank you very much.
Dr. Stewart, did you have a statement or comment ¢

STATEMENT OF DR. WILLIAM H. STEWART

Dr. Stewart. T would like to, if I may, Mr. Chairman, emphasize
the desire to have flexibility in the definition of an HMO.

I must shade my remarks with what we have in Louisiana, because
that is what I have been working with in the last three years. At the
present time, the trick of HMO’s seems to be to put together a set of
benefits and services in a package which can be marketed to g, group
of people so that you get 30,000 or more subscribers in a few years,
break even financially and also provide ‘quality medical care.

Therefore, T think you have to have some flexibility in this definition
of an HMO so that ‘it can fit a variety of situations. Perhaps there
should be step increases or a sort, of pre-HMO condition that vou begin
with. But if the benefits are too broad, I think it will be difficult to
implement HMO’s in areas where the income is lower than the national
average and where you don’t have either an industrial complex, where
you have a group of people who have a, fair amount of health insurance
or any other kinds of groups that You can get hold of, and also where
the public programs, medicaid, particularly, are minimal in their im-
plementation.

. The other thing T would like to say is that in the backup hospitaliza-
tion or the relationship of hospitalization to the effects of HMO’,
if you do not own a hospital or have sufficient control of g hospital,
then you are more or less at the mercy of the hospital when you are
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bargaining for this relationship until you have become of sufficient
size that you have bargaining power in a sense in relationship to a
hospital. ,

1t may be that it is difficult to reach this savings aspect of HMO’s
in relation to hospitalization. Until you reach that size or until there
is a relationship of control between FIMO and hospital which allows
one to have this flow of services where it is most likely needed, I think
this is an area of MO which has not been emphasized as much as it
needs to be as it is being developed.

One other thing I would like to say is that as far as we see the
gituation in Louisiana, the interrelationship of the development of
HMO’s to the development of health insurance in the company is
intimate. It is impossible to see how the people would have the funds
to buy the kinds of services we think would be good health service
without some kind of flow of funds into national health insurance of
a type that would provide them the purchasing power to buy this
service.

Therefore, I can’t see how they can be separated. They have to be
somehow related.

Thank you, Mr. Chairman.

Mr. Rogers. Thank you very much. .

Dr. Cooper.

STATEMENT OF DR. JOHN A. D. COOPER

Dr. Coorer. May I make a short statement on one other specific
provision in the grants for planning and feasibility studies which we
think should be considered by the committee.

The utilization of funds is {,imited to 1 year. In discussions we have

had with a number of individuals involved in initiation-of HMO’s—
they felt this would be too short a period. They hoped it could be
oxtended to at least 2 years, and, if possible 3. It is very im-
portant that adequate planning and feasibility studies be done before
the HMO is launched or we may end up with a number that are not
fiscally viable.

We would urge that this period be extended.

(Testimony resumes on p. 925.)

(The prepared statement of the AAMC follows:)

STATEMENT BY THE ASSOCIATION OF AMERICAN MEeDICAL COLLEGES

Mr. Chairman and ‘members of the subcommittee : The Association of Ameri-
can Medical Colleges welcomes this opportunity to appear before the subcommit-
tee during its consideration of legislation to improve the health care delivery
system by, among other things, encouraging the establishment of health main-
tenance organizations.

Formed in 1876 to work for reforms in medical colleges, the Association has
pbroadened its activities over the years, so that today it represents the whole
complex of persons and institutions charged with the undergraduate and grad-
uate education of physicians. It serves as a national spokesman for all of the
108 operational U.S. medical schools and their students, more than 400 of the
major teaching hospitals, and 52 learned academic soceties whose members
are engaged in medical education and research.

Through its members, the concerns of the ‘Association range far beyond medical
education itself. They include the total health and well-being of all of the Ameri-
can people. The Association is concerned with the education and training of
persons in other, related health professions and in allied health occupations. It is
concerned with the conduct of a substantial portion of the nation’s medical and
health care research. It is concerned with the delivery of health care, directly
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through the facilities of teaching hospitals, and indirectly through the develop-
ment-of improved community health services. It is concerned with innovation and
experimentation in all of these fields. The Association and its membership thus
have a deep and direct involvement in the legislation this subcommittee is now
reviewing. - ; :

THE NEED FOR ACTION

The number and variety of the currently pending legislative proposals directed
toward new modes of health care delivery provide ample evidence of the broad,
grass-roots agreement on the need for urgent national action to improve a health
care system which is not meeting society’s expectations.

Such wide-spread agreement is encouraging. But the Association is constrained
to emphasize a basic point. The ultimate solution to the Dbroblem of more adequate
health care will not be achieved through the enactment of yet another separate,

sought, delineate the public and private roles, and provide the program strategy
that will assure the availability of effective health services to all the people of the
nation. ) ‘

Without a coherent and comprehensive program strategy and a clear assign-
ment of responsibility, neither a new set of national goals nor new financing
meéchanisms, alone, will solve the widely acknowledged problems of uneven dis-
tribution of health care personnel and resources, both in terms of geographic loca-
tion and in terms of medical specialty ; the ineffective utilization of physicians,
nurses and other health personnel ; the overemphasis on treatment of sickness
rather than on maintenance of health’ and the counterproductive fragmentation
of health care, symptomized in separate and competing services for veterans, the
military, the elderly, the poor, the blind and so on. A direct confrontation of these
problems in implementing a national health policy is central to their resolution.

There are a number of factors which will bear on achieving the goals. Com-
peting economic pressures may limit the rate at which a full and comprehensive
health care program can be instituted. There are also finite limits to the rate
at which health bersonnel, facilities and other health resources can be made
available and organized to provide comprenhensive care.

ROLE OF THE HEALTH CENTER

The Association of American Medical Colleges believes the nation’s academic
health centers can make a significant contribution in the development of more
effective health care services,  such as health maintenance  organizations.
Engagement with the problems of medical care and health services in the com-
munity setting has become an essential part of the education of health per-
sonnel. By virtue of their Special expertise, investigative capability and access
to other university resources, academic health centers can contribute innovative
approaches and concepts. The teaching hospitals and clinics of an-academic health
center are vital resources and can be made to serve as an integral component
of the framework of community or regional health services. The role of the
academic health center in HMO development will be a varied one—educator,
sponsor, catalyst, affiliate for tertiary services—depending on the institution and
the region involved. What is certain for the academic health center is that it will
have a role and that the role will be an important one.

One of the most important aspects of the role of the academic health center in
HMO development will be in providing the educational framework for the pro-
duction of personnel for HMOs and other primary care service. If the HMO,
with its emphasis on comprehensive health and preventive care, services to
defined populations and prospective budgeting of costs through prepayment, is
-to emerge as one of the prominent organizations for delivery of health care in the

health service delivery.

- The concern of academic health centers in improved health care delivery has
already been demonstrated by their participation in a variety of innovative
programs, particularly those developed by the Office of Economic Opportunity,
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those supported under the Comprehensive Health Planning Act and the full range
of comprehensive child care programs of the Children’s Bureau. Medical schools.
and teaching hospitals now participate in over half the comprehensive health
services projects of OEO. The emphasis in these programs has been wupon
organized arrangements for providing comprehensive medical care and services to
defined populations. An additional feature has been expanding interest in experi-
ments with capitation payments through title XIX and employee health benefié
programs.

Academic health centers provide ambulatory and acute hospital services to all
segments of the population including the poor and near-poor. The health main-
tenance organization concept affords an approach that will permit the academie
health center to continue its concern for serving all socio-economic groups in one’
system of care, and to do so in a manner that is acceptable and responsive to
the health care needs of patients and has potential for positive impact upon their
health status. HMO development should not be concentrated in urban areas only.
There are large rural and migrant populations which have only limited access to
primary health care. Academic health centers located in these areas have oppor-
tunities to participate in rural HMOs that could provide comprehensive health
service, help redistribute health manpower and resources, and could create con-
tinuity among primary, secondary and tertiary care.

A recent Association survey shows that a number of academic health centers
are already active in HMO development. Among the most outstanding of the new
health care programs developed to provide prepaid health care to defined popu-
lations are three sponsored by medical schools, the Johns Hopkins programs in
Kast Baltimore and Columbia, Maryland, the Harvard Community Health Plan,

and the three programs associated with Yale University. Other actademic health
centers are now involved in planning and development of HMO programs.

GENERAL ASSOCIATION VIEWPOINT

At the outset of this statement, the Association wishes to stress its strong sup-
port for the objectives and the general approach of the various legislative pro-
posalg before the subcommittee. They all provide federal support for the develop-
ment of prepaid, comprehensive health services to defined populations in a frame-
work that emphasizes preventive rather than curative action. This, we believe,
is an arrangement that offers considerable potential for advancing the general
health condition of the nation.

The Association particularly concurs in the legislation’s effort to approach the
development of a rational . framework for the delivery of health services as a
matter of prime importance, rather than allowing it to emerge merely as a de-
rivative of the development of a national health care financing mechanism. At the
same time, it is essential that there be a coupling of the objectives sought in
health services delivery and the capabilities of both the financing mechanism and
the available health care resources.

