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Current Healthcare Crisis Issues

· Fiscal Solvency of Medical Groups:
Although the reports vary, there have been more than 100 medical groups that have gone bankrupt over the last two years.  The FPA and MedPartners insolvency disrupted the lives of over 1 million Californians.  Recently, the closure of KPC in Southern California affected over 240,000 enrollees.  The CMA reported that every week since last June, another medical group was closing.  And last month the contract dispute between Blue Cross and Sutter caused chaos and confusion for tens of thousands of patients in Northern California.  Currently the Fiscal Solvency Standards Board is trying to develop regulations to stabilize medical groups.  But many unresolved problems continue including developing plans to deal with the disruption of patient care when a group closes. 

· The Uninsured:
California has 2 million uninsured kids, and 75% of them could be covered by Medi-Cal and Healthy Families Program (838,000 eligible for Medi-Cal and 639,000 eligible for Healthy Families).  As of December 2000, only 361, 259 were enrolled in Healthy Families.  However, 72,000 children have disenrolled (22,000 failed the annual recertification and 25,000 failed to pay the monthly premiums).  California also has 5 million uninsured adults. Studies have shown that the uninsured receive less preventive care and seek care for illness later resulting in higher morbidity and higher costs.  And with premiums for health insurance now rising at double-digit rates and with energy costs rising, the numbers of uninsured may rise despite the attempts by the state to expand eligibility in Medi-Cal and Healthy Families.

· Medical Errors:
The Institute of Medicine's recent report, 'To Err is Human, Building a Safer Health System,' estimated that medication errors occurring either in or out of the hospital account for over 7,000 deaths annually.  Estimating that California contains 10% of the nation's population, an average of 700 California hospital patients die yearly from preventable medication errors.  According to the Institute's study, about 2 out of every 100 hospital patients will die or be injured as a result of a preventable medication error.  This Institute calculated that each of these medication errors increases the cost of a hospital stay an average of $4,700.  With 472 hospitals in California, this translates into millions of wasted healthcare dollars each year.  Because reporting is not mandatory, however, the actual magnitude of errors and the injury and costs from them is not known.  The costs of errors extends to the individual beyond hospitalization to include the expenses of temporary or permanent disability.  On a larger scale, spending healthcare dollars caring for patients who have experienced medication errors increases insurance costs and copayments.  Errors are also costly in terms of patients' loss of trust and decreased satisfaction in a healthcare system that is not guarding their safety through protection from preventable accidental injury.

· Emergency Room Closures:

Since 1990, 12% of the emergency departments in the state have closed, while in the remaining 355 emergency rooms patients wait longer and ambulances are forced by “diversion” to find another emergency room to take their patients.  Fewer doctors, nurses and technicians are available to provide lifesaving care.  The CMA reports that 80% of emergency rooms lost money in 1999, and more than 9 million patients were treated in emergency rooms at an average loss of $46 per visit.  Hospitals lost $317 million and doctors lost $100 million.  These losses are widespread, occurring in every area of the state, with 30% of those deficits occurring in Los Angeles County. 

· Privacy:
The sharing of patient information between doctors is necessary when caring for a patient.  And patient information is also required by health insurance companies for authorization of procedures, for utilization review and for billing purposes.  But as the healthcare industry expands through mergers, affiliations and the Internet, patient confidentiality needs to be protected.  Some companies sell patient information to other companies for marketing purposes.  For example, a woman who had a positive test for pregnancy had that information shared with another company that then sent the woman a box of infant formula, all without her knowledge or consent.  When one company is merged with another company, does the new company have the right to see your medical information.  For example, can a life insurance company which is a partner of a health insurance company look at your medical records without your knowledge in order to determine how much to charge you for your policy?  And with the emergence of the Internet, the risks of hackers breaking into the system and stealing your private medical information is real.

