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ISSUE DEFINITION

In FY81, the authorities contained in Title XIII of the Public Health

Service (PHS) Act eXxXpired. Among other things, Title XIII has provided
Federal support for the development and operation of health maintenance
corganizations (HMOs). The Reagan Administration proposed to phase out
assistance for the development and operation of HMOs. According to the

Administration, future development of HMCs can be funded through the private
sector.

BACKCGRCUND AND POLICY ANALYSIS

The term "heal:ih maintenance organization" generally describes an entity

which provides specific nealth services to its members for a prepaid, fixed
payment. In one respect, this arrangement is like a traditional health
insurance program in the fee-for-service systen. A monthly payment insures
some portion of the costs of health services that a subscriber may incur

during a period of time.

However, an EMO is different from the fee-for-service system and
traditional nealtnh insurance programs in at least three respects. First, it
is different in its approach to payment to providers of health care services.
In an HMQ, providers are at risk and are not reimbursed for each of the
services they provide, as physicians in the fee-fior-service systemn generally

are.

Second, H¥Os can be distinguished from a "traditional health insurance
program in the fee-for-service system by either preoviding directly or
arranging te have provided those services specified 4in the HM¥O subscriber

contract. - A member of a Blue Cross/Blue Shield plan or other private nealth
insurance plan in a fee-for-service arrangement does not have services
provided by the plan. Rather, the member secures nis OWn provider Qor

rroviders whom the plan might then pay.

Finally, & member of an HMO most cften is allowed to choocse nis own
physician within the plan. However, the member is not allowed, except under
extraordinary circumstances of medical emergency, to seek care from
physicians or other providers outside the plan.

These aspects ¢f the HMO concept are alleged to give the HMO a capacity
and a financial incentive t£0o control the utilization of health services so as
to reduce overall health care costs.

The term, health maintenance organization, was first advanced 2y Dr. Paul
Ellwood in 1970, and was intended to include two basic EMO models: (1) the
prepaid group practice mecdel, and (2) the individual practice association cor
medical care foundation model. In both models, the HMO receives pericdic
payments of fixed amounts in return for the services it provides to HM¥O
members.

Under the group practice model, however, most medical services are
provided by physicians who are members of a group practice. Some physicians
may Dbe either employees ©of the EMO or members cf a separate entity which
contracts with the HMO to srovide medical services to EMO members.
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Physicians in these arrangements are paid in a variety of ways - the two
most._common being either by salary, Oor as a group where the HMC pays the
group fixed payments per member each month.

Under the individual practice association or IPA model, physicians in a
community, generally a county, Or group of counties, c¢ontract with the HMO to
provide medical services out of their private offices, which can Dbe either
SOlo Or group practices. Physicians in IPAs are generally paid on a modified
fee-for-service pasis with retrospective adjustments based on performance DYy
the HMO and the individual physician. In other words, the fewer exXpenses
incurred by the HMO Dby the end of the year, the nigher the income is likely
to be for physicians at that time.

Group practice HMOs either ¢wn their own hospitals, as is the case for
most Kaiser Foundation Health Plans, or arrange for hospitalization for
members at one or more community hospitals. The latter arrangement is the
mest common among group practice HMOs, and is the prevailing practice with
individual practice asscciation HMOs.

Because providers are at risk and are not reimbursed for each of the
services they provide, HMOs are intuitively attractive as a means for cost
control because they alter the usual economic incentives in medical care and
give providers a stake in nholding down costs. Evidence tends to suppert this
theorﬁ, particularly when the response to EMO incentives is compared to the
prevailing system ©f third-party reimbursement for providers. Studies nave
found tha*t the total cost of medical care (i.e., premium plus out-of-pocket
costs) for HMO enrollees is lower than it is for comparable pecgle with
conventional insurance coverades. The lower costs are clearest for enrcllees
in HMO group practices, where total costs are from 10% to 40% below the Ccosts
of conventional insur-rance enrollees. Although the evidernce is relatively
meager, by compariscon, costs fcr enrollees in individual practices
assoc¢iations appear no lower- than for enrocllees in conventional insurance
arrangements.

Most of these cost differences have Dbeen found to be the result cf
hospitalization ratec lower than those of conventionally insured pcpulations.
And these lower hospitalization rates are due almost entirely to lower
admission rates; the average length of stay of a person in a hospital Shows
little difference in the HMO as opposed to the conventional arrangement. For
example, the last National HMO Census of Prepaid Health Plans noted, for
1979, the inpatient hospital utilization rate for all HMO plans was 412 days
per 1,00C members per year. This compares to an average of about 7306 days
per 1,000 Blue Cross enrollees nationally in 1878.

In addition, physician visits per member per year for all H¥O pian
averaged 3.4, and total health plan encounters, including those with th
EMOs' nurse practiticiers or physicians assistants, per member per year 19
all plans averaged 4.5 in 187%. The national average was about 5 physicia
visits per perscn per year.