The more detailed comments of the Association which follow are a consequence
of sober assessments of the needed changes in the current health scene and the
task of making such changes. As a result of these assessments, the Association
will necessarily be critical of some of the provisions of some of the legislative
proposals. Such criticisms are made, however, in a spirit of contributing posi-
tively to a major reordering of the American health care system. In the Associa-
tion’s view, it is wiser and more likely of success to begin a deliberate and care-
fully thought-through process of changing the health care system than to attempt
to transform, in a single stroke, the complex and deeply entrenched pattern of
providing health care in America.

HeALTHE MAINTENANCE ORGANIZATIONS
THE HMO IN CONTEXT

The health delivery concept now commonly known as the health maintenance
organization has grown out of the nation’s 40-year experience with prepaid group
practice. Prepaid group practice was initiated during the 1930s in a small, Blk
City, Oklahoma, clinic and underwent its first large-scale implementation in the
West Coast development of the Kaiser Foundation Health Plan.

Broadly defined, prepaid group practice is a health care delivery system,
accepting the responsibility for organizing, financing and delivering health serv-
ices for a defined population. Operating principles which set apart prepaid grour
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practice from other health care plans, such as Blue Cross-Blue Shield, for ex-
ample, include prepayment by subscribers for health services on the basis of
fixed periodic payments; responsibility for organizing and delivering health”
services to a defined population ; provision of a set of comprehensive, plan-pro-
vided benefits normally including a predetermined period of hospitalization ; com-
plete physician services, and laboratory, diagnostic and X-ray services; use of
physicians in multi-specialty group bractice; and compensation of physicians
by a means other than fee-for-service.

Because the Kaiser-Permanente Medical Care Program is so frequently thought
of as the model for prepaid group practice, its organizational pattern is com-
monly regarded as the only Dossible one. Actually a number of organizational
patterns are possible. Kaiser-Permante is perhaps the bést known of the hospi-
tal-based plans, owning its own hospitals in which members receive care. Among
non-hospital-based plans, which must supplement their programs with Blue Cross
or similar insurance or contract directly with outside hospitals, the best known
are probably the Group Health Association of Washington, D.C., and Health In-
surance Plan of Greater New York. Variations on these patterns include physi-
cian-run plans, such as the Ross-Loos Medical Group of Los Angeles, for-profit
plans, and academic health center plans, such as the Harvard Community Health
Plan, Yale’s Community Health Care Center Plan, and Johns Hopkins’ Colum-
bia Hospital Clinic Foundation. :

Prepaid group practice has developed in settings offering the consumer an op-
tion between prepaid group practice and other health delivery methods. Such an
option should be retained in the development of health maintenance organiza-
tions. p )

HOUSE LEGISLATION

There are three principal pieces of legislation designed to support develop-
ment of health maintenance organizations.

—HR 4170, introduced by Harley O. Staggers, chairman of the Interstate
and Foreign Commerce Committee, is known as the Physician Manpower Sup-
port and Services Act. Title II of the bill is to encourage and assist academic
health centers in the establishment of HMOs. The assistance is to consist of
grants and loan guarantees for planning and feasibility studies, for initial de-
velopment costs. for construction and renovation, for initial working capital and
to offset anticipated initial operating deficits. The bill also creates a reinsurance
fund, financed from HMO-member premiums, to offset losses due to abnormal
deviations in requirements for health services. To receive assistance under the
bill, an HMO would be required to provide “a wide range of health services”
which “shgll include at a minimum : inpatient hospitalizaton, physician services
in office and hospital, and preventive care as well as diagnostic laboratory and
X-ray services.” .

—HR 5615, also introduced by Chairman Staggers as the Administration
bill, is known as the Health Maintenance Organization Assistance Act. The
bill is to encourage the establishment and utilization of HMOs, particularly in
medically underserved areas. Assistance is not restricted solely to academic
health centers. The assistance is to be provided through a combination of grants,
contracts, direct loans and loan guarantees for planning, for initial operating
costs and for construction. Priority assistance is to be given applications for
providing new or expanded health services in medically underserved areas. The
bill also allows health services for first Americans to be provided thrdugh
health maintenance organizations. To receive assistance under the bill, an

population might reasonably require in order to be maintained in good health,
including as a minimum emergency care, inpatient hospital and physician care,
ambulatory physician care and outpatient preventive medical services.

—HR 11728, introduced by William. R. Roy and others, is known as the
Health Maintenance Organization Act. The bill is to provide assistance and
encouragement for the establishment and expansion of health maintenance
organizations. Through a combination of grants, direct loans and loan guaran-
tees and interest subsidies, health maintenance organizations would be eligible
for assistance to help meet planning costs, development costs, certain construe-
tion costs and initial operating costs. In addition, assistance would be provided
for special projects, management training and clinical training. Other provisions
would require an evaluation of the HMO assistance programs, establish a
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required to provide the following comprehensive health services: physician serv-
ices (including consultant and referral services), inpatient and outpatient hos-
pital services, extended eare facility services, home health services, diagnostic
laboratory and diagnostic and therapeutic radiologic services, rehabilitation
services (including physical therapy), preventive health services, emergency
health services, out-of-area emergency health services, and additional services

_at the discretion of the HEW Secretary.
ASSOCIATION COMMENTS

The Association of American Medical Colleges supports the concept that access
to adequate health maintenance and care is a right of all citizens. It believes that
this right can be best served by means of health insurance and progressive
change in the health care delivery system. The system must be a national one,
with adequate provision for varying regional requirements. Universal entitlement
should be based on financing from both public and private sources, either
through insurance or prepaid group practice plans. Control of the system and
fixing of national health goals and priorities require appropriate balance between
public and provider inputs. Any system must assure simple and understandable
access to primary care and prompt referral, in accord with individual patient
needs, to progressively more sophisticated facilities and personnel. It must pro-
vide for, and emphasize, preventive as well as curative care on an ambulatory
basis. The system should optimize quality of care and economy and should utilize
incentives as an aid in cost control and in developing a more effective and
responsive national mechanism for the delivery of health services. It must include
a method for evaluating the overall operation and performance of providers.

Following are specific Association comments on what appear to be the key
policy questions contained in the legislation. i

Comprehensive benefits—There can be no compromise with the goal of devel-
oping a national system capable of providing a full range of comprehensive
health care services to all the people of the nation. This is the only adequate
response to the high priority that every socioeconomic level of society places
on health. At the same time, it would be sad indeed if the Congressional action
to achieve this goal specified the essential package of services which must be
immediately available in order to qualify for federal support in such terms that
few organizations could command the resources.to provide them and only a few
persons or groups of persons could afford to purchase the package. The inevitable
result would be the stillbirth of federally supported health maintenance organi-
zations. To avoid such a situation, the Association suggests a more flexible defi-
nition of what shall constitute a health maintenance organization. Thus, to qual-
ify as an HMO, an organization would be required to embody the following
characteristics: '

1. The organization or group of cooperating organizations constituting the
HMO shall constitute a comprehensive health-care delivery system with clearly
identifiable points of responsibility for all managerial, administrative and service
functions.

2. It shall assume responsibility for providing or effectively arranging for rea-
sonably comprehensive health care services including at least physician services
(including consultant and referral services) ; inpatient and outpatient hospital
services ; members’ health education services and education in the appropriate
use of health services; diagnostic laboratory and diagnostic and therapeutic
radiologic services; rehabilitation services (including physical therapy) ; pre-
ventive health services; emergency health service; out-of-area emergency health
services; and such other personal health services as the new Secretary may de-
termine are necessary to insure the protection, maintenance and support of
human health, including health-center transportation and special services for
the poor.

3. It shall receive compensation for such services to its enrolled participants
primarily on the basis of a predetermined actuarially sound, periodic rate; how-
ever, it may also serve non-enrolled beneficiaries on a fee-for-service basis and
may require modest copayments as agreed upon in advance to supplement its
periodic rate with respect to certain services to enrollees.

4. It shall be responsible for providing all covered services for a contract pe-
riod within the revenue provided through the predetermined rate and copayment
method of reimbursement, under arrangements whereby the organization bears,
and the cooperating units within the organization share, financial responsibility
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for the appropriate and effective utilization of health care resources to meet the
health care needs of the enrollees, .

Open enrollment.—The issue of open enrollment in health maintenance orga-
nizations presents a hard choice between idealism and pragmatism. Unquestion-
ably, the goal should be to accept periodically individuals in the order in which

ment by any sizable number of similar families living in, or moving to, the same
HMO service area, and the potentially disastrous financial picture for the HMO
comes into clearer focus. :

To deal with this situation within the realities of present financing mecha-
nisms, the Association recommends development of some appropriate legisla-
tive provisions to encourage HMO enrollment of high-risk populations, perhaps
through some form of additional, special reimbursement. At the same time, the
Association strongly urges replacement of the mandatory open enrollment pro-
visions by suitable language emphasizing a progressive HMO enrollment policy
aimed at producing an HMO membership whose demographic composition was
representative of the geographic area being served.