· Affordable Prescriptions:

Prescription medications are the fastest growing cost component in health care.  A recent report by the Kaiser Family Foundation states the average cost increase of prescriptions has been 7% annually from 1991 to 1998, compared to only a 2.6% annual increase of the Consumer Price Index.  And the cost of prescriptions rose 20% last year in California.  Medication prices in the U.S. can be compared with six countries in Western Europe and Canada for the year 1998.  Using all patented medication products and using Canadian prices as the baseline at 100%, the average price of all patented medication products in Italy was 85.3%, in France 91.5%, in the U.K. 106.8%, in Sweden 108.1%, in Germany 108.5%, in Switzerland 118.3%, and in the U.S. 159.9%.   Managed Care for seniors provided them with prescriptions coverage.  Initially, most kinds of pills were covered and the co-payment was zero or minimal, often only $5.  But now the prescription benefits have progressively been reduced.  The single-tier copayment changed to a double-tier copayment wherein the brand name pill copayment was higher than the generic pill copayment.  Then a triple tier system was introduced which required an even higher copayment for "non-preferred" brand name pills, as high as $90 per prescription.  HMOs introduced limits (caps) on how much money the HMO would pay annually for pills.  Then some HMOs began charging monthly premiums for the senior HMO products. 

· Seismic Retrofit of Hospitals:

Existing law requires hospital owners to repair, rebuild or remove from service, hospital buildings that either pose a significant risk of collapse and danger to the public (by January 1, 2008) or would not be repairable or functional following strong ground motion (by January 1, 2030).  The California Healthcare estimates that at minimum, a majority of California hospitals will need to rebuild or retrofitted at a cost of $24 billion in order to meet compliance deadlines.  This estimated cost exceeds the total assessed valuation of hospital property in California.  At a time when medical groups and emergency rooms are going bankrupt and California has one of the worst uninsured rates in the nation, hospitals may not be able to afford to retrofit and still remain open.

· Nursing Shortage:

Nurses are a critical component in guaranteeing patient safety and quality of health care.  Over the past several years many hospitals, in response to managed care reimbursement contracts, have cut costs by reducing their licensed nursing staff.  But now there is a nursing shortage.  Numerous studies have documented that patients in hospitals today are sicker and require more intensive nursing care than patients of several years ago.  And yet the nurses are very important providers.  They are the ones who actually carry out the orders and as such are the last people to be able to catch errors and protect patients.  They are the ones who actually nurse and care for patients.   Medical groups are closing, emergency rooms are closing, hospitals are unable to afford seismic retrofit, doctors are leaving the state.  Who will care for us if there are no nurses?

· HIPAA Compliance:

The Health Insurance Portability and Accountability Act (HIPAA) of 1996 reforms the healthcare system with provisions that: a) improve portability and continuity of health insurance coverage for groups and individuals; b) combat waste, fraud and abuse in health insurance and healthcare delivery; and c) simplify the administration of health insurance.  Although HIPAA calls for administrative simplification, the process to get there is very complex and costly.  There are 9 categories of administrative simplification with compliance required 24 months after each Final Rule becomes effective.  The first Final Rule was for “transactions and code sets” and was effective 8/17/2000 with the compliance date of 10/16/2002.  The other 8 Final Rules will probably be effective by the end of 2001.  The impact could be significant cost savings for providers, but service delivery could suffer interruptions as businesses that deal with health insurance will require technical re-engineering.  HIPAA compliance will require system-wide reassessments and workforce education and state regulations may need to change.  The costs to comply with HIPAA have been estimated to be 4 times as costly as the recent Y2K compliance.  Currently there is no state-wide plan for HIPAA compliance and the federal penalties for non-compliance are significant.

· Mandates:

Because of the recent backlash against HMOs, the Legislature has passed many laws to reform healthcare and health insurance in California.  Laws were passed to guarantee care for patients for several conditions including diabetes, mental health, contraception, childbirth, and mammography.  However, most of “mandate” legislation affects the medical groups and hospitals rather than the HMOs because of the “delegated model” of healthcare in California.  The delegated model means that the HMO has transferred the financial risk to the medical groups.  The result of a mandate is that medical groups must provide more services to enrollees, but still at the same capitation rate.  This has little impact on the HMO, but severe financial impact on the medical groups which are already in financial crisis.   

