i

APR 21,93 12:44PM AMHA EXEC. OFFICES

American Hospital Assoeintisn

P.1,1

Capitol Place, Building #3
50 F Street, NW,

Suite 1100

Waghington, D.C. 20001

Telephone 202.628-1100

FAX NOC. 202.626-2345

April 21, 199%3

Dear Rosaiind:

Here’s the update of the available
Mr. Davidson and Rick Pollack
Apgooiation. Thanks for your ;

May 3 Sam-~noon
13 2130-5p
14 3-5pm
17 noon-5pm
13 3-5pm

Donna Zebe /_\
Bxecutive assistan

202/626=-2311 ’




April 19, 1993
TO: CAROL RASCO

FROM: CHRISTINE HEENAN
MOLLY BROSTROM

RE: MEETING WITH AMERICAN HOSPITAL ASSOCIATION

As per our discussion, we have contacted the AHA and indicated
your willingness to meet with them. Jim Bentley, the Senior Vice
. President for Policy, says that they requested the meeting with
you at the suggestion of Russ Harrington and Roger Bufield of
Arkansas. :

Ira has met with Dick Davidson, Rick Pollack, and Jim Bentley of

the AHA three times (2/18, 3/15, 4/6). They are very supportive

and want to work with us. As you suggesed, one of us will sit in
on your meeting with them.

The AHA's reform plan proposes capitated, collaborative
"community care networks" centered around hospitals. A primary
concern of theirs is that, 'in the new system, HIPCs and health
plans maintain a community focus and are not dominated by large
"mega-insurance" HIPCs. Their members fear that large HIPCs will
become new regulators. 1In addition, rapid phase-in of universal
access is very important to the AHA.

Their meeting with you is intended to be a reinforcement of their
meetings with Ira. Primarily, they want you to know where they
are coming from and why they want the Administration to succeed.
They would also like to discuss the impact of the plan on rural
areas and small towns. Whichever of us attends the meeting with
you will talk to Lois Quam about this issue and can brief you
prior to the meeting.

Finally, attached are dopies of the AHA's statement before the
Task Force hearing and their reform plan.
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. 8tatement
‘ ~_of the 4
Amer;can Hosp;tal Assoc;at;on .
before the
Pres;dent’s Task Force on National Health Care Reform

‘March 29, 1993

Madam Chairmen, I anm Dick Dav1dson, President of the American
Hospital Assoc1at1on representlng 5 300 health care institutions
~across America. I have four thoughts I want you to leave thls room

with today.

First, hospitals strongly support and ere-working for.redicel
chanée in the status quo in health»care in this country. The
. problems are too big to be solved by simple tinkering. That's why
we want real, community-hased restrncturing of the health deliveryf

and financing non-system we have today.

Second,~the radical change hospitals support islthe development of'
Community4Care NetWorks“.' Community'care networks have three
dlstlnct characterlstlcs' collaboratlon, capltatlon, and communltyl

focus on health.



Our idea for community care networks is consistent with the local.

health networks the President talked about in the campaign.

As we see them, community care networks are consortia of hospitals,
thsicians, other provideré and community groups, and others

locally organized and managed.

These community care netwofks would providé a package of essential'
health services for a set annual payment per person and be publicly
accountable'foifcommunity health needs. The goals: coordipate care
thréughout a community, keep people well, and get rid of

unnecessary care or duplicate services.

‘Third, community care networks are the solution to the problems in
the health' care system that you have been so effectively
highlighting around the country over the past few weeks: high

costs, concern about quality, and consumer satisfaction.

If we are concerned about putting patients first, about;having a
trﬁly patient centered heaith care delivery systenm, ourAapproach
does that.

As enrollees in community care networfs, patients enter a seamless
system of care. They will no longér have to wander . unguided

through a fragmented system, but will Aave a single entry point for

| f
-

all needed services.



Everybody is concerned about cost.

our vision attacks rising

health care costs by encouraging collaboration -among providerrs.

A set annual payment will drive collaboration by aligning the

incentives of health care providers.

When providersAare paid as a group, they will act as a group' to

monitor the use of health care resources and. avoid unnecessary

care. Over time, excess capacity and

technology will be eliminated.

duplication of services and

Precious resources now spent on exceﬁsive paperwork, unnecessary

competition, and the administrative de&ands 6f multiple payers can‘

be harnessed to improve patient care.

