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• Abstract 

President Clinton has urged a strategy for health care reform that merges the 
main features of classical universalism-universal benefits, universal coverage, 
community rated insurance, and global budgets-with managed competition 
and market efficiency. 

Classical universalism attempts to limit spending through membership in a , 

single plan, often (but not always) government-financed. Its top goals are 

security and stability. Managed competition seeks to limit spending by letting' 

competing plans and the purchasing power of new health insurance purchasing 

cooperatives help hold down costs. Managed competition's main goals are 

security and market efficiency. 


President Clinton wants to merge these two approaches in yet undefined ways. 


• 

Using some of the ideas of the proposal developed by the New York State 
Department of Health for Universal New York Health Care (or UNY"'Care), I 
propose a strategy for merging these two ideas and for managing their 
implementation. I call it MacPlan, because it builds on computer or virtual 
technology, and because it provides for a faster way of getting the essential 
mechanisms of universal health care (and managed competition), in place . 

At the heart of the strategy is the Clearinghouse for Health Information Policy 
(CHIP) and its capacities to stimulate major reforms in administration, payment, 
and to capture data for global budgets. The CI-llP would be rapidly organized 
(at first for hospitals) across the United States, to serve as the universal payer 
(MacPayer) for the Clinton plan. As the data for actual payment is accumulated, 
strategies for controlling costs will shift from rate-setting to global budgets for 
hospitals, as well as fee schedules for physicians outside of managed care 
settings. 

Simultaneously, MacPlan offers a strong way to integrate managed competition 
with global budgeting. MacPayer and its data capacities will provide direct 
support for the workings of the new health insurance purchasing cooperatives, 
which will serve as public authorities linked to state payer authorities. State 
payer authorities will set statewide expenditure limits, and through national and 
regional CHIP networks, pay hospitals on the basis of budgets and rate 
schedules, as well as provide budgets to the growing managed competition 
sector. The state payer authorities will also establish budgets and other forms of 
payment for those sectors where managed competition will not easily work, such 
as rural areas. 

• Indeed, MacPlan foresees a world in which managed competition, with global 
budgets based on capitation arrangements contains within it large islands of 
direct, global budgets, such as for hospitals, as well as more traditional, fee-for­



• service methods of payment. In this world state payer authorities perform a 
strong integrative and policy leadership role, supported by the work of the 
HIPCs overseeing the development of competitive plans. Put another way, the 
HIPCs are part of a larger health policy framework that includes a national 
board, state payer authorities with responsibilities also for health planning and 
allocation, and competition. . Such an integration is essential if the contradictions 
of the overall strategy are to be effectively managed and balanced. 

This approach to marrying managed competition and classical universalism can 
be further strengthened by making Medicare the platform for change, even if 
later in the reform process, moving the whole system to a single overall 
framework, a single health care card for all, a universal benefit, and the strength 
of a nationally-accepted plan to manage the forces of competition . 

• 
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• 	 HEALTH CARE REFORM: ISSUES 'FOR RURAL AREAS 

I. INTRODUCTION 

The gathering momentum for health care reform at the federal and state levels has 

been accompanied by concerns about how reform initiatives could affect rural areas (National 

Rural Health Associatio'n, 1992). It is generally accepted that rural areas are different from 

urban areas in their population demographics and the availability and organization of their 

medical care resources (Cordes, 1989; Moscovice, 1989), Therefore, it seems reasonabl~ to 

expect that health care reform could raise unique issues for rural communities and providers. 

We identify and discuss a variety of these issues in this paper, with a particular focus on the 

potential relationship between health care reform and rural health networks. The intent of the 

paper is not to develop a list of "barriers to change" (e.g. why this won't work in rural areas), 

but rather to suggest issues that are likely to arise as reform proposals are fleshed out in 

concept and in legislation. , 

• 
In order to focus, and impose limits, on our discussion of rural issues, it is necessary 

to make some preliminary assumptions about the structure of health care reform, as it will 

emerge from the current ferment. While some of our assumptions may later turn out to be 

false, we believe that the issues we identify within the framework of these assumptions will 

continue to be relevant. In general, we assume that future health care reforms will contain 

elements of both "managed competition" proposals and "global budgeting" initiatives (see, 

for instance, Starr and Zelman, forthcoming; Enthoven, 1992; Enthoven, 1993; and Zelman 

and Garamendi, 1992). A summary of the main assumptions that provide a context for our 

discussion follows. 

1 . 	 A mandated set of benefits is defined at the federal level. 

2. 	 All individuals and employers share the cost of health insurance, with subsidies 
provided for the poor. 

3. ' 	 Everyone, except employees of very large firms, obtains coverage through 
health insurance purchasing cooperatives (HIPCs) that serve defined 
geographical areas. 

4. 	 HIPCs contract with private health plans, including HMOs, PPOs, and one free­
choice-of-provider option, and manage the enrollment process . 

• 	 1 



• 5 . The plans are paid by risk-adjusted capitation, although providers within the 
plans could be paid using a variety of different methods. 

6. 	 The HIPC pays an amount equal to the lowest cost plan; a consumer choosing 
a higher cost plan must pay the difference between this payment and the plan's 
premium. 

7: 	 Community-rated premiums are charged enrollees; no medical underwriting by 
health plans is allowed. 

8. 	 States have authority to supervise HIPCs and license health plans. They also 
have the ability, with federal approval, to experiment with different 
administrative approaches in order to adapt to local needs. 

9. 	 The federal government employs '~benchmark budgeting" by annually 
determining a maximum allowable rate of increase in the premiums of the 
"benchmark" (lowest cost) health plan option and a target for discretionary 
after-tax spending. 

10. 	 Iti areas wherE:! managed competition does not result in increases consistent 
with these goals, HIPCs have discretionary authority to set rates; they have this 
authority in all regions for the fee-for-service plan. 

• 
11. Medicaid is eliminated, but the elderly continue to receive coverage under 

Medicare, at least in the initial stages of health care reform. 

Clearly, within the limits of this paper we cannot address all of the topics raised by 

health reform that are likely to be important for rural providers and communities. However, 

whether "managed competition" or "global budgeting" or some hybrid eventually becomes the 

dominant approach to health care reform, we expect that a large percentage of rural providers 

will be organized in networks for the purpose of contracting with health plans or with HI PCs 

to serve rural. areas. Therefore, an important objective of the paper is to identify those issues 

relating primarily to rural provider networks that will merit attention under health care reform. 

The paper is divided into four sections; each section begins with a general discussion 

of the topic to be addressed and ends with a list of important issues related to that topic. The 

first section discusses the ways in which rural providers might be organized as networks and 

the. ways in which these networks might relate to HIPCs. The second section discusses 

alternative reimbursement arrangements for rural providers participating in health plans or 

contracting with HIPCs. Section three raises issues relating to service delivery and the 

recruitment and retention of providers in rural networks under the marriage of managed 
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competition and global budgets. Section four discusses potential roles· for state government 

under health care reform. 

II. ORGANIZATION OF RURAL HEALTH NETWORKS 

A. What is a Rural Health Network? 

Networks of organizations have been defined at a general level as " ... organizational 

arrangements that use resources and/or governance structures from more than one existing 

organization" (Borys and Jemison, 1989). With respect 'to rural health care, the New York' 

State Department of Health (1992) defines a rural health network as " ... a locally directed or 

governed organization which provides ... a set of defined health related and administrative 

services needed in the community served by the network." In existing rural health networks, 

participants usually continue to function independently, but work together to deliver specific 

services or share resources. While. participants consist mostly of rural-based providers, urban 

providers often participate in rural networks as well. The New York State definition would also 

• 
. include as a network "a -health maintenance organization which serves a rural area and 

integrates existing area providers of care." 

The actual organization and structure of rural health networks varies depending on the 

goals of participants, the availability of providers, and the characteristics of rural communities. 

The many different types of existing rural health networks illustrate the range of possibilities. 

For example, in a recent survey Moscovice, Johnson, Finch, et al (1991) found 127 different 

organizations in the United States that fit their definition' of rural hospital consortia. 

Christianson, Shadle, Hunter, et ai, (1986) reported the presence of 14 rural-based HMOs in 

1984, with many other urban-based HMOs serving rural areas through contracts with 

organizations of rural physicians. As one example, the Rural Wisconsin Hospital Co-operative 

established a very successful HMO as a collaborative effort of a rural hospital network and 

a rural-based physician individual practice association (Christianson, Shadle, Hunter, et ai, 

1986). 

The development of rural networks has received support from several foundations over 

the past decade including the Robert Wood Johnson Foundation, which recently funded a 

demonstration to provide support to thirteen rural hospital consortia. At the' federal . 

government level, the Essential Access Community Hospital Program was initiated in 1991, 

• in part to link smaller to larger rural facilities (Christianson, Moscovice, and Tao, forthcoming) . 
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At the state level, Minnesota has introduced the concept of "integrated service networks" in 

the implementation of its reform legislation (Minnesota Health Care Commission, 1993), while 

New York State is sponsoring a demonstration in the development of rural health networks 

(New York State Department of Health, 1992). 

Despite all of the recent activity relating to rural health networks, examples of rural­

based networks that provide the full range of acute inpatient and outpatient services to rural 

communities are relatively rare, being confined primarily to a small number of successful rural­

based HMOs. Instead, existing rural networks tend to be groups of similar providers that form 

to 	address common problems or to respond to reimbursement opportunities (e.g. rural 

hospitals participating in a hospital consortia or rural physicians organizing individual practice 

organizations). The experience of these more limited networks has demonstrated that rural 

providers can work together cooperatively but it provides lihle evidence regarding the ability 

of 	rural networks to effectively assume responsibility for all of the medical care of entire" 

communities, operate within a constrained budget, or guarantee access to needed services. 

B. 	 What Relationships Will Develop Between Rural,Health Networks, Health Plans and 
HIPCs? 

Rural health networks have the potential to play a key r'ole in the development of 

coordinated systems of care in rural areas under virtually every health care reform scenario. 

Health plans seeking to serve rural communities will attempt to contract with networks of 

. rural providers in order to provide access to care for their enrollees. Where existing network 

relationships are not available, health plans will create networks through contractual 

relationships that aggregate rural providers into risk pools for reimbursement purposes. In rural 

areas that health plans decline to serve, proactive HIPCs are likely to serve as catalysts f()r 

the creation of rural networks. Where this fails, HIPCs will need to,in effect, assemble rural 

networks to serve as free-choice-of-provider plans for rural areas that would otherwise not 

be served by health plans. 

The ways in which rural networks develop, and the responsibilities they assume, are 

likely to depend in part on geographic considerations and in part on prior collaborative 

relationships among rural providers, both of which vary considerably across states and 

regions. For example, in most states there are rural areas that are in relatively close proximity 

to urban areas and are relatively densely populated. In these rural areas, it seems likely that 
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• rural networks will form, primarily through contracts with urban-based health plans that may 

already serve residents of their communities. For example, an urban health plan may organize 

proximate rural providers (hospitals and/or physicians) into a "risk pool" for the purposes of 
, , 

payment and utilization management, developing and maintaining referral arrangements (some 

of which may already exist) with urban physicians and hospitals under contract to the plan. 

The common contractual linkages with the health plan could, over time, result in collaboration 

among these rural providers over other issues as well. 

As we noted above, ,in some rural areas collaborative, network arrangements among 

rural providers alr'eady exist, although they are not generally structured as vertically-integrated 

delivery systems. It seems likely that health plans seeking to serve rural areas will attempt to 
, , . 

• 

take advantage of these existing networks in establishing their delivery systems. This could, 

in turn, cause these networks to organize more formally so that they can function as 

contracting entities in negotiating with health plans. Existing networks might also broaden the 

composition of their membership in order to offer a full range of health services when 

contracting' ,with health plans. Once organized in this manner, rural networks could 

conceivably contract with multiple health plans to serve community residents. " 

In more remote, sparsely populated rural areas .the development of integrated, rural 

health networks will be more difficult. While networks do exist in some areas such as these, 

examples of provider networks contracting with prepaid health plans are relatively rare~ In 

part, this reflects the fact that prepaid health plans have not found these areas attra'ctive for 

a variety of reasons (Christianson, 1989). For instance, 'some rural providers have a"captive 

market" in these areas; there IS little incentive for them to contract with a health plan to 

attract new patients or retain existing ones. Health care reform is not likely to alter this 

situation, so HIPCs may have to provide prepaid plans with strong incentives to serve sparsely 

populated rural areas. For example .. contracts to serve more densely populated areas might 

be awarded only if health plans also demonstrated their ability to serve less-populated areas 

as well. This may require that the HIPC regulate prices charged by rural providers so that 

health plans are ,not forced to pay abnormally high prices to induce rural providers to contract 

with them. 

If the HIPC does not provide strong incentives to prepaid plans to serve remote, 

sparsely-populated rural areas, it seems likely that residents of these areas will be offered a 

• choice between a statewide PPO or a free-choice-of-physician plan, with regulated fee 
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schedules for rural providers. The HIPC could sponsor and manage the free-choice plan itself 

or, as envisioned under some reform proposals, contract with an insurer for this purpose. In 

either case, defacto' networks of rural providers would likely be created to facilitate 

negotiation over reimbursement and the carrying out of quality assurance and utilization 

management activities. 

C. In What Form Will Managed Competition Occur In Rural Areas? 

In a recent article, Kronick, Goodman, Wennberg, et al, (1993) argue that meaningful 

managed competition can only occur when providers have exclusive 'affiliations with health 

plans. Them, when individuals change their health plans they also must change their providers, 

presumably creating a strong incentive for providers, under contract to health plans, to 

compete for patients. Rural provider networks would contract with only one health plan, or 

form their own health plan and not subcontract with existing health plans. Under this scenario, 

as Kronick, Goodman, Wennberg, et a!, (1993) note, "In ageographically isolated area with 

a population base large enough to support only one hospital and one group of physicians, it 

is difficult to envision how competition would work." As a result, they urge " ... care on> the 

part of state governments in setting the rules for, structured competition" and suggest a 

possible role for " ... alternative models of reform (based on planning and the promotion of 

cooperation as the basis for achieving the efficiencies that the population-based perspective 

of the classic HMO brings to the health care economy)." 

Rural health networks would seem well-suited for alternative models of reformthat rely 

on some version of "sole source" contracting in rural areas. One of the motivations for the 

development of rural health networks in the past, and particularly for the formation of rural 

hospital consortia, has been to facilitate cooperation among providers and to take advantage 

of scale economies in the delivery of services (Christianson, Moscovice, Johnson, et ai, 

1990). More broadly inclusive rural, health networks could serve as accountable organizational 

units for resource rationalization in rural areas as well as vehicles for contracting with HIPCs. 

In regions where competition was thought not to be feasible, "franchises" could be granted 

by HIPCs to rural health networks to serve specific geographic areas in return for capitated 

payments. After granting the franchise, HIPCs would then play an essentially regulatory role 

to ensure not only that future premium increases fell within permissible boundaries, but also 
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, that the network was carrying out its contractual responsibilities to coordinate and rationalize 

services within its geographic area of responsibility: 

It should be noted that the limitations that Kronick, Goodman, Wennberg, et ai, (1993) 

see for the viability of "managed competition" in rural areas are not universally acknowledged. 

For instance, in designing its health care initiative the Minnesota Health Care Commission 

(1993) focused on competition among "integrated service networks" (lSNs) for enrollees, 
, . 

rather than direc't competition among providers for patients. It suggested that" ISNs are'likely 

to begin to form in rural areas not currently served by managed care health plans because of 

the incentives for providers to join or form ISNs in order to avoid the regulatory controls on 

non-ISN services and to take ad~antage of'the benefits and support services that ISNs will 

offer providers." Furthermore, the Commissio!1 foresees the potential for ISNs to compete 

actively in rural areas in ways that could benefit consumers. It intends to " ... promote and 

facilitate competition between ISNs even in rural areas of the state where only one provider 

system exists. Just as multiple health insurance plans are available now, ISNs will compete 

in terms of the coverage they offer, their costs and efficiency, and the extent to which their 

contractual relationships with local providers are more efficient or offer better quality or 

service." . 

Under this scenario, rural networks could contract with more than one health plan, but 

would generally not risk the loss of patients when rural residents switched their health plans. 

No single health plan would be "accountable" for the coordination of resources in a given 

geographic area, but the rural network would continue to have a financial incentive to promote 

an efficient configuration of resources under some capitated reimbursement arrangements (see 

our discussion of. payment arrangements below). Some analysts view competition among 

health plans, all of which employ the same provider network, as potentially inefficient, 

because it would impose excessive administrative burdens on participating providers, who 

would need.to comply with the administrative and reimbursement practices of multiple plans. 

This should be of less concern under managed competitiQn,where there presumably would 

be a standardized benefit plan, common administrative and data collection procedures for 

health plans, and control exercised by the HIPC over the number of plans offered in a given 

region. In rural areas, in particular, it seems unlikely that providers would simultaneously 

participate in large numbers of plans . 
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• A related concern, however, would seem more relevant. If rural networks serve 

enrollees from multiple· plans, it may be difficult for a single plan to exercise sufficient leverage 

on network providers to ensure meaningful participation in the plan's cost containment efforts. 

Then, the potential benefits from competition among health plans in rural areas, as anticipated 

by the Minnesota Health Care Commission, might be difficult to realize in practice. Health 

plans finding they cannot control costs might withdraw from the area, forcing the HIPC to 

grant exc;lusive franchises to providers serving specific rural areas and to engage in extensive 

oversight 'activities. 

D. Issues Relating to the Organization of Rural Health Networks 

• 

Local health care delivery systems in rural areas exhibit considerable diversity. Some 

rural areas are served by technologically sophisticated acute care facilities and large 

multispecialty group practices, while others struggle with financially marginal, understaffed 

hospitals and a shortage of primary care physicians and mid-level health practitioners. Rural 

areas contiguous to urban centers often have relatively high population densities, especi~lIy 

in comparison to sparsely populated frontier areas in many western states. These differences 

suggest that health care reforms are likely to unfold, in different ways across rural 

communities. In this section, we summarize some of the issues to this point, with the 

understanding that these issues will vary in their importance across rural areas. 

• 	 How quickly will rural providers react in developing rural health networks under the 
stimulus of health care reform? Will the initiative for network formation come primarily 
from rural providers or from urban-based health plans and health care organizations? 

The number of rural health networks will need to be expanded and existing 
networks will need to be modified if they are to play significant roles under 
health care reform. Given the conservative nature of many rural providers, and 
the constraints on their financial capacity to invest in network development, 
there may be limited potential for rapid network formation under the leadership 
of rural providers. If rural providers do not exercise leadership in network 
formation, rural networks may be formed instead as the result of "shotgun 
marriages" of providers who happen to contract with the same urban-based 
health plan, with network leadership provided by health plan staff. 

• 	 What providers will be included in rural health networks? 

In establishing contractual relationships with rural providers, prepaid health 

'. 
plans typically create separate risk pools for different types of providers (unless 
the health plan contracts with a multispecialty group practice). For 
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• reimbursement purposes, specialists are grouped with. specialists, primary care 
physicians with other primary care physicians, and hO$pitals with other 
hospitals. (The reimbursement received by these groups is often tied together 
through interlocking financial incentives, as discussed below). Thus, the 
provider networks that result from this process tend to encourage the horizontal 
integration of providers. However, advocates of greater coordination, or 
regionalization, of health services in rural areas usually argue for vertical 
integration of health care delivery as well. Their conceptualization of rural health 
networks emphasizes the inclusion of a full range of services and providers 
(New York State Department of Health, 1992). While health care reform is 
likely to stimulate the formation of networks that aggregate providers of similar 
types, it may require intervention on the part of HIPCs to accomplish greater 
vertical integration of providers and coordination of service delivery where 
comprehensive service networks do not develop spontaneously. 

• 	 What steps should HIPCs take in areas where rural providers decline to participate" in 
health plans or otherwise coordinate services to improve quality of care and contain costs? 

• 

In this case, most reform proposals suggest that these areaS be subject to 
regulatory oversight, including the administration of price controls for providers, 
coupled with stringent utilization management; If these steps are sufficiently 
onerous, it is assumed that providers will eventually choose participation in a 
health plan as the least objectionable alternative. However, providers in remote 
rural areas may respond by moving their practices to more populous areas, 
creating access problems for some rural communities. HIPCs will need to 
balance-their efforts to ensure that services are provided within a fixed budget 
with the need to maintain access to care for rural residents. How will HIPCs 
manage this "balancing act" in rural areas where providers choose to "opt out" 
of health reform? 

• 	 Should rural networks be encouraged to participate in multiple health plans? Or, should 
they be awarded "franchises" to serve designated geographic areas? 

In both instances the concern is that an integrated, organized rural health 
network consisting of virtually all providers in a given area will be in a position 
to 	exercise monopoly power in negotiations with health plans or HIPCs. The 
issue is whether countervailing power can be most effectively brought to bear 
by health plans or HIPCs in these negotiations. The fallback position for the 
network, if an agreement cannot be reached, is to withdraw .from the plan, in " 
the first case, or from the franchise, in the second. Withdrawal from the 
franchise presumably would trigger direct regulatory oversight of individual rural 
providers on the part of the HIPC, as described above. Under what conditions 
should rural networks be encouraged to contract with multiple plans? When will 
it serve public policy better if they are awarded exclusive contracts to serve 
specific JUral areas? 
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III. REIMBURSEMENT OF RURAL PROVIDERS 

A. Reimbursement of Rural Providers Participating in Prepaid Health Plans 

It seems very likely that most rural providers will continue to be reimbursed under some 

form of fee-for-service payment whether they participate in prepaid health plans or their rates 

are regulated under a global budget approach. It is also probable that they will be required to 

assume some degree of financial risk for the delivery of care to rural residents, and there are 

innumerable variations in the way that p~yment schedules and risk-sharing arrangements can 

be structured. However, the basic features of these arrangements can be illustrated by 

describing two of the more common variations currently used by prepaid health plans. 

To illustrate the first type of arrangement, we assume that rural providers participate 

in an urban-based, IPA-model plan. Within a designated rural area, the plan groups primary 

care physicians, specialists, and hospitals into separate risk pools for reimbursement purposes. 

Primary care physicians are reimbursed according to a fee schedule established by the plan, 

with 20 percent of each payment withheld and placed in a "withhold" fund. This money is 

returned to the primary care physician after one year (or some designated. time period) if 

expenditures for primary care do not exceed a prespecified, designated amount. If 

expenditures are greater than budgeted, only a portion (or none) of the withhold pool dollars 

are returned. Physicians receive distributions from the withhold pool according to the numbers 

of services they provide. 

It is common for distribution of the withhold funds to be tied to experience in the 

hospital .and specialist risk pools as well. If the funds allocated to these risk pools are not 

sufficient to cover all expenditures, shortfalls are covered through a transfer of funds from the 

primary care physicians' withhold pool. This linkage acknowledges the importance of the 

"gatekeeper role" that primary care physicians play in providing enrollees with access to· 

specialty and acute 'inpatient services. Usually, a referral from a primary care physician· is 

required for enrollees to see a specialist, and "pre-admission certification" is required for all 

non-emergency hospital admissions. 

Under this scheme, rural providers are at limited financial risk, since the most they can 

"lose" in a given year is their contribution to the withhold pool. The strength of the incentive 

they feel to contain costs is related to the number of providers participating in the risk pool. 

The larger the number of providers, the less likely that any single provider will receive a 

significant reward for cost-containment activities that improve the financial performance of 
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the health plan. Of course, if projected expenditures for any provider group (or the health plan 

as a whole) are exceeded in a given year, the health plan is likely to propose lower payment 

schedules, more substantial withholds (or more substantial risk sharing through other 

mechanisms, such as paying primary care physicians on a capitated basis), and/or more 

aggressive utilization review policies in subsequent years. Ultimately, health plans that cannot 
. 	 . 

"break even" in a particular rural area will terminate their contracts with providers, leaving it 

to the HIPC to determine provider reimbursement and utilization review policies for that area. 

A second type of arrangement would require rural providers to assume a greater degree 

of direct financial risk for the delivery of services. To illustrate this arrangement, assume that 

the HIPC contracts with an integrated rural health network to act as the health plan fora 

designated geographic area (the "franchise" model described above). The network is "owned" 

and administered by the rural providers and receives a capitated payment for each enrollee to 

provide all covered medical services. The same options are available to structure provider 

reimbursement and risk-sharing as are used by prepaid health plans more generally. However, 

providers participating in the capitated rural network may feel stronger incentives to contain 

costs, in comparison to participating in an urban-based IPA, for two reasons. First, depending 

on the size of the network, the number of providers participating in a risk pool could be 

smaller. (An urban-based IPA conceivably could combine providers in many rural areas in 

structuring a risk pooL) Second, by virtue of their "ownership" of the network, the 

participating providers must make up any differences between aggregated capitation 

payments and expenditures for care at the end of the budget period. Of course, they also have 

the potential to share in any savings. As is the case with health plans, rural networks could 

protect themselves against substantial losses, incurred on an aggregate or a per-patient basis, 

through the purchase of reinsurance. 

B. 	 Reimbursement of Rural Providers Participating in PPOs or Free-Choice-of-Physician 
Plans 

Providers participating in these plans will be reimbursed based on fee schedules 

established through negotiation with the plans. Participating providers in PPOs would accept 

discounts from their usual fees in return for the potential to increase the number of patients 

they treat. PPO enrollees who elect to obtain care from a provider that does not contract with. 

the PPO must pay part of the cost through copayments or deductibles. Thus the PPO creates 
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.­ financial incentives for patients to seek care from "preferred" providers. PPOs usually employ 

the same types of utilization controls as prepaid plans, but providers are not at direct financial 

risk for the performance of the PPO. However, if the PPO's premiums increase more rapidly 

than the targets established by HIPCs, then rural providers will likely face reductions in fee 

schedules and more aggressive application of utilization management techniques. Providers 

that are not responsive to efforts to change their utilization patterns could be dropped from 

the panel of participating providers. 

The free-choice-of-physician plan has the least flexibility in the options it has available 

to control costs. As in PPOs, providers would be reimbursed using a fee schedule established 

by the plan. Since all providers can participate in the plan, the managers of the plan (or the. 

government agency charged with enforcing budget limits) cannot drop providers that are not 

responsive· to efforts to control utilization. Therefore, the only direct way to control 

expenditures is by adjusting provider fee schedules so that expenditures fall within established 

targets. Thus, providers may well find their reimbursement per unit of service to be the lowest 

under this approach. 

• 
In some cases, it may not be possible for any healthplan (prepaid, PPO, or free-choice­

of-physician) to serve a given geographic area and maintain premium increases within the 

amounts targeted by the HIPC. If no private health plan is available in a rural area, the HIPC 

could form and administer a plan. In this case the HIPC would establish reimbursement rates 

and attempt to control utiliiation (or contract with a private firm to undertake utilization 

management activities.) Presumably, as in the free-choice-of-physician plan, the primary 

mechanism for restricting expenditure growth would be the regulation of fees and charges. 

In this case, providers could only "quit the plan" by refusing to see plan patients (in which 

case their incomes would depend solely on revenues from Medicare patients), by moving to 

another location (an option that would presumably be available to noninstitutional providers), 

or by retiring (for individual providers) or ceasing operations (for institutional providers). 

C. Issues Relating to the Reimbursement of Rural Providers 

There are likely to be limits in the way in which reimbursement can be used to alter 

provider b~havior in rural, as opposed to urban, are·as, and in the degree of risk-sharing that 

can be expected of providers. These limits probably will be most apparent with respect to 
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.' providers located in more remote rural areas. This raises several important issues that must 

be considered in designing health care reform initiatives. 

• 	 How should rural providers be grouped for risk-sharing purposes? 

There are two facets to this issue, and they are inter-related. The first concerns 
the kind of providers that should be grouped together, while the second 
concerns the size of the group. In rural areas it may be appropriate to consider 
the grouping together of different provider types so that providers located in 
closer geographic proximity can be part of the same risk pool. (This could 
occur, for instance, if vertically-organized rural provider networks received 
capitated payments to care for enrollees.) This would facilitate efforts on the 
part of providers to work cooperatively together to more effectively manage 
care. In contrast, if only similar providers were grouped together (e.g. primary 
care physicians) the geographic area covered by the providers could be quite 
large in order to accomplish risk pooling among an appropriate number of 
providers. In this case, the distances among providers participating in the risk 
pool could prove to bea barrier to cooperative activity. . . 

• 	Under different reimbursement approaches, how strong should the financial incentives be 
for rural primary physicians to control or alter referrals to specialists? 

As described above, in many prepaid plans primary care physicians play a 
"gatekeeper" role, with financial incentives to control referrals to specialists. 
However, one commonly expressed concern about the health care available in 
rural areas is that rural residents don't always have appropriate access to 
specialty care. Providing primary care physicians with financial incentives to 
control access to specialists could heighten theseconcerns. Often rural primary 
care physicians have constructed their referral networks carefully over time, 
developing collegial relationships with particular speCialists that enhance the 
quality of care received by their patients. Strong financial incentives to channel 
referrals to particular specialists contracting with the health plan could threaten 
these relationships. 

• 	How will fee schedules be established and enforced for rural physicians? 

