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FOREWORD

Under directives in llouse Joint Resolution No. 1047 and Senate
Bill No. 28, 1976 session, the Colorado Legislative Council appointed
a comittee to study methods of control of the costs of health care
and to continue the study of Colorado Blue Cross-Blue Shield which had
begun in the 1975 interim,

This volume includes the report of the Committee on Health,
Environment, Welfare, and Institutions I, which report was accepted by
the Legislative Council at its meeting on December 6, 1976, A staff
report is also presented as a sumary of some of the information pre-
sented to the committee.

The committee and the Legislative Council are appreciative of
the cooperation of the numerous persons who assisted the committee in
its hearings and deliberations this year. Representatives of the many
organizations and persons speaking for themselves provided information
which will continue to be valuable in future consideration of the
topics of health care costs and Blue Cross-Blue Shield.

December, 1976 Lyle C. Kyle
Director
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COMMITTLE REPORT

COMMITTEE ON HEALTIJ, TNVIRONMENT,
WELFARE, AND INSTITUTIONS I

The HEWI I Committee submits the following report concerning
issues relating to the control of health care costs, although no
recommendations for legislation are being submitted. The directives
to the committee were as follows:

A study of controlling the costs of health care limited
to: methods of payment; uniform charges for comparable ser-
vices; physicians' demands on the system and their relation to
cost; wniform systems of accounting for facilities; provision
of statewide high quality health care; other states' measures
for controlling costs; impact of medicare and medicaid; rela-
tion of suppliers' cost to hospital costs; and continuation of
the review of Blue Cross-Blue Shield pursuant to S.B. 28, 1976
session. (lI.J.R. 1047 and S.B. 28, 1976 session).

Five meetings were held during which the items in these direc-
tives were discussed with numerous organizations and individuals hav-
ing an interest and expertise in health care matters. As the study
evolved, the committee focused on three major areas: health care
planning, utilization review of health care services and facilities,
and rate setting for health care providers. Outlined below are the
problems identified and alternative approaches to health care cost
containment from the perspective of the three areas noted. A more
detailed summary of the committee's activities and findings is con-
tained in the staff report of this volume.

While closely related to the cost of health care, a separate
portion of the directive concerned issues relating to Colorado Blue
Cross-Blue Shield. The committee's report on these issues is at the
end of this report.

I. Health Care Cost Containment

Four separate proposals directed toward controlling health care
costs were prepared by individual committee members. Two draft bills
were submitted to create a rate review commission. A third proposal
would repeal and reenact the state's certificate of public necessity
statutes and the fourth proposal would increase the authority of the
state's health planning and licensing agencies to permit the
decertification of health care facilities. Since these proposals, or
some variations thereof, will probably be presented in future legis-
lative sessions, this report outlines their major provisions. The
committee, however, submits no recommendation concerning legislation.




Rate Review Commissions

Representatives Stephen Lyon and Morgan Smith presented draft
legislation to create a rate review commission. The Lyon and Smith
bills were similar in most important respects, a major exception being
that different cammissions would conduct the rate review. The Lyon
bill, a version of H.B. 1224 introduced in the 1976 session, would
create a new, independent commission for the purpose of conducting the
rate regulation activity; the Smith draft would add this to the func-
tions of the Public Utilities Commission. The PUC would be
strengthened with the addition of specialists in health care economics
to its staff.

The Lyon bill would add two other major provisions not included
in the Smith bill: (1) establishment of a formal relationship between
health planning and the rate review functions; and (2) creation of a
technical advisory council for the rate review commission.

Provisions of the two bills are described below.

egglication. Both bills would apply rate regulation to li-
censed health care facilities, including general and psychiatric

hospitals, nursing care facilities, and rehabilitation centers. Com-
munity mental health centers, doctors' offices, federal facilities,
and facilities providing treatment through prayer or spiritual means
would be exempt. Services regularly provided as a part of the health
care facility would be subject to rate regulation, but the personal
care services of physicians performed at the licensed facility would
not be subject to rate regulation.

Comparative information. Under both proposals, health care
providers would be required to disclose accounting practices, finan-
cial information, and other reports through a uniform reporting
system. On the basis of this information, the commission would estab-
lish and approve rates. Facilities could be classified in peer groups
by size, location, form of ownership, and services provided, so that
comparisons could be made between institutions within each peer group.
A request for an increase in a rate could not be approved if the cur-
rent rate is greater than 115 percent of the average applicable rate
within the same peer group classification.

Setting of the rates. Rates would be determined on a prospec-
tive basis at a level calculated to meet the facility's reasonable
financial requirements for a designated period of time. Under both
bills, the factors which the commission would consider in setting
rates include:

- efficiency in operation;
- direct and indirect costs of providing health care;

- interest on moneys borrowed for operating cash and capital
requirements;




- research and educational programs related to patient care
which are not controlled by earmarked funds;

- losses due to unpaid charges and from charity cases;

- depreciation, based on historical cost; and

a variable factor for net income, adequate to provide work-
ing capital, debt Tretirement, Treasonable capital
reserves, and maintenance of the credit position required
to obtain borrowed or invested funds as needed.

A rate schedule established and approved by the commission
could not be altered without approval of the commission. If a change
in the rate schedule is desired, the facility would submit a budget
proposal to the commission at least 90 days prior to the beginning of
the facility's fiscal year. The commission, within 60 days (Smith
bill) or 45 days (Lyon bill), would review the data, hold a public
hearing, and approve or modify the rate request. Procedures are
included for a facility to request reconsideration of the decision of
the commission. The time limitations for rate approval could be sus-
pended if the data submitted were not adequate or acceptable for the
rate making process.

Variations in rates. Provisions were included in both bills to
allow variations 1n approved rates, ''based on an unusual occurrence
beyond the control of the health care facility." Regulations of the
commission would provide for a determination of what constitutes an
"unusual occurrence' which would result in a significant positive or
negative variation in the expected budget of the facility. If such a
situation occurs, the facility would apply to the commission for
reconsideration of its approved rate.

Variations in rates also could be granted under alternative
methods of rate determination and payment. The commission would be
authorized to "promote and approve experimental alternative methods'
for reimbursement of health care costs.

Disclosure of rates. Public disclosure of rates would be
required by the commission and by each facility under both bills. The
comnission would publish both the approved dollar rates for each
facility and the percentage changes in the rates over the previous
year. Facilities would post their approved rate schedules and would
also be required to have another copy available for public inspection.