It should be noted that although there is substantial evidence ct lower
total costs for HMO enrollees, a recent study by Hareold Luft, "Trends in
Medical Care Costs: Do HMOs Lower the Rate for Growtn?," indicates that there
i8 little evidence %that costs in HMOs are growing less rapidly than in the
overall health care sector. This study and its findings suggest that EM s
may not have the solu-ion to the protlem of escalating medical costs with_n
the prevailing third-party reimbursement svstem.
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It should also be noted that it is not precisely clear why HMOs ©produce

the cost savings they do for their enrollees. Scme persons nave suggested
that HMOs serve a younger, healthier, and wealthier population. But studies
are not all that conclusive about this subject. In fact, some studies have

fcund no statistically significant differences between HMO members and people
with conventional third-party coverage.

This is characteristic of the HMQO literature in general. It is seldonm
conclusive. This can in part be explained by the nature of the subject under
investigation; there is no one single model for +the HMO or prepaid group
practice. That is, there are group practice HMOs and IPA HMOs. In addition,
HMOs vary in size from a few thousand enrollees to more than 1 million. In
some cases, enrollees are a homogeneous population, such as a university
faculty. In other cases, the population is heterogeneous. The geographic
bDase of enrollment may be concentrated in a single town such as Columbia,
Maryland, or dispersed through several metropolitan areas, such as in the
Kaiser plans in Califcrnia.

In additien, the literature on HMOs is incomplete. Available data vary in
depth and guality, and by far the majority of studies on HX¥0s relate to a few
large, well-established plans.

Finally, there exist no randomized, controlled experiments that involwve
the assignment of a representative group of persons to a range of nealth
insurance plans and HMOs. Therefore, while it is possible to say that costs
are lower in one situation than in another, because of lower nospital
admission rates, it is not possible to determine whether the differences are
the result of the general characteristics of plans, of the unigue features of
the providers, or the differences among the pecple selecting each plan.

TITLE XIII OF THE PUBLIC HEALTH SERVICE ACT

Title XIII of the Public Health Service Act was established when Congress

enacted the Health Maintenance Organizatcion Act of 1973, P.L. 93-222. The
authority was extended and revised twice =-- once in 1978 (P.L. 84~-460) andg
again in 1978 (P.L. 95-559) -- before its third revision in 1881.

Among cother things, Title XIII nas provided rederal support for the

development and operation of HMOs. Grants and contracts have been awarded
for feasibility surveys and for the planning and inictial development of HMOs
or for the expansion of existing HMOs. Loan guarantees have also been
dvailadble for planning and initial development. In addition, loans and loan

guarantees are available to HMOs for the first 5 years of their operation.
Finally, another section in Title XIII provides loans and lcan guarantees for
the acguisiticon and ceonstruction of ambulatory health care facilities.

Title XIII also establishes standards for Federal gualification of dMOs.
To gqualify under Title XIII, an HMO must provide certain specified Dbasic
health services. It must be organized in a certain fashion and the HMO nmust
be fiscally sound. In addition, prior to revisions made in 1881, the payment
for enrcllment in an HMO could be fixed only under a community rating system.

Generally, under a community-rating system, the same premium is charged
for the same benefits to all individuals or groups regardless of age, sex
composition, and <cost exXperience of the insured. Under experience rating, on
the other hand, premiums vary accerding to the cost experience of each group
served. Members of some groups pay higher average premiums than members cf
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other groubs under this method. The use of eXperience rating has in practice
tended to make health services most expensive for groups at highest risk
and/or the highest utilizers of services, such as the aged or chronically
ill. Under the community rating system of Title XIII, on the other hand, the
HMC must price its services according to the experience in utilization that
it nas had with its entire enr¢lled membership.

In addition, prior to revisions made in 1881, Title XIII required a
qualified HMO that had provided comprehensive health services en a prepaid
basis for at least 5 years or had an enrollment of at least 50,000 members to
have an open enrollment period. During open enrollment, the HMO was required
to accept individuals for membership without regard to preexisting illnesses,
medical condition, or degree of disability.

There is for HMOs an incentive to seek gqualified status under Title XII
and to meet these and other requirements. Cnce an HMO is gqualified, it is
able to take advantage of what is Rnewn as the dual choice requirement.
Under this provision of Title XIII, an emplcyer which is subject to the
minimum wage provisions of the Fair Labor Standards Act and which emplovys at
least 25 persons is required to include in its health benefits rlan (if it
has one, that is) the opticu of Joining a federally gualified HMO serving the
area.

As of January 1981, therz were 242 HMOs in the country serving over )
million people. In 1871, there had been ocnly 39 HMOs serving 3.8 million
pecople.