The basis for establishment of rural physician fee schedules will be a 
contentious issue, whether those fee schedules are implemented by health 
plans or by HIPCs. Rural providers fear that new fee schedules will "lock in" 
perceived inequities in the present relationships between fees received by 
urban and rural physicians, and between primary care and specialist physicians. 
In addition, there is the question of whether fee schedules can be used in rural 
areas as instruments to reducecosts, if necessary, without causing physicians 
to leave their rural practices, thereby jeopardizing access to care for rural 
residents in underserved areas. Finally, it seems likely that establishing the 
appropriate relationship between fee schedules for the non-elderly and Medicare 

• 
fee schedules will be particularly important in rural areas. Due to the 

. demographic composition of many rural areas, the preponderance of patients 
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• seen by primary care pbysicians are elderly. Where this is the case, non­
Medicare physician fee schedules may be crude and relatively ineffective 
instruments for influencing provider behavior and providers may be unwilling to 
accept financial risk. Again, attempts to impose financial risk on providers, or 
reduce their fees, could result in reduced access to medical care for the non­
elderly in some rural communities. 

• Will rural networks have sufficient capital to accept financial risk under prepayment? 

When the federal HMO Act was implemented in 1974, funds were set aside to 
support the development of prepaid health plans in rural· areas .. However, 
because of the restrictions placed on accessing those funds, relatively little 
money was actually spent on this activity. If rural health networks are seen as 
desirable to facilitate health reform in rural areas, then government may need 
to allocate funds for investment in network building (see section IV below). 

• 

'Also, in order to protect fledgling networks that assume risk under capitated 
contracts, it may be necessary for the government to provide reinsurance to 
contracting networks in their initial stages of development. Networks that serve 
sparsely populated areas and consequently have relatively low enrollments 
could benefit from reinsurance provided by the government even after they 
become well-established. As one of their functions, HIPCs could aggregate the 
experience of all rural network enrollees into one risk pool for reinsurance 
purposes and possibly provide rural networks with reinsurance at subsidized 
rates. Alternative arrangements involving the pooling of rural network enrollees 
across HIPCs might also prove attractive. 

IV. IMPACT ON RURAL MEDICAL PRACTICE 

The success of health care reform initiatives will be diminished unless the delivery 

system can be significantly altered in ways that improve the public's health (Zelman and 

Garamendi, 1992). Rural health networks can serve as the building blocks_ for the 

implementation of reform initiatives in rural areas and lead to major structural changes in the 

rural health system. In fact, the quid pro quo for rural support of health reform initiatives 

might be development of the capacity and infrastructure necessary to build rural provider 

networks. How this is accomplished will, in part, determine the impact of health reform on 

rural medical practice. 

Traditional rural primary care physicians have been characterized as overworked, 

inadequately reimbursed, and with insufficient professional support (National Rural Electric 

Cooperative Association, 1992), They have approximately 20 to 30 percent more patient 

visits yet earn 10 to 20 percent less than their urban counterparts (Wyszewianski and Mick, 

• 1991). A recent study of rural physicians in Colorado found that two-thirds were in solo 
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• practice and more than one-half were on c?lll at least every other night (Moscovice, Rosenblatt 

and McCabe, 1993). 

These data suggestthat many rural physicians might be receptive to organization and 

delivery system changes that improve the circumstances of their practices. This is particularly 

true if the implementation of health reform initiatives in rural areas is receptive to rural 

physician input. Enthoven (1993) has described one scenario that may be attractive to some 

rural physicians: 

HIPCs might request proposals from established urban comprehensive care 
organizations to establish and operate a network of primary care outposts, 
paying doctors and nurse practitioners what is needed to attract them to 
provide high quality ambulatory care in rural location~, while giving. them 
professional support in the form of telephone consultations, temporary 
replacements, continuing education, and transportation and referral 
arrangements. 

• 

Our current research on rural hospital networks has found that more than half of these 

networks have an urban, financially stable hospital that often provides energy, leadership, and 

financial support critical to the success of the network (Moscovice, Johnson, Finch, et a!, 

1991 ). These larger institutions appear more willing to assume the financial risks involved in 

network joint ventures and to consider the longer-term benefits of cooperative relationships 

among rural providers. 

Urban-based initiatives are in marked contrast to locally developed networks consisting 

of formal horizontal linkages among rural providers that are organizationally similar. To assume. 

responsibility for meeting the health needs of a rural population, networks of this type would 

need to expand their membership and/or develop other arrangements necessary to ensure the 

delivery of a comprehensive range of services. 

Either "top-down" or lihorizontal" approaches to rural network development could 

occur under health care reform, depending on. the supply and organizational relationships 

among existing health professionals in a rural community and the geographic proximity of that 

community to an urban center or a large rural referral institution. Top-down networks can be 

effective if they are sensitive to local issues andcohcerns arid are able to identify and support 

the positive attributes of rural medical practice (Rural Wisconsin Hospital Cooperative, 1993). 

Locally-developed, horizontal networks can be effective if they have the necessary leadership 

and resources to expand the· scope of activities of existing providers to meet new 

• responsibilities. This might require the financialsupport and technical assistance of non-local 
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entities interested in developing meaningful bilateral relationships with networks of rural 

providers. 

If one of the results of health reform is to stimulate the widespread development of 

rural provider networks, rural medical practice is likely to be dramatically transformed from 

the description of the traditional rural primary care physician offered earlier. The remainder of 

this section discusses five specific aspects of this possible transformation. 

A. Response to Increased Management and Oversight 

At present, most rural providers have very little, if any, experience with managed care 

arrangements. Under the proposed health reform initiatives, including global budgeting, it is 

likely that rural physicians will practice under a variety of utilization management techniques 

that attempt to control costs. These techniques include pre-admission certification for 

inpatient care, pre-authorization review for surgery, physician profiling, practice guidelines, 

and so on. They could be implemented either by health plans that contract with rural providers 

or by government attempting to control expenditures within a global budgeting framework. 

The level of micro-management of individual clinical decisions of rural physicians 

imposed by government or health plans, and the corresponding response of rural physicians 

to these efforts, will be a defining characteristic of health care reform, as viewed by rural 

providers. On the one hand, under managed competition, health plans and networks may be 

under strong pressure to closely micro-manage physicians to maintain their competitive 

position (Brown, 1993). And, regional governments may feel the same pressure in order to 

stay within budget caps. On the other hand, the goal of these techniques has been described 

as not to remove the decision making power of individual physicians, but rather to improve 

their ability to make better decisions (Hillman, Greer, and Goldfarb, 1992). The degree to 

which rural physicians accept, or rebel against, the imposition of new utilization management 

techniques on their practice clearly will be related to the manner in which they are 

implemented. 

If utilization management consists primarily oJ complex information compiled and 

interpreted by distant urban-based institutions or government agencies, and then fed back to 

local rural providers, it will meet with substantial resistance. This is particularly true if it is 

accompanied by requirements that telephone. approval for treatment be sought from 

anonymous utilization review professionals with limited knowledge of -the rural practice 
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environment. On the other hand, where a rural-based provider network has organized as a 

health plan or budgeted cost center (under global budgeting), has developed a mechanism for 

integrating local physician input into the formation of practice guidelines, and carries out 

utilization management efforts with a sensitivity to local conditions, rural providers are likely 

to be much more receptive. That is not to suggest that appropriate vehicles for education of 

providers, feedback of information, and development of financial and behavioral incentives for 

providers cannot be developed in top-down networks. However, it may be easier to 

incorporate local physician input and exhibit sensitivity to local consumer values and beliefs 

and the constraints of local medical care delivery environments in rural-based networks. 

Another factor that will influence the receptivity of rural providers to increased 

management and oversight is the responsibility given to primary care physicians in networks. 

Historically, the fortunes of rural health have depended very much on the relative supply of 

pri,mary care generalists (Moscovice, 1989), In managed care networks, rural primary care 

physicians may serve as case managers, regulating the flow of referrals and specialty services 

throughout the network (Hillman, Greer, and Goldfarb, 1992). Depending on the financial 

relationships that are established, this role may also place the rural primary care physician (or 

physician group) in a position of financial risk for the services provided to their patients (as 

described in section III). Although the gatekeeper role can increase the status of the rural 

primary care physician vis a vis specialists, it still may be an uncomfortable, position for many 

rural solo practitioners with m[nimal experience in risk-bearing roles. 

B. location and Availability of Specialist Services and Technology 

In their proposed guidelines and requirements for rural health networks, the New York 

State Department of Health (1992) states that: 

Rural health networks hold the promise of stemming an almost inevitable 
hemorrhage of health care services and resources away from rural areas ... 

Others have pointed out that the majority of dollars rural 'residents spend for health care are 

spent outside their local communities (Amundson and H~ghes, 1989). If the majority of health 

care funds were spent at the local level, the range and quality of services available in rural 

communities conceivably could be expanded. 

An important issue related to the development of' health plans and rural provider 

networks is the location and availability of specialist services and technology used by rural 
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communities. During the past decade, rural hospitals have used several strategies (including 

consortia participation, mobile technology, and specialty outreach clinics) to improve the 

availability of specialist services and technology in local communities. These efforts have 

improved the public perception of rural hospitals but questions remain concerning their costs 

and effectiveness. Can they improve the financial performance of rural hospitals and the 

incomes of rural physicians by redirecting patient flows? Are technologies and services being 

. used appropriately? What effect does their provision locally have on patient outcomes and 

quality of care? 

• 

It is not clear how the above efforts will mesh with the strategies developed by health 

plans under managed competition, or government agencies under global budgeting. At some 

level, subspecialty services will need to be provided outside the local community and health 

plans will need to contract for these services with non-local providers. Urban-based plans may 

encourage referrals of the full range of specialty care to urban specialists and hospitals under 

contract to the plans, thereby increasing the leakage of funds from rural areas. On the other 

hand, rural-based plans may attempt to limit referrals to urban-based specialists to assure that 

more care is provided locally. These plans would likely encourage consultants in many 

specialties to provide outreach clinics in rural areas. 

The comparative short-term budget costs of these alternatives will heavily influence 

the decisions of health plans and government agencies. However, the .decision making process 

should also take into account costs imposed on rural residents and the quality of care provided 

under the two scenarios. How this issue is addressed will affect the magnitude of cost 

savings attributed to reform initiatives, public perception of rural providers, the economic base 

for health care institutions in rural communities, medical outcomes for rural residents, and the 

acceptability of health care reform efforts to rural physicians. 

C; Differences in Urban/Rural. Practice Styles 

All things being equal, the enhanced role and status of primary care physicians under 

managed competition proposals bodes well for the many rural physicians who are generalists. 

However, one salient issue that needs to be addressed is how differences in urban/rural 

practice styles will be resolved under health care reform initiatives. Rural physicians practice 

in less resource intensive environments where technology and consultant specialists are less 

• 
readily available. Therefore, differences are likely to exist in the practice styles of urban and 
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• rural physiCians who are members of the same network or health plan. How these differences 

are resolved will encourage. or discourage, the participation and commitment of rural 

physicians to a network or health plan. 

Under one option, a federal board would be responsible for setting standards to 

eliminate unnecessary care and to assure the use of the most cost-effective technology 
, , 

(Etheredge, 1992). Its work would be facilitated by national data systems that would track 

utilization, expenditure, and outcomes information. Thus. the responsibility for technology 

assessment and the development of practice parameters and guideli~es would, rest at the 

federal level (Zelman and Garamendi, 1992), 

The question of interest to rural physicians is how such national standards would be 

applied to them. At one level, the medical profession clearly will have the responsibility for 

setting practice standards and guidelines. In rural areas, reaction to and appropriate use of 

these standards most likely will relate to whether rural physician input is incorporated into 

their development, and whether some flexibility in their application is shown. At another level, 

health plans may focus on quality improvements for enrollees through a system-wide 

approach. Rural physicians may feel the pressure to alter their practice patterns to conform 

• to health plan guidelines and protocols, which may be based largely on the practice styles of 

urban physicians. Is this a better approach than allowing the possibility of different standards 

depending on environmental and professional factors? The answer is not clear because the 

, impact of managed care arrangements on quality improvement and outcomes is not yet well < 

understood. It is clear, however, that the pooling of data and the use of large-scale 

management information systems by health plans will facilitate comparisons of patient 

outcomes across rural providers to a degree that is not now possible. 

D. Physician Relationships With Hospitals and Other Entities 

As described earlier, the majority of existing rural networks consist of similar groups 

of providers (hospitais or physicians) organized to address issues of common interest. It is the 

rare instance when vertically integrated delivery systems have been developed in rural 

communities, and physicians have very little experience in these types of arrangements. In 

rural communities that currently have a difficult time maintaining access to services for their 

residents, dysfunctional relationships often exist between local physicians and hospitals, with 

• 
no apparent linkages between physicians and other providers. 
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• Health reform initiatives may create opportunities for the development of new physician 

linkages with hospitals and other providers. Nationally, 64.2 percent of the 2,361 rural· 

counties (Le. non-SMSA counties) had no HMOs providing services to county· residents in 

1992 (Wholey, 1993). Rural counties adjacent to SMSAs were more likely to have at least 

. one HMO serving residents of the county than rural counties not adjacent to SMSAs (56.2% 

versus 22.9% of counties served by at least one HMO; Wholey, 1993). In Minnesota, which 

has a mature managed care environment, almost half of the 71 rural counties were not served 

by HMOs in 1 991 and 8,6 percent had less than 10 percent of their population enrolled in 

HMOs (Minnesota Department of Health, 1992a). These data suggest that physicians in many 

rural counties (particularly those further away from metropolitan areas) will have little 

, experience delivering medical care within a managed care system with formal organizational 

linkages to hospitals and other providers. 

• 

Rural networks can be viewed as opportunities to develop shared business units that 

protec(the common interests of rural physicians, hospitals and other providers and help them 

to take risks together in activities such as the creation, of HMO/PPO organizations; 

development of satellite clinics; joint capital ventures; physician recruitment; purchase of new 

technology; Quality assurance, malpractice, and risk management activities; and service 

diversification initiatives. Physicians could legally own a network, partner with hospitals or 

other members in network ownership, or function in a traditional provider role with no 

network ownership responsibilities. In any of the above scenarios, network development 
, , ' 

provides an opportunity for physicians and other network partners to assume joint 

responsibility for the health care provided to the residents of rural communities. 

, The New York State Department of Health (1992) explicitly recognizes that rural health 

networks will need to provide a complete range of services and suggests they should i'nclude 

as members (or have formal relationships with) one or more hospitals, office-based physician 

groups, diagnostic and treatment centers, prenatal care clinics and other public health clinics, 

community health centers, emergency medical service providers, certified, home health 

agencies, nursing homes, mental health providers, mental retardation and developmental 

disabilities providers, providers of alcohol and drug abuse services, local transportation 

serVices', and other human service agencies and local governments. 

• 
Unfortunately, many of the services offered by the above providers are in limited 

supply in rural areas. How health plans and rural provider networks work together to assure 

20 



•• 

• the availability of a complete range of services will significantly affect the acceptability of 

health reform initiatives to rural residents and the ability of these initiatives to alter traditional 

physician practice patterns. > 

E. Physician Recruitment and Retention 

A final issue relating to rural medical practice is the impact of network development 

under health reform on the willingness of physicians to move to rural areas, and to remain 

there over time. The central health care issue for many rural communities is not cost, but 

rather the inadequate supply of physicians and limited access of rural residents to medical 

services. Physician recruitment and retention remains a widespread problem throughout rural 

America. Horner, Samsa, and Ricketts (1992) have found that almost 50 percent of rural 

primary care physicians in North Carolina left their rural practice setting within three years. 

Physician turnover is an important factor that could hinder the implementation of new health 

care initiatives in rural communities, and the development of integrated service networks. 

The organizational characteristics of the physician practice can have an important 

impact on rural physician recruitment and retention (Crandall, Dwyer, and Duncan, 1990). It 

is desirable that rural practices are structured to encoura>ge the provision of technical, collegial 

and referral support and to decrease the perception of isolation, overwork, and marginality 

among rural physicians. Network development can directly address many of these. For 

example, physician recruitment, training and continuing education often can be accomplished 

> more effectively on a network-wide basis rather than by individual entities (Crandall, Dwyer, 

and Duncan, 1990), More than half of the rural hospital networks in the United States' 

reported physician and staff recruitment as one of their major activities (Moscovice, Johnson, . 

Finch, et ai, 1991). 

Another aspect of the recruitment and retention issue is the ability to attract providers 

to isolated rural areas. These areas will continue to be difficult to serve under any health care 

reform initiative and it is not clear what incentives can be created by networks to attract 

physicians or other health professionals to practice in these areas. Many of the physicians 

who practice in frontier areas can be characterized by their extreme independence; they may 

seek to avoid practicing as part of an organized medical system. These providers will require 

technical assistance to understand how to become part of a network or how to contract with 

• a health plan. Health plans will be faced with the dilemma of balancing their desire to alter 
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• physician practice patterns with the potential impact that might have on the desire of 

physicians to continue to practice in underserved rural areas. How this balance is addressed 

will directly affect the isolation of physicians and the accessibility of health services in 

sparsely populated, underserved rural areas. 

F. 	 Issues Relating to the Impact on Rural Medical Practice 

This section has raised a variety of issues related to the potential impact of health 

reform initiatives on rural medical practice. The most significant of these issues are: 

• 	 How will rural physicians react to increased management and oversight of their practice? 

Rural physicians generally have little experience participating in managed care 
systems. If utilization management is to be carried out effectively in rural areas, 
it will need to be somewhat adaptable to the varying conditions present in rural 
areas and receptive to.input offered by local providers. How will local physician 
input be incorporated into utilization management approaches? 

• 	 How will the location and availability of specialist services and technology be affected 
by health care reform? Which services clOd technology will be provided locally in rural 
areas? . How will referrals to specialists be managed? 

• Health care reform must be structured to strike the appropriate balance 
between providing specialty services and technology in rural communities and 
requiring that rural residents travel to urban areas for this care. The 
considerations that enter into defining that balance are complex, relating to the 
nature of the service, the availability of specialists already in the rural area, the 
willingness of urban specialists to conduct outreach clinics, the outcomes of 
care under different approaches, and relative costs, including costs imposed on 
patients. Which services and technology should be provided locally in rural 
areas? How will referrals to specialists be managed? 

• 	 How will differences in urban/rural practice standards be addressed? 

Practice standards differ significantly between urban and rural areas, and 
among. rural areas. Attempts, through health care reform, to develop and 
implement practice standards on a broad scale are likely to meet resistance in 
rural areas unless these standards are flexible enough to accommodate the 
unique characteristics of some rural practices. Should there be different 
standards depending on environmental and professional factors? How will rural 
physician input be used in 'the development of standards? 
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• • What implications does network development have for organizational relationships 
between rural physicians, hospitals, and other health providers? 

In many rural communities, physicians, hospitals and other health care providers 
are operated independent of each other, sometimes in adversarial relationships. 
Health care reform could provide a vehicle for better service delivery integration 
at the local level. How can reform initiatives best be designed to achieve this 
objective? . 

• 	 Will the recruitment and retention of rural physicians be enhanced by health care 
reform? 

The maintenance of access to medical services will continue to be the primary 
issue for many rural areas, even in the context of national efforts to control 
costs through health care reform. Efforts to reduce fees, implement utilization 
management techniques, and institute practice standards could discourage 
physicians from locating or remaining in rural areas; if they are not sensitive to 
rural needs. On the other hand, if health reform stimulates the formation of 
rural health networks that support rural practices, then the ability to recruit and 
retain physicians would be enhanced. What incentives can be created by 
networks to attract physicians and other health professionals to practice in 
underserved rural areas? ' 

• v. ROLES FOR STATE GOVERNMENT 

The goal of state health policy has been described as assuring access to quality health 

services at a reasonable cost (Altman and Morgan, 1983). Historically, states have been 

active in paying for health care services, providing health care services directly, establishing 

rules governing health care providers and marketplace activities, developing and training health 

care resources, and protecting the public health and safety (Helms, 1991). In the'debate over 

health care reform, several analysts have proposed various roles for federal and state 

government (Starr and Zelman, forthcoming; Kronick, 1992). Most agree, however, that 

implementation of managed competition and global budgeting in many rural areas will be 

difficult and that states should be provided with as much flexibility as possible to develop 

solutions appropriate to local circumstances. In this light, the following discussion highlights 

five roles for state government in administering health reform initiatives. These roles include 

purchasing health care, building network capacity and infrastructure, balancing antitrust 
.' 	 • 

enforcement and network establishment, informing consumers, and allocating and enforcing 

budgets . 
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• A. Purchasing Health Care 

States have traditionally played a central role in the purchasing of health care for public 

employees and low-income populations eligible for Medicaid and General Assistance. Many 

health reform initiatives would eliminate that role but give states authority to supervise and 

charter or license HIPCs (Starr and Zelman, forthcoming; Zelman and Garamendi, 1992). 

States would support HIPC efforts in contracting with health plans, developing risk 

adjustments across plans, enrolling eligible groups, collecting premiums and so on (Helms, 

Gauthier, and Campion, 1992). 

In overseeing the activities of HIPCs, states could also ensure that rural concerns were 

addressed by: 

• 	 facilitating the entry of new health plans and networks in rural areas 

• 	 requiring HIPCs to assure geographic access to services in rural areas 

• 	 awarding exclusive franchises when special incentives are necessary to attract 
health plans to serve rural ar~as 

• 	 requiring HIPCs to have a rural advisory board 

• • maintaining a safety net (perhaps a state-run health plan) for vulnerable rural 
populations (e.g. migrants) that may have special needs 

• 	 requiring HIPCs to enroll the poor inthe same plans that serve the wealthy and 
the middle class. 

An alternative to this purely administrative role would have states serve as HIPCs. As 

Starr and Zelman (forthcoming) have pointed out, HIPCs are very similar to existing state 

health benefits programs. Several states have taken aggressive positions in trying to contain 

health care costs for their employees. In Minnesota, state employees comprise the largest 

employer-based health insurance group'in the state serving almost 120,000 employees, 

dependents and retirees (Dowd, Christianson, Feldman, et ai, 1992). The state has employees 

in all 87 counties of the state, many of which include rural areas not served by managed care 

plans. In 1989, the state replaced the statewide fee-for-service plan with a preferred provider 

organization (PPO) resulting in changes in physicians or higher out-of~network costs for state 

employees in some rural. areas. In response to the threat of losing patients, physicians in 11 

, . rural counties joined an HMO plan that had not previously served the county (Dowd, 

• Christianson, Feldman, et ai, 1992). In this instance, the state, functioning in essence like a 
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• HIPC for the pool of state employees, served asa catalyst for rural managed care 

development. In California, the public employee health benefits system also includes sma.ller 

county and local governments as part of the system. In these states, it may not be difficult 

to add the small employer insurance market to the existing public employee insurance market. 

Other states (e.g. Florida, Washington, and West Virginia) are currently examining the 

feasibility of this approach. 

Do states have the capacity and willingness to go at risk for the financing and delivery 

of health care services, particularly in riskier situations such as serving isolated rural areas? 

• 

.What does it mean to have a state or local government "at risk" for cost overruns? Won't this 

simply shift health care costs from one government budget to another? Enthoven (1993) 

indicates that HIPCs should not be risk-bearing entities but rather serve as the broker among 

such entities. Rosenberg (1992) suggests that state or local governments may be able to go 

at risk for the financing and delivery of services provided by networks and points to the 

c::;urrent efforts of New York State in that regard. Another example is provided by the 

Minnesota Medicaid program, where one rural county contracts with the state on a capitated 

basis to assemble a delivery system and serve all Medicaid eligibles in the county. Although 

not necessarily a comfortable role for all states, policymakers need to examine the feasibility 

of expanding the state purchasing role beyond an administrative function. Exploring various 

options for HIPCs would facilitate the development of locally-sensitive solutions to providing 

health services under a managed care system to rural populations. 

B. 	 Building Network Capacity and Infrastructure 

The discussion in section IV suggests that most rural areas are not now served by 

managed care systems. An important role for states might be to support the development and 

maintenance of rural provider networks, as building blocks for managed care systems or 

accountable units for glopal budgeting. States can create incentives to stimulate the formation 

of networks in several ways including: 

• 	 the use of loans and/or grants to support the capital investment necessary for 
network building 

• 	 the provision of reinsurance to networks in their early stages of development 
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• • the protection of existing capacity building 'programs such as community health 
centers, rural' health clinics, federally qualified health centers, and migrant 
health centers 

• 	 the provision of necessary technical assistance to support local network 
development 

• 	 the creation of financial, education, and licensure incentives that support the 
training of health professionals likely to participate in rural health networks. 

• 

A current example of state activities that provide support for rural network 

development are the efforts of the Office of Rural Health, New York State Department of 

Health and the New York State Rural Health Council (New Yor,k State Department of Health, 

1992). State policymakers identified the lack of, recognition of networks in existing 

reimbursement methods and the uncertainty of support beyond grant periods as barriers to 

rural network formation. As a result, New York State has established a framework for rural 

netwqrk development based on the publication of proposed network guidelines and 

requirements and proposed criteria and standards for network delivery models. Under one 

legislative proposal, network development in New York will be promoted through planning, 

grants (up to $50,000 per year for up to two years), start-up grant~ (up to $500,000 to 

support infrastructure costs such as transportation, communication, medical records), and 

administrative grants {$100,000 to $200,000 per year for up to three years to provide 

operational support for network administration). The annual cost of this program is expected 

to be $4.7 million with most of the support coming from the reallocation of funds from 

existing state programs. The state has' proposed to enact permanent fiscal incentives to 

support networks through adjustments to existing payment methods and categorical grant 

programs. 

The New York State proposals highlight how a state that believes there is a pressing 

need to develop new delivery systems in rural areas can take a proactive role in rural network 

development. The legislature and the State Department of Health have worked together to 

promote a Hill Burton-like program that supports the development and funding of rural network 

capacity and infrastructure . 
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• C. Balancing Antitrust Enforcement and Network Establishment 

While the formation of rural provider networks may facilitate the implementation of 

health reform initiatives in rural areas, it also raises antitrust questions. The major goal of 

antitrust law is to preserve and enhance competition by making' it illegal to enter into 

contracts or arrangements. in restraint of trade or that create a monopoly. Antitrust laws 

attempt to assure that private arrangements do not reduce public access to services through' 

price increases or output limitations (Struthers, 1991; Motenko and Busey, 1992). 

How then should the formation of rural health networks be viewed vis a vis antitrust 

considerations? In particular, how should this issue be resolved in underserved rural areas 

where a competitive market is not likely to be established? It has been suggested that federal 

and state enforcement of antitrust laws be adjusted as necessary to permit the undertaking . 

of HIPC-approved joint endeavors, such as rural network development (Zelman and 

Garamendi, 1992). Underlying this suggestion is the possibility that the literal application of 

existing antitrust laws to the delivery of medical care in rural areas may not yield net benefits 

. for consumers. Rather than promoting access to care and containing costs, it could pose a 

threat to the availability of health care services in some rural communities (Struthers, 1992). 

The Supreme Court has recognized that states can insulate certain activities by private• parties that would otherwise be viewed as illegal under antitrust law. The state action 

exemption applies to arrangements that are (Rural Health Advisory Committee, 1993): 

• conducted pursuant to a clear state policy to supplant competition, and 

• actively supervised by the state. 

For the state action exemption to hold, a state must provide prior approval to an arrangement 

or activity between the parties involved and supervise the arrangement or actIvity after it is 

initiated. In Minnesota, the legislatiqn that underpins current state health care reform has a 

provision for state action immunity for arrangements that the Commissioner of Health believes 

may improve cost, quality, or access. 

State action immunity could be used to address antitrust issues regarding rural network 

development in isolated rural areas that are not likely to be attractive to health plans or 

networks. For these areas, it maybe desirable to award exclusive franchises or monopolies 

that will need to be closely monitored to ensure that they operate in the public's interest. The 
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• menitering .or regulating functien ceuld be therespensibility .of the HIPC, the state, .or the 

federal gevernment (Rural Wiscensin Hespital Ceeperative, 1993). 

D. 	 Informing Consumers­

• 

Fer health care referm te be successful, the average persen will ne.ed te understand 

the changes being prepesed and hew these changes will affect him .or her persenally. As 

Shefar (1992) has suggested, an early challenge will be te explain the referm package 

meaningfully te lay peeple te aveid the substantial implementatien barriers that can arise 

.otherwise. This is net an easy task. Prepenents .of market-eriented appreaches have lamented 

the lack .of geed infermatien en the quality .of care previded in health plans and the price and 

quality .of care previded by individual health prefessienals. The preblems inherent in 

censtructing acceptable measures .of quality .of care, be they eutcemes-based measures .or 

patient satisfactien measures, have been well decL!mented (Shefar, 1992; Reinhardt, 1993). 

In additien, where such measures are available, it is not ebvieus what metheds are mest 

effective in disseminating infermatien te the public .. Nevertheless, the develepment and 

disseminatien .of such m'easures are essential te the success .of a referm precess that 

envisiens censumers cemparing and cheesinghealth plans based en cest; quality, and access 

censideratiens. 

Several analysts have' suggested that referm initiatives include standardized and 

streamlined billing systems that will eventually meve teward electrenic transmissien arid result 

in detailed infermatien beceming available .en the lecatien, use, cest, and quality .of health care 

services previded in lecal and regienal markets (Etheredge, 1992; Krenick, 1992). States can 

play several reles in this effert including (Helms, Gauthier, and Campien, 1992): 

• 	 Cellecting and analyzing utilizatien, expenditure, and eutcemes data 

• 	 Menitering quality .of care and financial and geegraphic access te care 

• 	 Establishing a state data cemmissien with mandatery disCiesure requirements 

• 	 Disseminating perfermance and cest infermatien te censumers in an accessiple 
Censumer Reperts type fermat 

• 	 Certifying "centers .of excellence" fer certain precedures 

• 	 Develeping and monitering a censumer grievance and cemplaint system 
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States will vary substantially in their ability to assume the types of roles described 

above. Florida has proposed entering into a public/private partnership to collect and 

disseminate health data through its State Center for Health Statistics (Agency for Health Care 

Administration, 1992). Minnesota plans to take 'advantage of its decentralized community 

health boards (Le. local public health agencies) to disseminate information at the local level 

(Minnesota Department of Health, 1992b). Most states will require substantial resourceS and 

technical assistance to carry out these roles. 