Background Paper

If you have ever been sick or injured, you know how important it is to have health insurance.  But most people are confused about what kind is best for them.  

What types of health insurance are available?  If an employer offers a choice of health plans, what should someone know before making a decision?  In addition to coverage for medical expenses, is some other kind of insurance needed?  What if someone is too ill to work?  Or, if someone is over 65, will Medicare pay all medical expenses?

These are only a few of the questions that surround health insurance.  But the confusion is amplified because there are so many kinds of health insurance.  And although California is recognized as leading the nation in the evolution of healthcare, it also means the health insurance marketplace is changing so rapidly that it is hard for even knowledgeable people to stay informed.

Definition of Health Insurance:

The Merriam-Webster Dictionary defines “health” as the condition of being sound in body, mind or spirit and the freedom from physical disease or pain; and defines “insurance” as coverage by contract whereby one party undertakes to indemnify or guarantee another against loss by a specified contingency or peril.

"Health insurance" is not defined as such in California law.  Instead it is usually referred to as “an individual or group disability insurance policy that provides coverage for hospital, medical, or surgical benefits,” and then it is further stated that it does not include one or more of the following kinds of insurance:

   (1) Accident only.

   (2) Automobile medical payments insurance.

   (3) Credit.

   (4) Champus supplement.

   (5) Coverage of Medicare services pursuant to contracts with the United States government.

   (6) Dental or vision coverage issued as a supplement to liability insurance.

   (7) Dental only.

   (8) Disability income.

   (9) Insurance under which benefits are payable with or without regard to fault and that is statutorily required to be contained in any liability insurance policy or equivalent self-insurance.

   (10) Insurance arising out of a workers' compensation or similar law.

   (11) Long-term care.

   (12) Medicare supplement.

   (13) Specified disease or hospital confinement indemnity as defined in subdivision (b) of Section 10198.61.  

   (14) Vision only.

The Importance of Health:

When “health insurance” is discussed, most people currently think of the business of insurance.  However, it is critical not to overlook the word “health,” because the status of our collective health directly affects how much money the insurance business must spend.  And there has emerged the need to focus special attention on women’s health, rural health, children’s health and minority health.

The life expectancy of U.S. women has nearly doubled in the past 100 years, from 48 in 1900 to nearly 79 in 1996, compared with a 1996 average of 73 for men. Although women have a longer life expectancy than men, they do not necessarily live those extra years in good physical and mental health.

In 1900, the leading causes of mortality among U.S. women included infectious diseases and pregnancy and childbirth. Today, the chronic conditions of heart disease, cancer, and stroke account for 63 percent of American women's deaths and are the leading causes of mortality for both women and men.  Other concerns for women include breast cancer, uterine cancer, ovarian cancer, domestic violence, pregnancy, prenatal care, menopause, osteoporosis, and HIV.

A new report by the U.S. Agency for Healthcare Research and Quality (AHRQ) says that asthma, injuries, and mental health problems account for more hospitalizations of children over five years of age than any other conditions, while preschoolers and infants need hospital care mostly for infections and birth-related problems.  Youths aged 15 to 17 are hospitalized mostly for problems related to pregnancy and childbearing. The report also indicates that youths in the same age bracket who are uninsured are the most likely not to have a usual source of health care and the least likely to use office-based medical providers, such as pediatricians and family practice doctors.  Other health concerns for children include dental care, diabetes, hepatitis B, HIV, kidney disease, substance abuse and the need for immunizations. 

The overall health of the American population has improved over the past few decades, but minorities have not shared equally in these improvements.  According to the AHRQ study, among nonelderly adults, for example, 17% of Hispanic, and 16% of African Americans report they are in only fair or poor health, compared with 10% of white Americans. 