The job of this important task force in our view is to include in

your reform plan incentives to speed up .tl‘_ze kind of " behavior

changes we are talking about to bring pfbviders and communities

together with one aim: keeping people
improving the entire community's healt
I want to emphasize one final point.

care networks can't alone solve the

as healthy as possible and

h status.

Communities and community

problem of the five-dollar

aspirin. The insured patient who pays for a five-dollar aspirin

is buying aspirin for the uninsured paf

1

tient who later walks in the.




hospital door seeking care. ‘That is the wrong way to provide

universal health care.

We must have a national commitment

to providing health care

coverage for all Americans. Anything short of that will force our

health care givers to continue to levy

the hidden tax that enables

them to care for those without resources.

For the’record, I am submitting a full

explénation of AHA's vision

for reform that details how we can bring a more rational set of

incentives to our current delivery system. Thank you for this
I

opportunity. ‘

CON, Inc. and San Diego Community Healthcare Alliance uss the name Community Care Natwork as thair service mark snd resarve

a1l rights.




This document was approved by the
AHA Baard of Trustees in May 1992. It is the
Association’s most current policy on health

care reform. The AHA mffconvnuetodwe!op

\andmprwetiswsmfcrmange

Executive Summary

Hospitals and their leaders have a professional
responsibifity 1o their patients and their communities o
provide leadership in solving the problems of our
- heatth care system and making this nation the healthi-
st in the world. Toward that end, our nation must
come together on strategies 1o promote health and
well-being and % assure judicious use of a health care
system reshaped to put patients first .
The challenge of health care reform is to simul-
taneously expand access to health care and contain
costs while at the same time promoting improvement
in the quality of care. The AHA's vision for reform, de-
scribed below, provides for universal access, econorm-
ic sefl-discipline for the delivery system, and quality
care. :
‘Universal access o health care coverage would
be provided through:
< Apluraiistic system of financing, combining private
coverage and a new single public program consok
Kating and expanding Medicare and Medicaid.

<} Anemphasis on private coverage through the
workplace, where employers ulimately would be
reguired 10 provide and help pay for health cover-

" age for their employees and dependents. with em-
ployees utimately required to accept and pay their
share of the cost of coverage. A significant phase-
in period, with tax breaks for employers and low-
wage eamers and other types of assistance,
would protect against economic dislocations.

3 Abasic benefit package in the public program that
would serve as the fioor for coverage offeredin -

* the private sector. Benefits should cover the full
continuum of care, from prevenive through long-
term care. Issues of affordability should be ad-

dressed first by reducing unnecessary or marginal

care and by adjusting cost sharing, before consid-
eration of iimitations on the scope of services, Fol-
lowing an opportunity for public comment, an inde-

mmmmawﬂﬁéﬁmmm
ﬁmlcombm@onofmvemgeandcostshamg
gwenmefundsmadeavaﬂableformmpm-
gram by the Congress.

19 Aplanmensweﬁweavalhbﬂnyofphysnansand

oﬂwerheaﬁhpmfass:onalsneededtomwdead&
quztemmhqamweseﬁneshrmmne
Q Insurance reforms that prohibit practices such as
the use of pre-existing condition ciauses, which re-
suttin avoiding rather than managing risk, dimin-
ishing the vaiue of private health insurance.

Ewmmicsaﬂdbdplimintte!hea:mmsys
tsm woukl be provided through:

Q Fundamerﬂaﬁyrstuctxmghe%mdelwery
through the establishment ofmmunrzy care net-
wcrksmatmuldprovndepaaemswmmegrated
care organized amecorrmundy!evel '

] Rsbucmmmﬁnanaamcemmnskad-
;Lstedmptmedpaymmmmmﬂstomr
ageprowdefsmmmenetwoﬂ(topmmteme
heatmofpaﬁemthroughpmnawandmmve

* care, coliaborate with Gther providers to avoid un-
necessary duplication of services, ard conserve
health care resources.