There are several aspects of the state's "informing consumers" role that are 

idiosyncratic to rural areas. Many providers and health plans offering services to rural 

populations will have a limited volume of specific types of patients they have treated in a 

given time frame. In the past, small sample sizes have limited the ability of researchers to 

evaluate the outcomes of care provided by rural health professionals. , Aggregating data to the 

health plan level may alleviate the problem somewhat, but will not permit individual 

physician/hospital/health professional comparisons that may be particularly useful in providing 

input to consumer decisions. Establishing relevant comparison groups is another issue that is 

particularly important for isolated rural areas that may be served by only one provider or health 

plan. Typically, in this case, comparison groups are constructed using providers or health 

plans in other isolated rural areas of the state or in neighboring states. Finally,' it will be 

important to examine what services are not provided in rural areas as well as those services 

that are provided. Analysis of the patient referral processes used by rural providers would be' 

helpful in understanding the appropriateness of care provided in rural areas and the short and 

long-term impact of patient referrals on costs. 

In summary, states could playa major role in the collection of information from health 

plans and providers and the dissemination of this' information to consumers. Rather than 

acting solely as a conduit for the passage of information ,to the federal government, many 

states, are likely to experiment with developing innovative approaches to disseminating 

information to their residents. States will need to be sensitive with respect to the relative 

effectiveness of different approaches in informing residents of rural areas. 

E. Allocating and Enforcing Budgets, 

The 'role, of a global budgeting approach as part of a health reform package has not 

been settled. Enthoven (1993) has stated that managed competition is not compatible with 
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a global budget established by the government. Others insist that healthcare costs cannot be 

controlled without global budgets and that managed competition could readily support the 

imposition of global budgets through the use of capitated health plans (Aaron and Schwartz, 

1993; Reinhardt, 1993; Starr and Zelman, forthcoming). For the purposes of this paper, we 

have assumed that reform initiatives will contain a global budgeting process that is initially 

triggered at the federal level. 

From the state perspective, a key issue is how a federally set global budget will be 

allocated to the states, and the role that states will play in managing its implementation. 

Kronick (1992) suggests that if states are accountable for their level of health expenditures, 

they should have the freedom to experiment with different approaches for setting and meeting 

a budget. Others suggest that the federal government may need to set state expenditure 

targets and create disincentives for exceeding those targets (Zelman and Garamendi, 1992). 

In either case, there are political and technical tradeoffs involved with using different 

strategies for implementing a global budgeting approach. 

Assuming that states are given some flexibility with respect to meeting expenditure 

limits allocated to them, several issues are particularly relevant for rural constituencies. The 

first issue is whether allocation procedures will treat urban and rural providers and consumers 

equitably. If initial expenditure targets and payment rates are based primarily on historical 

expenditure and/or payment data, the controversies surrounding the early implementation of . 
the DRG system are likely to be repeated. Rural areas have typically had lower per capita 

health expenditures than urban areas. As Helms, Gauthier and Campion (1992) suggest, 

expf3nditure limits need to account for: 

the difficult problem of not unduly penalizing states which have already 
aC,hieved efficiencies in their delivery systems and states which have not made 
adequate investments to assure adequate health services 'for all residents. 

A second is~ue involves clearly defining which items would be included in a state 

budget constrained by expenditure limits. Items of special interest to rural areas include public 

dollars that currently flow to categorical programs, income subsidies to attract providers to 

underserved areas, and the costs associated with building rural network capacity and 

infrastructure. 

A final issue relates to mechanisms for containing costs for providers not participating 

in health plans. This is' particularly relevant for underserved rural areas where competitive 
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• markets will be difficult to establish. In these cases, it is anticipated that exclusive franchises 

or monopolies may be established and paid on a regulated fee-for-service basis. The response 

of providers to this type of payment mechanism and controls on technology and specialized 

services will need to be monitored by states. Potential provider responses include changes in 

patient volume, quality, or casemix and highlight the broad set of implications and tradeoffs 

that global budgets or expenditure limits may have on the cost, accessibility and quality of 

services available in rural areas. 

F. 	 Issues Relating to Roles. for State Government 

This section has discussed potential' roles for state government as health reform 

initiatives are implemented. Important issues raised in the discussion include: 

• 	 Should states go at risk for the financing and delivery of health care services, particularly 
in higher risk, underserved rural areas? 

• 
The budgetary problems of many states suggest that it may not be timely for 
states to take on the additional risks associated with the financing and delivery 
of health care services. On the other hand, it may be relatively straightforward 
for some states to add all of the small employers in rural areas or entire rural 
portions of the state not served by health plans to their existing public 
employee insurance plan. It remains to be seen whether states can expand their 
current health care purchasing programs to include other groups. 

It may be difficult to attract health plans and providers to serve remote rural 
areas. As a last resort, it has been suggested in section III that exclusive 
franchise agreements may have to be awarded as an incentive for plans and 

. providers to meet the needs of isolated rural populations. What role should the 
state play in granting and overseeing these franchises? . 

• 	 What are the most effective ways for states to stimulate rural network formation? How 
can existing capacity building programs be incorporated into a managed care system 
reimbursed under capitated rates? 

In many states, there is a minimal infrastructure available to support managed 
care systems in rural areas. Existing health plans and providers will need 
support to develop rural provider networks that can serve as the foundation for 
health reform initiatives in rural areas. What specific types of support will be 
useful? Some rural areas have existing cost-based .programs (e.g. CHCs, RHCs, 
FQHCs, MHCs) that meet the health care needs of vulnerable rural populations 
such as the poor, migrants, and individuals living in frontier areas. How can 
these programs be blended into a managed care system? . 
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• • How aggressive should states be in enforcing. antitrust laws when -considering rural 
network formation? Will state action immunity be a successful strategy for permitting joint 
ventures that improve access and contain costs for rural populations? 

In recent years, enforcement of anti-trust laws has reduced joint venture 
opportunities among providers. Does antitrust enforcement promote access and 
contain costs or represent a threat to the availability of services in rural 
communities? Several states are planning to use state action immunity to 
provide relief from antitrust laws for appropriate joint ventures. Will this 
strategy be successful and how will states ensure that the public's interests are 
met in situations involving the award of exclusive franchises? Who should have 
the specific responsibility for developing and implementing rules for exclusive 
franchises? 

• 	 What role should the state play in collecting and disseminating health care information to 
the public? How will the special considerations of rural environments (e.g. low volume, 
relevant comparison groups, interest in patient referral process) be addressed? 

• 
It is difficult and potentially expensive to adequately inform the average person 
about the cost, quality, and accessibility of health care available in local 
markets. Several states have developed data commissions that have entered 
into partnerships with private groups to collect and disseminate health data. 
Information collection and dissemination may need to proceed differently in 
rural areas. Rural providers who treat limited numbers of patients with particular 
diagnoses may need to be compared with providers in similar environments 
rather than the "typical" provider with access to a broader range of resources, 
These issues need to be considered explicitly or rural consumers may be misled 
by the health care information made available to them. 

• 	 How will a federally determined global budget be allocated to the states? Would budgets 
be based solely on historical expenditure levels, which have typically been lower on a per 
capita basis in rural areas? What role should states play in implementing and enforcing 
budget limits? 

If a global budgeting approach is implemented, perceived inequities in the 
existing system could be incorporated into the new system. Any approach that 
depends solely on historical expenditure or payment data is likely to raise 
concerns in rural areas. What other kinds of factors need to be considered in 
allocating budgets to rural-providers and areas? Would budgets include public 
dollars that flow to categorical programs, subsidies to attract providers to 
underserved areas, and costs associated with capacity building and 
infrastructure improvements? 
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• VI. CONCLUSION 

One of the measur~s of success of the health reform package developed by the Clinton 

Administration will be how it addresses the unique needs of the approximately one-fourth of 

the population that lives in rural areas of our country. This paper should be viewed as a first 

step in the development of a health reform package that is sensitive to the realities of health 

care delivery in rural America. The primary purpose of the paper has been to identify and 

discuss the major issues raised by health reform, as they are likely to be important for rural 

providers and consumers. Of particular interest are those issues that relate to the development 

and operation of rural provider networks, which are likely to be stimulated by health care 

reform and, in turn, play an important role in implementing reform initiatives. 

The paper seeks to provide a framework for discussion of these issues at the upcoming 

meeting on Health Care Reform in Rural Areas to be held in Little Rock, Arkansas on March 

11-12, 1993 under the sponsorship of the Robert Wood Johnson Foundation and the 

Arkansas Department of Health. One outcome of this meeting will be a list of 

recommendations on how health reforms can address issues that are critical to the financing 

and delivery of health care services in rural America; 

• 
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• 	 Panel 1: Issues Relating to the Organization and Financing of Networks 

1. 	 How quickly will rural providers react in developing rural health networks under the 
stimulus of health care reform? Will the initiative for network formation come 
primarily from rural providers or from urban-based health plans and health care 
organizations? 

The number of rural health networks will need to be expanded and existing 
networks will need to be modified if they are to play significant roles under 
health care reform. Given the conservative nature of many rural providers, 
and the constraints on their financial capacity to invest in network 
development, there may be limited potential for rapid network formation under 
the leadership of rural provi.ders. If rural providers do not exercise leadership 
in network formation, rural networks may be formed instead as the result of 
"shotgun marriages" of providers who happen to contract with the same urban­
based health plan, with network leadership provided by health plan staff. 

2. 	 What providers will be included in rural health networks? 

• 
In establishing contractual relationships with rural providers, prepaid health 
plans typically create separate risk pools· for different types of providers 
(unless the health plan contracts with a multispecialty group practice). For 
reimbursement purposes, specialists are grouped with specialists, primary care 
physicians with other primary care physicians, and hospitals with other 
hospitals. (The reimbursement received by these groups is often tied together 
through interlocking financial incentives, as discussed below). Thus, the 
provider networks that result from this process tend to encourage the 
horizontal integration of providers. However, advocates of greater 
coordination, or regionalization, of health services in rural areas usually argue 
for vertical integration of health care delivery as well. Their conceptualization 
of rural health networks emphasizes the inclusion of a full range of services 
and providers (New York State Department of Health, 1992). While health 
care reform is likely to stimulate the formation of networks that aggregate 
providers of similar types, it may require intervention on the part of HIPCs to 
accomplish greater vertical integration of providers and coordination of service 
delivery where comprehensive services networks do not develop 
spontaneously. 

• 




What'steps should HIPCs take in areas where rural providers decline to participate in 
health plans or otherwise coordinate services to improve quality of care and contain ,.' 3. 

costs? 	 ' ' 

,In this case, most reform proposals suggest, that these areas be subject to 
regulatory oversight, including the administration of price controls for 
providers, coupled with stringent utilization management. If these steps are 
sufficiently onerous, it is assumed that providers will eventually choose 
participation in a health plan as the least objectionable alternative. However, 
providers in remote rural areas may respond by moving their practices to more 
populous areas, creating access problems for some rural communities. HIPCs 

, will need to balance their efforts to ensure that services are provided within a 
fixed budget with the need to maintain access to care for rural residents. How 
will HIPCs manage this "balancing act" in rural areas where providers choose 

, to "opt out" of health reform? 	 ' 

4. 	 Should rural networks be encouraged to participate in multiple health plans? Or, 
should they be awarded "franchises'; to serve designated geographic areas? 

.,' 	 . ' 

• 
In both instances the concern is that an integrated, organized rural health 
network consisting of virtually all providers in a given area will be in a 
position to exercise monopoly power in negotiations with health plans or 
HIPCs. The issue is whether countervailing power can be most effectively 
brought to bear by health plans or HIPCs in these negotiations. The fallback, 
position for the network, 	if ~ agreement cannot be reached, is to withdraw 
from the plan, in the first case, or from the franchise, in the second. 
Withdrawal from t~e franchise presumably would trigger direct regulatory 
oversight of individual rural providers on the part of the HIPC, as described 
above. Un,der what conditions should rural networks be encouraged to 
contract with multiple plans? When wiil it serve public policy ,better if they 
are awarded exclusive contracts to serve specific rural areas? 

5. 	 Under different reimbursement approaches, how strong should the financial incentives 
, be for rural primary physicians to control or 'alter referrals to, specialists? 

• 

As described above, in many prepaid plans primary care physicians playa 
"gatekeeper" role, with financial incentives to control referrals to specialists. 
However, one commonly expressed concern about the health care available in 
rural areas is that rural residents don't always have appropriate access to 
specialty care. Providing primary care physicians with financial incentives to' 
control access to specialists could heighten these concerns. Often rural 
primary care physicians have constructed their referral networks carefully over 
time, developing collegial relationships with particular specialists that enhance 
the quality of care received by their patients. Strong financial incentives to , 
channel referrals to particular specialists contracting with the health plan could 
threaten these relationships. ' 



• 6. How will fee schedules be established and enforced. for rural physicians? 

The basis for establishment of rural physician· fee schedules will be a· 
contentious issue, whether those fee schedules are implemented by health plans 
or by HIPCs. .Rural providers fear that new fee schedules will "lock in" 
perceived inequities in the present relationships between fees received by urban 
and rural physicians, and between primary care and specialist physicians .. In 
addition, there is the question of whether fee schedules can be used.in rural 
areas as instruments to reduce costs, .if necessary, without causing physicians 
to leave their rural practices, thereby jeopardizing access to care for rural 
residents in underserved areas. Finally, it seems likely that establishing the 
appropriate relationship between fee schedules for the non-elderly and 
Medicare fee schedules will be'particularly important in rural areas. Due to 
the demographic composition of many rural areas, the preponderance of 
patients seen by primary care physicians are elderly. Where this is the case, 
non Medicare physician fee schedules may be crude and relatively ineffective 
instruments for influencing provider behavior and providers may be unwilling 
to accept financial risk. Again, attempts to impose financial risk on providers, . 
or reduce their fees, could result in reduced access to medical care for the 
non-elderly in some rural communities. 

• 


• 
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• 
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SPECIAL REPORT 


TIlE MARKETPLACE IN REALm CARE REFORM 


The Demographic Limitations of Managed Competition 


Abstract Background. The theory of managed compe­
tition holds that the quality and economy of health care 
delivery will improve if independent provider groups com­
pete for consumers. In sparsely populated areas where 
relatively few providers are required. however. it is not 
feasible to divide the provider community into competing 
groups. We examined the demographic features of health 
markets in the United States to see what proportion of the 
population lives in areas that might successfully support 
managed competition. 

Methods. The ratios of physicians to enrollees in large 
staff-model health maintenance organizations were deter­
mined as an indicator of the staffing needs of an efficient 
health plan. These.ratios were used to estimate the popu­
lations necessary to support health organizations with var­
ious ranges of specialty services. Metropolitan areas with 
populations large enough to support managed competition 
were identified. 

Results. We estimated that' a health care services 

M ANAGED competition has received widespread 
support from members of Congress, President­

elect Bill Clinton, large insurance companies, and edi­
torialists writing in influential publications. I ... A cen­
tral tenet of the managed-competition theory is that 
providers are divided into competing economic units. 
As discussed bv Enthoven and Kronick. ~,6 the most 
effective competition occurs when all the doctors in a 
community are grouped into several prepaid practices 
with each doctor fully committed to one organization. 
Health care services. however, are lafl~ely purchased 
iocally, and there are sparsely populated areas of the 
United States where providers have a natural monop­
olv. In a geographicallv isolated area with a popula­
tion base large enough to support only one hospital 
and 'one group of physicians. it is difficult to envision 
how competition would work. If the hospital de­
cides to increase its scope of services or its prices 
substantially, threatening to build a competing hos­

market with a population of 1.2 million could support three 
fully independent plans. A population of 360.000 could 
support three plans that independentty provided most 
acute care hospital serviceS. but the plans would need to 
share hospital facilities and contract for tertiary services. A 
population of 180,000 could support three plans that pro­
vided primary care and many basic specialty services but 
that shared inpatient cardiology and urology services. 
Health markets with populations greater than 180.000 
would include 71 percent of the U.S. population; those With 
populations greater than 360,000, 63 percent: and those 
with populations greater than 1.2 million. 42 percent 

ConclUSions. Refonn 01 the U.S. health care system 
through expansion 01 managed competition is feasible in 
medium-sized or large metropolitan areas. Smaller metro­
politan areas and nJral areas would require altemative 
tonns of organization and regulation of health care provid­
ers to improve quality and economy. (N Engl J Mad 1993; 
328:148-52.) 

pital is ,a poor option, and transporting patients 
to another city may be unacceptable. Similarly, if 
most physicians are members of a single multispe­
cialty group practice, purchasers have little recourse 
if the physicians use more, rather than fewer, re­
sources. 

We estimated the minimal population size for a 
health services market area that could support man­
aged competition and the proportion of the popula­
tion of each state and of the nation as a whole that is in 
such areas. 

METHODS 

An estimate of the minimal population required to support man­
aged competition is based on lour assumptions: the extent to which 
competin,!, health care organizations need to be independent; the 
minimal number of health care organizations needed to support 
healthv competition; the ratios of ph~icians 10 enrollees and of 
hospital beds 10 enrollees in etficiently managed health plans; and 
(he geographic boundaries of health services market!. This section 
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• 
presents the assumptiotl.s and methods we used to make our esti­
mates. 

To What Extent MLIIIt Competing Orgardzations Be 
Independent? 

The "classic" health maintenance organization (HMO) - the 
large. stalf-modd prepaid group practice epitomized by Kaiser­
Pmnanente or Group Health Coopmuive of Puget Sound - is the 
prototype of the efficient competitor. Unlike many other forms of 
managed care, classic HMOs are capable of health planning: they 
regulate the supply of hospital beds, physicians, and other provid­
ers in relation to the size of the population they serve. Physicians 
employed by classic HMOs, because they are salaried, are not sub­
ject to the tendencies toward supplier-induced demand inherent in 
fee-for-service medicine; they are able to allocate their worldoads 
efficiently among various tasks, such as evaluating and counsding 
patients, performing operations or diagnostic tests, and performing 
the duties required for continuous improvement in the quality of 
care. This flexibility makes it possible for classic HMOs to adapt 
easily to the changes in demand that occur when patients are in­
formed about medical options and make decisions accordirig to their 
preferences. 7 

The efficiency of the classic HMO modd contrasts sharply with 
that of the independent practice association (lPAl model, particu­
larly when individual physicians are alIiliated with manv health 
plans. Enthoven deseribes the inefficiencies of an IPA market in 
which each physician belongs to 10 plans: 

• 
Each doctor would have to deal with the utilization controls and 
fee schedules of ten health plans, none of which would command 
his loyalty. If one health plan persuaded a doctor to adopt a more 
efficient health practice, the benefit would be likely to be spread 
immediately over all ten plans, reducing the incentive of any plan 
to make the effort to pursue innovation at the provider levd. None 
of the health plans would be matching numbers of doctors to the 
needs of the population.6 . 

Between the contrasting extremes of the mature classic HMO 
and the multiple-IPA model is a large. ambiguous middle ground. 
Each of a set of health plans might have its own primary care 
physicians and contract with the same specialists. Or, in addition to 
primary care, a plan might provide some specialty services (such as 
cardiology, urology, and gastroenterology), using its own physicians 
during regular business hours, but it might contract with overlap­
ping sets of providers for after-hours specialty care and for inpatient 
services. When considering competition among ·health plans that 
are less comprehenSive than classic HMOs, a key factor is the con­
figuration of inpatient hospital services in a commuttity. If health 
plans are not large enough to own their own hospitals and hire the 
full complement of specialists but, inStead, contract separately with 
overlapping sets of hospitals, then no organization will be responsi­
ble and accountable for population-based health plantting for hospi­
tal services. 

In areas in which the population is too sinall to allow competing· 
health plans to exert effective control over specialists' services and 
hospital resources, some alternative or adjunct to managed compe­
tition will be required in order to achieve elfective health plantting. 
Conceivably, this might be accomplished by cooperative planning 
efforts by the major health plans operating in a community. Alter­
natively, some form of government reguJation of hospital capacity 
and budgets may be necessary. 

How Many Competitors Are Needed? 

Ideally, a large number of qualified health care plans would be 
available in each geographic area. No single plan would be able to 
have much influence on the demand for care, thus making collusion 

engage in rozy behavior? There is no theoretical basis on which to 
infer the minimal number of firms that can sua:eafidly sustain 
competition, but the fewer there are. the greater the tendency to­
ward oligopoly. Somewhat arbitrarily, we assumed that at least 
three health plans are needed in order to create a situation in which 
providers and plans will continually strive to improve quality aDd 
economy. 

What Is the CritIcal PopuIaUon SIze Needed to SuItaIn an 
Efflctent Arm? 

The size of the population required for a. managed-care firm to 
organize efficient primary care and specialty uttil3 varies according 
to specialty and according to assumptions about the minimal num­
ber of physicians needed to sustain the service. We grouped physi­
cian specialties into four categories. The first, primary care, includ· 

. ed general internal medicine, pediatrics, and family medicine. For 
these specialties we assumed that at least five physicians are needed 
to provide full ttight coverage and to sustain the coUqiai relations 
required for high-quality care in the group-practice environment. 

The second category included hospital-based specialties that in­
volve frequent ttight and weekend consultation for emergencies or 
postoperative care and that are required in a full-service acute care 
community hospital- specifically, emergency medicine, obstetrics 
and gynecology, general surgery, orthopedics, anesthesiology, radi­
ology, psychiatry, cardiology, and urology. For these specialties, we 
assumed that three full-time physicians are needed to staff a mitti­
mal service in order to meet coverage obligations and provide high­
quality care. We used these specialties to estimate the lower litttit of 
the zones where competition based on the classic HMO modd 
might succeed if there were some sharing of hospital facilities, with 
staffil independent. 

The third category included neurosurgery and caniiothoracic 
surgery, the additional three-physician specialty services required 
for a tertiary hospital. This sets the mittimum for a classic HMO 
that is fully independent for all clinical specialties. The fourth cate­
gory consisted of other specialties involving secondary and tertiary 
care that is usually not of an emergency nature - ophthalmology, 
otolaryngology, dermatology, pathology, hematology and oncology, 
neurology, gastroenterology, allergy and immunology. pulmonary 
medicine, nephrology, rheumatology, endocrinology, infectious dis­
eases, and plastic and reconstructive surgery. On the basis of our 
estimate that 24-hour coverage is not essential for these specialties, 
we assumed that the services of only one specialist are required to 
achieve independence. 

To estimate the population required for independence and effi­
ciency, we examined the staffing patterns of the Group Health Co­
operative of Puget Sound and four other large, nonprofit stalf-modd 
HMOs. For each classic HMO, data were provided by the organi­
zation's medical staff office. For most specialties the number of 
enrollees per specialist was averaged across plans to derive an esti­
mate for the HMOs as a whole. To estimate the need for primary 
care practitioners we used the Group Health Cooperative's staffing 
ratio for family practitioners (I to 2000). For emergency medicine, 
psychiatry, pathology, and thoracic surgery, w,e used data from 
other sources.lI.9 (Supplemental material on our procedures is avail­
able elsewhere.·) 

The age structure of the enrollees was obtained for the age groups 
:s; 14, 15 through 44, 45 through 64, and ;;3:65 years. The proportion 
of enrollees in each age group approximated the national age distri­
bution except for the popUlation 65 years of age or older. The 
elderly make up 12.5 percent of the national population, whereas 
the percentages lor the five HMOs were 11.7, 9.4, 8.0, 11.4, and 8.2 
percent. 

HMOs typically use fewer than 2 beds per 1000 enrollees. The 
estimate of 2 beds per 1000 is compatible with the assumptions that 
the population under 65 years of age uses 350 hospital days per year 

•
among plans difficult. However, the minimal number of plans need­

'See NAPS dot;ummt 110. 04998 for tw~ pages of supplemeuwy maIa'iaI.ed to avoid a market with strong oligopolistic tendencies is nOt clear. 
OnIcr from NAPS cia Microfiche PublicatiOlll, P.O. BOll 3513. Graad Cenlrlll

One competitor is obviously not enough. If there are only twO com­ Swioo. New York. NY 10163·3513. Remit in advanc:e (in U.S. funds only)
petitors, the temptation of implicit collusion will be hard to resist. $7.75 for pllo!oropie$ or $4 for microfiche. Outside the U.S. and Canada add 
Why should the competitors work hard to restrain the growth of posrage of $4.50 (51.50 for microfiche posragc). 1ben: is a 515 invoicing c:ba.rge 
costs or profits when both competitors will be better olf if they on a.U orden lilJed befO!'C payment.' 
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per 1000 enrollees and the population 65 or older uses 2430 days per Table.1. Estimated Number of fu8.Tme-EquivaIent PhysicIans 

• 
1000; that 13 percent of the enrollees are 65 or older; and that and Hospital Beds Needed. AcCan:Iing to the Sizeot the 
hospital occupancy is 85 pen:mt. . Health Plan. 

What Are the LocatIon aridSlzll of ........ Cant .......1 No.OPs-.u­
. 20.000 60.000 120.000 m.ooo. 450,000

We assumed that metropolitan areas, as defined by the Office of , 
Management and Budget, 10 are the relevant market areas for health 
servic:cs in nonrural pans of the United States. Metropolitan areas 
are defined as a "place" with a population of at least 50,000 or an 
"urbaniud area," as defined by the U.S. Bureau of the Censwi, 
with a population of 50,000 and a metropolitan area with a total 
population of at least 100,000. Surrounding counties are include!i if 

. they have a Illinima.I commuting rate to the central county. This 
definition of metropolitan areas results in high-density geographic 
units with economic and travel ties that are consistent with a region­
al economic market.",n The size and location of health servic:cs 
markets for people living outside metropolitan areas are usually 
determined on the basis of small-area analysis. Although we were 
not able to perform such an analysis for the entire nation, previous 
studies in northern .New England have resulted in the division of 
this territory into 72 distinct hospital market areas. IJ We used these 
areas to illustrate the constraints of demographic forces on man­
aged care in nonmetropolitan areas. 

REsULTS 

Populatfon Requlreinents for Managed-Care Organizations 

• 
The, minimal population necessary 'to support a 

classic HMO offering referral hospital services and 
using its own staff physicians is approximately 
450,000 eiuollees. A health plan with 300,000 enroll­
ees would be able to offer virtually all ambulatory and 
hospital services with its own pa.nel of providers and 
own a 600-bed hospital, but it would need to contract 
for some coverage of cardiothoracic surgery and neu­
rosurgery. A plan with 120,000 enrollees could pro­
vide the full complement of acute care hospital serv­
ices associated with· a community hospital, using its . 
own staff physicians, although the cardiology and 
urology services would be close to the minimal three­
person service. This plan would need approximately 
240 hospital beds; it would be able to exert substantial 
control over one or two hospitals, but it would have to 
share some inpatient facilities with other plans. A plan 
with 60,000 enrollees could support 71 full~time­
equivalent physicians (Table 1) and a 3-physician 
service in most of the specialties required for general 
hospital services, but it would need to share cardiology 
and urology services and engage in substantial sharing 

· of inpatient facilities with other plans. A plan 'with 
· 10,000 members could support an independent pri­
· mary care service but would be required to share both ' . 

physicians and inpatient hospital services in all spe­
cialties. . 

PopulatJon Required for Managed CompetWon 

Assuming that three health plans are the minimum 
required for competition, then at least 360,000 persons 
are needed to support three HMOs that can plan for 

~ 

l'II,.ti ­
PI'imary<:an: (family mediciDe)· 10.0 30.0 . 60.0 ISD.O m.o 
Geocn.I bospilBl services 

ObsIdric:s-gynecology 2.2 6.5 13.0 32.6 48.9 
Geocn.I sm:gay I.l 3.2 6.3 15.8 23.7 
Orthopedics 0.9 3.0 5.9 14.9 22.3 
F.magaIcy. medicine 0.9 2.9 5.9 14.7 22.1 
AlIesdIesia 1.0 3.0 ,6.0 15.0 22.5 
Radiology 1.2 3.6 7.3 18.2 27.3 
PsycbiaIry 0.8 2.3 4.6 11.4 17.1 

CIInfioIosY 0.6 1.7 3.4 8.5 12.8 
Urology 0.5 1.5 3.1 7.7 11.5 

Subcocal . 9.2 n.7 ' 55.5 138.8 208.2 
!en:iary bospilBl services 

.lOOrac:ic surgery
Neurosurgery 

0.2 
0.1 

0.5 
0.4 

1.0 
0.8 

2.5 
2.0 

3.8 
3.0 

. Subcocal 0.3 0.9 1.8 4.5 6.8 
OIlIer specialtiest 4.1 12.2 24.3 60.8 91.2. 