Incentives. Both bills would provide incentives for efficient
management and operation of facilities by allowing a facility to
retain any surplus earned because of efficient operation. However, if
a facility is less efficient than anticipated, it would incur a defi-
cit rather than simply make an upward adjustment in its rate struc-
ture,




The commission and health planning. The bill draft presented
by Representative Lyon included provisions for coordination of
information between the commission and health planning agencies. For
example, all requests for rate changes would be referred to Health
Systems Agencies (HSAs) for their comment and advice.

In addition, the annual budget of each facility, plus informa-
tion on the utilization of services and proposed changes in either
existing or new services offered would be submitted to the state divi-
sion of health planning. This information would be furnished at least
90 days before the beginning of the facility's next fiscal year. The
state division would have 45 days in which to respond to the commis-
sion as to whether the services proposed to be offered are necessary
to meet the needs of the region and whether the projected utilization
figures are reasonable., If a particular service in a facility is
determined to be unnecessary by the division, the cormission would not
include this service in its consideration of the facility's budget.
The costs of phasing out the service, or for the continuation of the
service pending an appeal of the decision would, however, remain in
the budget. '

Technical council. Under the Lyon proposal, a health care
technical council would be established to provide assistance and
advice concerning regulatory legislation. The fifteen member council
would consist of representatives from hospitals, nursing homes, and
practice of medicine, health insurers, accountants specializing in
health care accounting, educators, and the State Department of Social
Services.

Health Care Planning - Repeal and Reenactment of Present Statutes

A proposal received from Representative Traylor suggested the
repeal of the existing certificate of public necessity legislation,
and the replacement of the health facility advisory council estab-
lished under the public necessity law with a new board. Representa-
tive Traylor recommends repeal of the existing certificate of public
necessity statutes because, in his opinion, this legislation and the
administration under the law have not been demonstrably effective in
controlling the expansion of health care services. (Data on the
results of decisions under the Colorado statutes are included in the
staff report section.)

In the opinion of Representative Traylor, planning for health
care should be separated completely from regulatory activities in the
health field. Confusion between regulatory types of functions and
plamning functions has resulted in inadequate plamning. The state
needs a comprehensive health plan and the health planning division has
not had the time or resources to develop such a plan because its pri-
mary efforts have been devoted to the issuance of certificates of
public necessity.




The Health Facilities Advisory Council would be replaced by a
three or five member part-time comnission. However, Representative
Traylor suggested that there be a moritorium on all new major con-
struction for hospitals until a state health care plan can be devel-
oped through the [ISAs or by a state agency which has this responsibil-
ity as its sole charge.

The commission replacing the Health Facilities Advisory Council
would act on requests for new facilities which total over $150,000 in
cost and which involve a change in service offered by the facility.
If a certificate is granted by the commission, third-party payers,
including Blue Cross or the state, which purchase services for
Medicaid patients, could refuse a contract with a facility for the
reason that there is a surplus of available beds or because a dupli-
cation of services exists. The intent of this recommendation is to
provide an administrative arrangement in which there would be one
organization involved in the granting or denial of certificates of
public necessity and that agency would be responsible for programs
involving reimbursement of public or quasi-public funds. The state
comnission responsible for the certification process would need to be
well funded and adequately staffed to carry out its assigned func-
tions.

Under-utilization of Facilities and Services

Another approach which would increase the authority of the
state in controlling health care costs was developed by Representative
Wayland. This concept would enable the health department to impose
limitations on the «continued wuse of unneeded services or
under-utilized facilities by placing conditions on the license of
facilities., In general terms, the proposal would require that the
Health Facilities Advisory Council develop an annual listing of health
care facilities and services no longer deemed necessary. This 1list
would be submitted to the State Board of Health and the board could
then decide whether limitations would be imposed in the renewed 1li-
cense,

Key aspects of this proposal are the standards by which exist-
ing facilities would be evaluated in terms of their continued useful-
ness in meeting health care needs. Criteria were included for deter-
mining the need for services and facilities, the finding of any two of
which would be grounds for imposition of the sanctions in the bill,
These criteria were:

(a) whether existing facilities or services contribute sub-
stantially to a significant overcapacity in the region in which the
facility is located;

(b) compatibility of a facility's services with standards,
plans, or criteria adopted pursuant to P. L. 93-641;

(c) whether the cost of continuing the services or facilities
results in unreasonably high patient charges; and
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(d) whether the services and facilities could be converted to
more cost-effective methods of supplying health care.

Under present law, the council has "maximum flexibility" to
survey health care needs in the state, to recommend a program to
reduce or eliminate unnecessary duplication of existing services and
facilities, and to encourage the development of health care facilities
and manpower in areas where shortages are found to exist. These gen-
eral directives would be made more specific through Representative
Wayland's proposal.

Data would be required concerning the cost and the utilization
of existing facilities and services and the need for maintaining emer-
gency facilities and services. Recommendations would be made by the
council as to the possible discontinuance of facilities and services
in the interest of cost contaimment and efficiency. Representatives
of facilities would have the right to appear before the council prior
to the transmittal of the council's report to the state board.

Conclusion -- Health Care Costs

The committee. submits no recommendations concerning these
alternatives to the present situation. However, it can be noted that
the problems of increasing health care costs involve questions which
are likely to be in the public attention for some time. One such
question is whether the public, including industry and labor, will be
willing to continue to pay, both directly and indirectly, the increas-
ing costs of health care, or whether the public may demand some exter-
nal controls to reduce these costs.

Another question might be whether the public might demand
greater efficiency in its health care system in order to assure a
greater extent of cost control than is now found in the system. How
many hospital beds are needed in a given area and how much duplication
of costly equipment among the hospitals can be tolerated?

A further question is whether hospitals will take voluntary
steps to control the rate of increase of their costs without state in-
tervention. The Colorado Hospital Association is developing a uniform
system of accounts which will provide a basis for comparing costs and
charges of hospitals which adopt this system. Whether this system and
other cooperative efforts lead to measures which can result in effec-
tive cost control for hospitals, such as greater voluntary sharing of
equipment and facilities or the voluntary elimination of inefficient
services by hospitals, should be monitored in the future.

Another item of interest is the development of the
population-based data system proposed for Colorado by Dr. Anthony
Robbins, Executive Director of the state Department of Health. This
plan, outlined in the staff report, would attempt to identify the
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utilization of particular health services by various groups in certain
areas of the state. Data obtained from such a system are useful in
evaluating exceptional differences in utilization. The General Assem-
bly may be asked to make a decision of whether compliance with the
proposed data system should be required on the part of health care
providers if voluntary compliance does not occur.