Q Other complementary efforts, such as develop-
manddissemmaﬁoncfmeﬁ}wpracﬁcepa-
rameters, medxalhabﬂmysystemreform reform of
mmmmmweﬁmw
of resources, and strategies for reducing adminis-

- frative costs inthe system, -

The quality of care would be improved through:
- Reorienting the system to focus on improving the
heanhstamsofcommunmesandmwordmm
andbenermanagmgpabemaaxe
< Focusing attention on continuous quality improve-
ment, which will further facilitate the integration of
care and referral of patients within networks.
< Asustained level of govemmental and private
support for mnovation and the evatuanon of new
clinical approaches. |
|
P

. The Need for Change

The U.S. health care system is unique, both in -
lssuet\gﬁsaﬁweamtnmeaggregamm

. United States has a wealth of health care facfities and

highly trained personnel, We have jong been recog- .
nized as a leader in the high quaty of care provided.

Our health care system has encouraged clinical inno-
vation and is known for state-of-the-art treatments and

Despite these strengths, many problems re-
main. Chief among these is inadequate access to
health care coverage in this country. There are cur-
rently 36 milion uninsured individuals inthe U.S., 10
miifion of whom are children. Half of the uninsured ive
in families with incomes below the poverty threshold,
Medicaid, a program originally designed to provide
health insurance for the poor, now provides care for
only about 40 percent of the poventy poputation. Be-
cause of strained federal and state finances, even
those who qualify for Medicaid face limitations on the
sefvices they recetve. Many state Medicaid programs,
for example, do not pay for screening and preventive
services. Even for the privately insured, coverage imi.
fations are more commonplace today as many em-
ployers and insurers resort to benefit cutbacks o fimit
their rising costs.

A tompounding probiem s the continuing rapid
growth in heatth care spending. National health ex-
penditures in 1992 are expected tv exceed $800 bik
hon, rising at an annual rate of over 10 percent. We
turrently devote more than 13 percent of our Gross
National Product to health care spending, more than
any other nation in the world. Despite this level of
spending, the U.S. st suffers significart deficits in
health status. For instance, among the westem indus-
trialized democratic nations, the U.S, ranks firstin
spending per capita, but 215t in infant mortality.

"Faced with growth in health care costs. federal
and state lawmakers have frequently opted to reduce
payments to hospitals and physicians over the last 10
years. inthe aggregate, the Medicare program now
pays hospitals for only 90 percent of the cost of treat-
ing Medicare patients. State Medicaid programs fre-
quently pay even less. While payment varies from
state to state, i the apgregate Medicaid now pays
hospitals for only 80 percent of the cost of treating
Medicaid patents. In addition %o these paymernt shon-
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families. Empioyers would retain the ability to seti-und
coverage, but they would assume responsibifities and
obiugaﬁonsforhealﬂ‘twewveragematareequalw
those of insured businesses, such as participating in
state risk pools.

‘The employment-based coverage prmded
would have to meet minimum specifications of a fed-
erally-defined basic beneft package, described below,
thereby pre-empting state mandated beneftt laws,
Employers would be free o offer more than basic
_ health benefits # they and thieir employees so desire.
Employees would be recquired to accept employer-

. sponsored coverage (unless they were otherwise cov-
ered) and pay their share of the cost of coverage. ~ -
Low-income empioyees would be assisted by tax in-
centives (e.g., tax credits) to help cover their share of
Inthe area of taxes, Congress would grant the
same tax advantages to seff-employed individuals and
unincomporated businesses for the purchase of health

benefits (100 percent, rather than 25 percent, deduct-

) ibility of premiums as a business expense) that large
employers and their employees currently enjoy.
incentives such as these can be used to main-

tain a pluralistic financing system with heawy refiance

on employer-sponsored private coverage. The key.is
to design incentives that make private coverage eco-
nomically feasible and desirable foremp!oyers and
employees.

-A New Public Program

On the public side, a new program woukd con-
- solidate and expand upon Medicaid and Medicare,
providing basic health benefits to these individuals as
well as fo all others unable to obtain private coverage.
Government's first priority in subsidizing coverage un-.
der the public program should betargeted atthose
least able to afford coverage. B

Enrollees in the public pmgramwrm income less

. than 150 percent of the federal poverty level would re-

ceive fully subsidized basic benefits, with the possible
exception of nominal cost sharing, Those with income
greater than 150 percent of the federal poverty leve!
would make contributions o premiums scaled to their
ability to pay, in addition to copayments and deduct-

ibles. The public program would pay for all Medicaid -

recipientts in full and would pay all or part of the premi-
ums and cost-sharing for mast Medicare beneficiaries.
. The pubiic program would bé financed by a