About 30% of Hispanic and 20% of African Americans lack a usual source of health care compared with less than 16% of whites.  Hispanic children are nearly three times as likely as non-Hispanic white children to have no usual source of health care.  African Americans and Hispanic Americans are far more likely to rely on hospitals or clinics for their usual source of care than are white Americans (16 and 13%, respectively, vs. 8%).

Race and ethnicity influence a patient's chance of receiving many specific procedures and treatments.  Of nine hospital procedures investigated in one study, five were significantly less common among African American patients than among white patients; three of those five were also less common among Hispanics, and two were less common among Asian Americans. 

The health of minorities is especially affected by disparities in patient care for various conditions and care settings including:

· Heart disease. African Americans are 13% less likely to undergo coronary angioplasty and one-third less likely to undergo bypass surgery than are whites. 

· Asthma. Among preschool children hospitalized for asthma, only 7% of black and 2% of Hispanic children, compared with 21% of white children, are prescribed routine medications to prevent future asthma-related hospitalizations.

· Breast cancer. The length of time between an abnormal screening mammogram and the follow-up diagnostic test to determine whether a woman has breast cancer is more than twice as long in Asian American, black, and Hispanic women as in white women.

· Human immunodeficiency virus (HIV) infection. African Americans with HIV infection are less likely to be on antiretroviral therapy, less likely to receive prophylaxis for Pneumocystis pneumonia, and less likely to be receiving protease inhibitors than other persons with HIV. 

· Nursing home care. Asian American, Hispanic, and African American residents of nursing homes are all far less likely than white residents to have sensory and communication aids, such as glasses and hearing aids. 

Types of Health Insurance: 

Health care in America is changing rapidly.  Twenty-five years ago, most people in the United States had indemnity insurance coverage.  A person with indemnity insurance could go to any doctor, hospital, or other provider (which would bill for each service given), and the insurance and the patient would each pay part of the bill. 

But today, more than half of all Americans who have health insurance are enrolled in some kind

of managed care plan, an organized way of both providing services and paying for them.  Various types of managed care plans work differently and include health maintenance

organizations (HMOs), preferred provider organizations (PPOs), and point-of-service (POS)

plans.

The term health insurance refers to a wide variety of insurance policies.  These range from policies that cover the costs of doctors and hospitals to those that meet a specific need, such as    paying for long-term care.  Even disability insurance—which replaces lost income if you can’t    work because of illness or accident—is considered health insurance, even though it’s not    specifically for medical expenses.

But when people talk about health insurance, they usually mean the kind of insurance offered    by employers to employees, the kind that covers medical bills, surgery, and hospital expenses.  This kind of health insurance is referred to as comprehensive or major medical policies, alluding to the broad protection they offer.  But the fact is, neither of these terms is particularly helpful to the consumer.  Today, when people talk about broad health care coverage, instead of using the term "major medical," they are more likely to refer to fee-for-service or managed care. 

While fee-for-service and managed care plans differ in important ways, in some ways they are    similar.  Both cover an array of medical, surgical, and hospital expenses.  Most offer some coverage for prescription drugs, and some include coverage for dentists and other providers.  But there are many important differences that make choosing them confusing.  

· Fee-for-Service

This type of coverage generally assumes that the medical provider (usually a doctor or hospital) will be paid a fee for each service rendered to the patient.  With fee-for-service insurance, a patient can go to any doctor and the patient or doctor or hospital submits a claim to the insurance company for reimbursement.  Patients only receive reimbursement for "covered" medical expenses, and when a service is covered, the patient can expect to be reimbursed for some, but    generally not all, of the cost.  How much is received depends on the provisions of the policy on coinsurance and deductibles.  

The portion of the covered medical expenses paid by a patient is called "coinsurance."  Although there are variations, fee-for-service policies often reimburse doctor bills at 80% of the "reasonable and customary charge."  This is the prevailing cost of a medical service in a given geographic area.  The patient pays the other 20% which is called the coinsurance.