Medically underserved areas.—The Association, supports without reserva-
tion the emphasis in the legislation to extend health services to underserved
areas. The Association hopes there is a clear understanding that special levels of
health staffing and health care promotion will be required for the successful de-
velopment and operation of HMOs in such areas. All the same, the Associaﬂti.on

mandated percentage of membership from medically underserved areas to
prevent a health maintenance organization from offering membership to neigh-
boring residents. Rigid requirements for enrollment from medically underserved
areas—whether conceived of as a floor or as a ceiling—could, in the view of the
Association, be counterproductive. They could lead, for example, to grotesque
gerrymandering of HMO service areas. They could lead to actuarially unsound
enrollments, In place of such rigid limits, the Association recommends develop-
ment of language that would permit the HEW Secretary to determine on a
case-by-case basis that federally supported health maintenance organizations
contained a reasonably representative proportion of enrollees from medically
underserved areas.

Preemption of state laws.—Because of its overriding interest in the development
of health maintenance organizations, the Association is particularly concerned
by the exstence in many states of legal barriers to HMO development. These
barriers take the form of laws that restrict group practice, the corporate prac-
tice of medicine, advertising and other practices. The Association supports en-
actment of legislative broposals for the federal government. to preempt such
restrictive state laws and to assist states in amending their existing laws.

Clinical, management training.—The education of health personnel must be
closely related to the system for providing health services. As the HMO concept
dimifnishesb' the traditional process of dealing with illness only when it oceurs,
and generates a new emphasis on maintaining health, health personnel must be
trained in the context of this changed approach. In fact, as future physicians
and practicing health pbersonnel, they must become thoroughly involved as
students in the principles and techniques of preventive care for this shift in em-
phasis to occur. Thus it ig important for medical students, interns, residents
and other health professionals to have their clinical training within a frame-
work which provides for the delivery of comprehensive, primary health care
in a setting that stresses preventive care and the use of a variety of health
bersonnel in a team approach. When this happens, there are certain additional
educational costs incurred, which must be met. The Association urges enactment
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- of federal assistance for the purpose of covering these additional HMO expenses
associated with the clinical training of health personnel, 8o that such costs are
not borne by HMO enrollees. Since health personnel may receive a portion of their
clinical training in a variety of HMO settings, the Association suggests that clini-
cal training grants to cover these costs be equally avalable for accredited pro-
grams in all teaching HMOs.

Recognizing the difficult problems surrounding the start of an HMO and the
great sophistication HMOs require in the areas of management control, mar-
keting, contract negotiation, capital budgeting and financing, the Association
urges enactment of federal assistance for training programs in HMO manage-
ment and administration.

Quality of care—Since pending legislation proposes to provide significant
federal support for the development of the health maintenance organization
concept of health service, and since that concept stresses new patterns in health
care delivery, it is essential to assure that these new organizations provide the
highest quality of care. Nationwide uniformity of standards is imperative for
the development of national confidence in this new form of health care delivery.
To meet these needs, the Association supports establishment of a mechanism
within the federal government to set norms and standards for the delivery of
health services. Standards of excellence in the provision of health care must
be set and maintained. )

For this purpose the Association urges enactment of the following federal
mechanism for setting quality-of-care standards: !

1. Creation of a five-member, Presidentially appointed Commission on Quality
Health Care.

2. Creation of a 12-member, Presidentially appointed National Advisory Coun- -
cil on Quality Health Care, comprised of suitable experienced and broadly repre-
sentative members from the health professions; the academic health community,
business, labor and other consumer interests, which shall advise ahd assist the
Quality Health Care Commission.

8. Authority for the Commission, with the approval of the Advisory Council,
to develop and establish within two years appropriate quality health care stand-
ards and to prescribe necessary quality control systems. .

4. Authority for the HEW Secretary to administer the resulting federal health
care quality standards system and to provide technical assistance to health care
providers in the development of quality control programs.

5. Transfer to the Commission of the National Center for Health Statistics
and other appropriate functions as determined by the President.

These suggestions are not greatly different from some of the provisions of
some of the legislative proposals currently pending before the Congress.

The Association 'is uncertain whether the Commission—as a policymaking
body—should be established as an independent agency, separate from the De-
partment of Health, Education and Welfare, or as a Department agency. There
seem to be reasonable arguments for and against both approaches. The advan-
tages of independence revolve around the problems of conflict of interest when
the same federal agency is responsible for promoting and regulating a certain
gervice. The disadvantages of independence revolve around the problems of
further fragmentation of the federal health structure when a major, new, federal
health agency is established outside the framework of the principal federal
health establishment. Perhaps strong public participation through the Advisory
Council in the actions of the Commission would offset the inherent conflict-
of-interest situation if the Commission were located in the Department. The
location of another major regulatory agency, the Food and Drug Administration,
within the Department obviously provides some precedent for locating another
regulatory agency within the Department.

The Association is clear in its decision to recommend administration of the
federal health care quality standards system by the HEW Secretary. Only in
this way can creation of yet another massive federal administrative bureaucracy
be avoided. The necessary administrative organization already exists within
the Department of Health, Education and Welfare. The Association is convinced
that it should be utilized.

Initial HMO financing —Health maintenance organizations represent an inno-
vation of great potential and considerable complexity. Financing for these pro
grams should be at a level and for a duration sufficient to assure flexibility for
experimentation in the full range of settings in which an HMO may exist. The
programs should be fully funded for the duration of their planning, . develop
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mental and early operational phase, specifically until enrollment is at a level
that provides sufficient bremium income to finance operations. There should be
a single Source of federal funding for these brograms. Frustrating efforts to ob-
tain financing and participation from numerous federal and state programs are
a strong: de_terrent tp‘ participation in HMO development. The time, effort and

Both the time period and the budget for start-up must be realistic. In some
instances two to three years may be sufficient but other longer periods may fre-
quently be justified. One-year availability of funds is clearly inadequate. There
is little in the way of real experience as to how long the start-up period should
’be. Nur'nerous authorities have pointed out the difficulties that are involved in

HMOs established to date, enrollment has lagged to such a degree that HMOs
required outlays far in excess of what they took in in premiums for a considerable
period. The full range of services, however, must be available to the first en-
. rollees in the program. Therefore, the HMO requires support for a sufficient pe-
riod to assure enrollment to a break-even point. :

Health care ﬁnanciny.uPerhaps the most serious issue in the ongoing opera-
tion of health maintenance organizations is the matching of premium income to
the cost of providing health care services. Inherent in the concept of a health
maintenance organization is the provision of a comprehensive package of health
services. Although reasonable persons may differ over the makeup of a compre-
hensive health care package, the implicit corollary of any package is that it can
be supported through premium income, either from enrollees or from third-party
payers. A commonly regarded.source of such financial support is a program of
national health insurance geared to provide reimbursement for the services pro-
vided by a health maintenance organization, Again, as with the financing of
initial HMO development, there should be a single source of funding for the fed-
eral share of joint public-private health care financing. Such a national health
care financing system would eliminate the pbresent frustration of attempting to
reconcile varying packages of services for which reimbursement is provided,
varying funding cycles, varying—and sometimes conﬂicting—guidelines, and
varying funding levels. )

Thus, it seems clear that an essential interrelationship must exist between the
legislative i i

that separate committees consider these matters, two courses of action appear
possible. One is to allow the services subject to reimbursement through national

ment of an appropriate financing mechanism, This would follow the current
practice of legislation authorizing a federal program, followed by subsequent
legislation relating to the funding for the brogram. The record of the current
practice in providing sufficient funding levels is not encouraging, however,
Faced with these equally unpalatable choices, the Association wishes to sug-
gest a third alternative. We suggest .the development of a system of mutual

‘ing a national health insurance program and the legislative committees charged
with developing health care delivery systems. These relationships could take the
form possibly of select committees in each chamber comprised of members of the
appropriate standing committees, or of a joint committee comprised of members
of the appropriate standing committees ‘of both chambers. At least there should
be an agreement of multiple referral for legislative provisions dealing with health
care financing and health care delivery. Such an ‘arrangement—in whatever form
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it developed—would permit those concerned more directly with health legislation
to work closely with their colleagues concerned with health care financing to
develop a coordinated program to meet the health needs. Under such an ar-
rangement, a national health program would not be the product of financing
considerations alone, and the substantive health committees could gain the
understanding and support of those with the charge of providing federal support
for health care through the Social Security system or a national health insurance
plan.

Dr. Heysser. I would like to enlarge on something that Dr. Stewart
was speaking to.

Mr. Rocers. Certainly.

Dr. Heysser. I think—I don’t think we are quite as badly off in
Baltimore as you are in Louisiana—a premium of $50 to $60 per fam-
ily per month is about average for the kinds of services we outlined.
The only people who will really be entitled at those rates are those who
happen to work in industries which have a large enough fringe benefit
payment, or the upper middle class or, in the State of Maryland, medic-
aid recipients. This would leave out about 30 percent of the popula-
tion who would not be entitled under current insurance payments
either from employers or from governmental sources. So that I would
agree that if the concept is to grow, then some form of national entitle-
ment for these groups for benefits as outlined here would be necessary,
unless HMO’s are going to be for the very wealthy and the very poor
and the middle class working groups.

Mr. RocErs. Dr. Roy. : :

Mr. Roy. I have heard it said that any time a medical school is going
to provide services it is going to cost a great deal more than if they
are provided by some group other than a medical school, because some-
how the education costs appear to be added into the service costs. -

‘Would you comment on this?

Dr. Heysser. We have three medical schools involved at the moment
in the development of HMO’s. We have been very careful to set them
aside organizationally from the academic enterprise. So that the fi-
nancing of the HMO’s is not involved in any way with the financing
of the medical school.