~ combination of broadiy based federal tax revenues

and premium contritutions from those covered who
can afford them. These monies would be dedicated 1o
| an ofi-budget trust fund that would pay for covered
health care costs for public program enroliees. With a
single public program, states’ financial responsibility

mmmefsdmmhngrde.hasmem&
vantage of providing the incentive of reduced expo-
sure to out-of-pocket costs for those consumers who
mmlhnetwoﬂcswhereuﬁmﬁonmudbebew

managed.
To mairtain incentives for families to continue

for Medicaid could gradually be phased ot but they

] their role as caregivers, long-term care
(other than post-acute recuperative

care} would camy a $10,000 deductible.

mavaﬂabiemng : oritical because it

could continue o subsidize those unable to pay the
long-term care deductible proposed as part of basic
benefits coverage. Fesieral and state financil re-

sponsiilties for other domestic programs could be
fealigned to maintain current levels of state health

funding support. ,
Basic Benefits ’

AHA believes that coverage of the full continu-.
um of care is a necessary first step in refocusing on -
efficient dinical decision making. AHA calls for a
broad basic benefit package covering the full continu-
um of care irom preventive care through long-term

care. Historically, public and private beneftt packages

have addressed the affordabdity issue by sxcluding o
severely imiting coverage of certain types of servic-
es. This approach has had several practical but un-
fortunate effects: discrimination against certain types
of ifinesses (such as Alzheimer's disease) and cre-
ation of incentives for health care practitioners and
providers to deliver whatever services are covered,
rather than the most efficient service 1o meet 2 pa-
tient's need.
tnordenoprowdemmwesforﬁ'rersponsf-
ble use of health care services by consumers, some
cost sharing would be required. To create the right in-

* gentives, cost sharing would not be apphed to pre-

ventive services, but would be focused on those
points where consumer judgmen on whether, when,
and where to seek services plays a significant role in
appropriate utiization. For exampie, f enrolledin 2
network where a primary caregiver oversees access

1o specialty care, cost sharing might focus on primary

care visits, emergency room visits, and outpatient
prescriptions. If not enrolled in such an amrangement,
cost sharing might apply to all but preventive servic-
es. This approach, in addition to being sensitive to the

determines the core of health care coverage. An inde-
pendent commission, established outside the federal

 poftical and budgetary process, would be responsible
-for defining the basic benefits package. On a biannual
- basis, Congress would determine the aggregate fund-

ing level for the new public program. The independent
commisaion would then determine the specific béne-

| fits that could be provided by the public program with-

in that budget. This set of benefits also wouki serve
as the benefit fioor for coverage offered in the private

taws. Coverage under the benefit package would be
defined by health care needs and services, not spect-
ic provider settings, Jeaving latitude to assure that
care is delivered in the most appropriate, cost-effec-
tive setting.

" “The primary objective of establishing an inde-
pendent commission is 10 stimulate a public debate
on the proper balance between the health care bene-
fits fo be promised and the funds available. The inde-
pendent commission would first provide Congress the

" information and advice it needs o set a budget target

for the public program. This might include information
on benefit levels ang cost sharing, the adequacy of

‘public program funding, and the adequacyof provider

payments under the public program. Given the funds
made available for the public program by Congress,
the independent commission would select the most

 beneficial combination of coverage following an op-

portunity for public comment. ff the funding levelis in-

 adequate to cover Some services that the public

wants, Congress and the President wouid be pres-
sured by voters 1o increase health care funding levels.
* - Several approaches are available for balancing

" health care benefits with available funding. The st

step woukd be 1o identify and efiminate inappropriate



Focus on preverrhonmdpnmymuet
works woukd emphasize weliness in addition to the
reatment of illness.

Focus on community-eve! solutions to com-
munity problems. Networks would maich local
health care resources and strategies to local commu-
nity needs and circumstances. . -

'Community care networks represent a seli-disci-
plining system with coherent and consistent incentives

_that encourage providers to do what they do best ~

manage the health care of their patients.