TocaJ 23.6 70.8 141.6 354.1 531.2 

, 80IpiIaI beds 40 111> 240 600 900 

·sllfliDc will VfrJ dop:IIdiIIc 011 IIIe mix Of ~ pKIiIioacn. ;--.. aDd pcdiIIri­
ciaDL 

tTheOlbcr...,..,...Iia .... ."....""""v........,...-...a.~.~........ 
IDIosY.aDdOllClllogy.DI!OIIOIo!lY.S-oIut!Y.aIiorVaDd~.~­
ciae. "",*""",,, IbeuwoiIoIogy. eadoc:riDolouta. ~m-. aDd pi.ac aDd ....,... 
SIIIIl:Ine 1IIII1I"Il'. 

who are employed as staff by the health plan,but they 
would require 'shared inpatient services. A community 
of 30,000 might support three independent primary 
care networks, but all hospital services would need to 
be shared if the' residents. were to rec~ive' inpatient 

. care locally. At the other extreme, a much larger com­
munity of at least 1.2 rriillion persons would be re­
quired to support three HMOs capable of providing 
almost all services with their own resources. ' 

Proportion of the U.s. Populatfon Uvtng In CompeIIUwe 

Zones 


Twenty-nine percent oCthe U.S. population lives in 
markets with popUlations below 180,000 and thus i~ 
areas whe~e' substantial sharing of hospital services 
would b~ required for use to be efficient (Table 2). 
Eight percent live in markets with populations be­
tween 180,000 and 360,000, where managecJ competi­
tion has some potential to organize acute hospital care 
at least semi-independently, but where plans 'would 
need to be supplemented with substantial public-sec­
tor in~olvement in health' planning. Twenty-one per~ 
cent are in markets with populations between 360,000 
and 1.2 million, where the demographic requirements 
for HMO-based managed competition are largely met 
but where S9me public-sector efforts are likely to' be 
required in. the planning of tertiary hospital services. 

• 
and deliver most general hospital services, although. Forty-two percent reside in markets with populations 
sharing of acute care hospital facilities would be nec­ of more than 1.2 million. " 
essary. A smaller community of 180,000 could support The location of these markets in the United States is 
three health plans capable of providing a large portion shown in Figure I. Twenty-three states and the Dis­
/?f physicians' services in hospitals, using physiCians trict of Columbi'a have at least one metropolitan area 
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with a population of 1.2 million or more, sufficient to needed. In 19 states the majority of the population 

• 
support three classic HMOs, each owning a referral 
hospital; in 10 (Arizona, California, the District of 
Columbia, Illinois, Maryland, Minnesota, Missouri, 
New Jersey, New York, and Texas) the majority of the 
people live in such areas. However, large land areas in 
the United States are outside the competitive zone for 
HMOs, and no state is entirely within it. Most states 
will require mixed strategies. Some part oftheir popu­
lations live in areas where managed competition could 
be effective in promoting HMOs, but many live in 
more sparsely setded areas where other strategies are 

Table 2. Percentage of State (or District) Populations in Different­
Sized Health Mari<et Areas.* 

STAT!! oa 0rsTIIcr I'ofIII..ATlON OF MA.UET AuA 

>IIO.fXII >lI().OOO >1.1!o111.UON 

• 

Alabama 4,041,000 49. 34 o 
Alaska 550,000 41 o o 
Arizona 3.665.000 76 76 58 
Arkansas 2,351.000 24 24 o 
California 29.760.000 94 91 77 
Colorado 3,294.000 74 61 49 
COl!.IICW:Iic:llt 3.287,000 79 53 o 
Delaware 666.000 66 66 o 
DisIriCl of Colwnbia 607.000 100 100 100 
Aorida 12.938.000 88 72 41 
Georgia 6,478.000 61 50 44 
Hawaii 1.108.000 75 75 o 
ldabo 1.007.000 20 o o 
Illinois 11.431.000 78 66 58 
Indiana 5.544.000 53 44 23 
Iowa 2.m.000 23 17 o 
Kansas 2.478.000 44 44 24 
Ken~ 3.685.000 42 29 8 
Louisiana 4.220.000 59 42 29 
MaiDe 1.228.000 22 o .0 
Maryl8lld 4.781.000' 89 89 87 
Massaclwsetts 6.016.000 79 68 48 
Midligan . 9,295.000 74 68 47 
Minnesota 4,375.000 64 55 55 
Mississippi 2.573.000 26 18 o 
Missouri 5.117.000 60 55 55 
Montana 799.000 o o o 
Nebraska 1.578.000 47 34 o 
Nevada 1.202.000 83 62 o 
New Hampsbire 1.109.000 59 10 o 
New Jersey 7.730.000 98 90 55 
New Mexico 1.515.000 32 32 o 
New Yortc 17.990.000 89 81 62 
North Carolina 6.629.000 45 41 . o 
North Dakota 639.000 o o o 
Ohio 10.847.000 74 69 40 
Oldaboma 3.146.000 53 53 o 
On:gon 2.842.000 63 44 44 
Pennsylvania 11.882.000 81 n 49 
Rhode Island 1.003.000 89 65 o 
South Carolina 3.487.000 53 53 o 
South Dakoca 696.000 o o o 
TelUleSllee 4.877.000 64 64 o 
Texas 16.987.000 73 62 SO 
Ulab 1.723.000 78 62 o 
Vermont 563.000 o o o 
Virginia 6.187.000 66 63- . 47 

lives in areas of less than 180,000 population, where 
hospital services must be extensively shared. In 42 
states, 20 percent or more of th'e population lives in 
stich areas. 

The health markets in northern New England illus­
trate the complexities of structuring competition in 
states with no large metropolitan areas. Maine, New 
Hampshire, and Vermont together contain 83 acute 
care general hospitals and 2.5 million people; 64 of the 
hospitals are the sole hospitals in their local areas. The 
vast majority of primary care services in these areas 
are delivered by local physicians who use the local 
hospital for their patients. None of these areas have a 
big enough population to support three independent . 
cardiology services. Only two market areas - Port­
land, Maine, and Manchester, New Hampshire (con­
taining 13 percent of the population) --: are sufficient­
ly large to support three independent general-surgery, 
emergency, and orthopedic services. Twenty-seven 
percent of the population of northern New England 
lives in hospital market areas that cannot support 
three independent primary care competitors, assum­
ing that each plan would need to have at least five 
physicians. 

DISCUSSION 

We recognize several limitations to our study that 

cause. uncertainty about our estimates. We estimated 

the minimal population required to support three effi­

cient organizations in a steady state; popUlation esti­

mates may be unrealistic, however, since the motiva­

tion of competition includes growth and in small 


. markets this cannot occur without driving acompeti­
tor out of business. Our assumption that three com­
petitors' are sufficient to avoid collusion cannot be 
supported by empirical evidence, since managed com­
petition is an experiment that has yet to run its course. 

, Three may not be enough. Each of these factors would 
tend to Cause us to underestimate the market size re­
quired to promote efficient competition. We have also 
not considered other potential limits to refonn, such as 
barriers to enrollment of providers and bureaucratic 
inefficiencies in the case of public-sector health plan­
ning. On the other hand, since the enrollees of HMOs 
tend to be younger than the general population, small­
er health markets could support managed competition 
with a higher proportion of elderly persons. The con­
clusion, however, is the same: demographic factors 
will.limit the full implementation of managed compe­
tition as the vehicle for reforming the U.S. health care 
economy. 

We hope our study will help to move the policy 
debate beyond polarization, either for or against com­

• 

WasbingtOn 4.867.000 73 60 41 
West Virginia 1.793.000 34 o o 
Wisc:onsiJI 4.892.000 49 38 )0 
Wyoming 454.000 o o .0 

Total 248.709.000 71 63 42 

"!n bealdl .....- _ emu._ bouncIoncs. people have been alloc_ '" <heir._ of 
""ideDoe. 

petition and regulation. The complexities and the 
highly localized nature of.the health care economies in 
the various states indicate the need for care on the part 
of state governments in setting the rules for structured 
competition, or the need for alternative models of re­
form (based on planning and' the promotion of cooper­
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ation as the basis for achieving the efficiencies that the 
population-based perspective of the classic HMO 
brings to the health care economy). Monitoring by the 
states should be based on a sophisticated understand­
ing of their health care systems, including detailed 
information about the location and level of use of re- . 
sources in local and regional markets. Each state will 
need to recognize the limitations .as well as the advan­
tages of managed competition, particularly the need 
for support within an overall regulatory framework 
that can deal effectively with all the territory within its 
jurisdiction. 

We recommend that the states be given wide lati­
tude to undertake experiments in setting the rules for 
managing health care reform within their territory. 
We expect a provocative series of experiments that 
promote a variety of approaches to the complex prob­
lem of building population-based systems of care. 
Some will result in as yet unanticipated hybrid solu­
tions tqat reflect demographic factors. the history of 
the state's health care industry, and regional tradi­
tions and preferences. 

Figure 1. Health Markets with Populations ",,360,000 in the United Slates. 

Metropolitan areas (health markets) with populations ",,360,000 are shown in black. 
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• 	 Panel2: Issues Relating to the Impact on Rural Medical Practice 

1. 	 What implications does network development have for organizatio.nal relationships 
between rural physicians, hospitals, and other health providers? 

In many rural communities, physicians, hospitals and other health care 
providers each operate independently, sometimes in adversarial relationships. 
Health care reform could provide a vehicle for better service delivery 
integration at the local level. How can reform initiatives best be designed to 
achieve this objective? 

2. 	 How will rural physicians react to increased management and oversight of their 
practice? 

• 
Rural physicians generally have little experience participating in managed care 
systems. If utilization management is to be carried out effectively in rural 
areas, it will need to be somewhat adaptable to the varying conditions present 
in rural areas and receptive to input offered by local providers. How will 
local physician input be incorporated into utilization management approaches? 

3. 	 Will the recruitment and retention of rural physicians be enhanced by health care 
reform? 

The maintenance of access to medical services will continue to be the primary 
issue for many rural areas, even in the context of national efforts to control 

. costs through health care reform. Efforts to reduce fees, implement utilization 
management techniques, and institute practice standards could discourage 
physicians from locating or remaining in rural areas, if they are not sensitive 
to rural needs. On the other hand, if health reform stimulates the formation of 
rural health networks that support rural practices, then the ability to recruit 
and retain physicians would be enhanced. What incentives can be created by 
networks to attract physicians and other health professionals to practice in 
undeserved rural areas? .. 

• 




• 4. How will the location and availability of specialist services and technology be affected 
by health care reform? Which services and technology will be provided locally in 
rural areas? How will referrals to specialists be managed? 

Health care reform must be structured to strike the appropriate balance 
between providing specialty services and technology in rural communities and 
requiring that rural residents travel to urban areas for this care. The 
considerations that enter into defining that balance are complex, relating to the 
nature of the service, the availability of specialists already in the rural area, 
the willingness of urban specialists to conduct outreach clinics, the outcomes 
of care under different approaches, and relative costs, including costs imposed 
on patients. Which services and technology should be provided locally in rural 
areas? How will referrals to specialists be managed? 

5. How will differences in urban/rural practice standards be addressed? 

• 
Practice standards differ significantly between urban and rural areas, and 
among rural areas. Attempts, through health care reform, to develop and 
implement practice standards on a broad scale are likely to meet resistance in 
rural areas unless these standards are flexible enough to accommodate the 
unique characteristics of some rural practices. Should there be different 
standards depending on environmental and professional factors? How will 
rural physician input be used in the development of standards? 

• 
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• 


• 




• IMPACT ON RURAL MEDICAL PRACTICE 

Issue Identification . 

The following four supplements are submitted for assistance in discussion of 
questions that have been identified under the impact on rural medical practice of 
managed competition/managed care in rural areas. . . . 

ATIACHMENT I. This case vignette in Colville, Washington, centering around 
Mt. Carmel Hospital, was published in a report on "The Strategies and 
Environments of America's Small and Rural Hospitals" by the Hospital Research 
and Education Trust of the American Hospital Association in 1992. This case 
vignette very closely captures how one community created a network or relationship 
between physicians and hospitals so as to' create the beginnings of a seamless 
mechanism for provision of health care. 

• 
Subsequent to the development of this initiative within Colville, an experiment in 
capitate care within the Basic Health Plan of Washington (gap insurance developed 
for uninsured citizens on a sliding scale basis) has been initiated. Because of the 
close working relationship between physicians and the hospital and other health 
care providers within the community, a successful model has been experienced 
during the first 18 months of it being in place. The significant impact has been to 
reduce the use of the emergency department for routine problems, a significant 
reduction in out-migration of patients from the primary care area to adjacent urban 
areas when the care could comfortably and in a quality fashion be provided within 
the community, and a reinforcement of outreach services which are provided within 
the community when specialty consultation is indicated. '. 

ATIACHMENT II. Characteristics of small rural hospitals under 50 beds is a 
compilation of lessons learned from the above referenced study, "Strategies and 
Environments of America's Small Rural Hospitals" produced by the Hospital 
Research and Education Trust of the American Hospital Association in 1992 and 
supported by the Pew Charitable Trust. In many respects, this study captures what 
was learned in 10 rural hospitals and communities across the United States -­
common themes that appeared to underscore success even in adverse environments. 
These characteristics are put forth as important issues to consider in developing 
characteristics of a health care reform package centered around managed 
competition. 

• 
ATIACHMENT III. The development of physician/hospital organizations within 
communities is currently an item of great interest across the United States. Three 
sample organizational charts are represented here as to different models which are 
being created within both urban and rural communities. They include: a 
management service organization (MSO), .a clinic without walls, and an affiliated 
group practice. These are provided as examples of community relationships 
between hospitals and physicians which may potentially lay the groundwork for 
closer collaboration of services. An analysis of various characteristics of these three 
models are provided on the attached matrix. 



• ATTACHMENT IV. Targeting primary care through W AMI partnerships. This 
continuum diagram outlines the importance of various programmatic interventions 
which can be created in assuring a steady flow of primary care physicians, including 
those with special reference to care for rural or medically underserved populations, 
through involvement of the nation's medical schools and academic medical centers. 
Specific reference of programs·listed in this diagram are those of the University of 
Washington School of Medicine and programs which have been developed through 
partnerships with various other agencies affiliated with W AMI in Washington, 
Alaska, Montana and Idaho. Although specifics are not mentioned of each of these 
programs, the continuum will provide reference for further discussion. 

John B. Coombs, M.D: 
Associate Dean for Regional Affairs and Rural Health 
University of Washington School of Medicine 
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• 
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As in many mral areas, the local economy surrounding MOl 

Carmel Hospital suffered severe setbacks in the early and m 

1980s; yet the hospital has had a positive financial man 

equaling at least 3 percent of operatihg revenues t()r each lis! 

year from 1~85 through 1989. Many factors have contribtlted 

the hospital's success. There is a long history of goodwill betwl' 

the local community and the hospital. More recently, the hospi 

has developed a reputation for high-qualito', relatively intens i 

medical care. Astrong, committed medical stafIhas also contribul 
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to the success of MOllnl Canllellhrough 
proadive and mopeml.ive relationships wit.h 
both the colllIllllnil.y and the hospital. Mounl. 
Carmel is OIW oft.lm:e hospitals in a small, 
regional, Catholic ~;ystellll\n clluilable ali(I 
support.ive relationship with Ihe corporate 
healiquart.ers has helped ensure t.he 
hospital's slIccess. Apolilically savvy ami 
markdillg-oriented management team, 
which is also intemally liked, has also helped 
the hospilal. Early ramiliarity wit.h the 
prospective pricing system (PI'S); lllitizat.ion 
ami cost. analyses by diagllosis-mlilt.l~d groups 
(ImGs); conservative and hard-nosed liscal 

and slrong relationships 
among t.he hospital, its employees, and t.he 
comllltlllit.y have also contrihuted to t.he 
sueel!SS of Mount Ca rmelllospilaL 

ITHE LOCAL ENVIRONMENT 

MIlII III. (;,trlild Itospilal, wiOI ,IH stam~d h(~ds, 
is loeated in the UIW11 or Colville, in t.he 
northeastem comer of Washin/:,'1.on st.at.e. It. is 
11 not-fur-profit Cat.holie hospital rJ\'tlJed hy 
llie J)ominimn Ileall.h Servims or Spokane. 
Colville rests in the aneient Columhia Hiver 

ahout eighlmiles from to(lay's 
Columbia Hiver. The locallujlography is hilly, 
with lIIolllltains to the east and on [lie 
weslem side orthe riVnf, ami having peaks as 
high as 7,:1U8 feet near t.he Canadian border. 

aI:enler ror trade arid COl1ll1lerCIl 
in I.his iitherwise sparsely populall!t1 sed.ion 
or tlie slale, Colville was originally settled by 
Jesuits. Called Fort Colville, it. was thelir:;t. 

post. in the area. 

Wilhin Ihl! region'sgeograplJy ali(I markets, 
(;olville I~all he visualized as a mali;le in a 
flinneL \<'orty 1II iles III the nOlth, and even 
ht~Yl1rl(l tlie Canadian 
""llItlltlllili.·.~ ;l~ bn!":1~ ('Illl'il'" l'as~l's ill 

mOllnt<lin chains ranging nortli lo south on 
bol.h sides of Colville channel Gnmmerce from 
hoth east and west toward the tOWIl. lIowever, 
like a marble in a runnel, Colville could 

and maint.ain the husiness that. flows 
10 it, from three diredions, ir il. does not allow 
iLs husiness 1.0 spill south t.hrough ils funnel's 

Ul t.he much larger market !l!lmiles 
away in Spokane. In other words, in addition 
to ot.her factors, Mount Canneillospil.al owes 
some of its SliCceSS to its relatively strong 
geographic 

it.s geographic position is the 
very strong feeling t.hroughoutthe communit.y 
that Colville's husinesses, induliing MOllnt 
Canneillospital, can be and in some cases 
already are regional trade cent.ers wilhinl.heir 
resllec:tive lines of commem:. In addit.ion to 

Ihe seal of St.evens Connt.y, COlville has 
a larger and iliOn: stahle eeonomic ami 
populat.ion hase than ot.her communities in 
the tri-count.y area or northeast. Washington. 
The nmllOlnie hast) of Colville and its 
imlllediate environment. inehules sevI:ral 
major lumber ancllmnber-proeessing 
companies (about 600 employees in all), a 

magnesium Jlromssing plant. (490 
employees), the Colville Nat.ional Forest. 
Serviee ollices (:115 t.o 450 employees, 
depending on t.he season), seveml slate and 
northwest Washington agelll:ies with 
responsibility ror natural resources and sodal 
and health services (210 employees), and rail 
lines serving points west, north, an(1 cast., in 
koeping wilh the t.raditional flow or COIll· 

merce. 

As a regional t.mde center in Ihis rural area, 
Colville has a growing industrial park, two 
groeery st.ores operated hy Ill,~or national 
ehains, several ear dealer:;hips, a national 
eanl and girt shop, and two national fast-rood 
restaurants. There are plans 10 constmei. a 
slillppilll! lIIall and 10 (~xpalltlllH' airpllrt:s 

runway ill onlm In aeeollllllodate small 
corpomle jets and four-engine propeller 
ainnl!.. The president. of one or the two 
hanks operating local offices in Colville 
indieatcd thatl.he bank's market analysis or 
the region showed Colville to he, in many 
rcsJlee,"~, a tme regional trade cent.er in 
of the town's small population or approxi­
mately 5,000 

Ilowever, t.he chamct.erizalion or Colville as a 
regional t.mde eenter may become less 
imlicat.ive of Jlotelltial fulure st.rengt.h 
becanse, like many mral conllnllnilies, its 
population is aging. Estimates developed hy 
t.he Stevens County Office or ~'inaneial 
Management, shown in Lahle I, provide 
population projections IAI the year 2000. 

Tahle I shows Ihal. the forecast is ror 
cimtinuet! growt.h of the eount.y's population. 
However, there will he a decrease in the 
ahsolute number and percent.age or those less 
than :H year:; ami an incmase in old(~r-age 
cohorts. 

TABLE 1. POPULATION. 1980-2000 

Stevens County 


Age Cohort 1980 1990 

>.M,'!" ;"'1§1
f4"'~i'.::w.j!' .' 

10,684 10,263 

6,960 6,518 

4,843 7,011 

3.526 3.293 

2.966 3,568 

28.979 30.653 

ITHE STATE ENVIRONMENT 

The stat(! orWashingl.on has lUll hospit,lls, 
whieh 4a are mml aeeonling to tho Washing 
ton Sl.atu Hospital Assoeialioll's dassiliea­
t.ion. Between J!}84 and 199(), there wme 
approximately-I 6closures in the state, iO or 
which were associated wit.h consolidations. 

. resulting rrom mergers. 

A nrral health mnlillission, two Ilwmher:; or 
whidl wnre from Colville, st.udiml till! isslws 
or nrml healt.h in the state and made 
recommendations 1.0 the 1989 sessioll of t.hl· 
st.aIA~'s leg!slature, result.ing in several 
important piums or legislat.ion. The I!IHB 
legislatioll arrceting nlml areas \Vas part or a 
llIom mll1prehensivo legislativ(~ errort. bl 

reorganize public health at. the sl<lle level 1\ 

ort.hat. morganii'.ation, a new stall: 
DepaJi,menl. or Public lIealth was t:mat.ed. 
Five spcdlie pieces of nrral health Icgislal.io 
pertinenl.lo hospitals wem passed. Tlwy 
w(m:: 

L The Rumillealt.h 
appropriat.ed $450,000 ror teehnical and 
limited lin(lneial assistance ror 12 communi 

0/0 Change 
1995 2000 1980·2000 

10,289 10,199 -4.5~ 

5,834 5,404 

7,135 7.845 61.9: 

3,593 4,403 248; 

3,653 3.687 24.3' 

31.104 31.538 8.8:· 

-22.31 

http:appropriat.ed
http:pertinenl.lo
http:Icgislal.io
http:t:mat.ed
http:orWashingl.on
http:thatl.he
http:Canneillospil.al
http:Washin/:,'1.on
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IiI!:> as a means of ellsilring "affordahle basic 
health sl!J'Viees" whem Lhes(! WCfe at. risk. 

2. All allellialive heall.h care facility licensure 
ereating a mechanism hy 

could he 
downsized to eentl!rs lilr hasie acult!, 
emergency, and outpatient services. The 
regUlations to implement t.his legislation are 

wrilJt!lI, followillg tlHl I!l8!l federal 
Omnihus Budget lu!(;oneiliation Act's 
(OllIlA's) regulations govl!ming Essential 
Aecess Community lIospilals (EAClls) and 
Illlrall'rilllary Care Ilospitais (RPClls). 

:1.1\ loall forgiveness progralll was estab· 
lished for IlIral providers, making $150,000 
availahle in amounts lip to $15,000 per year 
for pby,i(:ians, nurses, and physie,ian's 
assistants who prael.iee in health professional 

areas. 

4. Standardization of nurse tmining was 
cnadcd. Although this law was not limited 1.0 
IlIral areas, it dimds I.IH! staLe's 
Education (~)(mlinatil\g Board and others 10 

for standardizing 
nurse I.nlllung and edueal.iotl conrse t:Oulent, 
and cmdit tnmsfers and allowanc(!s hetween 
programs and for relevant work experielll'C. 

5. Gross'cretlentialing of mral health 
professionals, that is, the possibility of 
implementing a unified eredentialing process 
for mml providers Ilsing multiple skills was to 
he studied hy the Department of Lii;ensillg 
alllt ollwrs. 

01 her slate initiatives will affed mml areas 
as well. For example, the MatemiliY Dis­
tressed Progmm idnntified 21 connl.ies in 
need. This program will provide signifieant 
linarICial support. for IIrs!. (\t!"nloping ;trulthen 
illlplelllt!nting ael.ion IJlans for malemal 
health. 'I'll!' slall' has also l!ivl:n IIlIH'h puhlic 

atlelltion 10 its 400,000 lUulerinsured or 
uninsured resitienls, many of who III live in 
ntml areas. 

The Washinhl\~)JI State Ilospil411 AssoeiaLion, 
state·level health officials, and nrml health 
I{:adors worked well togeU,,:r in advancing the 
interests of mnll residents anti nmtl 
providers during the 1989 legislative session. 
Currently, tile stale envinlllllleni. demon· 
strates significant concern for, and action on, 
n.lral health care, although several 
in the state of Washington faee very uncertain 
fut.ures. Wlt.hin this context, few nJral 
lOspitals, even in the relatively 

general environment to which Washington 
stal.e's actions contrihute, have achieved the 
It:vel of sw:cess enjoyed hy MOllnt Cannel. 

IMOUNT CARMEL HOSPITAL 

In til() lat.e 19:1Os and early J\I·lOs, agroup of 
Dominiean sisters, Ileeing Lhc Nazi move­
ment in Genuany, settled ill Colville, WA. In 
the early 19403, the sisters P!lrehased the old 

which had been founded in I!1I9. 
Through the goodwill of the sisters, Mount 
Canlleillospital has long enjoyed a positive 

in the community. With $222,6()4 in 
llill-Burton support, the sisters moved Mount 
Canneillospital b) its present loeat.ion on a 
small hill a few hloeks off Main Street in 
195 L Through hard work, fntgal administra­
tion, and nut charging for thdr own lime, the 
sisters eliminated Ute hospital's Ilill·Burt,on 

and positioned the 
appeared to he a finn finaneial 

Moullt. Canneillospital was d(~fined hy ollr 
methods to be within a more 
envirolllJl(:nt hnranse Stevens CourtLy is 
t;tmtignolls with Spokane COlJll1.y immediately 
10 l/ie south. Howcver, SleVl!IlS COl IIII v is 

• 
geognlphically qllite large frolllllort.it 10 
sout.h, so that Colville and most of the fnnnel 
to the lIol1h arc not V(!ry near Spokane 

Compd.itioll is also lesstnlCd by the fact that 
!.It(! hospil.allo t.he sout.h of MOllnt Cannel, 
which cont.rols the nort.hem market of 
Spokane, is IInly Family lIospital (a IM-hed 
hospil.allhal. is part. of Ute same system as 
MOllnt Cannel) Mount Carmel's other 

SL Joseph's Ilospital (24 heds 

in 198(1), is ahollt.45 miles north 

in Chewelah, which is located allproximately 


between Spokane and Colville. The 

loeatioll of these ~;ystelll-sisters between 

Colville and Ihe larger, more GI'Hllpelitive 

Spokane market helps huffer Mount. Cannel 

from seriolls competition Al.lhe same time, 

however, the presenee of SL ,Joseph's 


h) the south inhibits Mount Cannel's 
""il>"ii·.r expansioll in that diredion. 

COIlt.mry Iu ollr dat.a·hased definition t.hat 
Mount. Cannel might face t.hreats from a 
nearhy urban area, the hospiLalnow tends to 
sec itself as the larger, more powerlitl 

in markets harely eontrolled hy 
to the north, east, and west. 

considers its 
prinCipal competitors t.o be two major 
hospitals in Spokane, Saered Ileart Medieal 
Center «()31 beds) and Deaconess Medical 
Center (352 heds). Monnt. Cannel feels 
;hallenged hilt. not threat.ened hy t.his 

(;I)tllildition. 


It is import.ant \.0 emphasize that the market 
security Monnt. Cannel currently enjoys is the 
resllit of a delihentte strategy to 
market areas t.hat had previously been lost to 
Ule Spokane hospit.als. Many peopl(\ making 
lip tht! l'ullud-shaped Illarkd t.hat MOllnt 
Cannel now dominates hatl historically 

t:am in Spokane. 011 a 

M 0 U N TeA R MEL H 0 S PIT A l COlVille, • 

repnl.ation fOf clean and respeelahle hul. 
non intensive medical eare, anti ill eoopCnt 
lion with a sl.ronggronp·hasetl 
prdctiee, Mount Cannel has mceuUy 

a n~glliar S(!rit!S or dillies I:()\'cril 

a hroad range of spt!c:ialti(!s 

In the !lIid· UJ70s, a ctllllll.y-suppolted 
also loeal.r.d in Golvilh! was dosed 

lIowever, although this institution did 
perfonn some surgery, it was ill ell·eel. ilion 
like a Illlrsing home. In the late I!l70s, 
stimulated in part, hy a mpid innux of well 
edueated, young professionals, Colville arul 
ot.her communities in I.he area hegan t.o grc 

population estimat.es for Stew 
Count.y show an inerease ill populat.ion froi 
17,0()() in 1975 to 28,1100 in l!lH5, a ral.l: of 
inemas(! averaging (j \lc!rYI!ar. 

At. t.he sallie time that a larger and more 
sophist.icated population was expeding 
heUer medieal care, st.ale healt.h 
wern advoeat.ing im:rnased rt!giollalizal.ioll 
and t.he potential elimination of mfal 
lOspitals_ These forces inspired Colville's 
physicians to hand IHgether into a metlleal 
grnup IlrJct.icc that. was committed t.o . 

top-quality medical care and 
ensuring t.he eOmtlllltlitiY hospital's snrvivil i 

Mount Canl1e1llospita\'s 

been updated and expanded. In 

Cannel received an $80,mio fetieml 


finance the expansion of the erm:rgr.11 
under a heall.h init.ialive 

providing support I~llllldersorv(~d nlral an' 
In I!J88, the hospital received approval of: 
eertifieate of need (CON) for a $:t5 milliol ' 
expallsion funded with $500,000 fmmloea' 
funds (reserves and fund·ntising) and 
million inlow-inl.eresl.loans through tlw 
Calholit: lIealth Associal.ion. To he 
ill 1!l!!I, this expansion involves rmllodeliu 
tilt! ol)('ral.ing roo ill , t.hc~ intellsivt: care IIllil 

http:erm:rgr.11
http:estimat.es
http:ahollt.45
http:frolllllort.it


and lab, and outpatient services, and•
ercating greater eapacity for olltpatient 
sOlyices. 