A survey conducted by InterStudy, a research crganization in ¥innescta,
found operating HMO0s to be distributed among the States, as Jollows, for July
1580:
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TABLE 1. Operating HMOs by State, July 1880
Number Membership
State of plans July 1880
Bl aDaAME s v v v s s e v s st e s oot onscenssanoneennna 1 2,896
Arizona....... S e e st et et et e e e 4 161,859
CAlifOrMid .. s ot oot esssntansesncsnasenennaes 32 3,992,388
COLlOraAT 0 e a o ot e et s s snonsansennesnseseseeas 5] 188,478
(O] < B 1 ¢ I = ok A A O 7 74,011
District of Columbia. . ve e eeeneeeansa . 3 185,849
B ol 1« I N 8 147,128
€= o ol = A~ 2 8,912
HAWa il e i i it i et et et nonanonosnasaeneseennss 2 147,218
< = o T 1 11,381
B T o s 12 238,048
8 o 5 ¢ 1 2 27,768
o - I 1l 6,200
KLU R Y s v vt v v e vt o o e n o tansosssnsnessasenas 4 33,620
O B = - o - 3 22,8682
b = R o = 2 4,527
MaryY land. o vt o v v vt o vt o e oeneosensessensneses 11 86,517
MESSAC N US L S e i i i e e it st v e st oo s e s e 10 173,731
MiChigaN . e v vt vttt aesacenonas S ee e e e e 10 224,529
5 o B o == o o 10 409,632
0 = I I 1 ol 5 111,233
N DI AS KA . o v i v e e vt o e s asaeascssosssnensesss 2 16,8853
NeWw HamMpPSnir e . i e eeeeroeeesonosasonosoasas 1 11,185
NEW JOL S @Y o v oo e o st easoonsosesssseansseesos S 148,401
NeW MeRiCC ittt ittt ennsseesensoonsanenaw 2 20,001
NeW YOI K e o iouenenoosoasasoossanssesssnssas 12 €71,402
NOr Ll CRI Ol ANa e it v ettt o s es o saeseaasseneas 1 33,914
North Dakota.....c.ovuan et e e e e e e e 1 2,803
0+ O 12 247,033
OregonN.e e seeeeas e e e s i s e s e e e e e s 8 334,278
P ENN Sy L VaNia . o v vt o et asseesososecsancannos ie 137,317
RNCde I5land. e e eeeeeeeseeeeeeseeesesasenneaes 4 34,918
SOULN CAIOlAM@ . i tv oot onoesensensnensenensas 1 5,654
P OS¢ e e e s v s ot oo nnosnnsonesnonaseencennas 8 83,536
A o 2 27,8C1
L= 3 ¢ R = i I o L 7 390,403
WeSt VairgiNdd . e v eeeeeenenesenseesaneennes 3 14,431
Wl S COMmS ANt ¢ i v st o e oot osmoeenoesecnessenens 16 382,047
GUABM ¢ s e s vt e s e st oo oonvososaacasacssnenceoaes 1 21,975
B <= U 2386 8,183,397

UPDATE~Q1l/22/82
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Of the 242 operational HMQOs, 120 are federally qual*f-ed These 120

nave a membership of over 6 million persons.

As of the end of FY80, 617 grants had been awarded
These grants totaled $127.5 millicn.

Bv the end of FY80, 81 HMOs nhad received direct loans, totalin $1

under the HM¥O

million and 4 HMOs had received loan guarantees totaling $7.8 million.

HMOs

Act.

€8.6

Cf the 120 currently gualified HMOs, €3 have received grants andé loans, 19
have received grants only, 7 have received loans only, 3 have received

guarantees, and 28 have received no assistance.

Authorization and appropriations for Title XIII are indicated in

TABLE 2. Budget. history for Title XIII
Authorizations=» Appropriations
ry7s $31 million $ 3.0 million (grants)

$1.5 million (tecnnical assistance)
$8.5 millien (progranm support)

FYso $65 million $.3.8 million (grants).
»1.% million (technical assistance)
$9.2 million (program support)

ryYsl t

= for grants and contracts onl
CURRENT ISSUES
On Mar. 10, 1981, the Reagan Administration proposed

of funding for the Title XIII HMO program.

Proposed Budget Authoritv

{in millions ©f dollars)

1880 13881
$34.5 $27.6
The proposal for $27.6 million in 1981 and $8.2 milii
rescission ¢f $28 million for 1881 and a further reducti
1882 for %the Title XIII authority.

$68 million Appropriations bill not

vet enacted

loan

table 2.

the following levels

o]
e}

1882

$§8.2
n in 1882 reguir
n of $20 million

ed z
in
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According to the Reagan Administration, grant funds and loans would be
provided in 1981 to complete the last stage of development of new HMOs or the
expansion of a limited number ¢f existing HMOs. The Reagan proposal would
have terminated all grants to HMOs by 1882. According t¢ the Administration,
further development of HMOs can be funded through the private sector.

At a time of increasing concern ahout the need to limit Federal
expenditures to palance the Federal budget, questions have been raised about
the extent ©f private sector involvement in HMO development. An examination
of available data on developing HMOs reveals that there were 226
preoperational HMOs in the country as of February 1881. According to a
survey conducted by InterStudy, 82 of these are federally funded HMOs and 144
are privately funded. Table 3 indicates the distribution of these
preoperational plans by State.

InterStudy also attempted t¢ determine the source of support for privately
funded preoperational HMOs. A very rough and preliminary survey of these
rlans indicates three major sources of funding. These are indicated in Table

£
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TABLE 3. Known preoperational plans by State
State Total FPederally funded
Alabama...... e 4 )
Alaska....ieveean 2 I PR i it ittt et e e
Arizona....c.eaee.. 8 e et e e et s e
ArKa8NnsSasS...e.s.. . 1 GP ittt e it e e
California....... 23 IPA; 1 network e

Cclorado....v....
Connecticut...
Delaware.....esc.
Florida..........