II. Colorado Blue Cross - Blue Shield

Two reports concerning Colorado Blue Cross-Blue Shield were
reviewed by the committee. Within the last year, reports on the Blues
were prepared under the direction of the accounting firm, Arthur Young
and Co., and for the state Insurance Commissioner by an ad hoc commit-
tee established to study health care cost containment measures needed
in Colorado. The report of Arthur Young and Co. was a performance
audit, concentrating primarily on internal problems and operation of
the Blues, such as the corporate structure, administrative and orga-
nizational recommendations, relationships between the Blues and the
providers, adequacy of benefits, and the handling of subscriber com-
plaints, lowever, the study also included recommendations in the area
of cost containment and stated that Colorado Blue Cross-Blue Shield
should exercise more aggressive leadership in several specific areas.
Among the recommendations relating to efforts toward cost containment
were the following:

-- experimentation with alternative health care delivery
systems, such as health maintenance organizations, out-
patient surgical centers, and pre-admission testing;

-- benefit plans which include deductibles and coinsurance
features;

-- reimbursement of providers on a prospective basis,
subject to a system of independent rate review; and

-- greater emphasis on independent wutilization review, to
provide information on length of stay and utilization of
services. :

While there are differences in emphasis between the Arthur
Young report and the report of the Insurance Commissioner's committee,
there is also similarity in the recommendations concerning the role of
the Blues in efforts toward cost contaimment for health care. The
Insurance Commissioner's committee, chaired by Kenneth Monfort, former
State Representative and President of Monfort of Colorado, developed
recommendations relating more directly to the health care issues in
the state than to the internal management problems of the Blues.
Major topics addressed by the Monfort committee were:

-- strengthening of health care planning by the state;




-- review of the prospective reimbursement contract between
Blue Cross and the hospitals;

-~ increasing the efforts of the Blues in regard to utiliza-
tion review and peer review;

-- encouragement of alternative methods of providing health
care, including increased use of outpatient services,
paramedical personnel, and health maintenance organiza-
tions;

-- changing the benefit structure of the plans to include
use of deductibles, copayments, and coinsurance; and

-- increasing public health education efforts to promote
greater public understanding of health issues.

Conclusion - Colorado Blue Cross-Blue Shield

No recommendations are submitted by the committee in regard to
Colorado Blue Cross-Blue Shield. A number of the most significant
recommendations contained in the Arthur Youmg and Insurance
Commissioner's committee report could be drafted in the form of pro-
posed legislation for consideration by the General Assembly. Other
recomnendations are matters of internal management and will need to be
resolved by administrative action.

Actions taken by the Blues in response to the reports were
reported to the committee. Changes have been made toward correction
of the specific deficiencies cited, such as the problem of
overstaffing. Plans are under consideration for addressing the
longer-term issues, such as restructuring or consolidating the corpo-
rate boards of directors.

The extent to which some of the other recommendations can be
implemented is partially dependent on factors not under the control of
the Blues. For example, the development of prospective reimbursement
contracts with hospitals is a matter in negotiation between Blue Cross
and the Colorado Hospital Association., The legislature will also be
facing a decision in regard to the extension of the prospective reim-
bursement pilot project. While the Blues can influence the direction
of how much will be paid and the mechanism for payment, Blue Cross and
Blue Shield cannot unilaterally make all of the decisions which affect
health care costs in Colorado. One idea that is clear, however, is
that the General Assembly will continue to monitor the roles and the
responsibilities of Colorado Blue Cross and Blue Shield.







STAFF REPORT
I. INTRODUCTION

A staff report of the HEWI I Committee has heen prepared with
several considerations in mind., Issues pertaining to the costs of
health care are of importance to all segments of the society, not
simply to the individuals, institutions, and organizations which fur-
nish health care services. It appears highly unlikely that costs of
health care will be reduced or remain the same. Indications are that
increased costs will be the rule, not the exception.

A substantial number of indicators have been cited by various
sources which dramatize the increased costs of health care over recent
years:

-- Total hospital expenses in the United States increased
approximately 50 percent in the 30 month period hetween Necember, 1973
and May, 1976. (Increases reported were from $2.41 billion for Janu-
ary, 1974, to $3.83 billion for June, 1976.) 1/

-~ For Colorado, the total operating expenses of 70 general
hospitals show a total increase of 48 percent during a four vyear
period of 1972 through 1975. ($279.5 million operating expenses for
1972 to $415.4 million for 1975.) Since Colorado's population also
increased during this period, these figures were also computed on a
per capita expenditure basis, and the adjusted figures indicate a 34
percent increase in operating costs on a per capita basis. ($118.02
per capita for 1972, to $158.91 for 1975.) 2/

-- Dollars appropriated by the Colorado General Assembly for
certain medical assistance programs have increased dramatically., For
example, inpatient and outpatient hospital care under the Medicaid
program has increased from $15.68 million for FY 1973 to $30.22 mil-
lion for FY 1977, (Figures include federal monies of approximately 55
percent.)

-- As for individuals faced with hospital expenses, national
data for the cost of semi-private hospital room charges increased 79
percent between January, 1970, to June, 1976, in contrast with an
increase of 44.5 percent in the general consumer price index for the
same period. 3/

1/ American Hospital Association, National lospital Panel Survey,
reported monthly in the publication Hospitals,

2/ Data compiled from the American HospltaE Association, Guide to the
Health Care Field, 1973 and 1976 editions.

3/ Data compiled from reports in the Monthly Labor Review of the U.S.

Bureau of Labor Statistics.




One result of continuing increases in the costs of health care
is that the role of govermment in controlling costs will continue to
be a subject of debate. The extent of state intervention, the form
which additional controls might take, and the prospects of success of
intervention are matters which the HEWI 1 Committee discussed this
year and similar discussions undoubtedly will continue.

Substantial time was spent by the committee in meeting with
persons and representatives of organizations interested in the role of
the state in controlling health care costs. This report summarizes
some key problems cited, the regulatory activities presently in use,
the alternative solutions suggested, and some of the data and informa-
tion prepared for the committee. Questions of public policy which may
confront the General Assembly are raised following a discussion of
each of the principal areas of regulatory activity. Appended to the
report are reference items which might be of value in future discus-
sions of the appropriate response of the state concerning the contain-
ment of costs of health care.

This report concerns three primary mechanisms developed for the
purpose of controlling health care costs: (a) health planning; (b)
rate review or rate setting; and (c) utilization review. These three
mechanisms are interrelated and, in the opinion of some persons who
testified, implementation of only one or two of these mechanisms will
not provide adequate control of the increasing costs of health care.
These methods of control also provide a convenient format for a
discussion of alternative approaches of regulatory activity.

Some programs in these three areas have been implemented by a
variety of public agencies and private institutions and this report
outlines the extent of their present usage in Colorado. While some
hospitals, for example, have been conducting some forms of utilization
review of their facilities, this report is concerned primarily with
the programs which have been developed to apply external controls or
conditions on health care facilities.