Mllllnt. Canneillospital doe~ lIot IIlnet Uw 
eriterion to he a sole COIllIlJllllity provider as 
defined by the lIoallh Care Fillalleillg 
Administration (IICFA). In addition, the 
hospital has never participated in the ~'Wing­
ht!d program It \\~IS granted a three-year 
accreditation hy the .Joillt Commission on 
Aeen:ditation of "(~alUwam Organizat.ions 
(,lCAIIO) ill llliiK 

Tahle ~ provides ut.ilization dala for Mount 
CamH!1 frolll 1985 through I!IS!). III Ilseal year 
I98!!, MOllnt CamlClllospital had 1,267 
admissions and 4,S8!J patient days, resulting 

or stay (AIDS) of3.86 
olltpal.icnt visifs, 

whidl indtl(led dillieal outpaUent. 
shor1.-stay and day surgery, and 5,060 
emergell!:y visiLs. Figure I demonstrates Lhe 
hospil<ll's historieal paUem of patient days 
and adjusted patiellt days. As hotlilahle 2 
alld fJglI re I show, IIl1like lIIosl 
the United ~talcs, MOllnl Cantll!l's_ 
days have increased mlhcr than decreased. 

TABLE 2. UTILIZATION, 1985-89 

Mount Carmel Hospital 


Utilization 1985 1986.. 
1,159 1.180 

3,966 4,286 

3.42 363 

8.422 8,758 

5,980 6.199 

3.486 3,405 

Between J985 and 1989, patient days 
increased 23.3 percent. There was a deerease 
in only one year, J988, A smaller hut 
important. inerease in the numher of 
admissions also occurrell. There was a 
suhsl<lIItial im:rease in lhe numher of 
outpatient visits, which is ml1edml in the 
increase in adjusted patient. days. The largest 
inerease oCGurred in emergenc',Y department 
visits. The percentage of the hospital's tot.al 
paljent mvenues derived fWIIl outpatient 
adivities inereased frolll :II.7 pen:cnl. in 1988 
to :17,2 pertent in I!l!ltl. 

In additioll to Mount Cannel's increasing 
slretlbrth, the funnel shape of the hospital's 
service area can be iIIustrat.ed by market 
share dat.a. Tahle 3 compares patient origin 
data for all of Stevens County from 1985 
throngh W88 against Ill88 patinnt origin data 
for the ,wrthem part of Stevens County only. 
One or the poinL~ made by lhe data is thatlhe 
hospilal has improved iL,; market share in 
nearly all areas. [n an attC/lIfll t,o strengthen 
iL,; market share, MOIlJlt Cannel has recn/ited 
an or\,hopedie surgeon. Thn recent. men/it· 
/lieu! of a full·time mdiologist and computed 
tomography (CT) serviees complement this 

'Y. Change 
1987 1988 1989 1985-89 

1,327 

5.093 

3.84 

9,144 

1,241 

4,611 

3.72 

11,346 

1,261 

4,889 

186 

10,139 

9.3 

23.27 

12.76 

21.51 

1,348 1,015 7,44J 24.53 

4,294 4,475 5,060 45.15 

• 
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FIGURE ,. PATIENT DAYS. 1985·89 

Mount Carmel Hospital 
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TABLE 3. MARKET SHARE DATA. PERCENT OF ADMISSIONS 1985-89 

MoulJt Carmel Hospital 

Northe' 
Stevens CounAll of Stevens County 

1987 19881985 	 1986Product line 

33 32 40 42 

26 31 

~~ A,r.~~,~(~~;\-l'~1..~' 

31 	 34 

36 	 4037 	 32 

5441 	 43 49 

14 	 16 12 	 12 

29 	 32 

18 

30 	 28 

24 	 18 25 

16 	 21 17 	 11 

3932 33 31 

1989 

191 
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droit as well. (Jne of MOllnt Canuel's other •

notablc! ,'lreas of weakness is IlIcntal health. 
llnwcver, Ihe hospital has Illl immediat.e 

to t;!rgd this markel, hec:ause patients 
are currently suen and evaluated hy Stevens 
COllnty Me!lItalllealih Smvic(;s. 

LOCAL PHYSICIANS 

In Ihe 1I.li)sillhjediv(! lerllls, Colville is the 
dllmimml community withill the 
n:gion, and MOllnt Canlleillospital has heen 
aggressive and vel)' successful in making the 
most of the community's stn!lll,lj,hs. For 

MOllnt Camwl has hc!cn V!!I)' 
SUc(;(;ssi"ul ill mohilizing community support. 

the site visit ill 
.degree or e!l1l1!l1itrnent. and 
alllong the hospital, the local conmlllllity of 
physi(:ians, and the comlllllllity at large was 
evident. Indeed, if one word could summarize 
Mount Carrnel's most effective success 

Ihn word would he "inh:gration." 

The: imd till! COlllIIHllllLys only group 
,)hysically adjacent and engage 

in various l~){)I)emt.ive amlllgements. The 
physieians own and manage their OWIl 

huilding. Ilowever, there is evcl)' appcamnce 
of a sillgle medical campus. This appearance 
is ellhaneed hy similar hriek fae:mles on the 

ami dini!;. The: Irleclic:al c:amplis also 
illdudes a nursing hOllie, hilt il.'; level of 
integmtiou is more limited. At the tillle of the 
site visit, the town had eight family practitio­
ners, two illtemists (one of who III was 
eertiliml in gaslroeulcrology)Jwo genoral 
surgmms, onn ophthalmologist, one physician 

and OIW 1I11rs(~ prac:l.il.ioner. Of 
one of the family practitioners and 

were not assO(:iah~(1 with 
the group pmctice The hospital-group 
pnteli(:!! allian!:(! has ad(h:d it radiologist 

sinee t.he sit~l visit. All UH: physieians arc 
hoarcl-mrtilied. 

The integrative relationship hetween the 
and the medir.al grOIiP practice has 

heen a driving fon:e in 
reputation oflhe hospit.al as a 
referral center capable of intensive treatment 
and perfonning high-quality selvices. 
Although efforts 1.0 educate local consumers 
about the scope of services available at the 

have yet to achieve I.IH!lr maximum 
local peo pie are reported to be 

much less likely to drive 90 miles to Spokane 
than they were before. 

CUlTellt constmdion for t,he expansion of the 
hospital's outpatient services hrings the 

and clinic even closer 1,0 each other. 
The visual imagel)' of this medical campus 
seNes as a kind of metaphor for one of the 
integration problems that was noted by 
seveml interviewees: local consumers 
sometimes fail to distinguish hetweenthe 

and the physicians' group pmeliee. 
This (:all he problematic when a patient has a 

eXIJerience with a physic:ian, the 
clinic, the hospital, or, to a lesser extent, the 
nursing home, and generalizes that feeling to 
the other components of the local medical 
community. [t may also eneoumge patients to 
helieve that the best way to access a 

rouLine services is through UlC 
emerg()I](:}, 

A') noted earlier, Mount Cannel had long 
enjoyed a positive relationship \vith the 
community by providing caring and 
services. However, it did not. have a reputa­
tion for heing ahle to pwvi(\o sophisti(:ated or 

. services. In 1!l75, the chief of MOllnt 
medical starr, who was also a 

leading local physician and aetiv!! ill 
ohsel\~llg state politics, unified lIIost l(Jeal 
physi(:ians inlo a singh, group pmd.ic:e in 

• response: to the development of the regional 
medical program and state health planning. 
At the time, it was felt that state health 
planning and tho fcdeml govennnent favored 
increase(1 mgionalization and I,he elimination 
of many slIIall, mral IIm,pitals. This physician 
ullilieatioll sought to increase the physicians' 
local political power and pennit them to have 
a more active role in the hospital's future. 
Also at t.he t.ime, the physicians were all 
family or general praditioners. The central 
izal.ion of almost all local physicians inln the 

group practice provided a linn 
for additional recnlitmcnL lIy 

I!l77, the group ineluded a surgeon and an 
inl.t:lTlist. These lirst st.eps in developing a 
large physician group prac:t.ice that was 
closely aligned with the hospital selthe 
for mueh of Mount Cannel's more recent 
slIer,ess. 

One of Mount. Canuel's key sl.mtegics has 
been to participate in t.he l11utual develop­
ment and management of interdependencies 
with 1.11() group pmel.it:e in ways t.hat. allvanee 
the int.erest.s or hoUt. For exalllple, in 

n:Cnl it.mGnt the hospital typically 
contributes funcis in the forrH of ineome 
guamntees and participat.es in the adminis­
tmtive, managerial, and market.ing aspects of 
the recnlitmenl. process. Since 1985, the 
hospit.algroup practiee alliance has success­
fully reGI;lited two geneml surgeons, two 

pradil.ioners, an ophthalmologist, two 
a radiologist, anti an orthopedist.. 

As a seeon(1 example, thc hospital's emer­
gcm:}' department is covered 24 hours a day, 
7days a week by family pmctitioners from tlw 
gmup practice. They receive the nominal pay 
of $4.00 per hOllr and do their own hilling for 
elllergency servir:es. And, in eo(iperation with 
the physicians, MOllnt Camwl Hospital 
houses a residency program in family 

I~or sceowl- and third-year students, 
t.ypit:ally lasls t.hme months. 

M 0 U N TeA R MEL H 0 S PIT A L COlville•• 

"hc~ hospilal ami t.he group pra!:li,· 
have: also managed a variet.y or 
specialty clinics to (;(Implemenl the relativc:1 
ridl hase of full-lime lo(:almeliical 
The hospital's mnsulling medical stan' 
induch:s t.he 1()!Iowing: a family pradit.iolll!L 

visit, a cooperative anangenwllt. between III 
hospil.lI and the grollP prac:l.it:I~ t.o reenl!t a 
full-time orthopedic: surgeon had jllst. failed 
due I~) immigration pmhlcms. The hospital 
and the group pmel.ice have cOlllilllled till! 
se:areh for an orthopedic: surgeon after havil 

wt:nlilecl a radiologiSt" 

As another example of this eooperatilm, in 

19!)0, the hospital 

of imaging eqllipment., 

mammography, CT, ami a new X raYllnil.l." 


the old one: the physicialls had hl!!:1 
using. The hospit.alleased space for this 
eqllipuH!nt ill the group prac:t.i(;(;'s 
Both groups have hmlc:lited from t.he 
ammgelllcnL Thl! physicians hill for tlmir 
services related to the equipment, eam 
money on the lease, and keep their patient: 

the hospital eams money 011 the It 
maintains good relatiow; 

and keeps t.he 
town. 

RELAnONSHIPS WITH THE SYSTEM 

Domillican Ilealth Services .::J1)()l\alll) c)xi: 
wit.hin t.he I;Onlomtc stnICtllrc of t.l1e 
Dominican Network, the not-for-protit. 
corporation to which DOIninicall Iloaith 
Servic:es, IInly Family Adult Day lIealth 

and Dominican lIealth IIlVl!stlllC!111 
an: affiliah!d II. oriainat.cs froll 
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/Jomillican order.:rs that sdlled in 
Colville prior to World War II and later moved 
10 Spokane. MOllnt Cannel is one or Ihree 
hospital units within Dominican lIeallh 
Serviees or Spokane. Mount Cannel gains 
cmtaill advanl<lgcs frillll ht!ing a IlIemher or 
[)lIl1liniealllleaIth Servi<:cs, sudl as grollP 
purchasing, dal.a·pmct:ssillg services, h:ss 
expensive illSlInlnCe coverage, 
shared management edllcatiollal programs, 
and other henefits from the Catholic Ilcalth 
Association and Catholic, Ilualth COIvorat.ion 
For example, the recent lax·exempt hond 

. issue that provid(:d $:\ ll1illionto Moullt 
Cannel for the major physical 
mCllliolled previollsly was part of a $I!l 
million hond package I.hat also provided $11 
million to 1I0ly Family Ilospital in Spokane 
and $5'll1illion 10 SL '/og(:pli's in Clll'welah. 

SOllie less OhVlOlIS advantages have beel! 
as well. Mount Cannel has heen ahle 

1.0 ge/l(:rale antirdainlocalllolb),stelII 
wsources, whidl, ililunt, have enahled the 
hospital In negotiate on mlatively cqllaltlmns 
with the system in order to atlvall(:e loeal 
illteresl.<>. Working all<l negllti,il.ing with the 
~'Ystt!1Il has rorced the hospital's administra· 

Imsl(;l~s, antilllctiic:al stalf lIIemhers to 
set] Ihe "hig /lielllre," which has ellhanc(:d 
~lolllll Cantlnl's ilIlProa(:h 10 stralc~gie 

planning. 

As part. or its clTorts to develop and mailll<lin 
a wide range ofservices through specialty 

MOllnt Cannel has developed 
inronnal arrangelllents with S;u:n:d llcalt 
~1<:(li(:al Cenh:r ill Spokmll:. Sac:wd Ileart is 
also a 1Il;~nr (;()llIpet.itor of 1I0ly Family 
Hospital, the largest hospital in Dominieall 
Health Services. Mount Cannel's strategy is 
Olll! or devc:llJpillg strollg rl!lat.iollships with 
:;everallargn hospital~ in ordcr to lilllil.l,l1o 

ror aggr(!ssiv(~ conillclitioll. In Ihe 
(:<lS(: /If Mount. Canuel, 

~1'sl~:11l prot.ecf.ion, and its relatively good 
control over llluch of its oWlIlliarket appear. 
to contribute to the slIceess or its linkages . 
wilh larger hospitals, 

Mount Canllel has developnd iI posif.iOIl or 
strenl,lh wit.hin the ~)'stem. Not ollly is it aille 
to eontml it.s own market, it has delllon­
strated its value to lite syst.em. For example, 
for several years Mount Cannel provided 
linen service, data processing, and an 
ultrasound machine to St. Joseph's Ilospital 
in Chewelah, when the laUer was especially 

rorhdp 

Partly in response to the lwed 10 ensure a 
rnore powerful hasis for local authority, 
MOllnt Cannel has estahlislwd the Mount 
Canuel Jlospital Foundation for channeling 
Im:al e(;()llolllic support to capil,al purcliases. 
Local, diree! fund· raising ealllpaigns 
generated hetween $4,010 al\(I $16,065 every 
year rrolll 1!J84through 1!188. III IflflO,the 
foundation hegan an amhitimls call1paigIllil 
raise $200,OnO to buy surgical equipment. As 
oullilled hy a IO(~I husinesslIIan serving as 
president or the fOllndatjon, the campaign 
sc(!ks 50 pereent rmlll major employcrs with 
Im:al interests, 25 pcrmnt rrom lotal 
tlllsiliesses, al\(I 25 percent rrom illdividuals. 
There has been exeel/ent elilploycc support. 

Evcn before thc foundation eame into 
existenee, the support Mount Camwl was 
ahlc to gcnerate fmm local interests proved 
decisive in a key slmggJe for control with 

hmldqualters in Spokane. TIl(! 
~1'stelll's thme hospitals are cont.rol/ed by lhe 
single hoard or DOlllinicanllealt.h Services, 
which had installed a chief executive who 
sought, to (:ent.ralize all administ.ratiVl! and 
data management fUII(;tiolis ill Spokane 
MOllnl.Cannelllospilal was active in 
expanding t.he hoard's geogmphic represellLa· 
tioll tn make it. regional. A n:presentat.ive 

• froll11.lie Culvilh: area now serves as 
chairperson. By huilding elTedive and hroad· 
hased Sllpport, thronghout the region, Ule 
local raetion was ahle to squeleh attempts at 
ecntralization and, SOIlW would argue, ensure 
t.he removal or the !·;vsleln's chief (!x(l(:Ilt.iv(~. 

r- MANAGEMENT 

In keeping wit.h MOllnt Canners st.rategy or 
integratioll, seveml olher aetiolls help 
illlJ~t.rat.e t/m:isiolls that. may he conttihuting 
toUw hospit.al's relative SIIl:CCSS. In I!lS:J-H4, 
whell the hospital had experiellel!d !;Ousistent 
if not precipit.olls drops in its daily census, 
aud the local econolllY faend its darkest days, 
the hmmilal diminated diet.ary ,erviees, 

UH!m from the nearhy lIursing 
home This redueed t.he hospital's overhead. 
hut., perhaps mom import,ant from a st.rJt.egic 

orvicw, (:reat<:d a win-will interdepen· 
dency that has allowed services in hoth 
institul.ious t.o improve while rcducillg the 
dngree of duplieatioll ill SllpportS(!rvic;es ror 
the local health can: 

rrollt a mst. reduction sl.llIdpoint, the 
hospit.al's metliods or stalT reduetion during 
t.his enlCial cni were perhaps or equal 
. importance ill developing and maintaining a 
high degree or local eOlllrlluility support,. 
Mount Camlt!lused "last in, first out," across­
the hoa rd layolfs, except. ror highly skilled 
Ilurses, In pmparing ror and implelllenting 
I,hnse (:lianges, UU! IlOspit.al t.ook great (:am t.o 
explain its sit.llation to the stalT awl t.he 
elHlIIllIlllity before actually cutling sLalll!, 
col\duderl joh placement, sessions a/HI 
aelivil.ies during lhe prepaml.ion phase for 

The hospital also 
assistam:e ill (;0111 pi el.i Ilg unemployment. 
henelit applieations, whenever appropriate. 
While (:111 Illovi 1If( Ih(~se ll1dhods of reducing 

. M.O U N TeA R MEL H 0 S P j TAL Colville. w., 
the smld(!llllcsS ami illlpaet of changes ill 
staffing levels, the hospil.<11 also implement.ed 
staffing hy ,lellity alHlllexihle sl~ll1ing. 

Iluring this period, t.he hospital dosml it'i 
entim third 1100r. III atldit,ioll 1.0 accOllllllmlal· 

the IWW alullower st.alling levnls, this 
helped to illcrease effieient:y and decrease 
patient-call response times hy cOlleent.mt.illg 
palient. moms into a smaller space. 

All import,ant engine ror t.hese changes dutillg 
t.he "dark days," and for many of the ehangcs 
t.hal. roll owed , was a llIore deeelltnili:r.l!d 
deeision IIwehanisllI !lased on 
fOl1nal sl,mtegie planning. During t.his tillie, 
the adlllinistmtor was ortCn ehamderiwd as 
an "exlenial ehange agent," someone eapahh: 
of breaking the institllt.ion and its people out 
or the iller1ia in whieh they found UWlIIselves 

Avery illlportalit pali. of the 
plalllling process as it came 1,0 life at. Mount. 
Camwlllospit.al was the impletllenl<lUon and 
lise of DlW analyses. III I!l82 , moft! than a 
year herore hnillg phased into prosped.iv(~ 
paYIIHmt., Mount Canuel's ehid linancial 
offieer was pmdlH:ing n:port,s detailing tlw 
c:osL~ of care ror groups of pat.ients, organiwd 
hy DltGs alld an atJentiing physician. In 
part" MOllnt Cannel has sw:cecdeti heeallse il 
has responded st.mtegically t.o imlllirumt 
prohlems before they hecame (:tises. 

Although that adlllillistralor has sllhst~qllcntl.\ 
len., (J/oria CoopDr, head of Uw pms(!nt. 
adlllinistration, has eapit.ali:t.(!d 011 t.hos\! 
st.ml.egics. Today, (,he hospital is !IIore sl<lhle, 
confident, alld fOlWanl·looking. She st.arted 
as a telephone operator in 1!l74, served as 
assist.ant administ.rator frolll I!l7!ll.o I!lH5, 
and hm:allH! lhe hospital's ehid ex(!wl.ive 
ollicer (CEO) in 1!J85 Alt.hough she has no 
ronnal (iI!gree in health managelllent, she is 

enrolled in a pmgralll in Wlllllllrni· 
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cations and • 
SlIe IIses ,i highly tiect:nlralized allil stralegic 
planning approach to seU.ing tlio hospital's 
directions. This approach lias proved very 
slIccessrul at MOllnt Carllml, as evidmll:ecl by 
Ute fad that virt.ually evoryOllc 
was eager and able to describe lhe key 
(!()lIIpOnclits of the strategic plan: reentil.ing 
all OIthope<iie surgeon awl a radiologist., 
finishillg the c;lIrrcnt c:xrallsioll and 
iliGorporal.ing thost: changes into hc!t.ler 
outpatient eapabilities, amlllging new 
enkicJ1(:ies through coopemtion with the 
medical grollP practice, ami continuing lo 
eaplllre ever larger port.ions of t.he northem 
Slew:ns COllnt.y llalit:lIt lIIarket. 

AII.hough lhe CEO is the chid dedsion 
makt:r, other atlministrjtive sUIIT have·IH:t:n 
givell SlIhstalitial resronsillility ror working 
with department. ht:atkln til 111 , d(:partillent. 
htmds have het!1I 
for monitoring their IInit's pnrfonwfncnand 

IIl1it·l;:vd plan:; ror 

Ms. Cooper's a6i1ity 1.0 mllllllllllical!: wilh 
people extends outside the hospital. People 
wilh lillie association wilh t.he hospital or 
witJllitlle knowledge of health care isslles 
call also verbalize an understanding of t.he 
hospital's current status and directions. 
Integmt.ion with tiie COllllllllllity has hecli 
achieved. 011 a personal basis, she is the lirst 
and only woman chairperson or the Colville 
Chamber or Commerce. She is mw or only two 
wonieu serving in the Im:al RotalY Cluh, 
another important lows of collllllllnily power 
in the area. In addition, she hilS conducted a 
mdio pmgram seeking COllllncllts, good and 

ahout the hnspitill awl its setvices, 
live responses to callers. 

•
!cOMMUNITY INTEGRAn~N 

This strong community orient.ation was 
wOed.ed many times hy illtlividuals wilh 110 

vested internst in t.he hOSllital who referred t.o 
it. as a "good neighhor" or a "good cit.izclI in 
the conllnunity." SOllle of the ein;lIlllstalices 
lhat fed lhis nelwork of Sllpport for the 
hospital have been mentioned previously: lhe 
long·stalillinggoodwill hnlween the [own and 
I.he lJilllliniean sisl.l:rs; the hospital's 
downsizing eITort; U\(~ hospital's importam;e 
in lhe regionalll),slem or tratie; t.he strength 

the ties hetween the nlt:dieal group 
and t.he hospital; ami t.he expalisiofl 

of services, lirst through spedal!.y clinics and 
tJlen through bringing ncwphysicialls inlo the 
group pradice. Some specifie progmms have 
givell evell more tallgible proof to the 
comnlllllity thal Mount Cannel rJlreS, and 
cams for it well. 

Conlrary lo the llIuchpuhli<:ized relreat from 
ohstetrical eare in roml hospitals, MOllnt 

with the mopcratioll or sl:veral 
family practitioners, has emphasized the 
provision or highqualily ohstel.rieal services 
as a sigllal to the community of its fllll·setvice 
eapahilities. Market research from 1!l88 
indicates that Mount Camilli Hospital has 76 
percent of the northern Stevens Coullty cases 
in maternal and child health. ~'or all of 
Stevens Collnty, lhe sOllthem half ofwhich is 
nearer Spokane than Colville, Mount Camlel 
is estimated to he eapturing 29 percent of the 
obstetrics discharges. The hospital had one of 
the first hirthing rooms in the state, and its 
ohstetnes program indudes a spceially 
trained RN who helps provide pretlatal care, 
gives prerared childbirth classes, is present 
for lahor and delivery, and follows up after 
deliveryJo ensure Ule coordination of care. As 
part of this emphasis, the hospital has a 
(;olltradual arr.1ngement with the Northeast 
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by the hospitaL The Tli,Collnt.y lIealthTn ·CtlIlIlt.y Il<.:alth [)epartn lent to ;;;ire ror 
District:s olJit:!!S an; in Colville and it.s chit'lInw-im:tllllt: ohstet.llcaillatients, wliil:h serves 


to enhance the hospital's image as a (:aring health oOicer is also MOllnt Canllol's chid! 


inslitution and also to garner Slipport frolll mmlieal shlIT. 


and cooperation \\1th the TriCounty Ilealth 

MOllnt Can lid lIospital sponsors a witll!Oerartlllt:lIt ill ol.hl\r amas. 
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ATTA9HMENT II 


• CHARACTERISTICS OF SUCCESSFUL RURAL HOSPITALS UNDER 50 BEDS 

* 	 CEO FOSTERS RESPONSIBILITY WITHIN THIE COMMUNITY TO INFLUENCE THE 

HOSPITAL'S FUTURE 

* 	 STRONG WORKING RELATIONSHIP WITH ONE PHYSICIAN GROUP PRACTICE 

* 	 HOSPITAL/PHYSICIAN RELATIONSHIPS CHARACTERIZED BY: ' 

* 	 SACRIACE OF SELF INTEREST TO REALIZE MUTUAL SUCCESS 

* 	 PRIMARY CARE PHYSICIANS WITH SIGNIFICANT SAY ON TECHNOLOGY 

DECISIONS 

• * INCREASED OUTPATIENT ,CAPACITIES 

* 	 SERIES OF OUTREACH SPECIALTY CLINICS 

* 	 GENUINE COMMUNITY FOCUS; DEVELOPMENT OF COMMUNITY LOYALTY 

* 	 COHESIVE AND VISIBLE GROUP OF COMMUNITY LEADERS 

* 	 FISCALLY CONSERVATIVE - ONLY SIMPLE DIVERSIFICA1"ION 

* 	 NURSING STAFF HIGHLY RESPECTED BY PHYSICIANS 

* 	 DECENTRALIZED DECISION MAKING; DEPARTMENT HEADS WITH SIGNIFICANT 

AUTHORITY , 

• SOURCE: The Strategies and Environments of America's Small Rural Hospitals" 

Hospital Research and Educational Trust, AHA, 199,2. 
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OWNERSHIP/GOVERNANCE 

OPTION A OPTION B OPTION C 
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\ /I. 

ManagementSERVICE I • 
Service Agreement BUREAU 

SERVICE BUREAU* 

MD ING. 

MD INC. 
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~~~ 

MD INC.~ 

MD INC. 

MD INC. 

PATIENTS/ 
PAYORS 

*Also known as a Management Service Organization - MSO 
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Source: John B. Coombs, M.D.. 1993 tr1 
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PATIENT/ • 
PAYORS 

MDManage<YCare
PARENT SITEConiacts 

1MD 
_ Option A _ _ _J_ _ -I 

SITE 
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1 
I·"FOUNDATION" ~ Professional 1 MD

HOSPITALS SITECLINIC WITHOUT 4ervice Agreemen~
WALLS . 1 

Option B MD 
Freestanding SITE 

MDIIFOUNDATIONII SITE 

CLINIC WITHOUT WALLS 
ONE GROUP 

PRACTICE 
---------" 

Source: John B. Coombs, M.D., 1993 
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Source: John B, Coombs. M.D.. 1993 
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POSTGRADUATE 
RESIDENCY! 
FELLOWSHIP 

COMMUNITY 
PRACTICE RECRUITMENT 

..-> 
-c: 

» 

ry _r ­

ATTACHMENT IV 


TARGETING PRIMARY CARE THROUGH 

WAMI PARTNERSHIPS
• 


EDUCATIONAL II INTERVENTIONS IILEVEL 

.Medical Scholars Program I 

Area Health Education Centers 

PIPELINE - Dept. FM I Washington Academy of F~ 
Minority Medical Education Program I 

' 1 Admissions Process· UWSOM I 

Community Health Advancement Program (CHAP) 

Rural Underserved.Opportunities Program (RUOP) I . 

University PhaseWAMI 
 Community Phase 

Primary Care Advisor System I 

Family Practice / Internal Medicine 
Residency Training Programs 

Rural / Underserved Focused Programs I 

Area Health Education Centers (AHEC) 
Office of Rural Health-.----c_om_m_u_n_ity_H_e_a_lth_S_e_rv_ic_es_D_e_v_el_op_m_e_nt_(_CH,SD) 

Continuing Medical Education 
Medcon" , 
'Health Sciences Library & Information Center i 

Assuring Adequate Numbers andGOAL Distribution of Primary Care Physicians 
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PANEL 3 

STATE ROLES 

Panelists: 	 Dan E. Beauchamp, Ph.D. 

Professor 

State University of New York 

Albany, New York 


James Bernstein 
Director 
North Carolina Office of Rural Health 
Raleigh, North Carolina 

Denise Denton ~MN\I~j p 11 ~ 
Executive Director _ .. W'V" .... : 0 f'\t/.1~ 0.{ ,'fl~~ J 

Colorado Rural Health Resource Center ~ r1\"", 

Denver, Colorado \....U¥ ~ 

-. 
Charles McGrew 
Director 
Section of Health Facility Services and Systems 
Arkansas Department of Health 

. Little Rock, Arkansas 

Sally Richardson 
Director 
West Virginia Public Employees Insurance Agency 
Charleston, West Virginia 

Materials: 

• Discussion Questions , 

• 




• 	 Panel 3: Issues Relating to Roles for State Government 

1. 	 What are the most effective ways for states to stimulate rural network formation? 
How can existing capacity-building programs be incorporated into a managed care 
system reimbursed under capitated rates? 

In many states, there is a minimal infrastructure available to support managed 
care systems in rural areas. Existing health plans and providers will need 
support to develop rural provider networks that can serve as the foundation for 
health reform initiatives in rural areas. What specific types of support will be 
useful? Some rural areas have existing cost",based programs (e.g. CHCs, 
RHCs, RQHCs, MHCs) that meet the health care needs of vulnerable rural 
populations such as the poor, migrants, and individuals living in frontier areas. 
How can these programs be blended into a managed care system? 

2. 	 How aggressive should states be in enforcing antitrust laws when considering rural 
network formation? Will state action immunity be a successful strategy for permitting 
joint ventures that improve access and contain costs for rural populations? 