However, if teaching programs and research into health services
go on in those HMO’s, which is really our reason for doing in most
instances, then this will cost more. Some provision will have to be made
to meet those costs. The exact percentage or amount of dollars I don’t
really know. :

The number that has been thrown around is 25 percent, approxi-
mately. There would have to be an add-on.

T might add that currently, as you know, the cost of postgraduate
education is borne by third party insurance payers primarily. In an
HMO with 30,000 subscribers it is not appropriate to put all the train-
ing load on that small number of people. I think other means of financ-
ing the educational enterprise will have to be found.

Mr. Roy. If we are to carry on health education within the HMO
setting I presume it would be carried on by an HMO which is part of
a medical school or carried on by an independent HMO. If we are to
carry it on by an independent TIMO and if we are to provide funds,
shall we provide those funds to the HMO or should we provide them tc
the medical school as a sort of pass-through mechanism, which would
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then pay the health maintenance organization for any educational
function which they perform ?

_Dr. Hevsser. I think the money should go to the medical school to
purchase, in a sense, the educational environment and the educators in
that HMO.

I would comment on one other thing. Setting up an HMO as part
of a medical school is perhaps too restrictive. Harvard, Yale, and -
Johns Hopkins are very much in control of their HMQ’s but they are
not managed through the usual academic enterprise, that is, through
the dean’s office, as an example. They are set aside as separate corporate
entities, and the physician groups are separate groups from the faculty
payment mechanism.

Hl]\&{lr.,ROY. In other words, medical schools are presently sponsoring
O’s. ‘

Dr. Hevysser. They are sponsoring HMO’s. I think they have their
names and reputations on the line, but they don’t have their fiscal
lives on\ the line for these institutions; nor is the HMO supporting
the academic enterprise. I think there are organizational ways to do
this which clearly make a separation. ~

v

Mr. Roy. Do you think the health maintenance organization is a
‘proven_concept ¢

Dr. Hevsser. Yes. I think there are enough people enrolled in
enough areas, that they are diverse enough, that growth has been
striking enough where the option as been offered to people, and that
thg'perforx]hance to date makes me believe they are a proven enter-
prise. | v

er.eRov'. Do you think the for-profit HMO’s have proven them-
selves ? ;

Dr. Hexsser. I don’t know one that is operational at the moment.

Dr. Coorer. May I make a statement on the for-profit HMO’s which
I think is important for this committee if it is going to include them ?
- They should be required to assume the same burden of distribution
of patients that a nonprofit HMO does, We are concerned that they
may not provide the same distribution of services to the same distr..
bution of patients and thus in essence siphon off the patients that are
more desirable. So, if for-profit HMO’s are included in any bill, we
think that the legislation should require the same distribution of
patient load and burden of disease and enrollee economic level for
for-profit HMO’s as for the not-for-profit HMO’s.

“Mr. Roy. Tam working with admitted prejudice against for-profit
operation because I have had experience with them. I would be very
happy to have you gentlemen comment, either reinforce my prejudice
or diminish my prejudice.

Do you have any comment on what has been the experience in for-
profit institutions in the delivery of health care?

Dr. Heysser. I think that the proprietary hospitals have, on many
occasions, stayed out of areas that were expensive, as an example, the
provision of emergency services and other special kinds of services,
which undoubtedly has enhanced their ability to show a profit, and
have left the most expensive services to other institutions. T endorse
the point Dr. Cooper is making that, if for-profit HMO’s are devel-
oped, then they should be required to serve the same population with
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the same kinds of services and be held to the same standards as not-
for-profit HMO’s. ~ :

" Mr. Roy. Do you really think we can develop the ability to prevent
skimming ? We have built between our two general hospitals in Topeka,
Kans., another structure which would like a hospital license. They
say, “We can take that postsurgical patient from the fourth and
seventh day and do it much less expensively.” They can do it much less
expensively, because the expenses are in the first to the fourth day.
T can’t help but wonder if we add the two up, in other words, acute hos-
pital costs are bound to go up if they are caring only for the first to
fourth day, if we are not increasing the total cost of the 8-day surgical

atient.
B Do you think that we can develop methods to prevent skimming ¢

My ‘other question, of course, which is a question for the committee,
whether we really want to put the effort in to provide methods to
prevent skimming? '

Dr. Heysser. Since an HMO has a defined population and, therefore,
a denominator against which you can really measure the services
delivered to a population, it is possible to get statistics that relate to
a whole series of services provided, the number of physician visits, the
percentage of the population visited. Tt is possible to get notions
of consumer satisfaction, not only by enrollment performance of the
HMO, but in terms of asking people whether the services they were
promised in their contactual relationship with the HMO are, in fact,
being delivered. I think it is possible to look at that aspect of it and
also to be certain that a for-profit HMO would not exclude certain
segments of the population because it might have an undue burden of
disease, et cetera, or might be thought to be undesirable for other
reasons. So I think it is probably easier to prevent skimming in an
HMO kind of arrangement than it might be in other segments of the
health care industry at the moment.

Mr. Roy. Is it possible, then, to prevent skimming within the orga-
nization? T suppose you really address that with the same answer.

Dr. Stewagrr. T am not sure I completely agree with that. It seems
to me that if we really have dual choice in the system, which I think
is highly desirable, and the degree of marketing which is necessary,
then it seems to me it is difficult to prevent the skimming within that
kind of competitive situation. I think we have the lesser-of-two-evils
kind of thing. -

Mg Roy. We are coming face to face with another problem. Almost
each witness has expressed it. It is impossible to provide health service
to a population which cannot pay. These populations exist in many
places in our society. We can have the potential to put HMO’s in place
in these underserved areas where these populations exist if we come up
with some type of subsidization for those who cannot meet these costs.

This has politial problems, I am sure, and it has many other policy
problems. The medical schools I think especially may be physically
located within these areas. Should we make an attempt in this bill
to put the HMO’s in these underserved areas by some type of sub-
sidy or should we go the other route and admit that these HMQ’s are
going to serve the same populations that presently have the ability tc
acquire medical care? However, gaining from cost containment, per-
haps quality experience, we can then wait for the payment mechanism
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and assume then that there will be some possibility of putting HMO’s
into the underserved areas? Also perhaps you can address yourself
to what is going to happen to the underserved area when the payment
mechanism becomes available and there are not service facilities in
place. Would you like to comment on this rather long statement-
question ? :

- Dr. Hevsser. First, it is almost impossible for any group to move

into the underserviced inner ghetto and systematically exclude 30
percent to 40 percent of the population. I think subsidies for HMO’s
which are going to deliver medical care to underserved areas really
should be made. As a practical matter, in East Baltimore that is essen-
tially what we have. We have a grant under section 314 (e) of the
Public Health Service Act which actually pays the premium for some
proportion of the enrolled population, the others being paid for by
title XTX, medicaid. I think that short of some sort of universal en-
titlement, a subsidy should be made available for the premiums of
those people who cannot otherwise meet the cost and who do not
qualify for HMO’s operating in underserved areas. Otherwise, I think
HMO’s would get started and would, in fact, become a program for the
middle class and for the upper working class of the country, with the
underserved areas being left to shift as they may, as they are at the
moment. : '

Dr. Cooper. May I add one quick point to that? I think that in addi-
tion a subsidy is required because an HMO in a medically underserved
area has a much greater responsibility to promote heaith than on in
a community which is more accustomed to receiving health care. Tt
does no good to establish an HMO in an underprivileged area and just
open the doors for those who happen to come in. You really have to
promote health. I think this has been clearly demonstrated in the Port-
land experience of Kaiser-Permanente, The subsidy has to include not
only the payment for those services that cannot be covered by the
regular premium, but to permit the HMO in this area to carry on the
kind of health promotion program that is required to bring people in
deprived areas into the system.

Mr. Roy. I have a dozen questions as to what we might expect or
might not realistically expect from the medical schools but time has
not permitted me to ask them.

I appreciate your testimony. .

Mr. Roaers. As I understand it you are not anticipating that every-
one will belong to an HMO? :

Dr. Heysser. No :

Mr. Roaers. Are you anticipating that its main thrust is to those in
the poverty area or underserved area ?

Dr. Heysser. No.

Mr. Roeers. Should they be required to serve a certain number of
them or should it simply reflect the population of the area in which
they exist ? ‘

Dr. Heysser. Tt should reflect the population of the area in which
they exist.

Mr. Roeers. Currently, how do those who cannot pay get served?

Dr. Stewarr. In Louisiana we have a State charity system, and the
Louisiana Medical School is responsible for the care of 600,000 people.
It is subsidized by the State and medicaid and medicare.
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‘Mr. Roczrs. So I think this is pretty much accepted. If those who
cannot pay are to get help even in the present setup of HMO’s, those
people must have some way of getting into the system by payment.

Dr. Stewarr. That is correct. ‘

Mr. Rogrrs. I was thinking of going to this national health insur-
ance. I am not sure it is a necessary requirement. I don’t think every-
body will get into an HMO. Suppose they can get their care. For in-
stance, the Grovernmentw ith medicaid can get people taken care of in
an HMO, like one told us in California, for 27 percent less. Maybe it
is not going to cost as much. :

Dr. Stewarr. I think that without some health insurance aid at the
present time none of those 600,000 people could be included in an HMO.
Now I have the feeling that HMO’s provide a quality of medical care
which is not attainable under the present system. ,

Mr. Rocers. You feel it will be an improvement ?