Georgid....... . e
Hawaii...coeveno.
Idanoc..... e e .
IlXinois...... .

Kentucky....v.o..
Louisiana........
Maryland
Massachusetts....
Michigan.........
Minnesota........

MONLaANa .. e esoeaen
Nebraska@..eoeoaos
Nevada
New Hampsni
New Jersey.e:.eeoesn
New MeXico.......
New York...... P
Nerth Carclina...
North Dakota.....
Qhioc...
Oklanoma....veawo
Oregon
Pennsylvania.. ...
Rheode Island
South Carc¢clina...
South Dakota.....
Tennessee........
Texas....
Utah. ..
Vermont .. e eeesen
Virginia.........
Washington.......
West Virginia....
Wisconsin
WYOMAiNG e v v s o v v oo

-----------

D A I Y

........

Totals.

U

o

[

.bwk‘i—‘l«J(I)N!\)Ul»b(]\Ul()\OOI—‘I\)O\!NLDOU!(DI\)»PO»PI——‘O\(DHNWLONOXO

(=)

O & W

= N
w0

[T

« e ..

..

------

...........

.....

GP ...... et e e e e e
IPA; 1 szaff +.eeoon.
IPA; 3 staff ........
staff ... e e.. e e ne
GP i i i it i i et e .
GP i i .. e e e e s

----------

GP;
IPA;
IPA
IPa; 1

.......

COHPFRPFRONNFEFMHROFOOHMNKIFWOHOKFOONKFHERPOANMOOMFOMKEFOONGWOWOU HO N
.
.

{24

=N

.....

network:

...........

.....

4 s e s e e e e e

UNKNOWN « oo v

4 ¢ 8 s s 2 v e e e .

UNKNOWI & . v v v

G?P;

(]

[
B |
~)

as of February 1881
Privately fundeds=

2 GP

1 unknown

& IPA; 1 GP; 1 network
0

g IPA; & GP; 2 unknown
o]

1 IPA; 1 unknown

Z unknown

1 IPA; 1 GP; 1 unknown
1 PA; 1 GP; l unknown
1 GP; 1 unkno

1l IPA

g IPA

1 IPA; 1 GP; 3 unknown
1 unknown

8]

0

2 IPA; 1 GP; 1 unknown
1l network

2 IPA; 1 GP

5 IPA; 1 GP; 2 unknown
& IPA; 1 GP; 1 unknown
1l IPA; 3 unknown

0

2 IPA; 1 unknown

0 L

1 GP3y 1 unknown

0

0

5 IPA; 2 GP

0

7 IPA; 1 GP; 1 unknown
1 IPA; 2 GP; 2 unknown
1 IPA; 1 GP :

1 IPA; 2 GP; 1 unknown
2 GP

1 GP; 1 unknown

2 IPA; 2 unknown

1l IPA

o]

o]

o]

2 IPA; 3 GP; 4 unkncwn
2 IPA; 2 GP; 3 unknown
1 unknown

1l GP

2 IPA; 1 GP

0

1 IPAR; 1 unknown

0

[N S

IPA; 386 G=-
28 unknown)
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Hh

staff; 7 unknown)

*Includes prefeasibility stage

Group Practice Model (GP) refers to an HMC that contracts with a
group of nealth professionals for the provision of nhealth services
to HMO members. The health professionals work out of a common
facility, pool their income from practice as members of the group,
distributing it among themselves according to a pre-arranged plan.
If the HMO employs its physicians on a salaried basis, it is also
referred & as a staff model.

Staff Model HMO 4is similar to the prepaid group practice HMO
model except that the physicians are employees of the HMO, ratnher
than independent contractors.

Individual Practice Association Model (IPA) -~ An IPA is an
organized group of independent practitioners and/or small groups
©¢f physicians gathered together for the purpose of deciding on
what basis they shall contract for their services. In an IPA-type
HMO, the HMO entity contracts with the IPA organization or
directly with individual health professionals who agree to

provide health services to HMO members in accordance with a
compensation agreement. The health professionals work out of
their individual offices and are usually reimbursed by the IPA on
a fee-for-service basis.

Network Model -- The network HMO contracts witn more than one
medical group and/or IPA organization to deliver care to HMO
members in different geographic locations. Each medical group or
IPA provides a full range of comprenhensive pbenefits and 4is
contractually linked to a central point of accountability. The
benefit package and premiums for each of the medical groups and
IPAs in a network are often identical. The pvrepaid group practice
network is characterized by separate and independent delivery
points, of which the HMO member selects cne to receive all health
services. Most of the network programs in existence were
developed by Blue Cross and Blue Shield Plans. The HMO Act does
net specifically recognize this model and classifies such
programs as IPAs.
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cof funding sources for privately developing HMOs,
February 1881=x