However, if a medical provider charges more than the reasonable and customary fee, the patient will have to pay the difference.  For example, if the reasonable and customary fee for a medical service is $100, the insurer will pay $80.  If the doctor charged $100, the patient will pay $20. But if the doctor charged $105, the patient will pay $25.

Deductibles are the amount of the covered expenses that must be paid each year before the insurer starts to reimburse the patient.  These might range from $100 to $300 per year per individual, or $500 or more per family.  Generally, the higher the deductible, the lower the         premiums, which are the monthly, quarterly, or annual payments for the insurance. 

Policies typically have an out-of-pocket maximum.  This means that once expenses reach a certain amount in a given calendar year, the reasonable and customary fee for covered benefits will be paid in full by the insurer.  If the doctor bills more than the reasonable and customary charge, the patient may still have to pay a portion of the bill.  And Medicare limits how much a physician may charge the patient above the usual amount.  There also may be lifetime limits on benefits paid under the policy. 

· Managed Care

The three major types of managed care plans are health maintenance organizations (HMOs), preferred provider organizations (PPOs), and point-of-service (POS) plans.

Managed care plans generally provide comprehensive health services to their members, and offer financial incentives for patients to use the providers who belong to the plan.  In managed care plans, instead of paying separately for each service that is received, coverage is paid for in advance.  This is called prepaid care.

For example, a patient may decide to join a local HMO and pay a monthly or quarterly premium.  That premium is the same whether the patient uses the plan’s services or not.  The plan may charge a copayment for certain services—for example, $10 for an office visit, or $5 for every prescription.  So, if a patient joins this HMO, there may be few out-of-pocket expenses for medical care—as long as doctors or hospitals that participate in or are part of the HMO are used.  The patient share may be only the small copayments, and generally there will be no deductibles or coinsurance.

If a patient belongs to an HMO, then typically medical care must be received through the plan.  Generally, the patient will select a primary care physician (or PCP) who coordinates care.  PCPs may be family practice doctors, internists, pediatricians, or other types of doctors.  The PCP is responsible for referrals to specialists when needed.  While most of these specialists will be "participating providers" in the HMO, there are circumstances in which patients enrolled in an HMO may be referred to providers outside the HMO network and still receive coverage.

PPOs and POS plans are categorized as managed care plans.  In fact, POS plans are often referred to as an HMO with a point-of-service option.  From the consumer’s point of view, these plans combine features of fee-for-service and HMOs.  They offer more flexibility than HMOs, but premiums are likely to be somewhat higher.

With a PPO or a POS plan, unlike most HMOs, the patient will get some reimbursement if a covered service is received from a provider who is not in the plan.  Of course, choosing a provider outside the plan’s network will cost more than choosing a provider in the network.  These plans will act like fee-for-service plans and charge a coinsurance when going outside the network.

A POS plan has PCPs who coordinate patient care, and usually PPO plans do not.  HMOs and PPOs have contracts with doctors, hospitals, and other providers.  They have negotiated certain fees with these providers and they should not ask for additional payment other than a copayment at the time you receive care.

· Self-insured Plans 

An employer may have set up a financial arrangement that helps cover employees’ health care expenses.  Sometimes employers do this and have the "health plan" administered by an insurance company, but sometimes there is no outside administrator.  With self-insured health plans, certain federal laws may apply and may not be affected by certain other state regulations. 

· Appropriate or Medically Necessary Care

HMOs, PPOs, and fee-for-service plans often share certain features, including pre-authorization, utilization review, and discharge planning.

For example, an authorization may be required from your plan or insurer before admission to a hospital for certain types of surgery.  Utilization review is the process by which a plan determines whether a specific medical or surgical service is appropriate or medically necessary.  Discharge planning is an approach that facilitates the transfer of a patient to a more cost-effective facility if the patient no longer needs to stay in the hospital.  For example, if, following surgery, the patient no longer needs hospitalization but cannot be cared for at home, the patient may be transferred to a skilled nursing facility.