The major focus of the committee was on the contaimment of
health care costs for hospitals, rather than on health care costs
throughout the health care industry. There are two reasons for this
emphasis on hospitals. First, the amount of money spent for hospital
care is greater than for any other segment of the industry and other
states have directed their primary cost contaimment activities toward
hospitals. Second, hospitals are key facilities in providing health
care and the rates charged for services they provide may be considered
as important as the rates of public utilities.

It is important to emphasize that this report does not review
all methods of health care cost control in use in Colorado. Many
hospitals have adopted internal controls which have resulted in
greater efficiency, less waste, and improved management. As one spe-
cific example, implementation of a uniform system of accounts, devel-
oped through the Colorado Hospital Association, is expected to begin
shortly. This system will provide comparative information concerning
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the internal management and the financial condition of the hospitals
which adopt the system.

As a further note of explanation, the final section of this
report concerns the activities of the Massachusetts Rate Review Com-
mission. The reasons for including the summary of that commission's
activities were the same as the reasons for the committee meeting with
the commission's chairman -- to achieve some understanding of the

actual operation and the philosophy behind the implementation of a
rate review commission.




II. RATE REGULATION -- AN OVERVILW

The purpose of rate repulation is to contain hospital costs.
The controls generally are excrted by an authority which is external
to the hospitals, although rate repgulation may also involve varying
degrees of hospital participation,

In contrast with the other cost containment mcasures reviewed
in this report, namely health planning and utilization review, hospi-
tal rate regulation activities have been primarily conducted at the
state rather than the federal level. 1/ This section describes three
principle methods of controlling the Future reimbursement which hospi-
tals receive -- statc rate review commissions, prospective reimburse-
ment by third party payers, and regulation of Blue Cross insurance
rates. A more detailed review of the regulatory activities presently
used in Colorado is in the following major section.

State Rate Review Commissions

One method which has been implemented in at least nine states
is the regulation of hospital rates by an independent state rate
rcview commission or through an agency of state govermment, such as
the Department of liealth. State rate review commissions are distinc-
tive in the scope of their regulatory activities because they regulate
the hospital rates charged to the private pay patient and commercial
insurance carriers, as well as the rates charged to Blue Cross and
Medicaid patients. In contrast, third party payers, such as Blue
Cross, may exert some control over the rates charged to their insur-
eds. In addition, while rate determinations by a state rate review
comnission, or other state agency, may be mandatory, rates are gener-
ally established by third party payers through a process of negotia-
tions with hospitals.

The chart on page 8 summarizes the regulatory functions con-
ducted by state government in ten states, including Colorado. Five
states other than Colorado have established commissions and the four
other states use existing state agencies to regulate hospital rates.
As outlined on the chart, the states vary with regard to the extent of
regulatory control exercised and the type of rates which are regu-
lated. '

1/ The only nationwide effort to control health care costs was the
Economic Stabilization Program which lasted for 32 1/2 months from
August, 1971 to April, 1974. The Economic Stabilization pro-
gram mandated ceilings on the extent to which hospitals could
increase their annual revenues due to increases in charges.




The regulatory powers of the state commissions range from an
approach in Califormia of mandatory public disclosure of hospital
costs, to the review and approval of hospital charges by commissions
in four states. (Connecticut, Maryland, Massachusetts, and Washing-
ton). In Arizona, govermmental review of hospital rates is mandatory,
but compliance with rate determinations is voluntary. In other states
with rate review commissions, compliance is mandatory.

State rate review commissions may also control one or more of
the payers for health services and often separate procedures are used
in the same state for determining the rates paid by different types of
payers. While the consumer ultimately bears the cost for health care
services, most health care costs are paid directly by third party
payers. These third party payers include the federal and state
government under the Medicare and Medicaid programs, Blue Cross and
other non-profit insurance carriers, and commercial insurance car-
riers. Of course, some health services are paid directly by the
patient.

The rate review commissions in four states, Connecticut, Mary-
land, Massachusetts, and Washington, establish the rates for the pri-
vate or ''self-pay" patients. The commissions in Maryland and Massa-
chusetts also approve the hospital rates charged to Blue Cross sub-
scribers. In Arizona, a bureau in the state DNepartment of Health Ser-
vices reviews rates for private and Blue Cross patients, although
hospital compliance with the department recommendations is voluntary.

The amount of available evidence to support the success or
failure of rate regulation by commissions is limited. Estahlishment
of a coomission to review hospital budgets and to set hospital rates
is one approach to the problems of increasing costs; however, no one
would claim that it is a panacea for the problems of continuing
increases in health care costs. No doubt more information concerning
the commissions will he availahle as they proceed with their activi-
ties, but evidence on their effectiveness appears limited at this
time,

Prospective Reimbursement by Third Party Payers

In several states, including Colorado, third party payers, Blue
Cross and state govermment, have exerted influence on the amount or
rate they will pay for services rendered to their clientele in a
future time period. State govermnments are involved as a third party
payer because they purchase hospital services on hehalf of Medicaid
and other public assistance recipients. Prospective reimbursement is
a method of rate regulation exerted by third party payers through the
establishment of the amounts or rates of payment to hospitals in
advance of the period in which the rate is to be applied. Hospitals
are paid in accordance with these amounts or rates, regardless of the
costs which they actually incur. In contrast, the customary method
used by third party payers to reimburse hospitals has been
retrospective reimbursement under which payment is made to hospitals

A
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for costs or charges actually incurred by subscribers in a previous
time period.

At present, the federal government as the third party payer for
Medicare recipients, and the federal and state governments as third
party payers for Medicaid recipients primarily reimburse
retrospectively. llowever, threc states, Colorado, Massachusetts, and
New York received approval from the federal DNepartment of Health, Edu-
cation and Welfare (IIEW) to reimburse hospitals for Medicaid patients
on a prospective basis. Prospective reimbursement rates for Medicare
patients are accepted in Rhode Island under a special waiver. 2/ In
addition, reportedly 22 of the nation's 74 Blue Cross plans cur-
rently negotiate or establish prospective rates for their member
hospitals. 3/

Regulation of Blue Cross Insurance Rates

The regulation of Blue Cross health insurance rates is a third
method cf regulation which indirectly exerts control on the future
reimbursement which hospitals receive. In Colorado, the Commissioner
of Insurance must approve increases in Blue Cross rates prior to their
use. Regulation of Blue Cross premium rate increases provides Blue
Cross with strong incentives to attempt to contain hospital charges
for Blue Cross patients. While regulation of Blue Cross premium rates
may be helpful for consumers insured by Blue Cross, such regulation is
limited in its effective control over health care cost increases.
Blue Cross cannot act as a rate commission would act in containing
health cost charges; rather, it negotiates rates charged with the
hospitals, Further, Blue Cross subscribers may represent about one
third of the state's population and the extent to which other segments
of health care can be influenced through Blue Cross regulations is
limited,

2/ The Department of Tealth, Fducation, and Welfare has generally
required states to use the Medicare methodology for developing
Medicaid reimbursement rates wunder which most actual costs
incurred by the hospital will he reimbursed. Many people feel
that the use of this type of ''open-cended'" reimbursement approach
has substantially contributed to the inordinate inflation in hos-
pital costs during the 1last decade. ("Commonwealth of Mass-
achusetts Rate Setting Commission Annual Report,'" Fiscal Year
1975, p. 24.)