Number of
Sources of funding/sponsor developing plans

IS UL BT S (5] ittt et ettt oo osenenseenonseneeeeeeenonsenssnaees 1
Insurer & MediCal SOCL BLY 4t v ettt onunoceneoeenseenssassnseees
Cther national firmM (Med S el CO) v it tee e eeenoenesoenanoeneen

jw - -

S A i 15

BlU@ CrOSS PrLANS 4t ittt v o s oo soeonsansseoneaneneeeenennennnees
BlUe SNield@ DlANS 4ttt ttonenocenesoseaseanoenseosensoneeensss
Blue Cross & BLUE SNield v iv it nieeecaseseenenneeeeneensnans
Blue Cross & MedicCal SOCIEEY t ittt o caensoen: sunseanneneneneesan
Blue CroOSS & NOSPLALAL v vttt v it oo tesoennsess oo nenoeenenoeneess
Blue Shield & hospital .. eeeeceann
Blue Shield & group practice & hos

lue Cross & Blue Shield & group p

= = oW

)-s
w

SU D L O LAl vt i it e e ettt o e o sttt e et e e e e e

(=

~3 N W3O W
*
*

MedicCal SOCL@LLA e 4 ittt ot ittt o tnnosaseesntensessasesannens
Multi-specialty groUP PracCticCe .« i v i iiiie ettt eroenesenonnans

-

HOSPLitals (1 OF MOILE) 4ttt v euunetoneeasooeseesensensonseseaas
C O DO T AL I ONS Lt e s o o e e e e s o e oo cansseosaoaessconooncesnsenconoes
e b ¢ W - i o s ¢
AcademicC MediCal CONLEAIS v it i iusoensnesoss saasosanscneeenns
U AV el S Ay it it i et vt et oo o e s s ssosssssassosenesssosseennoennns
County MediCal CBINE BT 4 it it v i ot s oo st ooonssasoassoeesenueennenas
Partnership Of DNYSICLANS i it ittt v osseenosnonesssesasneeenoess

RS B o I o oA~ L 3

B o 70

* This list does not jinclude apprexXximately 50 plans Which
are in the "prefeasibility stage" o¢of development and about 20
plans for whom the funding source is unknown.

*x Of these plans it may be expected that the bulk ¢f the
devalopment capital is coming from Qe SPONSOring agency itself.
Mos . of these 37 firms are health providers who plan to use
exXisting health facilitzies, staff, and administrators tL£o serve

the HMO and who thus require less seed money. It is not uncommon,
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nowever, for medical societies, hospitals, and group practices
L0 solicit local employers and unions for relatively small
amounts of additional funding.
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Beyond assumptions about private sector investment in HMOs, other issues
rise with regard to the locus ©f this investment. IntersStudy's preliminary
survey does not provide detailed information about the location of the
service areas for these projected HMOs, but it is likely +they will De
developed in metropolitan areas. Questions arise abcut whether this leaves
for the Federal Government a role to provide assistance for %tne establishment
Oor expansion of HMOs in areas where the private gector has been reluctant to
invest resources, namely rural areas and low-income communities. Some would
argue that money can not be productively invested in such areas because of
the difficulty in securing enrollments sufficient for the HMO to Dbecome
financially viable. Others, however, suggest that with careful planning and
selection HMOs can be successful in such areas and, in the process, serve as
important providers of health care services in these communities.

The Administration alsoc indicated its intention to introduce legislation
that would amend requirements for the FPederal qualification of HMOs. It
would do so tTc increase incentives for private sector investment in the
development in HMOs. Since the establishment of the title XIII authority in
1273, existing HMOs and potential developers of HMOs nave argued that the

various requirements specified in title XIII for Fedlera gqualification nave
produced barriers to development and nave prevented HMOs from competing
effectively with the traditional fee-for-service system. There have been,

for instance, proposais to amend title XIII's specifizations for community
rating, cpen enrollment, and basic benefits, and the 1876 and 1978 revisions
of the title XIII auvuthority mocdified these reqguirements. Most recently,
tnere have again been proposals to modify these and other requirements for
Federal qualification. At hearings before the House Energy and Commerce
Committee on Mar. 19, 1981, the Health Insurance /JLssociation of America
testified that both the comprehensive Denefit packayge and -the community
rating requirements of title XIII do not allow the HMQO to compete equitably
with traditional health insurance plans that do not face such requirements or
regulations. As a result, "the goal ¢of indjecting ccocmpatition into the system
may Dbe thwarted if HMOs are effectively prohibited from competing." Others,
such as Group Health Association of America, an organization representing
HMOs across the country, suggest that reqguirements such as these provide
distinguishing characteristics to HMOs and ar= a necessary part of the
regulatory framework for providing Federal gualificatio>n to an organziation
which can then reguest an employer to include it as an option in its nhealth
benefit plan under the dual choice provisions of title XIII.
Finally, as Congress considered legislation extending title XI
authority, other issues about the fiscal soundness of federally assisted HM
arose. In 1978, the General Accounting Qffice (GAC) issued a report on
HMOs 4that it had examined. GAQ found that only 3 the 14 had a good chance

O e
> D -t

O

of achieving financial independence within their first 5 vea*s of operaticn
after qualification and before the end of *hei' eligibili for operating
assistance. Five had only a fair chance of inancial bndependence, and six

had & poor chance.