Almost all fee-for-service plans apply managed care techniques to contain costs and guarantee appropriate care, and an increasing number of managed care plans contain fee-for-service elements.  While the distinctions among plans are growing increasingly blurred, the number of options available to consumers increases every day.

Health insurance is generally available through groups and to individuals.  Premiums (the regular fees paid for health insurance coverage) are generally lower for group coverage.  When group insurance is received at work, the premium usually is paid through the employer.

· Group versus Individual Policies
Group insurance is typically offered through employers, although unions, professional associations, and other organizations also offer it.  As an employee benefit, group health insurance has many advantages.  Much of the cost may be borne by the employer.  Premium costs are frequently lower because economies of scale in large groups make administration less expensive.  With group insurance, if an employee enrolls when first becoming eligible for coverage, the employee generally will not be asked for evidence that he or she is insurable.  Enrollment usually occurs when the employee is hired and during a specified period each year called open enrollment.  Some employers offer employees a choice of fee-for-service and managed care plans.  In addition, some group plans offer dental insurance as well as medical.

Individual insurance is an option if the employee works for a small company that does not offer health insurance or if the patient is self-employed.  Buying individual insurance allows the consumer to tailor a plan to fit individual needs from the insurance company.  It requires careful shopping, because coverage and costs vary from company to company.  In evaluating policies, consider what medical services are covered, what benefits are paid, and how much must be paid in deductibles and coinsurance. Premiums may be kept down by accepting a higher deductible.

Managed Health Care in California:

In 1973, the federal government passed the federal Health Maintenance Organization Act which gave legitimacy to HMOs and pre-empted state laws that obstructed the creation of HMOs.  In 1975, California passed the Knox-Keene Health Care Service Plan Act to protect its citizens from unsavory and financially unstable HMOs.  Knox-Keene placed the oversight of HMOs in the Department of Corporations and defined HMO financial solvency standards, benefit packages, quality assurance programs and appeals processes.  Knox-Keene also allowed HMOs (including Blue Cross, PacifiCare and Health Net) to convert from not-for-profit to for-profit status and thus become publicly traded companies.

In the late 1980’s, the sky-rocketing premiums of traditional health insurance allowed employers the opportunity to provide less expensive health insurance by moving their employees into the lower cost HMOs.  Growth was furthered when the federal government also began to offer HMOs to Medicare patients with the HMO promise of no paperwork and prescription coverage.

During the 1980’s, HMOs contracted with both individual doctors and with groups of doctors to provide care for their enrollees.  But as negotiations with the HMOs became more difficult, individual doctors joined together in individual practice associations (IPAs) for the express purpose of negotiating contracts.  IPAs are very decentralized organizations and allow doctors to stay in their own private office.  Other doctors began forming medical groups where doctors are either employees or partners.  Medical groups are highly integrated organizations.

· Capitation
Initially HMOs paid doctors and hospitals, or “providers,” on a reduced fee-for-service basis.  But then as HMOs grew, HMOs began paying providers using “capitation.”  Under capitation, a doctor was paid a fixed monthly amount to provide his or her professional care for a patient.  This capitation for “professional” services meant that a provider got paid the same amount every month whether the patient was seen every day or never. The amount that was paid “per member per month” (PMPM) depended upon age and sex but not upon how sick the patient was.  The typical PMPM for a child was about $5 (or $60 per year) and about $10 for an adult.  If the doctor had only healthy patients, that doctor did well financially.  If the doctor had many sick patients, that doctor did poorly financially.  Thus there was pressure to have only a few sick patients in a practice.  

The concept was that if you had a lot a capitated patients, you could “spread the risk” like an insurance company.  The expensive sick patients would be paid for by the healthy patients.  However, when the Knox-Keene Act was passed, the growth of this capitation model was not envisioned.  Knox-Keene was created to stabilized the financial risk and financial status of HMOs.  Now HMOs were shifting the financial risk of insurance coverage to providers.  Although Knox-Keene requires strict government oversight of HMOs, there was no parallel provision for government oversight of IPAs and medical groups.