• In recent years, enforcement of anti-trust laws has reduced joint venture 
. opportunities among providers. Does antitrust enforcement promote access 
and contain costs or represent a threat to the availability of services in rural 
communities? Several states are planning to use state action immunity to 
provide relief from anti-trust laws for appropriate joint ventures. Will this 
strategy be successful and how will states ensure that the public's interests are 
met in situations involving the award of exclusive franchises? Who should 
have the specific responsibility for developing and implementing rules for 
exclusive franchises? 

3. 	 What role should the state play in collecting and disseminating health care information 
to the public? How will the special considerations of rural environments (e.g. low 
volume, relevant comparison groups, interest in patient referral process) be 
addressed? 

It is difficult and potentially expensive to adequately inform the average person 
about the cost, quality, ~d accessibility of health care available in local 
markets. Several states have developed data commissions that have entered 
into partnerships with private groups to collect and disseminate health data. 
Information collection and dissemination may need to proceed differently in 



•• 

• rural areas. Rural providers who treat limited numbers of patients with 
particular diagnoses may need to be compared with providers in similar 
environments rather than the "typical" provider with access to a broader range 
of resources. These issues need to be considered explicitly or rural consumers 
may be misled by the health care information made available to them. 

4. 	 How will a federally determined global budget be allocated to the states? Would 
budgets be based solely on historical expenditure levels, which have typically been 
lower on a per capita basis in rural areas? What role should states play in . 
implementing and enforcing budget limits? 

If a global budgeting approach is implemented, perceived inequities in the 
existing system could be incorporated into the new system. Any approach that 
depends solely on historical expenditure or payment data is likely to raise 
concerns in rural areas. What other kinds of factors need to be considered in 
allocating budgets to rural providers and areas? Would budgets include public 
dollars that .flow to categorical programs, subsidies to attract providers to 
undeserved areas, and costs associated with capacity building and 
infrastructure improvements? . 

• 
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Networking For Rural Health: The Essential Access Community Hospital Program 

Introduction 


[fi iable alternatives to the traditional acute 
aJII care hospital for delivering essential 
health care services in rural communities are crit­
ically needed. In sparsely populated areas, small­
er hospitals often find it difficult to meet both 
state licensure regulations and the federal 
Medicare program's conditions of participation. 
These facilities need greater regulatory and finan­
cial flexibility in order to cut back on the provi­
sion of costly acute inpatient care services, 
which require specially trained personnel and 
expensive equipment, and to focus on the provi­
sion of primary care, emergency care, and lower­
acuity inpatient care services. Because not all 
services can be provided locally, regional net­
works are needed to better assure access to high~ 
er levels of care provided at full-service hospitals 
in larger communities. 

The Alpha Center has established a Technical 
Resource Center on Alternative Rural Hospital 
Models under a grant from The Robert Wood 
Johnson Foundation. In its first year of operation, 
the center's primary focus has been to assist the 
seven states participating in the federal Essential 
Access Community Hospital (EACH) Program. 
The EACH Program is a joint federal-state effort to 
assure the availability of primary care, emergency 
services, and limited acute impatient services in 
rural areas where it is no longer feasible to main­
tain full-service hospitals. The Health Care 
Financing Administration's Office of Research 
and Demonstrations manages the EACH Program 

. which includes the follOwing S(!ven states: 
California, Colorado, Kansas, New York, North 
Carolina, South Dakota, and West Virginia. 

HCFA has awarded over S 17 million in grants 
to both states and facilities participating in the 
EACH Program. The funds support state efforts to 
develop rural health plans and designate facilities 
as either EACHs or Rural Primary Care Hospitals 
(PCHs). Grants made to facilities cover their costs 
to convert to EACHs and PCHs and form "rural 
health networks." 

Federal and state officials asked The Robert 
Wood Johnson Foundation to support the devel­
opment of the Technical Resource Center. This 
public-private collaboration represents the first 
time the Foundation has provided technical sup­
port for the grantees of a federal program. The 
Foundation has undertaken this unique collabora­
tion because of its strong commitment to sup­
port alternative models for strengthening the 
health care delivery system in rural areas. 

The primary objectives of the Technical 
Resource Center are: first, to facilitate interaction 
and communication among project directors of 
the EACH Program and provide a forum for the 
exchange of information and ideas between state 
grantees; and second, to provide technical assis­
tance on the organization of rural health net­
works and the development of EACH and PCH 
facilities. In developing the Technical Resource 
Center's workplan, the state project directors 
and hospital association officials from the seven 
states were asked to identify and ,rank their major 
technical assistance needs. The key needs identi­
fied through this process include: 
.guidance in interpreting HCFA's program rules, 
• avoiding violations of antitrust law, 
.developing emergency medical services plans 
and protocols, 
• assuring quality of care in PCH facilities, 
• developing sound financing strategies, 
• defining admissions criteria for PCH's, 
• linking facilities through telecommunications, 
• using effective community education strategies. 

The Alpha Center conducted a workshop for 
federal and state officials responsible for imple­
menting the EACH Program onJanuary 14-15, 
1993 in Baltimore, Maryland. The meeting includ­
ed four major sessions on key technical assis­
tance topics: Organizing Regional Emergency 
Medical Systems, Antitrust Issues for Rural Health 
Networks, Options for Financing Alternative 
Rural Hospitals, and Community Education and 
Decision-Making. The workshop also provided 
opportunities for the states to report on their 
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• 

efforts to implement the program .and for HCFA 
officials to address specific questions posed by 
the states in advance of the meeting. 

This report on the Essential Access Commun­
ity Hospital Program has six parts. The first arti­
cle provides an overview of the EACH Program, 
including a description of the fucility criteria for 
EACHs and PCHs and a discussion of some of the 
program's major implementation challenges. The 
next four articles summarize the four major ses­
sions from the]anuary workshop on'organizing 

• 

emergency medical serVices, antitruSt, financing, 
and community education and decision-making 
processes: The final section provides a profile of 
the EACH Prograrp in each of the seven partici­
pating states. 

For further information about the EACH 
Program or the Technical Resource Center on 
Alternative Rural Hospital Models please contact 
the Alpha Center at 1350 Connecticut Avenue, . 
N.W. Suite 1100, Washington, DC 20036. 

• 
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EACH Program Overview: States Seek to Am~nd 

law While Awaiting Release ofFinal Regulations 


,... ongress established the Essential Access, tory requirements for Essential Access Commun­
.... CommWlity Hospital Program over three ity Hospitals and Rural Primary Care Hospitals. It 
years ag'a as part of the Omnibus Reconciliation discusses some of the major problems with the 
Act of 1989, The program represents a unique ; EACH Program as perceived by the participating 

federal-state pannership to assure the 0 nr 
'I b'li f' c e emer espite the awa 109avru a I ty 0 pnmary ar , ­

gency services, and limited acuteinpa­ of grants, however, 
tient services in rural areas, where it is 

Implementation of no ionger feasible to maintain a full­
service hospital. The Program creates the EACH Program 
a new category of limited-service, or has stalled and
"down-sized," rural hospital Wlder 
Medicare called the Rural Primary fundamental concerns 
Care Hospital (pCH), whi~ must about the structure 
establish a network relationship with 

of the PCH facilitya larger, supporting EACH facility. The 
Health Care Financing Administra­ remain unresolved. 
tion's (HCFA) Office of Research and 
Demonstrations, oversees the program and has 

awarded over S17 million in grants to seven 

states and 73 hospitals within those states to 

d~velop rural health plans and to establish net­

works of EACH and PCH facilities. 


Despite the awarding of grants, however, 
implementation of the EACH Program has stalled 
and fundamental concerns about the structure of 

. the PCH f.lcility remain Wlresolved. HCFA issued 
draft regulations in October 1991 to collect put>­
lic comments, but has yet to publish the final reg­
ulations needed to fully implement the program. 
The states have provisionally designated f.lcilities 
as EACHs and PCHs, but no hospital has received 
final federal designation due to the lack of final 
rrues. Several states are also 'seeking 
Congressional amendments, Citing problems 
with both the original statute and HCFA's inter­
pretation of it as expressed in the draft regula­
tions. While they wait for clearer signals to 
emerge from Washington, however, the states 
participating in the program are, to varying 
degrees, using this opportunity to develop state­
specific models for rural health networks and to 
examine the broader issue of creating limited-ser­
vice rural hospitals. 

This article provides an overview of the statu-

states and f.lcilities and how HCFA is 
seeking to address these problems 
through the regu1ations. 

Facility Criteria for PCBs 
andEACHs 

.The EACH Program is based on the 
concepts of regionalization and net­
work formation and utilizes a hut>­
and-spoke design to link small and 
large f.lcilities that have varying ser­
vice capacities. Rural Primary Care 
Hospitals form the outer points of the 
network and are linked by referral 
agreements, commWlication systems 

and emergency transportation services to a larger 
Essential Access CommWlity Hospital, which 
serves as the network hub. 

In becoming a PCH, a licensed hospital choos­
es to limit its scope of inpatient services in 
exchange for less restrictive licensure require­
ments and cost-based reimbursement Wlder 
Medicare. It must agree to maintain no more than 
six inpatient beds for acute care services and pro­
vide only temporary inpatient care for periods of 
72 hours or less (Wlless a longer period is 
required because transfer to a hospital is preclud­
ed due to inclement weather or other emergency 
conditions) to patients who require stabilization 
before being discharged or transferred to another 
hospital. A physician, physician's assistant (PA) or 
nurse practitioner (NP) must be available to 
provider routine diagnostic services and to dis­
pense drugs and biologicals, and inpatient care 
provided by the PA or NP must be subject to the 
oversight of a physician. The PCH f.lcility must 
also "make available" 24-hour eme~ency care, 
however, the f.lcility is not required to keep staff 
at the f.lcility if beds are unoccupied. This means, 
for example, that medical personnel could be on­
call, rather than on-site, during the night if the 
f.lcility has an inpatient census of zero. Medicare 
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• 
payments for PCH inpatient services will be 
based on the reaSonable costs for. the facility . 
determined on a per diem basis. For outpatient 
services, the facility may elect either of two pay­
ment methods: a cost-based facility service fee 
with reasonable chailges for professional services 
billed separately, or an all-inclusive rate combin­
ing,both the professional and facility service com­
ponents, See Appendix I for additional facility 
requirements for PCHs. 

• 

An EACH facility must have at least 75 inpa­
tient beds and agree to provide emergency and 
medical backup service to the POIs in its net­
work. The EACH must be located more than 35 
miles from ,any hospital that is either designated 
as an EACH, classified as a regional referral cen­
ter, or located in an urban area but meets the cri­
teria for classifiCation as a regional referral center; , 
or meets other geographic criteria imposed by 
the state and approved by the Secretary of the 
Department of Health anq Human Sei-vices. 
(DHHS). It must accept patients transfefred from 
PCHs and agree to receive data from and transmit 
data to PCHs. Under Part A of Medicare, the. 
EACH will be reimbursed as a ~sole com.munity , 
hospital" (SCH) for which paYments are based 
more heavily on hospital-specific costs than 
under the Prospective Payment System. See 
Appendix 0: for a more detailed description of 
the facility requirements for EACHs. ' 

Role of the State 
State governments playa central role in the 

EACH Program. To be eligible for the program 
states must have developed or be developing a 
rural health care plan in con~ultation with the 
stite hospital association and must designate (or 
be in the process of designating) rural nonprofit 

, hospitals within the state as EACHs and PCHs. In ' 
addition to the federal requirements, the state 
may impose additional eligibility criteria for 
EACHs and PCHs; Before HCFA can designate' 

.EACHs and PCHs, the state must approve the· 
fatUi ties' applications for designation and show 

-. that their plans for forming a network are' consis­
tent with the state's rural health care plan. States 
selected to.participate in the program receive 
grant funds that may be used to carry out tl1e 

The law currently limits, the EACH Program to 
no more than seven states. In September 1991, 

, after reviewing 21 applications, HCFA awarded' 
grants to California, Colorado, Kansas, New York, 
North Cafolina, South Dakota and West Virginia: 
It classified the states as either "Type A" or "Type 
B". Five type A states (California, Kansas, North: 
Carolina, South Dakota, and West Virginia) were 
those that had already identified specific net­
works and wanted to implement their programs 
immediately. Two Type B states (Colorado and 
New York) were those that sought additional 
time to identify specific facilities for their net~ 
works. 

OBRA 1989 also permits the Secretary to 
award grants to facilities of up to $200,000 to 
support their conversion to EACHs and PCHs. In 
1991, HCFA made funds available t6 facilities in 
the Type A states. In September 1992, grants 
were awarded to facilities in the Type B states, as 
well as to facilities in .both neW and established 
networks in Type A states. Supplemental grants 
were also awarded to each of the seven states in 
this second round. HCFA awarded all of the grant 
funds-S9.$ million-available under the EACH 
Program infiscal year 1991, but only $7.4 million 
of the additional $9.8 authorizedJor fiscal year 
1992. Congress authorized no funds for the pro­

. gram in fiscal year 1993. 

HCFA Releases Draft Regulations 
,', InJantiary 1990, shortly after passage of 

OBRA 1989, rural health experts gathered to dis­
cuss the EACH Program at a national invitational 
.	meeting on alternative rural health care delivery 
models sponsored by the Federal Office of Rural 
Health Policy. Participants were partic'uIarly sensi­
tive to the potential difficulties ofbalancing fed~ 
eral needs for a uniform policy and basic 
standards with an array of unique local circum­
stances. I They noted tIi.at considerable challenges 

. would be posed by the diversity between states 
. regarding licensure/Certification requirements, 
planning capacities, and varying levels of experi­
ence in addressing rural health needs. There was 
also 'a general consensus that the progi'am must 

lAlpha Center. Alternative Models/or Delivering Essential 
Healtb Care Services in Rural Areas: Summary Report 0/ 

program and to improve communications and 	 an Invitational Worksbop beldJanuary 16-17, 1990, 
sponsored by the Federal Office of Rural Health Policy, emergency transportation systems, 
January 1991, p.vii. 

8 



Networking For Rural Health: The Essential Access Community Hospital Program DRAFT 
be "flexible" if it is to succeed, such as allowing 
states to use different criteria for designating 
EACHs and PCHs, or pennitting experimentation 
with various approaches to limiting the scope of 
services at PCH facilities: They noted that further 
clarification was needed regarding the law's state­
ment that PCH facilities could participate in 
Medicare's Swing Bed program, , which allows 
licensed acute care beds to be used as skilled 
nursing beds, in rural hospitals where patients 
could not otherwise be discharged due to a 
shortage of nurSing home beds in the area. They 
also questioned how flexible HCFA would be in 
granting waivers, especially regarding the 6-bed 
and 72-hour length-of-stay limits for PCHs. 

HCFA utilized its waiver authority under 
OBRA 1989 to address many of these concerns 
when it published its draft regulations, or "pro­
posed rules," for the EACH Program in October 
1991. Congress gave the Secretary ofDHHS two 
types of waiver authority. One is to designate as ' 
PCHs hospitals that have more than six beds or 
keep people more than 72 hours. The other is an 
authority to waive other requirements of the 
Medicare statute, except those relating to EACHs 
and PCHs, in order to make the program work. 
InJanuary 1993, at Alpha Center's workshop for 
federal and state officials responsible for the 
EACH Program, Thomas Hoyer, Director of 
HCFA's Division of Provider Services Coverage 
Policy, who is responsible for creating the regula~ 
tions, explained that the swing bed portion of 
the OBRA 1989 statute is inconsistent with its 
PCH provisions. According to Hoyer, "The waive~ 
authority was designed to allow uno correct 
such problems, It was not designed to allow us to 
change the EACH/PC~ program." Rather than 
have individual hospitals ask the Secretary for 
waivers because they need more than six beds or 
regularly keep some patients more than 72 
hours, HCFA chose to address the issue on a 
national basis by writing a regulation that says a 
PCH facility can have up to 12 beds ifit is a 
~wing bed hospital. This regulation, which is 
expected to be part of the final rule, would allow 
a PCH that was certified for the swing bed pro­
gram prior to conversion to hold patients longer 
than 72 hours, if appropriate, by switching their 
bed status from "acute care" to "nursing care'," 

No,more than 10 patients, however, could occu­
py these nursing care/swing beds at any time, 
leaving two available for acute care patients. 

, HCFA officials created this 100patient limit on •
swing beds in thar proposed regulations in light 
of the limited staffing and resource capacity of 
most hospitals that might elect to become PCHs. ' 
In,accordance with Medicare rules, the swing-, 
bed length-of-stay is not capped. 

States Propose Amendments 
Beginning inJanuary 1992, the project direc­

tors of the seven states participating in the EACH 
Program began a consensus-building pf9Cess to 
focus on changes to the program that would facil­
itate implementati0r:t. In a letter detailing "critical 
issues" for the EACH Program that they sent to 
HCFA officials in April, 1992 the project directors 
wrote, "while none of the seven states believe 
that the EACH is an end product of rural health 
delivery. restructuring, it is currently the only , 
alternative recognized in law. Without a base in 
the Medicare program, change in rural health •care delivery is a moot point. We believe the 
EACH concept is an alternative ofvalue ... and 
will assist policy-makers, regulators and change­
makers in the long process of re1bcusing rural 
health delivery." 

The states have developed a set of proposed 
~endments to the federal law that they believe 
would improve and expand the program. These 
amendments are now being considered by 
Congress as part of HR-ll. The amendments 
would allow greater flexibili ty for urban hospitals 
to be designated as EACHs by dropping the 
requirement that they be located a minimum of 
35 miles from other EACH facilities. Bi-state rural 
networks would be allowed where the grantee 
state believed that the most appropriate partner 
for either an EACH or a PCH was located across 
the border in another state. HCFA would also be 
authorized to designate up to nine EACH states 
expanding the current program by two. 

lfpassed, however, several of the proposed 
amendments would impose additional con­ •straints as well as freedoms in attempting to 
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redress what the states' perceive to be OBRA 
1989's most onerous requirements. For exam­
ple,the amendments would change the current 
limit on inpatient lengths of stay at PCHs to an 
average 72 hour length of stay. According to 

Hoyer noted that because of nursing home 
~form in 1987, "nursing home requirements are 
probably more burdensome in a rural area than 
hospital requirements, so if you are looking at an 
area with no manpower, nursin~ home beds are 

Hoyer, if HCFA officials detected that the current not necessarily the easy answer." 
72-hour limit was breached, they would assess Conclusion 

. the deficiency and ask the PCH for a plan of cor­
rection. Under the proposed amendment, how­
ever, HCFA would be given the authority to 
simply cancel the facility's Medicare agreement if 
it had an average length of stay over 72-hours. 

• 

The states also. believe that requiring a physi­
cian to certify that a PCH admission is for "tem­
poraryand immediate care," as stipulated under 
the proposed rule, would be too restrictive. 
Under their proposed amendments, physicians 
would be required to certify that PCH services 
"may reaso~ly be expected to be completed 
within 72 hours, or that a decision to transfer the 
patient may reasonably be expected to be 
reached within 72 hours." In practice however, 
this level of specificity may actually be more 
restrictive than the regulation now envisioned by . . 
HCFA. According to Hoyer, HCFA's current 
enforcement process would be "relatively merci­
ful in cases where some folks ended up staying 
longer." Similarly, the current law allows P(:Hs to 
deliver any hospital services that takes 72 hours 
or less, including surgery. On the other hand, 
HR-11 would permit only surgical procedures 
that can be done in an ambulatory surgery center. 

While these changes may turn out to be less. 
desirable than the states originally thought, one 
provision ofHR~11 could delay the release of final 
regulations even further. HR-11 would permit 
PCHs to provide swing bed services up to the 
hospital's licensed acute-care bed capacity at the 
time of conversion to a PCH, minus the number 

. of inpatient beds (up to six) retained by the PCH. 
Under Medicare's general swing bed program, 
where hospital beds may be used for nursing 
home patients, there is a presumption that hospi­
tals are well~staffed 24 hpurs a day. That is, how­

• 
ever, not true of PCHs. Hoyer explained that if 
HR-ll passes, PCHs with SWing beds may be 
required to comply with HCFA's regulations for 
nursing homes. Putting the current 100patient 
!:Iwing bed limit for PCHs into proper context, 

The EACH Program is the only federal pro­
gram that creates a new category of limited ser-. 
vice hospital facility under Medicare-"-the Rural 
Primary Care Hospital. The legislation that creat­
ed the program, OBRA 1989, stipulated very spe­
cific criteria for the PCH, giving the Health Care 
Financing Administration little latitude in drafting 
regulations for the program: HCFA has chosen to 
use its available waiver authority to establish the 
EACH/PCH initiative as a national program with a 
single set of implementation rules, rather than to 
encourage waivers on a facility-by-fucility or even 
a state-by state basis. HCFA's final rules for the 
EACH PrograIn wer~ cleared by the Secretary of 
DHHS in DecemJjer 1992 but now await final 
approval by the Office of Management and 
Budget. Ho~ quickly OMB will choose to act on 
the rules is uncertain, especially given the 
Ginton Administration's fast-track effort to 
create a broader health reform policy agenda. 
Congress may be ·the next player to mold the 
program it created th~e years ago. Amendments 
crafted by several of the seven states participat­
ing iri the EACH Program, are moving forward as 
part of HR-ll, a legislative vehicle carrying 
several higher priority bills that were vetoed by 
President Bush last fall. Some of these amenfr 
ments would give states and local fucilities some 
of the flexibility they feel they need to establish 
viable rural health networks, but others would 
require HCFA to go back to the regulatory draw­
ing bOard and delay the release of ~final" rules . 
even longer. While the lack of final regulations 
has delayed implementation of the EACH 
Pmgram, this federal-state partnership has bro­
ken important new ground in the development 
of rural health policy. The EACH Program pro­
vides an intergovemmental framework for creat­
ing regionalized health networks, or systems of 
care., that can better assure access to emergency 
care, primary care, and limited inpatient care 
Services in rural areas. 
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EMS: The Missing link in Rural Health Networks 

•n California rural health network has used tal open. It was on being able to get emergency 
!i] EACH/PCH resources to buy two ambu- treatment, and on being able to have primary ser­
lances. The state of West Virginia has used EACH vices," he said. 
Program funds to improve emergency medical While most people think of EMS as ambu­
services (EMS) system components, rr====O==========iI lance transportation, a comprehensive 

rganizingsuch as equipment, communication EMS system includes much more. 

linkages and training. But these exam- EMS systems is, Barak Wolff, session moderator and 
pies are the exception, rather the rule, Chief of Primary Care and Emergency 
according to early reports. UEMS "about as grassroots Medical Services for the New Mexico 

remains the miSSing link in most rural as you can get", Department of Health, defined an EJ.\1S 

health networks," saidJanet Reich, an WOlff said." system as, ua coordinated system of 
EJ.\1S Consultant from Arizona and 
author of a book called Success and Failure of 
Rural EMS Systems. All EACH/PCH grantees will 
have to deal with EJ.\1S system improvements at 
some point, but it is better to deal with them 
~ a crisis happens warned the panelists in 
the session on uOrganizing Regional Emergency . 
Medical Systems." 

Sooner or later, EMS issues rise to the top of 
EACH/PCH grantee concerns for several reasons. 
First, federal program rules specifically mention 
the development and support of emergency 
transportation systems as one of the purposes on 
which grant funds can be spent. Second, EMS is a 
critical part of the rural health safety net; if a rur­
.al hospital closes or the sole doctor retires, fron­
tier and rural areas have only EJ.\1S to tum to for 
basic health care access. Third, national trends 
are increasing the demand for £\1S in rural 
areas-more elderly people, growing public 
expectations, earlier hospital discharges, need for 
more transfers to tertiary care hospitals, and 
higher risk for certain types of injuries. Perhaps 
most important, however, are the profound con­
cerns of rural citizens for maintaining £\1S ser­
vices. At the meeting in January, Robert 
McDaneld, Administrator of the Kansas Board of 
Emergency Medical Services in Topeka recalled 

centralized access to a comprehensive 
: range ofemergency care." It starts with emer­

gency access (e.g. CBs, 911 lines) and dispatch 
capabilities, trained first responders, rescue 
squads and ambulance services. But it also 
includes communication with physicians during 
transport, hospital emergency departments, 
transfers to specialty care.facilities, and overall 
medical direction and quality assurance. 

Even before considering the organizational 
challenges associated with EMS system develop­ • 
ment, the structural problems facing rural EMS 
systems can seem overwhelming. For example, 
volunteers are hard to recruit and must be pro­
vided with high quality training. Often, there are 
outdated or weak communications infrastruc­
tures, so upfront investments are needed in 
equipment and technology. Major sources of 
finandng for emergency services are often inadeo 

quate, especially since ambulances and hospital 
emergency rooms must serve everyone, includ­
ing those who cannot pay. And it can be particu­
larly difficult to recruit and retain qualified health 
care professionals to staff the system. Many rural 
areas lack qualified physicians who have the time 
and interest to supply vitally important medical 
direction. 

While the panelists did not offer any Umagic 
meeting with a group of 30 people in the small 
community of Lakin, Kansas during the planning 
stages of the EACH Program. Their primary con­
cern, he said, was access to health care. "The 
focus was not specifically on keeping the hospi­

bullets" to solve these problems, they highlighted 
some strategies that have contributed to success­
ful rural EJ.\1S systems development. First, they 
underscored the importance of careful planning, .. • 
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to consider ~who to invite to the par­
ty". They urged EACH Programs to 

involve all the organizations that cur­
rently or are expected to participate 
in each stage of the process: from dis- . 

patch and pre-hospital care, to haspi­
tal emergency treatment of patients, 
to medical transportation of a patient 
from one facility to another. There are 
virnially no parts of the country 
where all EMS system componentS are 
handled by only one organization: 

One set of players include all of 
the ambuiance services operating in . 
the region, both those that are staffed 
by paid, professional paramedics and 
those staffed by lay volunteers, as well 
as fire and police departments. Since 
therds a wide range of organizations 
prOviding emergency services and 
many types of &\1:S personnel that 
vary from state to state, planning 
across state borders can be particular­

Networking For Rural Health: The Essential AccassCommunity Hospital Program 
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before a real crisis develops, by all. potential play- perform functions which are beyond their cur­
ers in the system. Organizing .fu\1:S systems is, rent scope of practice." For example, some 
~about as grassroots as you can get". Woiff said. hospitals may need to change their staffing con-
Janet Reich also emphasized how important it is ~ figuration, or allow R.N.s to provide advanced life 

ly difficult. There are approximately 35 different 
levels of pre-hospital personnel in the country 
recognized in some states but not in others. A 
second set of players are the emergency depart­
ment personnel in the EACH and the PCHs. 
Ms. Reich asserted that the federal law require­
ment for EACH hospitals to provide backup' 
emergency services ~will demand new approach­
es for how hospit31s interact with the pre-hospi­
tal care providers. Strict lines delineating the 
roles ofthe pre-hospital and hospital care 
providers will have to change ... [because] pre­
hospital care personnel will·be called on to 

. 12 

rr===li========n support and initial diagnosis prior to 
he provision of 

emergency. back-up 

by EACH hospitals 
''Will demand new 

approaches 

for how hospitals 

interact with the . 

. pre-hospital 

care providers.~: 

pre-hospital care . 

personnel will be 

called on to perform 

functions which are 

beyond their current 

scope of practice." 

the arrival of the physician, or permit 

. paramedics and EMTs to provide care 
in emergency rooms to ensure a 
.smooth transition 'from one level of 

care to another. State officials may 
need to enact new state legislation or 
provide waivers to allow providers to 
take on these new roles. 

Several panelists recommended 
, that expliCit agreements be written, 
. which clarify relationships between 
each hospital and each ambulance ser­
vice. Such agreements assure that 
each party understands its role in the 
system and its relationship to each. 
other. In some cases, the agreements 
will need to incorporate fairly explicit 
medical protocols, so that physicians 
and other stakeholders can define 
what leVel of care can be provided by 
whom. Tertiary hospitals must also 
get involved t6 support the EACH! 

PCH emergency transfer process. 
The third set of players are the politicall~d­

ers who have legal responsibility for the EMS 
system. In most parts of the country, that means 
a county board of commissioners. Because they 
tend to fight for resources for their constituents 
rather than for the entire county, Bobbie Hatfield, 

.R.N., an EMS consultant in West Virginia and 
former state legislator, recommended remOving 
direct oversight responsibility from this body and 
vesting it in an emergency medical advisory 
board, made up of public safety, pre-hospital, 
.medical and nursing personnel: However, local 
politicians as well as local businesses and other 
community leaders should still be involved in 
systems development. 
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Ms. Hatfield Oiscussed the importance ofdeal­
ing with cultural issues unique to each rural area. 
"You cannot understand how to develop a pro­
gram by sitting in meetings with people, asking 
what their problems are. You have to let them 
develop their own program: She recounted a 
story about her involvement in developing a local 
paramedic training program. "Somebody in the 
higher echelons [of state government] in West 
Virginia decided that the [paramedics] were 
going to wear pink smocks to go into the hospi­
tals to do their clinical training. As a result, the 
whole class quit ...you do not put loggers and 
miners in pink smocks: State officials can help 
the most, she said, by removing bureaucratic 
barriers. 