Dr. Stewarr. It improves the quality of care. Tt improves access
because it moves it out to the area where the people live rather than
their having to come in and seek something that is given to them. But
this depends on whether the present effort in HMO?s is to try to de-
velop an example of a system as we come along with our national
health insurance, which”is going to take considerable debate, or
whether the present effort is to try to provide an entitlement for all
kinds of people at the moment through the HMO. I would think it is
more of the former at the present time in the effort. 1 would hope, Mr.
Chairman, even in the absence of the development of national health
insurance or anything that takes its place over the next few years, that
some experimental HMO’s in these underprivileged areas would be
tried out and that there be provisions for ways of subsidizing those
which may be somewhat different from what would be done if you were
dealing with a middle-class community.

Mr. Rocers. I think that is a good suggestion. Thank you so much
for your testimony. The committee is grateful to each of you for being
here.

Dr. Hevsser. Thank you.

Mr. Roarrs. Members have to be on the floor at 12. Will it be con-
venient, Blue Shield and Blue Cross, to come back at 1 307

T understand they will be back at 1:30 and are agreeable to it. Under
those circumstances, the committee will stand adjourned until 1:30
this afternoon.

(Whereupon, at 11:55 a.m. the committee was recessed, to reconvene
at 1:30 p.m. the same day.)

AFTER RECESS

(The snbcommittee reconvened at 1:30 p.m., Hon. Paul G. Rogers
(chairman) presiding.)

Mr. RogErs. The subcommittee will come to order, please, continuing
hearings on proposed legislation for health maintenance organizations.

I am very pleased to have as our next witness Mr. Walter J. Mec-
Nerney, president of the Blue Cross Association. We will be pleased
to have you come to the table and any of your associates whom you
desire to have with you. ’

We will make your statement a part of the record, and we will be
pleased to receive any comments you desire to make.
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STATEMENTS OF A PANEL REPRESENTING BLUE CROSS ASSOCIA-
TION:

WALTER J. McNERNEY, PRESIDENT, BLUE CROSS ASSOCIA-
TION;

LEQ E. SUYCOTT, PRESIDENT, WISCONSIN BLUE CROSS PLAN,
AND PRESIDENT, ASSOCIATED HOSPITAL SERVICE, INC.
MILWAUKEE, WIS.; AND

DAVID W. STEWART, MANAGING DIRECTOR, ROCHESTER BLUE
CROSS PLAN, AND MANAGING DIRECTOR, ROCHESTER HOS-
PITAL SERVICE CORP., ROCHESTER, N.Y. :

Mr. McNerwEY. T am pleased to be here in behalf of the Blue Cross
system, which' now serves approximately 100 million Americans
through its public and its private programs.

If I may submit the statement that I have in front of me for the
record, I would like now to paraphrase it, and then ask David Stew-
art, managing director of Rochester Blue Cross, and Leo Suycott,
president of Wisconsin Blue Cross, to follow.

Mr. Roaers. Certainly, that will be excellent. ,

Mr. McNzerney. I will focus on system policy toward HMO’s and
the involvement of the system in it. They, in turn, will put more em-
phasis on the practical issues that are faced in implementing HMO
programs. Each has a program in his area.

In essence, Blue Cross supports both the HMO concept and its de-
velopment. We applaud the new emphasis being put on it by the pub-
lic, by members of the profession, and by the Government, We have
spent a great deal of time, money, and energy within Blue Cross on
HMO development.

Mr. Chairman, there are now within the Blue Cross system some
13 operational HMO’s. In addition, four plans are marketing HMO’s
and anticipate the start of service delivery within 6 months. Eleven
plans are developing HMO’s and are in the process of designing the
operating capacity to implement the program successfully. Fifteen
additional plans are in various stages of planning; 12 are in the ex-
ploratory phase.

Our corporate goal is to have 30 HMO’s operative by the end of
1972. The detailed descriptions of those that are operative and those
in the planning stage are in the appendixes. Our long-term goal is
280 HMO’s by 1980, which would give us an opportunity to afford
most of our subscribers a choice between competing methods of financ-
ing and delivery.

If T could simply summarize, I would say that, in general, Blue
Cross prefers a reasonably flexible approach to HMO’s, with important
principles defined in the law without the imposition of undue stric-
tures. In the framework of that general feeling, we would like to
sound two cautionary notes:

First, T am sure that this committee is familiar with data which
indicates that enrollees use a significantly lesser number of hospital
days in the HMO-type environment. It is important to note, how-
ever, that these data are based on limited ponulations, not always cross-
sectional ; and they must be projected to the broader population with
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great care. As systems grow in size, they change in their characteris-
tics. We have an appendix that deals with thisissue. -

The second cautionary note is that the HMO is but one part of the

total delivery and financing system. Its success inevitably will depend,
~ in significant part, on the viability of the total structure.

In the next sections of our statement, we deal with specific imple-
mentation issues: Benefits, marketing, risk sharing, financing from
public programs, community versus experience rating, payments with
HIMO’s, whether they should build their own hospitals, the profit and
nonprofit issue, the quality of care issue, Federal funding, and whether
ghey should be required to operate in poverty areas and, if so, to what

egree. ' B

The statements are there, and we shall be glad to answer questions in
regard to them. I would like now to move quickly to our conclusions:

The FIMO concept is now over 2 years old and has broad verbal sup-
port. Greater commitment, we feel, is needed from both the public and
private sectors.

Issues surrounding the commitment are well known and have been
long debated, and we hope fervently that this committee will make some
decisions and report a bill to Congress. It is time to get going. ;

In summary, a few points bear either repeating or elaboration. First,
we must recognize that all of us want to measure HMO’s by a number
of criteria which are, in part, contradictory. We want them to provide
comprehensive care, at lower cost. We want to regulate them carefully
to insure quality, yet give them flexibility to innovate. We want to im-
plement them quickly, yet some want to rule out the for-profit devel-
opment and spend as little as possible for startup money. We need deci-
sions now, but as we make them, we should not pretend that we know
all the answers. We should make some judgments, take some risk, based
on public interest and start; then make changes as we go along, based
on experience rather than endless speculation. P o

Uncertainty should not lead to hesitation, especially because we feel
the potential gains outweigh the risk. Action by the Congress and the
executive branch now are essential, we feel, to get things moving.

The second point of summary is that in moving ahead we feel that
Congress should focus on the national goals of the EMO movement.
The Secretary of HEW and the agency administering the program
would then be charged with specifying given result areas such as
enrollment cost and data requirements. With these goals and guide-
lines established, the HMO’s should be reasonably free to achieve them
according to their own means. . .

Tn the HMO setting, we feel we should be less concerned about
precise internal arrangements among the participating parties, par-
ticularly with reference to rules, processes, and standards taken from
existing systems that we are trying to change; and more concerned
about creating an alternate system and having it work effectively in
the market. Under no circumstances, we have stated, should HMO’s

become a catchall for everybody’s fayorite reform remedy.

The third general point in conclusion : T we are to be able to eval-
uate progress in the years ahead, a relatively uniform data base will be
essential to FIMO’s and alternative systems. We feel that the HEW
requirements inevitably involved here should be consistent with HMO

management requirement and not a needless added burden. That is.
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there should be some minimum data, but not as an excessive burden
to management. v =

Fourth, because of the shortage of capital for new building and
startup cost, we must make maximum use of existing facilities and
have the wit to build around some of the inberent variations rather
than to try to impose a stereo typed pattern on the communities, :

- Fifth, an innovative and controlling force in development should be
the exercise of consumer option in a situation hopefully free of current
restrictions on the HMO pattern. Too much rigidity in designing
HMO?’s makes it difficult to capitalize on assets and relies too heavily
on theoretical gains at the expense of benefits realized by consumers.

* Next, the HMO concept can be oversold to its detriment, based on

the valuable but limited experience we have had to date. Our .objective
should be to give it ample opportunity on a broad scale, then let it
sell itself, . : :

- Finally, I would like to come to what I think is a key point. Too
little attention has been paid, we think, in the discussion of HMO’s,
about the enormous contribution that could be made by carriers’ pre-
payment programs, especially such as Blue Cross. For example, in
talking about HMO development, here is what a carrier can bring to
the program :

Access to markets where HMO’s can be offered on a dual or multi-
choice basis; ‘ .

Skills to educate markets regarding HMO potential and enrollment
service through widespread field offices; :

Ability to calculate and administer rates;

Resources to help establish HMO?s, capitalizing on existing staff

and modest investments; : : B
Experience requisite to negotiations with institutional and profes-
sional providers. on reimbursement, utilization review, and other
relevant matters; : B ,
Capacity to absorb early inordinate risks, especially in the early
days of the HMO; S
EDP and other systems capacity to provide key evaluation data and
institute utilization review programs on an area, basis;

1d&bi1ity to supplement HMO benefits with other benefits as required ;

‘an - .