More recently, the QOffice of Health Maintenance Crganizations of the
Department of Heal:th and Human Services indicated that 28 gqualified EMCs are
experiencing financial probklems serious enough to De considered i
nencempliance with title XIII requirements for fiscal soundness. In

addition, 10 gralified HMOs have gone out of kusiness in the last 2 years.

Under such circumstances, guestion

s were raised about the effectivenes
the scresening process developed Dby the QOfF

s I
ice of HMOs for awarding Federal
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assistance to applicants and for gqualifying HMOs. Others suggested that such
findings indicate that the Federal Government simply can not make decisions
as effectively as the private sector about appropriate investments in
financially viable HMOs.

Some people suggested that the financial difficulties of HMOs might be
explained, in part at 1least, Dy the wvariocous reguirements for Federal
gqualification. For example, does open enrollment and its implications for an
EMO Dbeing regquired to accept a chronically ill person over age 65 create
financial difficulties for the HMO? To what extent does the community rating
reguirement of title XIII result in higher premiums for HMOs and therefore
fewer enrcllees who decide to choocse the less expensive experience~rated
premium of the Blue Cress plan? what impact do these enrcllees have on the
revenues anéd expenses of HMOs?

The Congresg considered legislation which proposed to phase out grant
assistance to HMOs and to amend regquirements for the Federal qualification of
HMOs.. On May €, 1981, the Senate Committee on Labor and Human Resources
marxked up S. 1029 and ordered the bill favorably reported with amendments.
On May 12, 1981, the House Committee on Energy and Commerce marked up a clean
pill, H.R. 3388, and ordered it favorably reported with amendments. This
pill was included in the House Reconciliation Act of 1981, H.R. 3882 passed
June 286, 1881. S. 1028's authorizaticns were included in the Senate's
Reconciliation Act passed June 25. Summaries of these Dbills follow under
LEGISLATION. First, a description is provided ¢f the variocus amendments of

the Title XIII authority made by the Omnibus Budget Reconciliation Act of
1881l.

LEGISLATION

Thne Omnibus Budget Reconciliation Act of 1881, P.L. 837-35%, included
revisions and extensions of the Title XII1I, HMOC authority. Among other
things, it authorizes for fiscal years 1982, 1983, and 1984 $20 million for
grants and contracts for feasibility surveys and for the planning and initial
development of HMOs which received such assistance during or before FY¥gl.
authorizes $1 million for each of the fiscal vyears 1982 through 1884
technical assistance and management training. The Reconciliation Act al
auvthorigzes such sums as necessary for fiscal years 1982 through 1584 in or
t0 assure that the HMQO lcocan fund has & balance of at least $5 million at -
end of each fiscal yvear and to meet the obligations of this fungd, including
“hose resulting from defaults on loans. Finally, it exXtends the authority of
lcans and loan guarantees for initiail costs of cperation and exXxtends
eligibility for such assistance to private, for profit HMOs.
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P.L. 97-35 also amends the various requirements for Federal gqualification
of HMOs. It deletes the list of supplemental health services which
qualified H¥C can offer and specifies that these services mean any healt
service which is not included in the definition of basic health services. T
revises the compmrunity rating requirements for gqualified HMOs to allow HMOs ¢
use a community rating system or & communit rating DY class system. Th
open enrollment reguirement for gqualifi i
qualified HMOs would alsc pbe required to de
longer period as regulations may prescrib
continue te meet the standards for qualific

-

v
catien is repealed. Federall
monstrate every 2 Vears (or such
e) £¢ the Secretary that +they
at

HMOs are alsc required to adopt an
Secretary to protect their members from in
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which are the legal responsibility cf the HMO. These .rangements may
include heold harmless contracts with any hospital that is regularly used by
the HMC member, insclvency insurance, adequate financial reserves, or other
arrangements acceptable to the Secretary.

"H.R. 3398 (Waxman et al.)

Included in the House QOmnibus Reconciliation Act of 1981, E.R. 3882, as
passed. Authorizes for each of the fiscal years 1982-84 such sums as may be
necessary for grants and contracts for the planning and initial devealopment
of HMOs which received Title XIII assistance in FYSi. To assure that the HMO
loan fund has a balance of at least $5 million at the end of each fiscal year
and to meet the obligations of this fund, including those resulting from
defaults on loans, also authorizes for each of the fiscal vears 1982 through
1984, $40 million, ©or such greater amount as may be necessary for these
purposes.

Authorizes lcan guarantees for pilanning and initial development to

continue to pe made between FY8Z and FY84 for the purposes and under the
circumstances curren:zly soev-ried in Title XIII and without regard to the
entity having received assistance in FYSl.

Extends ellg;b Lity for loans and loan guarantees for the initial cos+ts of
operation of HMOs to private, for=-profit EMOs. Increases the aggregate
amount of principal ¢f loans made or guaranteed Qr both for initial costs of
cperation from $4.5 million to $7 million and increases the amount of such
loans which may be disbursed in any l2Z-month period from §2 millien to $3
million. EXtends the authority for these loans through FY86. Repeals
current restrictions on the amount ¢f loan guarantees which =an be made To
for-profit HMOs in any fiscal year.

r

EXtends eligibility for loans and loan guarantees for ambulatory health
care facilities to private, for-profit HX¥Os. For loans and loan guarantees

for ambulatory health care facilities, regquires that the HMO provide
certification that its revenues exceed its cost of operation. Also requires

the HMO to provide assurances that during the period of the loan or loan
guarantee its revenues will exceed its costs of operaticon (including the cost
cf repaying the 1locan). Als0 requires the HMO to provide assirances for loan
assistance that it had Deen unable to secure a loan from the private market,
and for a loan guarantee, that it would be unable to secure a loan without
the Federal guarantee.