· Incentive withholds
However, medical costs continued to rise and employers wanted lower premiums.  In order to control costs, HMOs began using “incentive withholds.”  The HMO would “withhold” an amount, typically 10%, of the monthly capitation check to a provider.  If that provider did not over-spend on other “ancillary” medical services like laboratory tests, x-rays and hospitalizations, then that provider would be given the withhold.  Thus providers were provided an incentive to control costs.

Later, a second incentive withhold was added to address the costs of prescriptions.  Again, if a provider did not prescribe too many pills, then the provider was given that withhold.  It is important to understand that these withholds were not bonuses.  These were monies removed from the allotted capitation check.  They were also typically not returned to the provider as costs continued to rise.

· Risk Pools
Because controlling spending by individual providers was proving difficult, the next model was to put doctors into “PODs” which were groupings of providers with similar specialties.  This POD then also had an incentive withhold which was placed into a shared “risk pool.”  If the POD did not meet the HMO targeted budget for spending, then the whole POD lost that withhold.  If the POD meet the goals, then the entire POD shared the risk pool.

The next model for individual doctors to manage risk was the IPA.  Providers joined the IPA to negotiate contracts and terms of the incentive withholds.  But then the IPA became responsible for doing all of the administrative duties for billing and utilization review and authorizations.  Some IPAs did this alone.  Others turned to management service organizations (MSOs) and physician practice management companies (PPMs).  

The IPAs tried a variety of cost containment strategies.  Some tried to take the entire IPA capitation check and pay all primary care and all specialty care using a PMPM schedule.  But under this model, providers were rewarded for doing as little as possible.  As such, some PCPs referred all cases to specialists and did little preventive care.  The IPA then tried to pay PCPs a modified fee-for-service model based on a complicated formula based on “productivity.”  When this did not work in controlling costs and since capitation PMPM was rising with inflation, the IPAs tried paying specialists using a “zero-based-budget” method.  Under this model all specialists in a given specialty were grouped together and allowed to be paid only a certain total amount.  At the end of the month, all services by those specialists were added up and divided into the monthly amount.  The specialists were then paid their pro rata share of the monthly amount based on the number of services provided.

· Global Capitation
Some medical groups and IPAs believed that accepting financial risk and utilization responsibilities from HMOs would allow them to attract more patients, improve access to technology and to improve quality of care.  But in order to accomplish these goals, more money was needed, and the hospitals were seen as the source.  Just as HMOs had risk pools for doctors, there were risk pools for hospitals.  It was generally acknowledged that the greatest waste in healthcare was at the hospital level.  Patients were being kept in the hospital longer than needed, and every “bed day” in the hospital was an expensive drain to the HMO.  Therefore, HMOs withheld money from hospitals and put it in another risk pool.  If the hospital would reduce the number of bed days, the hospital would get that money.  Since doctors were the ones who controlled the discharge from the hospital, they were the ones who could reduce bed days.  And doctors wanted to gain access those lucrative hospital risk pools.

Therefore, certain IPAs and medical groups began not only accepting capitated risk for their “professional” services, they began to accept capitated risk for “hospital services.”  The return for accepting “global capitation” was that providers would be paid a higher monthly PMPM capitation payment, typically $35 to $45.  Now instead of being responsible for only doctor visits, the IPA or group was now responsible for paying most if not all of every HMOs member’s medical bills including hospital bills, emergency room bills, specialty services and even prescription costs.

IPAs and medical groups had the financial risk “delegated” to them.  HMOs would now provide recruitment of enrollees and advertising.  Providers would now pay all bills and do utilization review.  The HMOs now were no longer denying patients care, it was now the IPA or medical group that was denying care.  This “delegated model of healthcare delivery” meant that IPAs and medical groups had in effect become miniature HMOs.  The other 49 states do not currently use global capitation.