Machinery through which out-of-area benefits can be paid on a serv-
ice basis and transfers from one HMO to another, or to an alternative
program, can be effected without cessation in coverage. - :

Blue Cross is committed and ; involved. We have the wherewithal
to make a major contribution. We stand readv to work with new pro-
grams the Congress may propose, and we shall continue to extend our
own programs. ‘ : L ‘

(Testimony resumes on p. 985.) L o

(Mr. McNerney’s prepared statement and attachments follow :)

STATEMENT OF WALTER J. MCcNERNEY, PRESIDENT, BLUE CROSS ASSOCIATION

I am Walter J. McNerney, President of the Blue Cross Association, the national
coordinating body for the Blue Cross System. I am here representing 74 non-
profit Blue Cross Plans which serve nearly 100 million Americans under public
and private programs. . : : .

With me is David W. Stewart, Managing Director of Rochester Hospital Service
Corporation, and Leo E. Suycott, President of Associated Hospital Service, Inc.,
of Milwaukee, Wisconsin. . : : :

>N
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I will discuss Blue Cross’ policy toward, and involvement in, Health Mainte-
nance Organizations and selected public policy issues from a systemwide point
of view. My two colleagues, both of whom have been leaders in HMO develop-
ment in their areas, will report on the practical issues that must be faced in
the implementation of HMOs.

I. BLUE CROSS POLICY

For many years, Blue Cross has participated in group enrollment situations
where the employee had a choice of prepaid group practice or more traditional
benefits. Some Plans, in fact, have marketed prepaid group practice medical
benefits in conjunction with Blue Cross institutional benefits for over 20 years.
The HMO concept grew out of some of these earlier options. It has our support.

- 'We applaud the new emphasis put on HMOs by the public, by many in the
health professions, and by government. .

Attached as exhibit I is a policy statement passed by the BCA Board of
Governors in August, 1971. The statement reads in part:

“Recognizing that the basic concepts are not yet well developed and will long
be subject to varying interpretation, Blue Cross supports the HMO concept as a
promising alternative form for delivery of health services in much the same
vein as it has previously supported and been actively involved with development
of prepaid group practice programs. In line with this commitment, Blue Cross
has helped to establish new prepaid group practice plans and has provided these
new systems with critical access to large markets by offering the public the
program benefits on a dual or multiple choice basis in open competition with
more traditional insurance and delivery systems”.

BLUE CROSS DEVELOPMENTS WITH HMO'S

Blue Cross has devoted a great deal of time, money, and energy to HMO
development.

We now have ten Plans with thirteen operational HMOs.

In addition, four Plans are marketing HMO programs and anticipate the
start of service delivery within six months.

Eleven Blue Cross Plans are developing HMOs and are in the process of de-
signing the operating capacity to implement the programs successfully.

TFifteen additional Plans are in various stages of planning HMOs and twelve
Plans are in the exploratory phase discussing the idea with provider and con-
sumer groups.

Our goal is 30 operational HMOs by the end of 1972.

Attached as Exhibit II is a report on Blue Cross involvement in Alternative
Delivery Systems which includes brief descriptions of local developments. Ex-
hibits ITT and IV describe briefly Blue Cross roles in various HMOs.

The Blue Cross Association has conducted a number of educational confer-
ences to familiarize Plan personnel with HMO operations. These programs drew
upon the expertise of speakers from Kaiser, HIP, GHAA, and other existing
group practice organizations. Also, we are conducting a number of problem-
oriented conferences to discuss specific areas associated with HMO develop-
ments, e.g., an actuarial meeting to discuss rating of HMO benefits.

We are convinced that carriers and Blue Cross, in particular, have a critically
important role to play in HMO development. Blue Cross has the administrative
skills needed to handle programs of such complexity ; it has contracts with
thousands of hospitals and a population in the private market of 75 million
enrolled in 625,000 groups.

Blue Cross sees the HMO not as the total answer to all delivery problems, but
as an important option for consumers. Our long-term goal is 280 HMOs by 1980
offering virtually all of our subscribers a choice between competing methods of
financing and delivery. The exercise of this choice promises to be one of the most
effective, innovative forces acting on the health delivery and financing systems
in the years ahead. It will have the distinct merit of emanating from the grass
roots close to the substantive problems involved, and reasonably free of the type
of stereotyped solutions that are more apt to be imposed from afar.

II. GENERAL ISSUES

As we begin to formulate national public policy and legislative language for
HMOs, we must keep in mind how complex and variegated this country and its
health system are. Consumer attitudes and preferences vary widely as do the
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structure and traditions of the delivery system. For example, the number of
hospital beds per 1,000 population varies on the order of two to one from one
- state to another, while the physician ratie varies by as much as four to one.
Hospitals and other institutions operate under a variety of auspices, including
federal, state, and local government, those operated for-profit, hospitals owned
by religious groups, etc. Prepaid group practice has strong roots in some states
and weak ones in others.

Federal HMO strategy must accept and deal with this variety and not expect
that change will occur easily, uniformly, or:quickly. §

An important strategic question becomes how stringently legislation should
define HMOs. Should-the Congress be flexible and permit or encourage variations ;
or should it define benefits precisely, attempt to regulate quality explicitly, rule
out for-profit organizations, etc? E )

- On one side of the!question lies the risk of fostering an illusion of change while

the health system continues in the old ways; and on the other, the danger of
saddling HMOs with responsibilities substantially in excess of what is required
of other elements of the: system, and, in the process, slow progress, reduce the
number- of potential participants, and incurexcessive costs. .

In general, Blue Cross prefers a reasonably flexible approach to HMOs. Im-
portant principles should be defined in the law without the imposition of undue
strictures. Focus should be on improvement of productivity and access. And, suf-
ficient base data should be required so that the effectiveness of various formats
can be evaluated over time.

Our hope is that the internal dynamiecs of HMOs will lead to:lower costs, more
preventive medicine, less reliance on acute services, and a system that is easier
for the consumer to understand and. use. The ultimate test will be consumer
satisfaction and selection. :

In the framework of General Issues, two notes of caution should be sounded.
First, I am sure this committee is familiar with data that indicate that enrollees
use a significantly lesser number of hospital days. It is important to note that
these data are based on limited populations, not always cross-sectional, and that
they must be projected to broader population with great care. As systems grow,
their characteristics can ‘change; advantages can be lost as well as gained. A
commentary on these points from the March, 1972, issue of Inquiry is attached
as Exhibit V. : )
~ This particular note:of caution should not be interpreted as a vote against a
strong push for and selective subsidy of HMOs. HMOs are not only of theoretical
worth. Nine million people are enrolled in prepaid.group practices; one form of
HMOs. Also, we have subsidized the prevailing system for years with billions of
dollars of Hill-Burton funds, tax deductions, regional medical programs, and
others, while various antecedents of HMOs have been penalized by profes-
sional and legislative discrimination. In fact, we have a heritage of shortsighted-
ness to overcome. .

Second, the HMO is but one part of the total delivery and financing system.
Its success will depend, in significant part, on the viability of the total structure.
At some point, the HMO must be integrated into the larger concept of national
health insurance. In this context, there remain major unresolved issues directly
impinging on HMO development.

III. FINANCING ISSUES

There are a host of implementation issues invoelved in structuring HMO leg-
islation. I will comment briefly on those with which Blue Cross has relevant
experience. Also, I will emphasize the essential role Blue Cross and other car-
riers can play in starting HMOs and in sustaining them in the market. It is
important that legislation recognize and make provision for carrier capacities
and participation.

TR A. BENEFITS

Most communities now recognize that comprehensive health benefits are a de-
sirable goal for HMOs and other delivery systems. But, the initial requirements
for HMOs should not be overly idealistic. The resultant costs could be too far
out of line with alternate systems. Also, some communities could not produce
comprehensive services initially, without extraordinary subsidy.

+ A limited scope of basic benefits, with strong emphasis on primary care and
health education, would :‘permit HMOs to structure themselves around available
resources. Individual HMOs .could offer several benefit options on a building-
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block basis at different prices, permitting subscribers choices béised on the‘ir‘bwn ;

perceptions of need and ability topay. ; i 5
The benefits designed in H.R. 11728 in Section 1101 (2) are, perhaps, too ex-
tensive. While the inclusion of extended care, rehabilitation, and other benefits

is desirable in the long run, a lesser package will probably result in the devel-

opment of HMOs in core communities initially. ‘

Out-of-area benefits for emergencies and other special circumstances are vital
for a mobile American population. Blue Crossoperates an extensive system to
provide out-of-area benefits and transfer of coverage for persons moving perma-
nently. Here, the carrier can play an important role in an HMO concept.

B. MARKETING

The HMO concept cannot grow at an accelerated rate without access_" to .

markets. No one has proposed that any given delivery system be compulsory—
nor is it likely to happen. Blue Cross and other carriers have large field forces

in active contact with corporate groups and extensive experience in account

" education and service.

The fledgling HMO cannot hope to create this kind. of marketing capacity in :
a reasonable amount of time, if ever. Without it, enrollinent will lag and losses '
in the early years could be substantial. An affiliation with a major carrier, such

as Blue Cross, can solve or mitigate many of these problems. L
In the market, periodic open enrollment should be required. There is an asso-
ciated risk that this would lead to a disproportionate number of poor . risks
enrolled in HMOs. However, this can be helped by a carrier able to merge the
experience with other groups in some manner. .