Amends provisions of Title XIII which speci the interest rate for lcocans
awarded to HMOs to allow the Secretary to change the rate b interest on
disbursements of loans, after an initial disbursement, to a rate prevailing
for marketable obligations of the United States with comparable maturities.

Extends the authority for the National Health Maintenance Organization
Intern Program and for the provision of technical assistance by the Secretary
to HMOs. Authorizes for these purposes $1 million for each cf the fiscal
years 1S882-84.

Clarifies Title XIII's reguirement that an HMO be a legal entity whizch, as
its primary purpose, provides health services in a specified manner.
Repeals the regqui.ement that an HMO have an doen enrcllmert pericd. Alsco

repeals the requirement that one-third of zthe policy-making bedy of a privaszeo
EMC be members ¢f the HMO and that one-third of the advisory becard cf

o
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public HMO be members of the HMO. In addition, eliminates requirements that
the HMO nhave g role for members in the planning and policy-making of the
organization.

Deletes from the definition of the tern bpasic health services which a
Ggualified YO must coffer (1) short-term outpatient evalyative and crisis
intervention mental nheal:th services and (2) medical treatment and referral
services for the abuse of and addiction to alconol and drugs. Adds the
specification that an employer offering a federally gualified HMO may reguire
the HMO to coffer ithese services, for such payment as the HMC determines to De
necessary to cover these services.

Deletes the list of supplemental health services which a gualified HMO can
offer and specifies that the term "supplemental health services™" means any
health service which is not included in the definition of basic health
services.

Revises Title XIII's reguirements for community rating to allow a
qualified HMO to determine its rates either under the community rating system
of current law oOor on &an actuarial per class basis.

Amends the dual choice provisions of Title XIII to reguire an employver
which includes in a health benefits plan an HMO that is ownhed or controlled
by a commercial insurance carrier or by a nonprefit carrier (such as Blue
Cross/Blue Shield), either of which provides coverage to a substantial
percentage of the residents of the service area of the HMO, to also include
one other gualified EMO which provides services in an area where at least 25
employees reside and in the same manner (i.e., through a staff/group or IPA
or individual physicians under contract) as the owned or controlled EMC (if
sucn an HMO exists). '

Amends those dual choice provisions of Title XIII which reqguire an
emplover to include in its health benefits Pplan more than one federailily
qualified HMO. For purposes of an emplover being required to cifer a stafs
or group HMO in its healtn benefits-  plan, reqguires this HMO model to provide
more than one-half of its basic health services through physicians or other
Nealth professionals who are members of the staff or group. For purposes of
an employer being required to offer an IPA-HMO in its healt benefits plan,
amends Title XIII specifications to allow the emplover to offer an IPA, or a
plan providing basic health services through individual physicians and other
nealth professicnals under contract with an HMO, or a combination of I2Aa,
staff, or physicians under contract.

Repeals the regquirement that after the first four fiscal years after it
becomes gqualified, an HMO can nct enter into contracis with physicians other
than members of the staff, medical groups, or IPAs if the amounts paid under
those contracts wiith other physicians for basic or supplemental health
services provided by physicians exceed 15% (30% in rural areas) of the total
estimated amount to be paid in that fiscal year to such physicians' services.

Repeals provisions which give priority for assistance to HMOs which serve
medically underserved populations. The measure also repeals provisions which
require a set-aside of appropriations for HMOs serving nonmetropolitan areas.

Amends the current law regquirement that basic services be available and
accessible to an HMO's members within the area served by the HMO promptly, in
a manner which assures continuity, and when medically necessary, available 24
hours a day. Allows an HMO whose service area is located wholly in a
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nonmetropolitan area to make a basic health service available outside its
service area if the service i1s not & primary or emergency health service and
if there 4is an insufficient number of providers of the service in the area
served by the HMO.

Amends the regquirements specifying that an HMO assume full financial risk
on & prospective Dbasis for the provision of basic health services to provide
that an HMO may make arrangements with ©physicians or other nealth
professionals, health care institutions, or any combination of these to
assume all or part of tne financial risk on a prospective Dbasis for the
provision of basicC health services.

Amends reguirements for financial disclosure by gqualified HMOs. Amends
Title XV of the Public Health Service Act, Health Planning, sec. 1527, which
prohibits a State from reguiring a certificate-of-need for +the institutional
health services offered by an HMC, or combination of HMOs, which nhas more
than 50,000 members. Amends this section to prohibit a State, effective July
1, 1982, from requiring a certificate-of-need for the institutional healt
services of an HMO, regardless of the number of members o¢f the HMO.