Another panelist, Dr. Nicholas Benson, ... 
Medical Director for the North Carolina Office of 
EMS, and current President-Elect of the National 
Ass<x:iation of EMS Physicians, stressed the 
importance of medical direction in an EMS sys­
tem. He talked about two types: 1) on-line or real­
time medical direction, i.e. the actual gi,,;ng of 
orders or giving of. permission to do certain inter­
ventions, and, 2) physician oversight of all 
aspects involving patient care of a pre-hospital 
system. "Medical direction ensures that there is a 
patient advOcate, that the patient will get the 
best care possible," he said. At the same time, he 
warned that many areas of the country face 
"a crisis of medical direction. There is a lack of 
physicians who are qualified ...who are interest­
cd... [or] who are educated in emergency 
medicine: 

•

To recruit weU-qUalified physicians, he strong­

ly advocated for'the addition of funds to an ENIS 

budget to adequately compensate a medical 
director. Yes, it costs more, but in return he said, 
"You get contractual accountability so that you 
can pin down the medical director to what your 
expectations are, and what he or she needs to 
'deliver." He also suggested using nurses to relieve 
some of the burden from medical directors; they 
can help physicians with some day-to-day admin­
istrative tasks and in some cases deliver on-line 
medical direction. 

His recommendations served to remind the 
audience about how difficult it can be to secure 
sufficient funds to establish a high-quality ElVIS 
system. While EACH/PCH funds provide wel­

. come financial supplem~nts to a few communi­
ties, they are only a drop in the bucket. Most 
communities have less resources to work with, 
not more. 

But there are~ns for optimism. First, •some states have enacted legislation which tar­

gets dedicated revenues to support local ElVIS 

providers. Second" McDaneld urged participants 

to think creatively about which services to main­

tain in distressed rural areas. While rural commu­

nities and their hospitals may not be able to 

provide specialty medical services, they may still 

be able to offer good basic primary care and 

emergency services. To do so, however, requires 

communities to develop appropriate expecta­

tions about can be performed within their own 

community. He concluded, "Until we are able 

to do that, [networks] are not going to be suc­

cessful either in rural Kansas or nationally." 


• 
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Antitrust Facts and Fears: Skidding on Ice?

• n fter hearing two legal experts discuss "being on a plane that is skidding around on the 
fil antitrust issues surrounding rural network ice as it taxis up the runway." He conceded, 
development, one is tempted to recall the words "There are serious iSsues to be considered," but 
of Franklin D. Roosevelt: "The only thing we have added, "there is a lot that you cando." 
to fear is fear itself." Although their rr===N===========il Essentially, antitrust law prohibits 
presentations noted certain situations etworks become certain types of: a) agreements or 
that merited caution, they contended more suspect If "conspiracies" to restrain trade, for 
that EACH/PCH grantees' fears con- example, through price-fixing or allo­
ceming possible violations of antitrust the joint venture . cating markets among certain com­

laws were largely misplaced. is undertaken· petitors; b) conduct by monopolists 
The EACH Program's attempt to by competitors or those attempting to monopolize 

foster the development of rural health particular markets; c) price discrimi­
networks justifies a certain amount of to disguise nation; and, d) exclusive or preclusive 
anti~t apprehension. Such net- anti~competitive dealing. Antitrust law also governs the 
works may involve arrangements structure of mergers and joint ven­
between hospitals to apportion ser- conduct. tures-and potentially the. networks 
vices, consolidate operations, and 1 in the EACH Progrnm-so as to prO. 
perhaps even close some facilities entirely. While mote competition. Prohibited joint ventures 
these actions may result in lower health care include agreements among separate entities that· 
costs and improvements in quality, they have also restrain trade and those that consolidate entities 
been challenged by the Federal Trade in a way that would invoke the merger law 
Commission and the U.S. Department ofJustice, (Section 7 of the Clayton Act). • 	

\ 

as both agencies increased their oversight of In general, antitrust enforcement has been 
antitrust activity in the heal~ care field during favorable toward joint ventures in the health care 
the last 10 years. arena because they can be pro-competitive. They 

Thus, grantees came to the EACH/PCH work- " can produce efficiencies by reducing transaction 
" shop on "Antitrust Issues for Rural Health co.stS, consolidating research and development, 
Networks" desperately seeking some legal niles or pooling resources, all of which can allow orga­
of the road. What can facilities do legally in terms nizations to compete more effectively. Networks 
of collaboration and networking activities? lf the"y that help to introduce new products or allow 
cannot do something prohibited by antitrust entities to buy or share services and equipment" 
laws, can state governments provide "state action that they could not have done on their own are 
immunity" to permit certain mergers or collabo- . likewise .viewed as pro-competitive. When net-
ration to occur? works serve to integrate facilities or services, or 

Neil Motenko, a partner in the law firm of improve access and quality of care as in the 
Nutter, McClennen and Fish in Boston, who spe- EACH Progrnm, the result can be seen as general­
cializes in antitrust litigation and counseling, ly promoting efficiency and competition. 
explained that antitrust law has few hard and fast The key test in these examples concerns the 
principles or regulations. Instead, much of it has effect on competition; ifa bona fide joint ven­
evolved through case law and judicial decisions ture promotes competition, then judges are more 

• 
in state and federal courts. Because of this, likely to rule in favor of the arrangement. Those 
Motenko compared fears ofantitrust suits to 	 that improve health care and lower health care 

costs are generally allowable under the antitrust 
laws. Motenko also advised that, "if you integrate 
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•

and share risk in order to provide more efficient networks and joint ventures." He advised those 
health care services, you have a legitimate joint with any doubts to seek guidance from legal 
venture." The mere appearance of merging opera- counsel, from publications prepared by the 
tions may not be sufficient absent meaningful American Bar ASsociation's Antitrust Section 
integration and risk-sharing. He also rr==="=T=======""iiI Health Care Committee (of which 
s:iid that "if providers are not talking he lack of clear Motenko is Vice Chairman), and by 

about price, [there is] a lot more guidelines and consulting with their state Attorneys 
, room to maneuver." General offices, the FfC or Depart-

The major issue in networks and ' conflicting federal ment ofJustice-"on a no-names 

joint ventures concerns the players; if court decisions basis." 
competitors are involved, there are" Those who feared that their ruralcreates a "chilling
more antitrust issues than if a ,single health care networks could violate 
hospital develops its own network. effect" on network federal or state antitrust laws were 

Networks become more suspect if the formation, particularly intrigued by Ellen Cooper's presenta­
joint venture is undertaken by com- tion on "state action immunity" . 
petitors to disguise anti-competitive since small rural Cooper is the Chief of the Antitrust 

conduct. Antitrust questions may also hospitals lack the Division of the Maryland Attorney 
be raised if the network "aggregates General's Office, and chair of the 
power" in the relevant product or resources to challenge Multi-state Antitrust Task Force's 

geographic market to such an extent antitrust suits." Health Care Working Group of the 
that it can easily raise prices or 
exclude competitors or otherwise create market 
distortions. But what constitutes the relevant geo­
graphic market in a rural area? And with the 
scarcity of providers in rural areas, can any joint 
venture truly be said to increase competition? 
While few suits have been brougJ:t against 
providers in rural areas, a recent opinion in a 
case involving a hospital in Ukiah, California 
treated the geographic market as relatively large. 
Since bigger geographic areas are likely to con­
tain more competitors, there is less opportunity 
for adverse competitive effects. But other deci­
sions have .viewed the geographic ffiarketmore 
narrowly. 

Many people remain concerned that the lack 
of clear guidelines and conflicting federal court 
decisions creates a "chilling effect" on network 
formation, particularly since small rural hospitals 

National Association of Attorneys 

General. She explained that this doctrine, which 
 • 

, dates back to a 1943 Supreme Court decision in 
Parker v. Brown, exempts state actions from 
antitrust law. Thus, state entities and state 
employees acting pursuant to a clear authoriza­
tion from the state are protected. Furthermore, 
a 1980 Supreme Court decision clarified that the 
state action doctrine also immunizes private 
entities from antitrust liability if the state has: 
1) clearly articulated a policy to displace compe­
tition with regulation; and 2) the state actively 
supervises the 'anti-competitive conduct. 

State policy, expressed by the state legislation 

or d1e state's highest court, is clearest when it 

pertains to a particular, rather than general class 

of, activity. She warned however, that other , 

expressions of state policy, such as decisions of 

licensing boards, are not necessarily covered by 


lack the resources to challenge antitrust suits. the state immunity doctrine. And the need for 
However, Motenko believed that, "there is mis­
placed fear about antitrust laws in the conte..xt of • 
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state supervision has come to mean "that the 
state has to exercise ultimate control over the 
challenged anti-competitive activity. The mere . 
presence of some state activity or some state 
monitoring is not sufficient. State officials .. 
.must have and exercise power to review particu­
lar anti-competitive acts ofprivate parties and dis­
approve those that fail to accord with state 
policy.". 

• 

Cooper advised state officials that wanted to 
enact legislation to incorporate language protect­
ing all of the parties involved. This would include 
not just the state and the state officials or munici­
palities or counties irivolved, but the private par­
ties, private hospitals and medical staff that may 
also be implicated. She emphasized that the legis­
lation should, "set out the state's intent to 

increase access by replacing competition in ·rural 
health care areas with a system of regulation, to 
have the legislation delegate authority to a state 
agency to establish regulations, and to provide 
for staffing and funding of some kind of oversight 
of the rural health care scheme. Then-and this 
is extremely importanF-the state must actually 
review the network's activities on an ongoing 

. basis to make sure that state policy is being exe­
cuted properly." 

Until such laws are passed, however, Motenko 
suggested that EACH/PCH networks consider the 
strength of the arguments they can make to sup­
port the "rule of reason" test, wh~ch is used by 

judges to examine the effects of a particular activ­
ity on competition. In order to have a violation of 
the rule of reason, there. has to be a substantial 
adverse effect on competition that is not out­
weighed by pro-competitive benefits. For exam­
ple, if EACH/pCH networks constitute legitimate 
joint ventures that allocate services in a way that 
promQtes quality of care or access to health care, 
the arrangement, "could be viewed as a reason­
able restraint ancillary to a legitimate joint ven­
ture," he said. In other words, the networks 
could be sacrificing some types of competition in 
order to enhance other benefits in a competitive 
marketplace. 

Since it remains largely true that competition 
is more difficult to achieve in isolated markets, 
some still argue that explicit exemptions from 
antitrust laws should be made for rural networks. 
Under a man~ged competition approach, for 
example, th~ may need to be an explicit 
acknowledgement that competition cannot 
occur in rural areas. W David Helms, President of 
the Alpha Center, believed that a federal law may 
be necessary to encourage certain arrangements 
that could be perceived as anti-competitive. 
"State action is wonderful," he concluded, "but. 
the ultimate protection would be federallegisla­
tion that gives rural networks an explicit exemp­
tion from the antitrust laws." 

• 
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Throwing the Dice? Risks and Realities in 


Rural Health Network Financing 

or the past year or so, Dian Pecora, admin­[II 
istrator for Southern Humboldt 

Community Hospital District in North California, 
has been trying to figure out whether it is finan­
cially wofthwhile for her hospital to become a 
Rural Primary: Care Hospital (pCH). The process 

. she said, "has been extremely fluid [because] 
information has been conflicting and confusing. 
Rural hospitals have been asked to make choices 
about financing and licensure status before they 
knew the final rules." Because of this uncertainty, 
Pecora and many other rural hospital administra­
tors may come to view the decision to become a 
PCH as a gamble. It remains unclear which set of 
financing strategies will be most favorable for 
their facilities. Should they retain risk-based DRG 
paymen~ for inpatient services? How should 
they bill for outpatient services-separately or 
through a blended rate? Is it better to provide 
long-term care services through a skilled nursing 
facility or home health care? To help make sense 
out of the confusion and reduce the degree of 
risk-taking, three panelists at the workshop ses­
sion on "Options tbr Financing Alternative Rural 
Models" presented findings from P~H finanCial 
feasibility studies. In each case, they triedto 
determine whether cost-based reimbursement 
would be more advantageous than risk assump­
tion under Medicare's prospective payment sys­
tem (PPS). They also offered some thoughts on 
factors other than reimbursement methods that 
contribute to a successful financial strategy for 
rural hospitals. 

Steve Rosenberg, a California-based health 

care financing and the workshop's moderator, 

explained the basic financiaI options for PCHs. 


. Rural hospitals that become PCHs can be expect­
ed to provide three sets of services, each of 
which are paid according to different reimburse­
ment rules: 

• Limited inpatient services. The PCll pro­
gram limits hospitals to no more than six inpa­
tient beds, and restricts length-of-stay to 72 hours 

on average. If a hospital becomes a PCH, it will 
be reimbursed on the basis of reasonable costs. If 
it does not seek PCH certification, the hospital 

will continue to be reimbursed under Medicare 
Part A (prospective payment using DRGs) rules. 

• Outpatient services. The PCH program allows 
facilities to choose between: a) a cost-based facili­
ty service fee with reasonable charges for profes­
sional services billed separately; or b) a 
cost-based blended or all-inclusive rate that com­
bines both the professional and facility services. 

• Long term care. PCHs can provide skilled 
nursing services in a distinct pan skilled nursing 
facility; and/or in a swing bed, and/or as home 
health services, each with different Medicare and 
state Medicaid reimbursement systems. 

Almost any reimbursement alternative to the 
Medicare prospective payment system (PPS) has 
been welcome news to small rural hospitals. 
Many of them had been financially harmed by . 
PPS, so a cost-based reimbursement system look­
ed as if it might be a financial blessing- even if 
they had to downsize to qualify for it. The blend­
ed Part B rate was also viewed as one that could 
help rural communities build systems and net­
works between inpatient and outpatient services. 

But certain rural hospitals may not find it to 
their advantage to abandon the PPS system just 
yet. Federal legislation that changed PPS rules in 
OBRA 1989 is beginning to improve the financial 
picture for many rural hospitals. It began to 
phase out of the rural-urban rate distinction, 
established a single national rate which will be in 
effect by 1994, and finalized capital rules which 
tend to favor rural hospitals that have older facili­
ties. In fact, one of the studies featured in the 
workshop confirmed that risk-based reimburse­
ment could be more beneficial if certain changes 
were made in hospital operations.' 

Pecora, who administers one of the PCHs in 
California, described both the process and sub­
stance of those changes for her facility. The near 
closure of the hospital in 1986 prompted the 

• 


• 


• 
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hospital to explore a number of alternatives. reimbursement for fucility costS,' only one of the 
They tried to develop networks with other hospi- nine would have had 'a positive bottom line­
tals and clinics in nearby counties and began to . I assuming that Medicare payments were limited 
study their operations with the help of a slate ' to charges rather than costs. 
Alternative Rural Hospital Models pro­
gram. In the process, they learned 
that the hospital's average length-of­
stay (ALOS) was fuirly high for. 
Medicare patients. They revitalized' 
the utilization review committee,. 
whose efforts were instrumental in 
increasing the number of patients· 
admitted for short-term outpatient 

observation, which is eligible for 
Medicare Part B reimbursement. The 
hospital also added a new distinct-part 
skilled nursing facility (DP-SNF). 
These initiatives helped to reduce 
ALOS, and as a result, Pecora discov­

• ered that the advantages of cost-based 
reimbursement were reduced. 

rr===========;J 

" •••asuccessful 
financial strategy Is 

dependent on the 

allocation of joint 
costs between 

inpatient, outpatient, 
and long-term care 

services•••not solely 
on whether a PCH is 

reimbursed on acost 

or risk basis/' 
il======:==,"""",,",,,,,,,===='1 

The third study was the only one 
to examine the impact of a "blended" 
rate of fucility and professional ser­
vice costs on a hospital's bottom line. 
It was performed by Karen Travers, 
President of Travers Associates, a con­
sulting firm in Augusta, Maine, for a 
hospital in Webster Springs, West 
Virginia. In that state, hospitals must 

perform a community needs assess- . 
ment before receiving state certifica­
tion as a pcA.. The needs assessment 
disdosed that the community needed 
additional primary care providers, 
expanded home health services, and 

Significant improvements in both the 


.emergency response system and men-

Contrasting these findings were those of a . tal health care. It also found that the hospital was 

study performed by John Wendling, managing overstaffed, .given its average daily census. . 
partner ofWendling, Noe, Nelson andJohnson, a Based on the results of the needs assessment, 
certified public accounting firm in Kansas. The . West Virginia rules also require potential RCPHs 
study'S purpose was to determine how a select to undertake a financial feasibility sti.IdY of the 
group of rural hospitals, some ofwhich were his- reorganized rural health system. The community 
tori cally Medicare-dependent and very small, designed the PCH as the hub of an integrated sys­
would fare as a PCH. The study retrospectively tern combining limited hospital services, primary 
reviewed medical records to assess where care, home health care, and emergency medical 
patients would have been cared for-in the PCH,services. Travers' financial projections foUnd that 
in an EACH, in a swing bed, etc. Hospital man­
agers were then asked how they would have 
staffed the hospital under those conditions. 
Based on their responses, the study compared 
the financial impact of cost-based reimbursement 
to the hospitals' previous experience under flPS. 

Generally, the Kansas study found that for 
facilities with smaller volume, cost-based reim­
bursement was preferable to risk. But the advan­

• 
tage was not strong; while six of the nine 
hospitals in the study would have improved their 
financial status as a PCH receiving cost-based' 

the hospital's co'nversion to PCH would likely 
result in a precipitous drop in its proportion of 
Medicare days-from 78% to 9'% of all patient 
days. Since the community wanted to maintain 
current health care personnel and reduce net. 
loss of jobs, they planned to shift hospital-based 
staff to other positions. Some public health per­
sonnel and functions were even brought into the 
hospital to complete the service continuum. 

After projecting costs·and estimating revenues 
under various reimbursement options, her analy­
sis found: 1) acute care services would continue 
to generate a net loss, 2) primary care would 
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generate surpluses using Rural'Health Clinic 
(RHC) cost-based reimbursement; and 3) home 
health services would be budget-neutral. The ' ' 
bottom line was positive overall, largely because 
the RHC rate represents an all-indusive blend of 
Medicare Part B professional fees and allowable 
facility costs. The blended rate is high-again, as 
long as Medicare payments are not limited to the 
lower of costs or charges. 

The findings from all ,three studies suggest 
that a successful financial strategy is dependent 
on the allocation between inpatient, outpatient, 
and long-term care services and not solely on' 
whether a PCH is reimbursed on a cost or risk 
basis. Their results indicate substantial benefits 
may be possible by beefing up primary care ser­
vices and billing for them using a blended rate of 
facility costs and professional services, which are 
paid on the basis of reasonable costs. It also 
appears that, in some situations, distinct part 
SNFs may be more advantageous than swing 
beds. Rosenberg speculated that "PCHs with mul­

•

tiple service centers over which to spread fixed 
costs, an integrated Part B rare,and a distinct part 
SNF, may not need cost-based reimbursement for 
inpatient services, especially as ORGs move to a 
single national rate after 1994." 

While many hospitals are still unsure about 
the financial implications of the EACH Program, 
the studies stressed the importance of perform­
ing financial analyses and 'ongoing efforts to reor­
ganize or improve the management of existing 
services. Rosenberg believed that the process of 
making a rural hospital finanCially viable is "three~ 
quarters management"'. Pecora's financial studies 
have also shown her that "the most important 
part of the process has been the work that is 
done to develop, implement, and put systems of 
patient care together for rural communities." 
Financial analyses and system reforms, they con­
cluded, replace the high-stakes risk usually associ­
ated with network formation with a stronger 
sense of reality. • 

• 
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From Hospital to Health System: 
Making Progress through Process• 

D here's a joke that goes: How many psychi­ strategic planning. Another problem he encoun­
atrists does it take to change a light bulb? ters is the tendency of, "communitiesto blame 

Only one, but the bulb has to want to change. So outsiders. They say, 'It's the fault of federal reim­
too, it seems with changes in the way rural hospi- bursement policies, it's the fuult of state licensure 
tals or health care providers deliver rr====,=,W=========U and regulatory rem1irements, it's the 

ithout "'­services. Networks, augmented prima- fuult of greedy doctors who don't 
ry care, or any other significant appropriate want to come here to practice:" 
changes in rural health services do not Then why even bother with com­
happen overnight. And they will not community education munity education and community 

occur just because federal or state and decision-making decision-making processes? Because 
policies dictate them. Rural communi- without them, federal or state efforts processes, federal
ties must adopt these goals as their to develop regional health networks 
own, and take'part in a process to or state efforts to in rural areas are destined to fuil, 

reach them or they will never be develop regional McGinnis asserted. Everyone may 
achieved, according to panelists in the agree on the need for better access to' 
session on "Community Education health networks in health care, but unless everyone also 
and Decision Making." rural areas are agrees on how best to achieve it, the 

Robert Van Hook, a rural health goal will much harder to attain. For 
destined to fail."

• 
consultant and former director of the 
National Rural Health Association 
opened the session by presenting an overall 
frameWork, which he and Victor c6cowitch 
developed, that portrays all of the inputs and out- . 
puts of rural health systems change. 

The process begins with the catalysts for 
change: external incentives and pressures, new 
information, leaders or change agents, and the 
methods and structure for conSidering alternative 
options. These catalysts plant the seeds of change 
that are then fertilized by community debate, 
organizational development, and technical assis­
tance. When it works, the interaction between all 
of these elements results in improvements in the 
way rural communities use and organizations 
deliver health services. When it fails, communi­
ties and organizations risk further deterioration. 

• 
It is difficult to gain community involvement,. 

panelists stressed. For one thing, apathy abounds. 
"One in five fumilies moves every year. People do 
not solve problems locally anymore. They move 
away from them," said Paul McGinnis, Project 
Director for the Mountain States Health Corpora­
tion and a private consultant specializing in 

example, few communities can under­
stand the benefits of downsizing a 

beloved hospital without knowing what will 
replace the services that are lost. Decisions that 
require people to travel further to receive health 
care are hard to implement without community 
" . 
consent. 

In order to gain their participation, McGinnis 
advised state-level officials to help local people 
see that, "We are not fixing blame, we are fixing 
problems; and added, "people will only become 

. involved in public policy decisions whenth~y 
can see the .results of their participation." Though 
it takes more time and effort, he said, gaining the 
support of businesses, educators, clergy and oth­
er community leaders is absolutely essential. 
Their input ensures that changes in hospital ser­
vices will enhance health services overall and 
benefit or at least not harm the local economy. 

McGinnis offered a few basic guidelines for 

state-level officials to follow in order to make it 

easier for community members to become and 

stay involved: 

• Provide all of the information that is relevant in 
language they can understand, and then trust 
them to make good decisions. 
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• Make sure that all of the people who have pow­
er and influence to actually implement decisions 
are sitting at the table. 
• Ensure that the decision-making process pre­
cedes changes, rather than the other way around. 
• Help communities implement their decisions 
by intervening with federal agencies where nec­
essary. 

State level officials must also carefully consid­
er how and where to enter a community to help 
it begin to change, according to Victor 
CocowitCh, a management and strategic planning 
consultant who specializes in working with rural 
hospitals. Offering technical assistance to rural 
communities is, "like throwing a few stones into 
the middle of the pond and watching the ripples 
go on for three or four years," he observed. "You . 
have to sort out how those reverberating circles 
are going to work together." 

Cocowitch primarily enters communities 
through hospital boards of directors. In his prac­
tice, he finds that hospitals pursue systems 
change according to three different models: 
• developmental change, which improves that 
which already exists; 
• transitional change, which uses strategic plan­
ning to create a new model over a period of time; 
and 
• transformational change, which is often 
prompted by severe crises, and facilitates the fun­
damental change that rural hospitals must under­
take in order to adapt to a rapidly changing 
environment. 

At the beginning, Cocowitch often observes 
that, "People have this belief that they do not 
have a health care system in their community 
unless it has two stories ofbrick and an emer­
gency room and a hospital sign." But if he can get 
hospital CEOs and trustees to confront the mag­
nitude of the changes they must make to survive 
in the new health care environment, they quickly 
see that they cannot do it alone and begin to 
appreciate how important it is to bring others 
into the process. At that point, the ripples ()f con­

necessary to move the public health department 
inside its walls or workwith physicians to fonn a 
PPO or capitated system. 

Steve McDowell learned the basic principles •of community education and decision-making 
from one of the founders and most successful 
practitioners of rural health systems develop­
ment. Several years ago, he asked]im.Bernstein, 
Director of the North Carolina Office of Rural 
Health and Resource Development, how to 
develop rural health systems. McDowell recalls 
him saying, "You need four things to affect 
change: data, an outside facilitator, money, and 
leadership." Since then, McDoweU, a former 
Director of the Kansas Office of Rural Health and 
currently the Director of the Integrated 
Community Health Development Project for the 
Kansas Health Foundation, has been putting 
those words of advice into practice. Through the 
project, the Foundation provides support for data 
collection and analysis, outside facilitation and 
~nancial assistance, although it cannot supply 
local leadership. . 

Developing such leaderShip is one of the 
most important functions of community needs 
assessment, education and decision-making, •
McDowell said. When done correctly, these 
methods not only develop community leaders, 
but help them reach consensus about an appro­
priate scope of services and a structure for the 
delivery of those services. The real sign of suc­
cess, he said, is when "people know exactly 
what those words mean." 

McDoweU too finds the hardest part of the 
process is getting rural communities to change 
their perception of the hospital as the beginning 
and end of a health care system. Unfortunately, 
the EACH Program requirements don't help; they 
assume that hospitals are at the center of deci­
sion making and restrict the health network 
requirements to the hospital. 

Getting people to understand that a health 
care system means more than just a hospital is 
half the battle, he said. It helps to perfonn a com­

cern that have spread to the community and to munity health assessment on a complete scope 
physiCians can be merged with those of the hos­ of services, from public health and home health 
pitaL And in so doing, hospital officials may real­
ize, for example, that ids not just possible but • 
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services to hospital and nursing homes. It also , 
helps to provide information aboutcurrent uti­
lization patterns and financial performance, so 
people begin to understand what's working and 
what's not. And when the community group is 
ready to examine various alternatives" it is espe­
cially important to provide rural·specific options. 
"Rural is not small urban. You cannot downsize 
an urban mooel and make it work," McDowell 
said. 

While it is important to offer as much techni­
cal assistance and information to local communi­
ties as possible, the state government's role in 
initiating change at the local level is more encom­
passing, according to Paul FitzPatrick, Director of 
New York State's Office of Rural Health. State 
officials must also work to create a positive cli­
mate for change in rural health delivery systems 
by educating other state-Ievd pOlicymakers, 
including state legislators, state provider associa­
tions, and state executive agencies about how 
they can help. 

In New York, a State Rural Health Council was 
formed for this purpose. It has been instrumental 
in persuading state policymakers to approve ' 
$50,000 grants to local communities to help 
them develop rural health networks or systems. 
In addition to these financial incentives,the state 
has set up a framework to ensure that state-level 
and local-level "conversations for change" , as 
Fitz.Patrick called the two processes, are compli­
mentary. The framework is expressed in a set of 

~ ··q~A·f,F~ . "~,~ ~D
ruraI health development guidelines which per" 

. mit local flexibility, while still assuring some 
basic accountability to state poli9'makers. 

Lindy Nelson, Director of Rural and Primary 
Health Policy and Planning for the. Colorado 
Department of Health, stressed that meaningful 
opportunities for involvement are as important at 
the state level as they are at the local level. In 
Colorado, for instance, a state task force was set 
up to help plan the EACH Program. Task force 
members were given responsibility' for develop­
ing criteria, drafting regulations, and apprOving 

,the applications of hospitals that want~d to be 
designated as EACHs or PCHs. This not only 
involved them personally, but gave them incen­
tive to get input on the structure of rural health 
networks from other people in each of the com­
munities they represented. ' 

At what point should state program officials 
involve the community in ¥te development of 
networks? When should they transfer major 
responsibility for network development to the 
local level? The sooner the better, panelists 
agreed. While most of the states participating in 
the EACH Program were unable to involve every 
affected community in the process of change , 
before submitting their federal application, pan­
elists made it clear that it is never too late. The 
product is the process, they said. Delaying the 
community's involvement will only make it more 
difficult to change the light bulb. 
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Profiles of State EACH Programs • 
his sec~on'of th~ ~port discusses the Research, Inc. andD Essential Access Community Hospital updat,ed by the Alpha Center. The following 

(EACH) Program as it is being developed in the 
seven states that have received grant funding 
from the Health Care finandng Administration. 
The infonnation is based on progress reports that , 
were presented by the states at a recent work­
shop conducted by the Alpha Center for federal 
and state offidals responsible for impl~menting 
the EA<;:H Program. Maps identifying the rural 
health networks under development in each state 
were prepared by Mathematica Policy and 

symbols are used to designate various types of 
mcilities or networks. 

E =EACH Grantee 

P = PCH Grantee 

M = Member Hospital, not an EACH or 
PCHGrantee 

* =State Program Network, not receiving 
federal funds 

• 

• 
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alifornia's recent involvement in shaping 
the health care delivery system in rural 

areas dates back to 1978, when the state legisla­

ture established criteria to identify small, rural 
hospitals for planning purposes. A decade later, 
the legislature passed Assembly Bill No. 2148 
which directed the Office of Statewide Health 
Planning and Development (OSHPD) to review 
acute care operating and building code regula- . 
tions; to assume responsibility for granting 
waivers or exceptions to regulations that were 
determined to be excessively burdensome to rur­
al hospitals; and to, research existing alternative 
rural hospital models and develop a new model 
for California. 

• 
Under this authority, OSHPD appointed a 

technical advisory committee which was charged 
with the development of the Alternative Rural 
Hospital Model (ARHM) Program. In some ways a 
precursor to the federal EACH program, the 
state's application to the federal government was 
a direct outgrowth of its work on the ARHM pro­
gram. Indeed, the two programs have become 
closely linked; participation in the ARHM pro­
gram is an eligibility rcquirement for PCH desig­
nation in California. 