H.R. 11728 requifes providers to accept all risks up to $5,000 per case. We
‘would suggest that this be modified to permit carriers to share in taking risks
at all levels. This will have several salutary effects. It will decrease the likeli:

hood of bankruptcy and the need to make extensive provisions for insolvency in

the law. Also, smaller provider groups will be more likely to belong to HMOs

when the risk taking required of them is within reason.

_Carriers, given this equity, will -be encouraged to sell HMO coverage aggres-

gively. A sharing of risks between carrier and provider is desirable to serve as
an incentive to provider and carrier alike. . i

p. FINANCING FROMAF PUBLIC PROGRAMS

One of the ways to stimulate HMO development is to.make provision for. théh"

support from present federal programs. For example, Medicaid, in given states,
has some 225,000 welfare- recipients enrolled in various HMOs, such as HIP,

Kaiser, and Group Health Cooperative of Puget Sound. A capitation rate is paid

to the HMO, based upon the actuarial equivalent. of the health benefits enun-
ciated in the state legislative enactment which authorized the Medicaid
program. :
Presently, the Medicare legislation does not make this possible. Some organi-
zations, such as Kaiser, provide their regular HMO-type benefits to Medicare
eligibles on a negotiated, cost-plus basis. HR. 1 (if enacted in its present form)
would change this and provide for payment to the HMO of 95 to 100% of the
cost of benefits provided to other Medicare eligibles in a common geographical
area. Present state leigslation prohibiting Medicaid capitation should. be over-
ridden or changed. . :

 E. COMMUNITY VERSUS - EXPERIENCE RATING

_ Blue Cross has been through this complex issue many times. It is important

to note that there is no “pure” way to rate equitably. For example, when Blue B

. Oross community rated most of its enrollment (i.e., before commercial carriers .

caused Blue Cross to modify this principle by experience rating), areas where o
costs were lower subsidized areas where costs were higher. ‘While governments .
extoll community rating, they are the first to demand experience rating for their
employees (state and national). As long as carriers are permitted to experience

rate, HMOs will require the same opportunity in order to compete.

Carriers have much to offer here also. For example, if Blue Cross were ;to’ !
implement a network of HMOs to cover a given geographic area-—say, 4 large -
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.. areas, for—proﬁt‘enterprises have attracted capital more quickly than non-profit:

ety s’érvedfby 8 to 10 HMOs—it could come up with a composite rate among the
. HMOs and market /this to large employers which have employees spread through-

: : F. PAYMENTS ‘WITHIN HMOS e
This is another area where we need to resist the temptation to envelop HMOs

in excessive rules and regulations; a variety of methods of reimbursement to -
~hospitals and other providers should be tolerated, even encouraged.: This area
is currently the topic of much debate and experimentation, It is in the public
" interest that this search for better methods -continue. il o
: In the long run, it is unlikely we will find “one best way”. Experience among
. nations, as well as in the U.S., has taught us that any given method of payment
- can be validated only by contrast with another. If there is a universal principle’
- involved, it 4s that any reimbursement system should encourage provider risk
- ‘assumption. Blue Cross and other carriers have extensive experience in reim- .

" bursement and can play an important role in assistance. o

' The question is often ‘asked, “Should fee-for-service payments be permitte
-~ in HMOs?”? : : g it ; . : W ng s
We should avoid a false polarization here between salary and fee-for-service; . :

there are a variety of ways to reimburse physicians, as there are other services, =
To achieve high performance, perhiaps we can 'learn from other enterprises.
Service and hard-goods organizations alike use a variety of schemes—straight

- salary, commissions, ‘broductivity bonuses, ete.—to determine income. Elements

of the two approaches can be combined and adapted to the individual situation

to stimulate performance. The Kaiser Plan and the Group Health Cooperative of

Puget Sound permit up to 10% of physicians’ income to be from fee-for-service.

‘Iin newly founded HMOs, more flexibility might be an essential ‘transitional

device. : . : . o S

~ We should keep in mind constantly that an essential merit of HMOs is their

primary emphasis‘ on ends, not means, and on active management, not imitation.

6. SHOULD HMoS BUILD THEIR OWN HOSPITALS? Sy
‘While new hospital beds may be needed on rare oceasions, maximum use of
existing facilities should be encouraged. In too many areas, we have an oversup-

ply of beds and new ones will represent costly duplication. Funds for capital
-are in short supply in both the public and private sectors throughout the world.
‘Spending HMO money on facilities on a broad scale could be expensive-and add
to current problems of ‘overlap and fragmentation. o . :
- In any event, HMOs must fall within the purview of state and areawide plan-
ning agencies as a guard against duplication® of resources. This assumes that
these agencies are community-oriented and controlled. In Some: areas of the
_.country, one sees a vast interest bias against HMO development. This, among
~other points, underscores the need for strategies parallel to HMO development
* within a larger framework, : : L R
‘Investment in facilities or construction for HMOs should emphasize ambula- .
tory care and other underdeveloped services. We endorse Section 1104 of H.R.
11728 in this regard. ' -

_H. ‘PROFIT-NON-PROFIT '

- Blue Cross believes deeply in the non-profit operation in the health field. But,
. non-profit organizations have not moved quickly into all rapidly expanding com-
- munities where, in some instances, proprietary organizations have. And, with the
shortage of capital we face, access to all money markets will be needed. In some

~developers. i : w o
* For-profit organizations should be Permitted to participate, but energetically:
required to meet community standards. Open enrollment, quality standards, pub-
lic disclosure of financial and operating data, provisions against conflict of inter-
est, control of equity return. and planning agency sanction can do much to
insure accountability. Section 1101 (1) should be ‘changed to permit’ for-profit
HMO developments. " ST ) s :

S I. QUALITY OF CARE

= Thisv‘is‘a_diﬂ_ﬂcultf,iswe;‘ the medical process is complex and evaluation of
© quality requires'subjective as well as objective judgments; " S el
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Importantly, HMOs should not be subject to unique standards not applicable
to other delivery modes. This could lead to unwarranted discrimination, In this
regard, we should keep in mind that group practice has effective quality control
inherent in it. Physicians working closely together have ample opportunity to re-
view their colleagues’ work and establish pathways to obtain consultations on-
difficult cases. Also, HMOs are subjected to the same controls largely as the rest
of the system, e.g., professional licensure, institutional licensure and accredita-
tion, and consumer choice. ;

With all of the above, it would be well to have part of the quality assurance
program stipulate the need for a mechanism in HMOs that focuses on results.
For example, of so many hypertension patients, how many died, returned to
work, etc.? Too much current evaluation in most delivery systems is geared to
input under the assumption that given methods or formats automatically pre-
duce desirable results. Such a stipulation would assist the evaluation materially
contemplated in Section 1110(a).

We support Section 1110(a) of H.R. 11728 which would provide direct sub-
sidies for evaluation. And, we support Section 1101 (1) (G) requiring HMOs to
have an “ongoing quality assurance program”, and Section 1101 (1) (H) requiring
that data on cost and utilization be compiled and published: In essence, we need
to evaluate the investments made in HMOs as we do in all systems. :

Data stipulated should not require extensive record-keeping or expensive
computing that would purden the HMO. Rather, these data should be essential
to the HMO for management purposes and, for the most part, be available in the
normal course of events. Their disclosure to -the public on a periodic basis will
considerably enhance consumer option and serve as an effective internal
discipline.

J. FEDERAL FUNDING

H.R. 11728 proposes a variety of grants, loans, and loan guarantees to sup-
port various facets of HMO development. We support all of them. Federal money,
judiciously placed, can and does speed developments. . '

The agency charged with administering this program should evaluate alterna-
tive methods carefully to see which provides the most leverage.

K. REQUIRED SERVICE TO POVERTY AREAS PER SE

By many, the HMO concept is seen, in one form or another, as an effective
answer to the access and use problems of low-income urban and rural areas. In
these areas, purchasing power, health facilities, and programs are often absent
or weak. The HMO cannot solve all the problems. For the HMO to work in these
circumstances, there must be:

1. Adequate public payment programs (Medicaid, Medicare, FHIP, ete.). .

2. Adequate grants and loans to meet specific government objectives—for
capital and start-up purposes.

It is unlikely that manpower will be attracted to selected urban and rural
areas unless there are strong system and program ties established to a central
unit of broad scope and sophistication. Through such. a satellite arrangement,
quality can be protected, even with new and innovative uses of gubstitute skills,
and highly trained professionals can be given the stimulation, mobility, and
tools they require.

1V, CONCLUSIONS

I have stated Blue Cross’ record and its views on a number of issues associated
with HMOs. The HMO concept per se is now over two years old; it has broad
verbal support. Blue Cross and others in the private sector are attempting to
get programs under way. Government has made -selective investments. Greater
commitment from both the public and private sectors is needed. :

The issues surrounding commitment. are well-known and have been long-
debated. I hope that this commitee will make decisions and report a bill to
Congress. 2

In summary, a few general points bear repeating or elaboration. !

‘A. We must recognize that all of us want to measure HMOs by a number of
criteria—which are, in part, contradictory. We want them to provide compre-
hensive care—at lower cost. We want to regulate them - carefully. to insure
quality—yet give them flexibility to innovate. We want to implement them
quickly—yet some want to rule out for-profit development and spend as little
as possible for start-up money.