To complicate matters even more, not every HMO delegates full risk to every IPA and medical group.  And not every IPA and medical group accepts global risk.  IPAs and groups have many different and confusing contracts with HMOs, PPOs and other insurance companies.  Therefore it is difficult to generalize about how a provider is actually paid.  It is virtually impossible for most providers to know the actual payment stream for each patient.  Not every group accepts total pharmacy risk, as many split the risk 50/50 with the HMO.  And many groups have contract provisions that provide for some form of stop-loss coverage with either the HMO or with a re-insurance policy.  

The Crisis in California Healthcare:

Over the last few years, everything in healthcare seems to be in crisis.  HMOs have gone out of business or merged such that in 1996 only 5 HMOs controlled 88% of the state’s non-Kaiser HMO patients.  Movies have been made and newspaper print stories about patients and lawyers who have fought and defeated HMOs because patients were denied access to care.  IPAs and medical groups are going bankrupt leaving patients scrambling to find new PCPs.  Doctors are leaving the state.  Emergency rooms and hospitals are closing.  And even if there is a hospital next door, you may not be able to go there as it may not have the proper contract with your health insurance.  The number of uninsured children and adults is among the worst in the nation.  The delivery system is too complicated.  After 3 years of being flat, premiums are rising again at double-digit rates making employers unhappy again.  Employers are sharing these increased costs with employees by limiting the monthly amount paid for them towards health insurance.  Costs of prescriptions are increasing 20% annually making seniors without coverage desperate.  Rural counties have no HMO coverage leaving them with much higher costing health insurance policies or no health insurance at all.  Costs of long term care is rising.  Medical errors are more publicized.  Confidentiality of medical records are being compromised.  And is quality of medical care really any better?

Currently in the nation, there are 70 million members in HMOs and 90 million in PPOs.  Over the last 6 years, 900 new laws were enacted nationally, involving all 50 states.  The California Legislature responded to these critical problems with a variety of new laws which dealt with:

· Access to care and second opinions

· Children, Adolescents, Women and Families

· Chronic Conditions including managing disease and prevention

· Health care provider solvency

· HMO liability

· Independent Medical Review

· Creation of the Department of Managed Health Care

· Unfair HMO business practices

· Medicare supplement insurance expansion

· Long-Term Care and Elder Care

· Medi-Cal and Healthy Families expansion and simplification

· Reducing Prescription costs

· Mental Health and Substance Abuse

· Public Health

· Genetics

· Environmental Health

· Internet Practice of Medicine

The federal government is still trying to pass a basic patient bill of rights to include HMO liability, independent appeals, bans on financial incentives, definition of medical necessity, coverage of non-formulary medications, standing referrals, continuity of care, access to clinical trials, removing gag clauses, prompt payments to providers, and direct access to specialists.  Congress is also trying to reform Medicare and have it include a prescription benefit.

The Future:   

The focus for the future will need to include the following:

1. Measuring and improving healthcare quality

· Reducing medical errors and providing for patient safety

· Developing evidence-based medicine

· Determining outcomes and effectiveness of therapy

· Improving preventive services

· Improving clinical practice guidelines

· Protecting confidentiality

2. Enhancing the delivery system

· Stabilizing the financial solvency of providers

· Simplifying the system

· Making the system seamless to the patient and provider

· Having medicine cross the digital divide

3. Allowing for Research and Innovation

· Pharmaceuticals

· Technology

· Gene Therapy

· Internet Medicine and Telemedicine

Summary:
The challenges are many.  The system is complicated and confusing.  But unlocking new cures will be amazing.  Using technology to expand the potential horizons of healthcare is exciting.  And providing basic healthcare to every citizen is our duty.

The purpose of this hearing is to provide the Legislature and the leaders of California health insurance plans, medical groups and hospitals the opportunity to talk about what is important to them today, where they see health insurance going, and where they think healthcare insurance should go.





This background paper is intended to provide a clearer understanding of how healthcare in California is organized and how it has evolved.
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