3/ Katharine G. Bauer, 'Hospital Rate Setting - This Way to Salva-
tion?", unpublished manuscript, p. 11.




HEALTH CARE RATE REGULATORY ACTIVITIES IN TEN SELECTED STATES

(Note: Most states selected, other than Colorado,
have budget review, rate approval, or rate
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Sta C ion

Arizona

(§ 36-436 et
sed., Ariz. R.S.
Ann.i

California
(39:440, et.
sed., Health and
Safety Code,
Calif. Code Ann.)

Colorado
(26-4-105 g&
5ed., 10-16-126,
et seg., C.R.S.
1973

Connecticut

(s 19-73a, et
sed., Conn. Gen.
Stat.; amended
by Pub. Act No.
75.562, July,
1975

Re ati A c

Dept. of Health Services;
recommendations from lo-
cal health planning agen-
cles

Health Facilities Commis-
sion (independent commis-
sion)

Department of Social
Services

Colorado Hospital Service
(Blue Cross)

Commissioner of Insurance
Commission on Hospitals
and Health Care (Dept. of

Health)
(independent commission )

Connecticut Blue Cross

setting for health care providers)

Powers and Duties of the
Regulating Agencies

Mandatory review of increases in hospi-
tal rates; however, compliance is vol-
untary

Public disclosure of health facility
costs through development of a uniform
accounting and reporting system; uni-
form data gathering system and hospital
statistics

Prospective per diem rate setting and
reimbursement

Prospective rate setting and reimburse-
ment (Pilot project)

Approval of all increases in Blue Cross
rates prior to use

Mandatory budget review, with power to
act on proposed rate increases over
specified amounts, as provided by stat-
ute; determinations on certificate of
public necessity applications; utiliza-
tion review of facilities

Prospectively sets reimbursement rates

Type of Payer
Rates Currently

Repgulated
Charges to self-

pay patients: Blue

Cross

Medicaid

Blue Cross

Blue Cross

Charges to self-
pay patients

Blue Cross

Health
Institution(s)

Regulated

All health care
institutions

All licensed fa-
cilities, includ-
ing nursing homes

Hospitals
8 hospitals
Hospitals

A1l health care fa
cilities (currentl
only review hospi-
tal budgets)

Hospitals
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State (Citation)

Maryland

(43'§ 568H, et.
sed., Md. Ann.
Code3

Massachusetts
(6A § 31, ﬂ&
Sed., amende
by H5416, 1976;
176A B 5 et.
seq; Mass. Gen.
Laws Ann,)

New Jersey
(26: 2H-1, et
s g.3 N.J. Stat.

New York
(Public Health
Law § 2807,
McKinney's
Consol. Laws
of N.Y.)

Regulating Agency

Health Services
Cost Review Commission
(independent commission)

Rate Setting Commission
(fndependent commission)
(Blue Cross assists in
implementation under con-
tract authorized by stat-
ute)

Commissioner of Insurance
Commissioner of Health

Commissioner of Insurance
(with assistance of the
Commissioner 6f Health)

Director of the Budget

Superintendent of Insur-
ance

Powers and Duties of the
Regulating Agencies

Review and approves of hospital rates
established or requested;

Compiles financial reports from hospi-
tals and related institutions based on
a uniform accounting system;
Independent determinations on proposed
capital expansions

Approval of Blue Cross-hospital con-
tracts and rates thereto;

Medicaid prospective reimbursement;
Review and approves hospital rates;
Compiles and under specified conditions
reviews and acts on hospital budgets;
Rate-setting for state and county health
institutions;

Rate~setting for educational, rehabili-
tation and social services purchased by
governmental limits

Approval of increases in non-group pre-
miums

Sets rates of payment by government
agencies

Approval of rates to hospitals

Formal approval of rate schedules for
health services purchased by state and
local governments-nrospective reimburs-
ement

Formal approval of rates for payment to
hospitals

Type of Payer
Rates Currently
Regulated

Charge to self-
pay patients;
Blue Cross

Blue Cross; Medi-
caid; charges to
self-pay patients
and commercial
carriers; work-
men's Comp.

Blue Cross

Medicaid

Blue Cross

Medicaid

Blue Cross

Health
Institution(s)

Regulated

Hospitals and re-
lated institutions
including nursing
homes

Hospitals primari-
ly; also physicians
and nursing homes
for medicaid pur-
poses

Hospitals

Licensed hospitals
and other health
facilities, includ-
ing nursing homes

Hospitals and other
health services,
including nursing
homes

Hospitals
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State (Citation)

New York
(Continued)

Rhode Island

Washington
(s 70.39.010ﬁ et
e

%_g. Wash. V.
ode3

Regulating Agency
Department of Health

Blue Cross

State Budget Director
with Blue Cross

State Hospital Commission
(independent commission)

Powers and Duties of the
Regulating Agencies

Certifies Medicaid reimbursement rates
to the budget director and certifies
Blue Cross reimbursement rates to the
Commissioner of Insurance

Prospectively set reimbursement rates

Approves hospital budgets using Blue
Cross staff analysis; set "maxicap" or
ceiling on increase in total hospital
expenditures in a geographic region
through negotiation with hospital assoc.
hospitals voluntarily conform with the
"maxicap"

Review and approve hospital budget and
rates;

Compiles hospital financial and account-
ing data in accordance with a uniform
accounting and reporting system

Type of Payer
Rates Currently
Regulated

Blue Cross

Blue Cross;
Medicare;
Medicaid;

Charges to self-
pay patients;
Workmen's Compen-
sation

Health
Institution(s)

Regulated
Hospitals

Hospitals

Hospitals and other
health institutions

Hospitals



III. RATE REGULATION IN COLORADO

Hospital rate regulation, in the sense of external controls
being applied, has taken three forms in Colorado. Two regulatory
activities are directed at containing reimbursement rates to hospi-
tals, and another activity is directed at containing the cost of Blue
Cross and Blue Shield insurance premiums to consumers. The present
methods of rate regulation are: (1) prospective Medicaid reimburse-
ment of hospitals by the state and federal government on behalf of
public assistance recipients; (2) prospective reimbursement of eight
hospitals by Blue Cross-Blue Shield under a pilot project mandated by
state statute; and (3) approval by the Commissioner of Insurance of
all Colorado Blue Cross-Blue Shield premium rates prior to use.