‘We need decisions now, but, as we make them, we should not pretend that
we know all the answers. We should make some judgments and take some risks,
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. based on the public. interest and what promises to work, and start. And, make
changes as we go along, based on experience rather than endless. speculation.
Uncertainty should not lead to hesitation, especially because potential gains
outweigh the risks. Action by the Congress and the Executive Branch are essen-
tial to set more forces in motion. : i

B. In moving ahead, Congress should focus on the national goals for the
HMO movement. i : y

The secretary of HEW and the agency administering the HMO program would
then be charged with specifying given result areas, such as enrollment, costs,

~ and data requirements. With these goals and 'guidelines established, the HMO

should be free to use reasonable means to achieve them.

In the HMO setting, we should be less concerned about precise internal arrange-
ments among participants, particularly with reference to rules, processes, and
~ standards taken from existing systems that we are trying to change; we should

be more concerned about : : ;

Creating an alternate delivery system characterized by a specified pay-
ment for reasonably comprehensive services in virtually every area of this
country within some target date. !

That this system should begin to develop effective incentives and controls
and improve access to care. : :

That innovations in the use of manpower, health education, etec. emerge

. in the process.

It is difficult to describe the health care system in performance terms, but
we need to learn. Under no circumstances should HMO’s become a catch-all
for everybody’s favorite reform remedy. i

C. If we are to be able to evaluate progress in the years ahead, a relatively
uniform data base will be essential to HMOs and alternative systems. HEW
requirements, in this regard, should be consistent with HMO management re-
quirements and not be a needless, added burden.

D. Because of the shortage of capital for new building and start-up costs,
we must make maximum use of existing facilities and have the wit to build
around some of the inherent variations—rather than try to impose a stereotyped
battern on all communities,

E. We should keep in mind that a major innovative and control force in-
volved in HMO development will be the exercise of consumer option in a situa-
tion prospectively free of current restrictions on the HMO pattern. Too much
rigidity in designing HMOs makes it difficult to capitalize on current assets
and relies too heavily on' theoretical gains at the expense of benefits realized
by consumers. :

F. The HMO coneept can be oversold to its detriment, based on the valuable,
but limited, experience we have had to date. Our objective should be to give it
ample opportunity on a broad scale. Then, let it sell itself. :

G. Finally, in the debate over HMOs to date, too little attention has been given

“to the enormous contribution carriers, such as Blue Cross, can bring to HMO
development. For example ; :

- Access to markets where HMOs can be offered on a dual or multi-choice
basis. ' :

« Skills to educate markets regarding HMO potential and service to those
enrolled through widespread field offices.

Ability to calculate and administer rates.

Resources to help establish new HMOs, capitalizing on existing staff and
modest investments. ;

Experience requisite to negotiations with institutional and professional
providers on reimbursement, utilization review, and other relevant matters.

Capacity to absorb early inordinate rigks, especially in the early days of
the HMO. ;

EDP and other system capacity to provide key evaluation data and
institute utilization review programs on an area basis.

Ability to supplement HMO benefits with other benefits as required.

Machinery through which out-of-area benefits can be paid on a service

. basis and transfers from one HMO to another, or to an alternative scheme,

.‘can be effected without cessation in coverage. :

‘Blue Cross is committed and involved. We have the wherewithal to make a
. major contribution. We stand ready to work with new programs the Congress
may propose; and we will continue to extend our own programs.
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 BLUE CROSS ASSOCIATION

October 29, 1971

- TO: Chief Plan Executives
FROM: Antone G. Sirgsen, Senior Vice President, Research and Development

SUBJECT: POLICY STATEMENT ON HEALTH MAINTENANCE ORGANIZATIONS

HMO discussion continues to dominate the current health scene and
impacts upon proposed MHI legislation, Administration postures, and
HEW strategy. In its assessment of the efficiency and effectiveness

of modes of health care delivery and financing, the Blue Cross Associa-
tion supports the HMO concept as a viable alternative form for delivery
of health services in much the same way it supported and developed
prepaid group practice programs. Blue Cross Plans will continue to
“develop prepaid programs and offer them on a dual or miltiple -choice
basise.

At, the Board of Governors Meeting, August 22, 1971, the Blue Cross

Association adopted the attached HMO policy statement. The statement
includes a broad HMO definition and lists a nine-point set of guide- o A
lines for Plan assistance in the development of HMOs. The thrust of '
the Blue Cross position emphasizes the need for Plan involvement in

HMO development. It states however, that the effectiveness of the

HMO will depend upon its ability to offer alternative systems and

not simply to confine change to components, such as financing mechanisms
and organizational flexibility. Such change may create the illusion

of change, when in reality the delivery system continues to function

in its traditional fashion. : )

As the HMO concept develops into national policy and proposed legisla~ -
tion is drafted into law, we will continue to assist Plans and provide
them with technical expertise, position papers, resource and informational .
materials to meet this new challenge. -

Distribution: Chief Plan Executives -- 25¢ :
Prepaid Group Practice Coordinators -- 12
Research and Development == T
Provider Relations -=- 22
Enrollment Menagers -- 4
National Account Representatives -- 6
Chief Marketing Executives -- 18

. Serving the Nation
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- HEALTH MAINTENANCE ORGANTZATTONS.

A Policy Statement by
Blue Cross Association

Aug'USt 12,‘ 1971 .

‘In the quest for improved access to and greater productlvity

\1n the dellvery of health serv1ces, a great deal of 1nterest
~'has centered on Health Maintenance Organizations (HMOS) in recent
months. Whlle lacking in precise def1n1t10n, the HMO is generally;k
characterlzed as an organlzed health care dellvery system which
promotes early detection and continulty of care by an arrangement
whlch holds a single organlzat1on respons1ble for assurlng 4
delivery of an agreed set of 1nstitutional and physiéian services
to an enrolled populatlon for a stlpulated period of time 1n
exchange for a fixed and periodic payment..
: “There is great latitude in terms of what typee of organizations
or qu381-organ1zat10ns may qualify as HMOs' the HMO is not
"llmlted to a partlcular organizatlonal dellvery form, prov1der
/relmbursement mechanlsm,—enrollee payment'or financing source.
: Rather, it is a concept de31gnat1ng performance crlterla to ‘which
a variety of systems may adhere - 1nsofar as each 1ntegrates (1) an
roverarching point of flscal, legal and admlnistrative accéunt-
; ablllty with (2) a planned and coordinated service dellvery

system comprlsed of institutional and 1nd1vidual providers,
‘(3) a rev1ew, evaluatlon and control mechanism, (4) an enrollment
mechanism, and (5) a consumer payment mechanlsm.
»kecognlzlng that the basic concepts are not yet well developed k

and W1ll long be subgect to varylng 1nterpretat10n, Blue Cross
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supports the HMO concept as a promising alternative form for
delivery of health services in much the same véin as it has

préviously supported and been actively involved with development
of prepaid group practice programs. In line with this commitment,

Blue Cross has helped to establish new prepaid group practice ’

" plans and has provided these new systems with critical access to
1arge markets by offering the public the program benefits on a
dual or multiple choice basis in open competition with more
traditional insurance and delivery systems.’ |

In a similar manner, Blue Cross will promote the growth of
HMOs by stimulating their expansion through the marketing mechanish .
and by establishing new programs in which Plans themselves will
operaﬁe\HMOs. To support these developments, Blue Cross will

. support the removal of artificial restrictions such as anti-group
practice, anti-corporate practice of medicine, and certain other’
licensure laws.

_HMOs will be expensive to launch. Substéntial federal grants
and loans will be needed. In many areas, an approach geared
to building and elaborating on existing resources will be required
in order to permit. greater development with the limited capital
and start-up funds which will be available.

Wheﬁ assisting HMO development, Blue Cross will be guided by
the following policies:

1. An HMO should be required to provide and maﬁe éécessible

to its enrollees full comprehensive care (bé&ond thé '

connotation of pending legislation) with strong emphasis
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~on primary care and health education. Tt should use

its potential to 1nfluence soc1a1 and cultural forces

"whlch impact on health.

‘\HMO development should fully utilize congumer involvement

in the planning and organization of delivery of serv1ces
HMOs should be w1th1n‘the'purview of planning agencies
to prevent the creation of duplicate'capacity and to

ensure that community, program and facility needs are

‘best served, A variety of organizational forms and
~methods~of governance should develop. - But to introduce

these new schemes to the existing autonomous and

heterogenous health care systems clearly requires

;reallstlc coordlnatlon and-regulation of- he&lth -care.

dellvery on s communlty or reglonal ba81s.

‘Evaluation should'be an inherent part of‘every»HMO.

At this stege of preiiminary deveioﬁment,ﬁdivergent

"“systems are presented with the unique opportunity to

and 1 realistle assessment ‘of

establlsh a ‘fact and data base that w1ll permit careful

as changed manpower usage, alternative payment, reimburse-

- hent and delivery methods. This opportunity should not

‘be lost in a short-sighted effort at hasty implementation.

The efficacy of “the HMO option has yet to be systematlcally

analyzed and correlated with performance criteria;

- however, comparison and results can only be derlved from -

systematlc analysis of functioning systems. Evaluatlon

'and development must occur simultaneously over tlme.«