Community care networks hoid the promise for

Purchasers

Providers (hospitals,
practitioners, others)

frue management of patient care. Many of the current

“managed care” arrangements are simply insurer pro-
grams that contract with a selected group of providers
who agree to discounted prices. The providers partic-
pating in the plan often change each year as the insur-
ers use their leverage to seek deeper discounts from
providers. The insurer then controis access 1o those
providers through a compiex system of authorizations
that must be obtained from the insurer before anyone
can receive non-emergency care. While this approach
~ emphasizes managing costs, it does not manage

True managed care requires assessing patient
health risks and needs. it means planning and orga-
nizing care o that problemns are averted or treated
earty and all needed services are efficiently provided
without unnecessary duplication of capacity. Within
community care networks, patient needs would be re-
tumed 1o the focus of the delivery syster and the
management of care responsibility would be rewmd
. fothe caregivers.

“To meet these goals. as well as to create a more
user-friendly system. each network enroliee would
choose a primary caregiver to assure a consistent,

specified point of entry into the network. The primary
caregiver would act as the care manager for that indi-
vidual. t would be the primary caregiver's responsibili-
ty to ensure that an initial evaluation of heath status is
tive services are provided, and that services through-
out the system are coordinated for the patiert, particu-
larly when specialty services are needed.

Restructuring Financial
incentives ‘
Thekeytdsxmfuloonmﬁy'mnemﬂs

is creating strong incerttives for Americans to choose
them and aligning provider incentives through risk-ad-

- a set fee paid 1 the network per enroliee = pro-

| vides the network with its budget for defvering care to

the enrolied community. !t allows the public program,
empioyers, and employees 1o manage their outlays,
but leaves the allocation of resources to local decision
rmaking. Most important, it provides the stimutus for re-
orienting our health care focus from sickness to wel-
ness. This type of approach encourages providers to:
Promote the health of patients and prevert fu-

ture, more costly finesses. !f the network's enrolied
. population is relatively stable, then the network has an
incentive fo provide its enroliees with low-cost preven-

Wewemmordermavmdmewecrmmwsﬂy

acute care in the future.
Collaborate with cther providers o avoid Lm-

necessary duplication of services. Once providers are

linked within a network, the financialincertive wilbe

1o avoid duplicative facilities and services that were
encouraged previously by the competitive system:
Conserve health care resources by providing
only appropriate and necessary care. The collective
chalienge to providers within networks will be to pro-

wide needed health care services within the fixed capk-

tation amount through better patient care manage-
ment by practitioners and institutions.

The independent commission responsibie for
deterrmining the basic benefit package would also be
responsible for setting actuarially sound capitated

rates under the public program to be paid to networks,

This commission would balance the public need for
cost containment with hospitals’, practitioners’, and
other providers' need for fair payment.

The independent commission also would adjust
those rates to reflect the underlying risk of the popula-

tion covered and the geographic conditions under
which services are delivered. By broadly adjusting the
capitation payments to networks, the paymerts would
better refiect the expected costs of serving each net-
work's enrolied population. This gives networks the in-
centive to treat everyone in their community; young or
oid, sick or well

Placing capitation rate-setting for the public pro-
gram in the hands of an independent commission
does not guaramee efimination of government cost-
shifting to the private sector. The AHA believes it can
o 2 long way, however, toward minimizing it. In the
private secior, network payment rates would be nego-
tiated between networks and employers. # would be
left to individual states to decide whether to requiate -
those decisions in any way.

Bewsewmedpayrmmqmﬂwnet-
work o take on some financial risk, networks might be -
mmmmw—mmqemmgemm
tect against unpredictably large expenses.

Network Characteristics -

. Networks are designed 1o foster new relation-
ships among physicians, other heatth professionals,

.| hospitals, community health centers, andnursmg

homes as well as private insurers. As the major sourc-
s of care in most communities, hospitals and physi-
uanswouidneedtobekeypwmrmefom
cfnelwom
Bient acute care, and are the locus of most specialized
technology. Moreover, as generafly the largest health
can provide many of the management and service co-
ordination skifls and systems necessary 1o integrate
and manage the defivery of high-quality services:
Physicians and other health professionals are
essential to successiul formation and operation of net-
works, Patients build strong relationships with their
physicians. For many people, their primary care physi-
ian is the first point of entry into the heatth care sys-

tem. Networks must actively involve local physicians

in order 1o coordinate and manage patiert care.
Networks also offer a range of opportunities for
private insurers. Insurers may choose foparnerina