Only a small portion of the rates directly paid to hospitals
for services rendered are subject to regulation. Medicaid reimburse-
ment has been estimated to comprise approximately four to six percent
of total revenues for the hospitals which participate in the Medicaid
program, (A total of 88 hospitals of 104 hospitals in Colorado par-
ticipate in the Medicaid program.) In addition, the Blues pilot reim-
bursement project only applies to rates for eight out of the 104
hospitals in the state. Blue Cross reimbursement is estimated to
account for approximately 30 percent of total hospital revenues,
although this percentage may vary substantially between hospitals.

Currently there is no regulatory mechanism which regulates the
hospital rates paid hy the private pay patients or by commercial
insurance companies. In addition, Medicare reimbursement to hospi-
tals, which comprise approximately 30 percent of hospital revenues, is
not subject to regulation, other than auditing of actual costs hy the
federal govermment. Medicare is totally funded by the federal govern-
ment so the state has no direct control over Medicare reimbursement,

Health care insurance rates are also regulated to a limited
extent in Colorado. Only Blue Cross and Blue Shield rates are subject
to regulation and these companies are estimated to cover 30 to 35 per-
cent of the total Colorado population. However, while regulation of
health care insurance premiums may be helpful in limiting increases in
the consumer's out-of-pocket expenses, regulation of premium rates is
considered an indirect method for regulating hospital costs.

Medicaid Reimbursement

The state attempts to control hospital rate reimbursement on
behalf of Medicaid recipients. Colorado is one of several states
which has obtained a Medicaid waiver which enables the state to reim-
burse hospitals prospectively, based on reasonable costs, rather than
a retrospective system bhased on costs actually incurred.

The Division of Medical Assistance in the Nepartment of Social
Services administers the Medicaid program. The division sets reim-
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bursement rates through a process of negotiations with each of the 88
participating hospitals. Prior to negotiations with the hospitals,
the division projects per diem rates for the next fiscal year, based
on the estimates of reasonable costs of hospitals.

The division has adopted two criteria for assessing what the
reasonable costs of hospital rates should be for the next budget year.
First, a hospital's projected costs are compared with the costs of
other hospitals in its peer group. Hospital peer groupings are based
on characteristics such as hospital size, patient mix, and the geo-
graphic location of the hospitals.

Secondly, the costs of the peer grouping as a whole are pro-
jected on the basis of a general index for inflation. Fiscal year
1972, which was the first year the state provided Medicaid reimburse-
ment on a prospective basis, is used as the base year for projecting
the cost trends due to inflation. In the course of budget and rate
negotiations with the hospitals, the division also reviews the unique
features of each hospital's budget, such as new capital construction
or acquisition of equipment.

The Department of Social Services has established an advisory
rate review board to review rates and to recommend Medicaid reimburse-
ment levels to the Executive Director of the department if the divi-
sion and a hospital reach an impasse in negotiating rates. The Execu-
tive Director ultimately sets reimbursement rates in such instances.

In determining Medicaid reimbursement rates, the division is
also subject to the funding levels established by 1legislative appro-
priations. In recent years, the General Assembly has specified a
maximm 'overall average cost per day" in the long bill. Some hospi-
tals' per diem rates will be higher than the average and some will he
lower. However, when all per diem rates are averaged together, the
average per diem is not to exceed the amount specified in the long
appropriations bill. Through appropriations, the General Assembly, in
effect, has established limits on the rate of increase in Medicaid
reimbursement rates. For example, in the long bill for fiscal year
1977, the maximum average per diem rates for inpatient hospitalization
is set at $130.26. This amount is to "provide an average 12.8 percent
per diem rate increase over that of the 1974 fiscal year for all
hospitals in the program." 1/ In past years, supplemental appropria-
tions have been requested when the original appropriation was not suf-
ficient to cover Medicaid reimbursement costs for the year.

I7 The long bill for FY 1977 (.B. 1266, 1976 session) further stated
that: '"The Department of Social Serv1ces is directed to contract
only with those hospitals in any region which the Department de-
termines can provide, at the lowest cost, reasonahle care for that
region or which the Department determines are providing unique and
necessary services.'
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Litigation on Medicaid reimbursement. Early in 1976, the
Colorado Hospital Association and nine member hospitals filed suit
against the state in federal court contending that the state's reim-
bursement to hospitals for Medicaid patients was too low. The suit
asked for increased reimburscment plus retroactive payments for pre-
vious underfunding. The suit followed a freeze on reimbursement rates
by the Executive Director of the Department of Social Services in
compliance with the appropriation bill for fiscal year 1976, which
specified a maximum average per diem rate of $117.25. A supplemental
appropriation has since raised the 1976 fiscal year maximum average
per diem rate to $124.43. 2/ However, the hospitals contend that
Medicaid reimbursement rates are still too low, even with the supple-
mental appropriation.

The state also agreed to reimburse retroactively hospitals for
costs incurred during the freeze, provided that the hospitals nego-
tiate such reimbursement amount in good faith pursuant to regulation
by the state Board of Social Services which authorizes the negotia-
tions. The federal government has agreed to match the state's retro-
active reimbursement. Retroactive reimbursement will date back to
December 18, 1975, when the freeze on reimbursement rates began.

Representative Morgan Smith, then Chairman of the Joint Budget
Committee, and members of the office of the Attorney General briefed
the committee on issues raised by the lawsuit. The central issue is
whether the state is reimbursing hospitals for Medicaid recipients on
the basis of reasonable costs, as required by federal Medicaid regula-
tions. The hospitals maintain that the level of reimbursement and the
methodology used in determining reimbursement rates are in violation
of the federal requirement for reimbursement on the basis of reason-
able costs. Not only does the lawsuit challenge the freeze on reim-
bursement rates as a violation of the reasonable cost dictates of
federal Medicaid 1law, but it also challenges the state's provision
that hospitals shall receive reasonable compensation within available
appropriations (section 26-4-110 (1), C.R.S. 1973).