H.R. 3398 introduced May 1, 1881l; referred to Committee on .nergy and
Commerce. Ordered to be reported May 12, 1981. Included in the House
Omnibus Reconciliation Act of 1981, H.R. 3882, passed Dy <he House June 26,
1981.

$. 1029 (Hatch)

Ccntinues Federal assistance cnly for those applicants which received

funding under Titl XIII pricr Lo 0Oct. 1%, 1581. Specificall estends the
authorities for grants, contracts, and loan guarantees for the planning ana
initial development of HMOs which received assistance prior to 0Oct. 1, 1981.

Continues for such applicants the authority fcr loans and loan guarantees for
the initial costs of c¢peration and allows the interest rates for such locans
to vary from time to time s¢ as to reflect changes in the rate of interest
prevailing for marketable obligations of the United States with comparable
maturities. Authorizes for such grants and contracts $15 million and for the
HMOC lcan fund 835 million. Deletes provisions which give priority for
assistance to HMOs which serve medically underserved populati ns. Also
deletes provisions which require a set-aside of appropriations for HMOs
serving nonmetropolitan areas.

Repeals the community rating and open enrollment reguirements for Federal
gualification.

Adds a "contractual model" to the staff, group practice, and independent
practice association models already delineated in Title XIII o De eligible
for Federal gqualification. Specifies that under the contractual rodel, the
HEMO could contract with individual physicians to provide basic health

services s¢o long as these physicians agreed not to hocld members cf the HMO
financially and personally liable for payment of services provided but net
raid for by the HMO in the event of the HMO's default.

Amends the separate corporate entity requirement of Title XIII to allow an
HMC to be part of another corporate entity if that entity provides assurances
satisfactory to the Secretary that the HMO will remain financially viable for
the duration of its certif. cation for Federal gualification.

Requires HMOs to assure that members would ncoct be held liable for the
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costs of services provided by nespitals regularly used by the =HMC. Provides
that the HMO could either enter into "hold hnharmless” contracts with such
hospitals, or secure default insurance for such protection, ¢r maintain
adegquate financial reserves, oOr take other such measures as the Secretary
considers appropriate for such purposes. Specifies that this reguirement
would not apply in States where law already regquires an HEMO to take "held
narmless" measures to protect its members.

Requires that HMOs periodically demonstrate to the Department of Health
and Human Services, but no more freguently than every 2 years, that they are
in compliance with requirements specified for qualification. Allows the
Secretary to delegate to the States the responsibility for this accreditation
but only to the extent he finds that a State is able and willing to do so.

Extends the authority for the National Health Maintenance Organization
Intern program and for technical assistance to HMOs. Autherizes for these
purposes $1 million for each of the fiscal years 1982 thrcugh 1984.

S. 1028 introduced Apr. 29, 1881l; referred to Committee on Labor and Human
Resources. Reported with amendments favorably May 15, 1981. Authorizations
fer S. 1029 were included in the committee's Reconciliation package for the
Senate Budget Committee and in the Senate Omnibus Reconciliation Act of 1881,
S. 1377, passed by the Senate June 25, 1881.

HEARINGS

U.s. Congress. House. Committee on Energy and Commerce.
Subcommittee on Health and Environment. Health maintenance
organizations. Hearings, 87th Congress, 1lst session.

Mar. 18 and 18, 198l. Wasnington. Not yet printed.

U.s. Congress. Senate. Committee on Labor and Human Resources.

Health maintenance organizations. Hearings, 87th Congress,
18t session. Apr. 22, 1881l. Washington. Not yet printed.

CHRONOLQGY QF EVENTS

08/13/81 -- E.R. 3982 was signed into law as P.L. 97-35.

07/2321/8L -~ Senate passed ceocnference report on H.R. 3982, the Omnibus
Budget Reconciliation Act of 1981.

07/30/81 -- House passed conference report on H.R. 3882, the Omnibus
Budget Reconciliation Act of 1981.

06/26/81 =-- House passed Omnibus Reconciliation Act of 1981, E.R.
3982, as passed, containing provisions of H.R. 3398.

06/25/81 -~ Senate passed Cmnibus Reconciliation Act of 1381, S.
1377, containing authorizations for S. 1029.

06/10/81 -- Senate Labor and Human Rescurces Commit=-ee repcrted
Reccnciliation package containing autherizations foer
S. 102¢S.

05/12/81 -- House Committee on Energy and Commerce marked up E.R.
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Senate Committee on Labor and Human Rescurces marked
up S. 1028 and ordered the bhill favorably reported
with amendments (S.Rept. 897-127).

House Energy and Commerce Subcommittee on Health and
Environment marked up H.R. 2480 and ordered a clean
bill favorably reported with amendments.

S. 1028 introduced by Senator Hatch and referred to
Committee on Labor and Human Resources.

introduced by Representatives Madigan andé
anéd referred to the Committee ¢cn Energy and
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H.R. 2480 intreocduced by Representatives Waxman and
Gramm and referred to the Committee on Energy and
Commerce.

n

The Reagan Administration provided details about its
FY81 and TYg82Z Budget Proposals For HMOs and indicated
its intention to introduce legislation amending the
title XIII authority.
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