" network, with providers and the insurer underwriting

the risk of the enrolied population. Alfteratively, nsur-
ers may participate in networks by providing reinsur-
ance to networks, marketing and promoting networks
1o prospective enroliees, assisting networks in evalu-
ating their cost and quifity performance to support

marketing, helping with regulatory compliance and in-
witinthe network ete.
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Health system reform must inckude a sustained
level of govemmenttal and private support for innove-

tion and the evaiuation of new approaches. Biomed--

cal research enhances our capacity 1o giagnose and
treat itness; heatth services ressarch & essential for
fmore complete information on such cribcal issues as
assessing the efficacy of diagnostic and therapeutic.
regimens and estabiishing the relationship between
treatments and outcomes. Our future ability to im-
prove the vaiue of health care services will depend in
significant part on nigonous evaluation of today's and

- fomormow's delivery and payment system innovations.

From Vision to Reallity

AHA's vision for reform could be impiemented
incrementally in order 1o minimize tisrupion in curment
- coverage pattemns and faciltate the broadening of
" benefits. For example, access could be axpanded in
stages. Starting with mothers and chikiren, coverage

of the poor and near poor who are not currently cov-

ered by Medicaid shoukd be provided by the public

program over a pre-estabished period of time. Next, '
individuals with incomes exceeding 150 percert of the

poverty level could be phased in, making premium

contributions according to abifty topay.
Similarly, community care networks coukd be

- developed in Stages, growing in concert with commy-

nity values and needs. Listed below are some ¢f the

changes needed to make the health reform vision a

reality. )

Changing the Health Care

Environment =

2 I hospital strategic planning and operations, shitt
emphasis from peovider competition to collabora-
tion and integration. Focus on both hospitaliphysi-
cian relationships and hospitahin-hospital relation-

S Seek antitrust reform to allow for greater provider

0 Seek tort reform to recuce the cost of the maiprac-
tice system and its effect of stimulating defensive

i o

D Seek insurance reform tn make heatth insurance
more avaiabie and affordable for empioyers and

2 Equaike tax incentives for all employers o pro-
vide health insurance for empioyees and their de-
percients v

< So&mmmmmmwoﬂs

- options for reorientng care deivery in govemment
programs .

<1 improve funding for Medicare and Medicaid

Developing Resources and Sidils

O Develop provider skils in accepting and managing
financial risk

0O Expand emphasis in medical education programs
O Primary care caneers

O invest in medical practice paramenters, chinical-

« Deveiop community heath status and needs 2s-
s853MeNt tHois

| = Encourage community reports on popuiation

hea'th status

< Establish uniform data requirements and imple-
_ ment electronic Methods to collect. store, and
ers

A

American Hoapital Associstion

: -dlhodm

D Work with physicians and other providers in transi-
tional network arrangements such as [PAs and
PPOs : ,

2 Develop networks consistent with existing waiver
authority under Medicaid and Medicare HMO/
CMP options, and empioyer opportunites at the
local level :

3 Require employment-based coverage for basic
benefits package

Q Svengthen financial incentives for public program
beneficiaries 1 use networks, ncluding required
network enrolimert where there are at ieast two
networks from which to choose '

' Ofter tax or gther incentives aimed @ empioyers,

empioyees, insurers, and providers to offer and
use networks

CCN, Inc. and San Diego Community Healthcars Alliance use tha name Community Care Noiuork as their service merk and ressrve

a1l rights.
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June 1§ 1993

Rogalind Kelly

office of Domestic Policy

216 17th and Pennsylvania Avenue NW
01d Executive Office Building
Washington, DC 20500

Dear Rosalind,

Thank you for all your help in trying to pull together this
meeting with Carol Rasco, Dick Davidson, Herb Kuhn and either
Jim Bentlay or Rick Pollack of the American Hospital
Association. I was just informed yesterday that Mr. Davidson is
going to be in Washington all of next week. After that we won’'t
see him till September. Therefore, with your kind help I would
like to take advantage of this unprecedented block of his time
to schedule an appointment with Ms. Rasco. Basically, any day,

any time, June 21-25. I can be reached at 202/626-2311. Thanks
for your halp.

i cerely,C)
Donna J.2cke

Executive Assisatant

¢ C: Molly Brostrom
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