The suit also will test one of the criterion used by the Divi-
sion of Medical Assistance in determining the reasonableness of hospi-
tal cost increases. Considerable concern has focused on the fact that
health care costs have been rising at a higher rate than prices for
other consumer services. The division uses a general inflation index
tied to the inflation rate in the economy as a whole in assessing
increased hospital costs. Hospitals maintain in the suit that hospi-
tal cost increases should be judged on the basis of an inflation index
unique to hospitals.

4/ H.B. 1267, 1976 session, stated that the 'supplemental increase is
to provide a six percent average per diem rate increase for all
those hospitals affected by the December 18, 1975, freeze."
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It was also stated that the lawsuit could affect the adminis-
trative appeals process for determining Medicaid reimbursement. Mr,
Dennis Sousa, Assistant Attorney General, stated that the lawsuit
attempts to ensure that the department's advisory rate review board,
rather than Executive Director of the department, would make the final
determination of rates. As mentioned earlier, this board currently
functions in an advisory capacity to the Fxecutive Director in recom-
mending reimbursement rates.

The Prospective Reimbursement Pilot Project

In order to provide a study and evaluation of prospective reim-
bursement programs, the General Assembly enacted legislation in 1973
which called for the establishment of prospective reimbursement pilot
projects involving Colorado Blue Cross-Blue Shield and selected hospi-
tals and nursing homes. Section 10-16-130 and 10-16-131, C.R.S. 1973,
Blue Cross-Blue Shield was required to reimburse prospectively at
least eight hospitals and four nursing homes for the fiscal years of
the institutions beginning on or after January 1, 1974, through June
30, 1977. The Department of Health was required to select the parti-
cipating hospitals and nursing homes from lists submitted to the
department by the Colorado Hospital Association and the Colorado
Health Care Association, which represents the nursing home industry.

Prospective reimbursement pilot projects have been implemented
in conjunction with hospitals, but no projects have been conducted
with nursing homes, as was also required by statute. The reason that
nursing homes have not been included is that the Blues subscriber con-
tracts have not historically included nursing homes.

The Commissioner of Insurance is required to report to the
legislature before January 30, 1977, on the effect of the prospective
reimbursement pilot project on reducing or stabilizing the cost of
services to the Blues' subscribers. The Commissioner has been
assisted in this reporting function by an advisory committee appointed
by the Governor to study the project and to make recommendations to
the Commissioner. The advisory committee has consisted of the Commis-
sioner as an ex officio member, two representatives of the Blues (or
other insurers organized under the same statutes as the Blues) two
representatives of the health care providers, one representative of
the Department of Health, and five subscribers of the Blues (section
10-16-132, C.R.S. 1973, as amended).

When the information from the pilot projects is complete, the
General Assembly may need to decide whether to continue, expand, or
terminate the prospective reimbursement idea in Colorado. If the Gen-
eral Assembly takes no action on this concept, some forms of prospec-
tive reimbursement could be continued, voluntarily, hy Blue Cross and
hospitals under contract with Blue Cross. The Blue Cross hospital
contract is still under negotiation but efforts are being made toward
a prospective reimbursement approach.
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Also under consideration is the adoption of a contract which
would provide for prospective control over the charges for health ser-
vices paid by Blue Cross. A controlled charge contract approach may
be similar to a prospective reimbursement system, bhut it would fall
short of a prospective reimhursement system primarily because rates
could be readjusted during the year and hospitals would not be held to
fixed rates for an entire year. In addition, a controlled charge con-
tract would not regulate the volume of services provided, although the
volume of services is subject to regulation through utilization review
by PSROs and peer review. A prospective reimbursement system would
regulate both the cost of services and also the volume of services.

Policy Questions -- Prospective Reimbursement

The extent to which the concept of prospective reimbursement is
adopted in Colorado could depend on action of General Assembly. With
the completion of the prospective reimbursement pilot project during
the 1977 session, a decision will need to be made as to whether the
legislation should be extended to more hospitals, whether it should be
terminated, or whether it might be continued on a voluntary basis.
The report of the Commissioner of Insurance, and the advisory commit-
tee established to assist him, may be helpful in reaching a decision.
Same other questions with regard to prospective reimbursement are as
follows:

-- Blue Cross. Should the state have a role in encouraging
or mandating that contracts between Blue Cross and hospi-
tals be based on a prospective reimbursement concept?

-- Other insurers. Insurance companies, other than Blue
Cross, could be required, by state law, to establish
prospective reimbursement arrangements with health care
providers.

-- State administration. If a prospective reimbursement
system were mandated, review and approval by a state
agency, such as the Division of Insurance, could be
required to determine the extent to which the contracts
would conform to the principles of prospective reimburse-
ment.

Regulation of Blue Cross-Blue Shield Premium Rates

Effective January 1, 1974, the Blues were required by statute
to file rate modifications for prior approval by the Commissioner of
Insurance. 3/ Since January, 1974, the Blues have submitted six fil-
ings to the Commissioner of Insurance, three in 1975 and three in
1976, for his approval,

3/ Sections 10-16-I25 through 10-16-129, C.R.S. 1973.
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The membership of the Blues is grouped into the following major
categories: Merit Rated Groups, Community Rated Groups, Non-Group,
National Account and Miscellaneous Groups, Major Medical and Medicare
Supplemental, and Federal Employees program. All of these categories
have had one rate increase approved to date, with the exception of the
Federal BEmployees program. Rates for the Federal Employees program
are determined by the national Blues associations. In addition, early
in September, 1976, a second request for rate increases for the Com-
munity Rated Group, the Non-Group categories, and the Merit Rated
groups were approved. The following are the dates rate requests were
approved by the Commissioner of Insurance.

Date Approved Category 4/
August 28, 1975 Merit Rated Group, National Account,
Miscellaneous Group
October 7, 1975 Dental Program
October 20, 1975 Community Rated Group, Non-Group
February 13, 1976 Medicare Associated Contracts
April 30, 1976 Legislatively Mandated Offerings and

Coverages, Supplemental Benefit Pro-
gram (major medical coverage), new
Merit Rated Groups

September 8, 1976 (Rate request pending for Community
Rated Group, Non-Group, and Merit
Rated Group)

Testimony was received from the Attorney General's office on
the effect of regulating the Blues premium rates on the contaimment of
health care costs. Mr. Tucker Trautman, Assistant Attorney General,
stated that the Commissioner of Insurance is indirectly placed in the
role of containing hospital costs through the Commissioner's statutory
authority to regulate the Blues' premium rates because premium
charges, and increases thereto, are primarily used to pay the
providers of services. Control over health care costs through regula-
tion of the Blues' premium charges is limited hecause the Blues, which
are a private entity, are thus required to regulate another private
entity, namely the hospital industry. Mr. Trautman was of the opinion
that the effect that the Insurance Commissioner can have on hospital
rates is limited and that a more direct mechanism is needed to control
health care costs.