The ARHM program provides exceptions 
from certain state hospital certification and licen­
sure requirements for hospitals in rural or remote 
areas of the state, whose financial viability has 
been jeop~rdized by these rules. The program 
adopted a limited service hospital model by 
allowing ARHt\1 hospitals to drop inpatient surgi­
cal services. All ARHM fucilities must offer five 
basic core services: standby emergency medical 
services; basic medical holding/stabilization 
capacity; basiC ambulatory care for outpatient, 
services; basic laborat~ry services; and basicradi­
ology services. Beyond that, ARHM rules allow 

• 
facilities to select their own scope of services 
using a "building block approach". Facilities have. 
the option of adding additional service modules 

. such as ambulatory surgical services, obstetric . 
services, and expanded radiology services. 

Individuals involved in the planning process 
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for the state's EACH application believe that the 
federal program introduced :in important new 
requirement for limited service facilities­

networking and local integration of services. 
California currently has two networks (and one 
network that was initially rejected by HCFA for 
technical reasons, which is now under appeal). 
The two netwqrks were developed with substan­
tial input from EMS personnel, the public hcaIth 
department, primary care groups, and private' 
practice groups. While several facilities in other 
areas have expressed interest in the concept of 
networks, they are waiting to sec the Health Care 
Financing Administration's final regulations for 
the EACH program before seeking PCH designa­
tion. In the meantime,· however, the fuct that all 
PCHs are also designated ARHM facilities sug­
gests that the ARlit\1 process may become an 
incremental step in the hospital downsizing 
process in Ca!ifornia. 

Network 1: 

P, 2 

E 

EACH: Mayers Memorial 
Hospital, Fall River Mills 
PCH: Surprise Valley Hospital, 
Cedarville 
Mamb: Indian Valley Hospital 
District, Greenville 

-
Network 2: 
EACH: Tahoe Forest Hospital, 
Truckee 
PeH: Sierra Valley Community 
Hospital, Loyalton 
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Colorado 


[I] ver the. past several years, the problem of 
assuring access to health care in 

Colorado's rural and frontier areas has become 
more pronounced due to hospital financial pres­
sures and a dwindling supply of rural physicians. 
Such factors led the state to experiment with a 
number of innovative rural health delivery mod­
els that in tum, spurred the state's interest in 
participating in the federal EACH Program. 

For example, in 1979, Colorado established a 
new class of health facility, called the 
"Community Clinic Emergency Center" (CCEC), 
which integrates ambulatory primary care with 
limited inpatient services. The CCEC can be con­
sidered a prototype to the rural primary care hos­
pital (pCH), because they too, may have a 
maximum of only six beds in which patients can 
stay for no more than 72 hours. Most CCECs can­
not be designated as PCHs, however; because 
they have never been licensed as hospitals, 
which is a requirement for receiving Medicare 
certification. 

Another model program is the Silverheels 
Health Center in mountainous and isolated Park 
County. After a nine-bed county hospital closed, 
energetic local leaders opened this primary 
care/emergency care center, that is staffed by 
non~physician providers and integrates public 
health services. A third program-the Rural 
Healthcare Initiative-is sponsored by The 
Colorado Trust, a state-based foundation. This 
program has supported the development of local, 
regional health care systems by awarding grants 
to groups' of rural health care centers, rather than 
individual facilities. 

In order to build on these programs, the 
Colorado Department of Health decided to apply 
for participation in the EACH Program as a "Type' 
B" state because more time was needed to design 
a statewide approach for developing rural health 
networks. State officials have pursued a strategy 
that ensures the networks are designed to meet 
the needs of local communities: It has approved 
funds for six self-identified networks to hire their 

works must also establish advisory and oversight 
boards comprised of representatives from local 
social service agencies, public health depart­
ments, schools; and local government bodies. 

The state health department has also sought 
to involve local representatives in the design of 
the state's overall strategy. State officials created a 
task force which includes interested individuals, 
hospital administrators, and state personnel. The 
task force is charged with establishing state crite­
ria for PCHs, EACHs, and networks, reviewing all 
facility grant applications, and making recom­
mendations to HCFA for designation. 

Currently, Colorado officials are trying to 
determine how to implement the 72 hour maxi­
mum length of stay for PCHs. Substantial dis­
tances between the EACHs and PCHs makes this 
a potential problem for some facilities. Undy 
Nelson, Director of Rural and Primary Health 
Policy and Planning in Colorado, remarked, "The 
thought of having to, send somebody 70 or 100 
miles down the road when they could actually be 
taken care of within their own community is 
something that our hospitals are struggling with." 

Network 1: 
EACH: SL :'Iarys Hospital, 

Grand Junction 

PCH: Rangely District Hospital, 

Rangely 


Network 2: 
EACH: Valley View Hospital, 

GlenWOOd Springs 

PCH: Pioneers Hospital, 

:'keker 

Network 3: 
EACH: Routt Memorial, 
Steamboat Springs 

Network 4: 
EACH: Sterling RMC, Sterling 
PCB: Haxtlm Hospital, Haxtun 

Network 5: 
EACH: Arkansas Valley RMC, 
La Junta 
PCB: Weisbrod Memorial, Eads 

Network 6: 
EACH: San Luis Valley RMC, 

Alamosa 

PCH: St.joseph Hospital, 

Del Norte 


I. 


• 


• 

own consultants who can perform local needs PCH: Kremmling Memorial, 

Kremmling 
assessment and other planning activities. The net­
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Kansas


• 


• 


• 


D he EAOI Program in Kansas, which con­
sists of 10 networks, is the largest among 

the seven state grantees. Currently, there are 
eight EACH hospitals, two supporting hospitals, 
fourteen RPCH facilities, and nineteen member. 
hospitals included in the program. Eight of the 10 
networks have received federal funding while the 
remaining two did not qualify for the federal 
grant. Those two include one that crosses state 
lines and is based on a supporting hospital in 
Oklahoma, and another that depends on an 
urban supporting hospital. 

The Kansas Hospital Association and private 
foundations have been instrumental in support­
ing the development of several rural health initia­
tives in Kansas'including the EACH Program. In 

1985, the Robert Wood Johnson Foundation 
awarded a grant to the Kansas Hospital 
Association to analyze the potential for providing 
nontraditional health and human services in 
small rural hospitals. Additionally, the Kansas 
Health Foundation (formerly known as the 
Wesley Foundation) has funded a special Primary 

, Care Bridging Program Iliat supports residency 
training in rural communities. Perhaps the great­
est impact on the state's EACH Program came 
from a 1990 Kansas Health Foundation grant that 
jointly funded the Kansas Hospital ASSOCiation, 
the Department of Health and Environment, and 
the Emergency Medical Services Board to analyze 
the potential for EACH/PCH networks in Kansas . 
and to prepare an application for a HCFA grant. 

Kansas has created a three-pronged approach· 
to developing their networks. The first involves, 
community education. Kansas program officials 
found that the initial process of designating net­
works failed to educate the affected communities 
adequately about the EACH Program. 
Consequently, network participants find them­
selves in communities that have no knowledge of 
the program, and have heard some negative pub­

26 


licity surrounding the proposed regulations and 
standards. Kansas offidals believe it is important 
to ensure that residents in these communities 
understand the EACH program and its goals. 
Prograin staff are working with each hospital in 
the program to conduct an objective appraisal of 
community and provider perceptions and based 
on that appraisal, develop a plan for community 
education. 

The second area of the network development 
process focuses on the Emergency Medical 
Services (EMS) plan. EMS systems must be capa­
ble of providing care to patients with urgent 
medical problems and ensure that the services of 
a physician or midlevel provider are available 
within a reasonable length of time. The PCH will 
be responsible for providing an initial diagnostic 
evaluation, a limited range of definitive treat­
ments, necessary resuscitation and stabilization, 
and for initiating transport to the EACH or other 
back-up hospital for services not offered at the 
RPCH. 

The final area of the network development 
process examines physician relationships and 
referral protocols. The purpose of this process is 
to devise ways for physicians within a network to 
relate to each other and decide how medical 
staffs at EACHs and RPCHs will interact on a regu­

, , 

lar and formalized basis. 
Because of the varying situations of the indi­

vidual networks, Kansas decided not to impose a 
state-wide approach or a single type of consult­
ing procedure to the process ofnetwork devel­
opment. Instead, they have written a Request for 
Proposals for consultants to work with the net­
works on the three'major planning tasks. The 
objective is for each network t? select its own 
consultant in order to develop a process that it 
feels will best fit its needs. 

A unique feature about the Kansas program is 
the inclusion of facilities that are neither EACHs 
nor RPOIs. Kansas refers to these networks as 
"member facilities." Many hospitals were interest­
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• 
ed in participating in a network, but were not eli­
gible to become RPCHs or were not willing to 
enter into the designation process. Kansas saW 
no logical reason to eXclude these hospitals from 
taking part in a mutually supportive networking 
process and have included them from the begin­
ning. 

Additionally, Kansas views the EACH Program 
and other alternative service delivery models has 

~ 

being on a continuum with options available to 

rural communities. They have discussed three 
levels of potential network systems: first, the 
EACH/PCH network as defined and conceived in 
the federal program; second, a network which is 
based on the concept of the EACH/PCH pro­
gram, but without the federal rules and guide­
lines; and third, an integrated service model 
network which includes a broader set of services 
in a network system concept that goes beyond 
hospitals envisioned in the EACH/PCH program. 

Network 3: 
EACH: Asbury-Salina RMC, 
Salina 
PCH: Jewell County Hospital, 
Mankaro 
Memb: Republic County 
Hospital, Bellville 
Memb: Mitchell County 
Hospital, Beloit 
Memb: Lincoln County 
Hospital, Lincoln 
Memb: Ottawa County 
Hospital, Minneapolis 

Network 4: 
EACH: Memorial Hospital 
Association. Manhattan 
PCH: Dechalro Hospital, 
Westmoreland 
Memb: Wamego City Hospital, 
Wamego 

Network 5: 
EACH: Central Kansas Med 
Center, Great Bend 
PCH: Labette County Med 
Center, Parsons 
PCH: Baxter Memorial 
Hospital, Baxter Springs 

Network 6: 

EACH: Mercy Hospital, 

Independence 

PCH: Wilson County Hospital, 

Neodesha 


Network 7: 
EACH: William Newton 
Memorial, Winfield 
PCH: Cedar Vale Community, 
Cedar Vale •Network 8: 
EACH: Ellinwood District 
Hospital, Ellinwood 
PCH: Oswego City Hospital, 
Oswego 
Memb: Clara Barton Hospital, 
HoisinglOn 
Memb: S1. Francis Regional 
Medical Center 

'~ 
:3 

P 
E~M 

4 

Network J: 
EACH: St. Catherine Hospital, 

Garden City 

PCH: Kearney County Hospital, 

Lakin ' 

PCH: Lane County Hospital, 

DighlOn 

PCH: Wichita County Hospital, 

Leoti 


Network 2: 

EACH: Hays Medical Center, 

Hays 

PCH: Grissell MemOrial, 

Ranson 

PCH: Rawlins County Hospital, 

Atwood 


Memb: Plainville Rural 
Hospital, Plainville 
Memb: Decatur County 
Hospital, Oberlin 
Memb: Graham County 
Hospital, Hill City 
Memb: Trego County Hospital, 
Wakeeney 
Memb: Northwest Kansas 

. Regional Medical Center, 
Goodland 

Memb: Citizens Medical 

Center, Colby 

Memb: Sheridan County 

Hospital, Hoxie 


.. • 
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'New York
• 

~ ew York State was actively involved in the 
~ development of ruraL health netWorks, " 
evenbefore the EACH Program. Since 1982,the 
state has provided network planning grants to . 
over twenty projects under its Rural Health: 
Network Demonstration Program. The state 
asked the Health Care Financing Administration . 
to accept four of these n~tworks ~der the EACH 
Program, but only one of. the sites has been . 
awarded EACH/PCH grant funding. The other 
three applications were not accepted for techni­
cal reasons. 

InJune 1992, the New York State Department 
of Health, in cooperation with the New York , 
State Rural Health Council, drafted a set of . 
Proposed Rural Health Network Guidelines and 
Requirements to assist with the state's rural 
health network initiative. The document presents 
guidelines for two different alternative facility 


, models, one ofwhich is a primary care hospital 

(PCR). The other model envisions an upgraded 

diagnostic and treatment center that would 
enable community health centers to add capacity·, 
to serve urgent an<;llimited emergency medical ' 
care needs. 

The ,proposed guidelines are intended to 
serve several purposes in rural health network' 
development. First, they outline the current poli­
cy directions being promoted by the Rural Health 
Council and the Department of Health. Second, 
they define the process andestablish'require~ 
trieots for rural health network development that 
will allow rural communities throughout New 
York to avail themselves of the fiscal benefits and 
regulatory flexibility of this initiative. Third, tlle 
document provides a framework for identifying 
and assessing other new approaches to organiz­
ing and 'financing rural health services. Finally, , 
the network guidelines provide an overall struc­

• 
ture for state support of network delivery 
approaches. 

In addition to these guidelines, 'the 
, Department of Health and the Rural Health 
Council have developed three strategies to 
enhance the effectiveriess of the proposed 
EACH/PCH networks in New York: First, all four 
networks have developedoperational plans that 
describe , the networks' mission, goals, orgartiza­
tional structure, operating principles, service 
area, and functions and ability to conform with 
,selected service delivery model. Currently, these 
operational plans are being evaluated for confor­
mity with New York's proposed rural health net­
work guidelines and requirements. , 

The second strategy is the development of a' 
legislative proposal to be incorporated into the 
nextset of changes inNew York's hospital reim­
bursement methodology. The proposed iegisla­
tion defines networks, alternative service 
facilities, including UPgraded ambulatory care 
centers andprimary care hospitals, and core full 

, service hospitals (including EACHs); It also estab­
lishes a three-part grant program for promoting 

, the development of netWorks: a planning grant 
to provide up to $50,000 a year for, up to two 

p P 
/' 

Network J:' , 
EACH: Olean General Hospital, . 

Olean 

PCH: Cuba Memorial HO~Pital, 

Cuba 

PCH: Salamanca Hospital 

District AuthOrity, Salamanca' 
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years to allowc0n:tmunities and providers to 
develop a network operational plan; a start-up 
grant of up to $500,000 to' suppon infrastructure 
costs associated with implementing the network; 
and an administrative grant of $100,000 to 
$200,000 per year for up to three years to pro­
vide operational suppon for the administration of 
the network. ~e legislation would also establish 
a permanent reimbursement stream for key net­
work providers once they have become fully 
operational. Annual rate enhancemehts would be 
provided to the core full- service hospital to cov­
er its additional costs for supporting the network, 

• 

and to upgraded care centers for the additional 
costs of providing emergency services: Finally, 

the legislation would allow a fucility that converts 
to a primary care hospital to maintain its histori­
cal revenue stream under the current hospital 
reimbursement system. It is estimated that on 
average this package would amount to $5.75 mil­
lion annually. 

The third strategy is the creation of a rural 

health provider panel to assist in establishing 
admissions criteria, developing an exceptions 
process, and reassessing the currently proposed 
criteria and standards for primary care hospitals. 

• 

• 
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North Carolina 


D he approach to the EACH Program in 
North Carolina is consistent with many 

years of work in the development of rural health 
resources. It combines support to communities 
to ensure their active involvement in decision­
making with a comprehensive range of technical 
assistance to facilities and community leaders. 

When it becomes clear that their hospital can 
no longer survive in its current form, state pro­
gram officials believe that community members 
must be involved in decisions regarding the pre­
ferred tYPe of service delivery model. At the 
same time, they understand that 'information and 
technical assistance can help these communities 
make'informed choices and implement changes 
most appropriate to their area. 

Consequently, North Carolina's Program pro­
vides many types of technical assistance to EACH 
and PCH facilities to support their conversion 
efforts and strengthen their networks. The Office 
of Rural Health and Resource Development 
(ORHRD) spends a great deal of time on basic 
organizational development with both hospitals 
and communities, which includes strategic plan­
ning sessions with the hospitals' board of direc­
tors and board of trustees, as well as 
development of public relations strategies for 
overcoming problems often associated with the 

Network I: 
EACH: Spruce Pine Hospital, 

Spruce Pine 

PCH: Burnsville Hospital, 

Burnsville 

M8IIIb: Memorial Mission 

/iospital, Asheville 


Network 2: 

EACH: Watauga Hospital, 


E~ 
P 

6 
P-E 

Network 3: 
EACH: Halifax Memorial 
Hospital, Roanoke Rapids 
PeH: Our Community 
Hospital, Scolland Neck 

Network 4: 
EACH: Chowan Bospital, 

Edenton 

PCH: Bertie Memorial Hospital, 


transition to PCH hospitals. ORHRD staff also 
assess management strengths and weaknesses 
and are in the process of developing training pro­
grams for all of the EACH and PCH facilities. 

Reimbursement is another area in which 
ORHRD staff spend· a great deal of effort. For 
example, one of its specialists helps hospitals 
analyze financing options, such as the relative 
advantages of Rural Health Clinic versus Federally 
Qualified Health Clinics (FQHC) reimbursement 
for outpatient services. They also work with pri­
vate physician practices, particularly where they 
are having trouble surviving and their retention is 
key to staffing the RPCHs. Therefore, ORHRD is 
devoting more time in reimbursement and billing 
procedures to help those struggling practices. 

Finally, North Carolina officials provide assis­
tance to the networks in health profeSSional 
recruitment, fundraising, and specific program 
development. Over the course of the past year 

. they have helped to find 10 to 12 physicians for 
EACH and PCH hospitals in the state. They have 
also conducted tWo fund raiSing drives with PCH 
facilities, which raised $65,000 and $250,000 to . 
support conversions. They have also helped to 
set up long-term care units in hospitals and are 
currently in the process of developing Medicaid 
case management programs for the elderly. 

Network 5: Network 7: 
EACH: Carteret General EACH: Rutherford Hospital, 

Hospital, Morehead City Rutherfordton 

PCH: Sea Level Hospital, PeH: Crawley MemOrial, 

Sealevel Boiling Springs 


M8IIIb: Cleveland Memorial 
Network 6: Hospital, Shelby 
EACH: Richmond Memorial 
Hospital, Rockingham 
PeH: Anson County Hospital, 

Boone Windsor. Wadesboro 
PCH: Blowing Rock Hospital, 
Blowing Rock 
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South Dakota 


n major goal of the South Dakota EACH 
riJ Program is to preserve and improve 
access to a set of basic or essential health ser­
vices in rural areas of the state. These services 
have been defined as primary care (which 
includes preventive health services), acute care 
(which includes emergency room services), 
ambulance services, and nursing care. To accom­
plish this goal, South Dakota has developed sev­
eral strategies. 

The first step involves a basic determination 
regarding which rural hospitals are either "at­
risk" or "access-critical." The former includes 
hospitals that face a high probability of closing in 
the next year as well as those in which continued 
operation over a two to five year period is in 
question. "Access-critical" rural hospitals are 
those that provide access to essential health ser­
vices (emergency, primary, acute, and nursing 
care) in a service area where few, if any, other 
providers of such essential services ,exist. By iden­
tifying hospitals that fit into these two categories, 
South Dakota has been able to structure the type 
and level of technical assistance needed to help 
stabilize their operations. 

Since it is difficult to accurately predict which 
hospitals are likely to close, South Dakota offi­
cials have developed a system to assess the rela­
tive risk of closure. They have identified 
characteristics of hospitals that have closed, 
developed standards to measure degrees of risk, 

. and applied these standards to each hospital to 
determine its degree of risk. Through the risk­
identification process, and provision of technical 
assistance, three hospitals that were at greatest 
risk of closing are still operating. They arc in the 
process of converting to PCHs and are establish­
ing networks with EACHs. 

South Dakota's second strategy focuses on 
providing technical assistance to designated 
EACHs and PCHs as well as activities designed to 

foster the development of health care networks. 

One area involves resolving critical health profes­
sional shortages in rural areas. For example, they 
have begun to study the feasibility of sharing per­
sonnel among network facilities. Although the 
study is not yet complete, one EACH has already 
started a locum tenens program which brokers 
professional services on a temporary basis. Other 
technical assistance areas include improving the 
delivery of emergency medical services within 
networks, establishing telecommunication link­
ages between EACHs and PCHs and examining 
financial reimbursement issues fur PCHs. 

Additionally, South Dakota offers two services 
to assist communities with financing health pro­
jects and community-based planning efforts. The 
first is the "Health Project list", which is a roster 
of projects that have been approved by the 
Department of Health, in accordance with crite­
ria and standards of the state's Primary Care Plan. 
Those on the list are eligible to receive funding e· 
from the Governor's Office of Economic Devel­
opment and its Community Development Block 
Grant Program. 

2 E 

;/ 
p 

Network 1: Network 3: 
EACH: SL Mary's Healthcare, EACH: Prairie Lakes Health 
Pierre Care Center, Watertown 
PCH: Gettysburg Memorial, PCH: Deuel County 
Gettysburg . Memorial Hospital, Clear 

Lake 
Network 2: 
EACH: St. luke's Midland 
Regional Medical Center, 
Aberdeen 
PCH: Holy Infant Hospital, 
Hoven e 
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The second is the "Charting a Healthy Future" Osberg, Branch Manage~ of the South Dakota 
program which helps communities give local res- ' Office of Rural Health explained, "we need to 
idents a voice in configuring a health care deliv­ spend more time working with folks in the com·' 
ery system that meets their needs more . munity toeinform them about the purpose and 
effectively. This program fits well with one of the goals of the program." The Charting a Healthy 
the state EACH Program's highest priorities of Future process not only educates the community 
getting broader community participation in the but helps residents become involved in decisions 
process of network development. As Bernard affecting community health care services. 

• 
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West Vrrginia 


D he West Virginia EACH Program has 
'already made great headway. Its networks 

are conducting thorough community needs 
assessments, carrying out financial analyses, and 
purchasing sorely needed equipment for provid­
ing emergency medical services. 

These early achievements ,are due in large part 
to a strong and committed leadership. A solid 
partnership has been formed between the state 
Office of Community and Rural Health Services 
and the West Virginia Hospital Association, 
which fosters open communication between the 
two organizations and allows frequent discus­
sions about program goals and directions. 
Furthermore, the state's EACH Advisory Council 
has been operational since 1990 and continues to 
be instrumental in directing program policy. 

The Council has developed a two-step 
process for network designation. Upon receiving 
preliminary designation, a network must conduct 
a community needs assessment according to 
state specifications, conduct a financial feasibility 
study, and submit a budget to the state before 
applying for final designation. Throughout this 
process, the state periodically brings together the 
grantees to provide advice, clarify state require­
ments, and allow the grantees to share their 
experiences with one another. Finally, a public 
hearing is held in the network's area before the 
commissioner of public health makes the final 
designation. 

Improvements in the emergency medical ser­
vice (E1\1.S) constitute a central component of 
West Virginia's EACH Program. The state has 
installed a microwave tower in mountainous 
Webster County in order to enhance direct com­
munication between ambulance personnel, the 
PCH, and a regional emergency medical com­
mand center. The use of this technology allows 
the emergency medical command center to 
direct an emergency case to the most appropri­
ate care facility and, most importantly, bypass the 
PCH when treatment is recommended in a 

• 

higher-level facility. Currently, the state's 
microwave communications network covers 
40 percent of the state's population. 

In addition to the EACH/PCH model, West 
Virginia officials are interested in promoting 
other network models for areas with different 
combinations of providers. "We are looking for 
state resources, foundation resources, grants, 
etc., because there are hospitals and primary care 
centers, that are ready to implement other mod­
els," said Mary Huntley, Director of the Office of 
Community and Rural Health Services. 

To further their efforts, the state has initiated 
a study to determine which models can work in 
three areas of the state: one with a primary care 
center, two physicians, and a local health depart- ' 
ment, but no hospital; one with two competing 
hospitals and a primary care center; and one 
with a tertiary care center that currently has an 
affiliation with three rural hospitals. The study is 
to be completed by early March. • 

Network 1: 
EACH: Logan General 
Hospital, Logan 
PCH: Guyan Valley Hospital, 
Logan 

Network 2: 
EACH: United Hospital 
Center, Clarksburg 
PCH: Grafton City Hospital, 
Grafton 
PCH: Webster County 
Memorial, Webster Springs 

Network 3: 
EACH: Davis Memorial 
Hospital, Elkins 
PCH: Pocahontas Memorial 
Hospital, Marlinton 
Mamb: Broaddus Hospital, 
Philippi 

• 
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• Appendix I 
Rural Primary Care Hospital (pCR) Facility Requirements 

Criteria for the Designation ofFacUities 

• Be located in a rural area (an area oucside a met­
ropolitan statistical area) or in an urban county 
whose geographic area is substantially larger than 
the average area for urban counties and whose 
hospital service area is similar to the service area 
of hospitals located in rural areas (OBRA-90) 

• Comply with Medicare hospital conditions of 
participation at the time it applies 

• Participate in the network's communication 
and data-sharing system 

• To have been closed for not more than one year 
prior to the application date ror PCH designation 
(OBRA-90) 

Service Criteria1 

• • "Make available" 24-hour emergency care 

.Agree to cease providing inpatient care, except 
as specified below: 

a Not more than 6 inpatient beds 

aTemporary inpatient care for periods of 
72 hours or less (unless a longer period is 
required because transfer to a hospital is 
precluded due to inclement weather or 
other emergency conditions) provided to 
patients who require stabilization before 
being discharged or transferred to anoth­
er hospital 

• May maintain swing beds 

• Have a physician, physician's assistant or nurse 
practitioner available to provide services, provide 
routine diagnostic services (including clinical lab 
services), and dispense drugs and biologicals in 
compliance with state and federal law 

SOURCE: OBRA-1989, except as noted, as summarized by 
Suzanne Felt and George Wright in Diversity in State's 
Early Implementation 0/EACH Program, Mathematica 

Linkages and Referral Relationship Criteria2 

• Enter into agreements with the EACH for the 

referral and transfer of patients 


.Agree to participate in the netWork's communi­
cations system including electronic sharing of 
patient'data, telemetry, and medical records if the 
network operates such a system 

PersonneVStaffing Criteria 

• Meets staffing requirements of other rural hos­
. pitals, except for the following: ' 

• Need not meet standards for hours or days of 
operation, as long as it meetS requirement to pro­
Vide 24-hour emergency care 

• Furnish the services ofa dietician, pharmacist, 
laboratory technician, medical technologist, or 
radiological technologist on a part-time, off-site 
basis 

• May allow a physician's assistant or nurse practi­
tioner to provide required inpatient care subject 
to oversighfby a physician 

Medicare Reimbursement 

• Inpatient PCH services to be covered under 
Medicare Part A and defined the same as inpa­
tient services delivered in any other hospitaL 
Payment will be made only if a physician certifies 
that services had to be furnished immediately on 
a temporary, inpatient basis 

a For the first 12-month cost reporting 
period: a per diem payment to be made 
based on the reasonable costs of the 
f.lcility· 

2Applies to PCHs that are members of a rural health 
network. The Secretary is required to give preference to 
facilities participating in a rural health network, but may 

Policy Research, Inc., july 27, 1992. 

IThe Secretary has authority to waive the 6-bed, 72-hour 
service limits. 

designate not more than 15 PCHs outside grantee states that 
would not meet rural health network requirements as 
defined in the law .. 
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a Uiter periods: payments to be the per­
diem payment amount for the preceding 
12-month cost reporting period, 
increased by the PPS update factor for 
rural hospitals 

aOn or after January 1, 1993: a prospec­
tive payment system to be used for 
inpatient PCH services 

• Outpatient PCH services to be covered 
under Medicare Part B, for services defined as 
hospital outpatient services 

a Before 1993, facilities may elect either 
oftwo payment methods: 

(1) a cost-based facility service fee 
with reasonable charges for profes­
sional services billed separately, or 

(2) an all-inclusive rate combining 
both the professional and facility 
service components 

a ByJanuary 1, 1993, a prospective pay 
ment system for outpatient PCH services 

. is to be developed 

• 


• 


• 
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Appendix II 
E5sential Access Community Hospital (EACH) Facility Requirements 

Criteria for the Designation ofFacilities 

• Be located in a rural area (an area outside a 
metropolitan statistical area) 

.Be located more than 35 miles from any hospi­
tal that is designated as an EACH, classified as a­
rural referral center, or located in an urban area 
but meets the criteria for classification as a 
regional referral center; or meet other geographic 
criteria imposed by the state and approved by 
the Secretary of Health and Human Services 

• Have at least 75 inpatient beds, or be located 
more than 35 miles form any other hospital (the 
Secretary may waive these restrictions) 

• 
• Agree to provide emergency and medical back­
up services to PCHs in its rural health network 
and staff privileges to PCH physicians 

.Accept·patients transferred from PCHs 

.Agree to receive data from and transmit data to 

PCHs 

• Meet any other requirements imposed by the 
state with the approval of the Secretary 

• SOURCE: OBRA-1989, as summarized by Suzanne Fell and 
George Wright in Diversity in SIale's Early lmplemenla­
lion 01 EACH Program, Mathematica Policy Research, Inc., 
July V, 1992. 

Medicare Reimbursement 

• Hospitals designated as EACHs by the Secretary 
will be treated as "sole community hospitals" for 
payment purposes 

• If the Secretary determines that an EACH incurs 
increases in reasonable costs d)Jring a cost 
reporting period and will incur increases in sub­
sequent periods because it became a member of 
a rural health network, the hospital's target pay­
ment amount will be increased to account for the 
increased costs 
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