4/ A description ot each major membership category is presented in
Appendix IV, page 1-d.
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Insurance Commissioner Barnes is also of the opinion that regu-
lation of the Blues' premium charges is inadequate to contain health
care costs, although premium regulation is necessary as an internal
cost control for the Blues and as a control on utilization of insur-
ance by subscribers. Commissioner Barnes advocates the establishment
of a rate review agency which would provide greater uniformity in the
rates charged by health care providers, and thus the rates paid by all
purchasers of health care services.

In summary, Colorado has adopted some forms of direct and indi-
rect rate regulation by several state agencies. One result of having
regulatory activity conducted by separate agencies, with different
degrees of control, is that disparities in hospital rates will occur.
The following example was cited by Mr. Barnes as an illustration of
the disparity in rates paid by various purchasers of hospital ser-
vices:

Actual Hospital Bill for August, 1976, for
Services which Totaled $672.06 for a
Private-Pay Patient

Discount from

Type of Payer Charge Billed Charges
Private-pay and commercial
insurance patient would pay: $672.06 0
Blue Cross patient would pay: 618.30 8.0%
Medicaid patient would pay: 487,12 27.5%
Medicare patient would pay: 512.74 23.7%

SOURCE: Colorado Division of Insurance.

It was further indicated that there was nothing unique about
this hospital bill and that the same relative amounts could be applied
to any typical hospitalization.
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IV. HEALTH PLANNING AND CERTIFICATES
OF PUBLIC NECESSITY

The legislative declaration to the Colorado Certificate of
Public Necessity Act makes several references to the relationship
between certification and containment of costs of health care facili-
ties and services:

25-3-502. Legislative declaration. The general assembly
finds that the construction or modification of health care
facilities is a factor in the cost of care and the financial
ability of the public to obtain necessary medical services.
The purposes of this part 5 are...to assist in providing the
highest quality of health care at the lowest possible cost; to
avoid unnecessary duplication by ensuring that only those
health care facilities that are needed will be built or modi-
fied;...to reduce or eliminate existing duplication and short-
ages of health care facilities and manpower whenever pos-
sible;...and finally to recognize that the coordinated develop-
ment of health care facilities and services of desirable size
and location which are responsive to the legitimate needs of
consumers, providers, and governments, and the encouragement of
more efficient, economical, and effective systems for organiz-
ing, financing, and providing health care are worthy goals.

Under the statutes concerning the issuance of certificates of
public necessity, health care facilities are required to obtain state
approval for major capital construction projects and for the addition
of major programs and services. This process has been considered to
be one of the primary means of exerting control over unnecessary
expenditures on the part of hospitals, nursing homes, and other
facilities in Colorado. The Office of Medical Care Regulation and
Development and the State llealth Facilities Advisory Council in the
state Department of Health are responsible for this certification
activity.

As pointed out in the committee report, health planning may be
considered a separate function from the regulatory activity which is
involved in the certificates of public necessity process. Whether or
not a facility should be permitted to make a major expansion in its
number of beds or to extend the types of services offered are regula-
tory decisions. The adequacy of facilities and services or the need
for the expansion of facilities and services are evaluated through use
of a state plan and a health systems plan framework. However, some
persons have asserted that the planning activities are less than
totally effective because the demands for the administration of the
certificates of public necessity statutes have diminished the
department's capability for planning.

This part of the report describes the procedures under the

certificate of public necessity statutes, summarizes actions taken
thus far under this act, notes the duties of health systems agencies
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(HSAs), and 1lists recommendations recently developed for improving
health care planning. Since issues involving health planning undoubt-
edly will continue to be surrounded with controversy, some policy
questions in this area are included at the end of this section.

Statutory Requirements for Certification

Certification is required prior to a major expansion or modifi-
cation c¢f physical facilities or before the purchase of major equip-
ment can occur. A certificate of public necessity must be granted
prior to a modification involving a capital expenditure of $100,000 or
more, or an expenditure on a lease of real property or equipment which
totals $10,000 per year or more, with at least one of five specified
conditions present such as a change in health care service or a ten
percent or greater increase in the number of beds. Appended to this
report is a copy of the cerctification statutes (Appendix 1I), along
with a summary of actions taken under the act. (Appendix II). 1/

The process for making application for and the granting or
denying of certificates involves four separate agencies. Applications
are simultaneously to the HSA in which the facility is located and to
the Department of Health. The [ISA may hold a public hearing on the
application and has 45 days after receiving an application in which to
make a recommendation to either approve or deny the application.
Recommendations of the HSA are set forth in detail and failure to
submit a recommendation is deemed a favorable recommendation of the
application. The state advisory council hasa period of time, not to
exceed 90 days, in which to approve or to reject the recommendation of
the IISA and the state department has ten days in which to notify
interested parties of the council's decision. Decisions concerning
certification may be appealed to the state Board of Health and judi-
cial review is available after decision of the state board.

Some persons have argued that the 1976 amendments to the
certificate of public necessity legislation have strengthened these
statutes so that applications for certification are examined under
more stringent criteria than was previously possible. (Ch. 125,
Session Laws of 1976). The 1976 legislation added additional criteria
to the 1list of factors which the advisory committee is to use in
making a decision to accept or to reject an application. The Act now
provides that an application for a certificate shall be rejected when
the advisory council makes an affirmative finding that one of the
following factors exists:

1/ Colorado participates voluntarily in a tederal certification pro-

~  gram under Sections 221(A) and 1122(A) of P.L. 92-603 (1972 Amend-
ments to the Social Security Act.) The health facilities under
this certification process arc those which receive federal Med-
icaid and Medicare funds and all facilities and equipment are sub-
ject to review, regardless of cost.
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(a) A significant overcapacity within the state planning and
management region in which the proposed facility is to be
located would exist...except in the event that a proposed
acute inpatient or emergency carc facility is to be
located at least forty-five miles from the closest facil-
ity of like nature;

(b) The project is not compatible with applicable standards,
plans, or criteria adopted by areawide or state health
planning agencies or by the council...;

(c) The proposed capital expenditure is not economically fea-
sible and cannot be accommodated in the patient charge
structure...without unreasonable increases;

(d) The project will not foster cost containment or improved
quality of care,...

The 1976 amendments, however, did state that if one or more of
these factors were found to exist, an application shall be approved if
it can be shown that the facility or services would provide health
care at a cost significantly below the rates being charged by existing
health care providers.

As to the effect of the 1976 legislation during the period from
July 1, 1976 through December, 1976, 25 applications were approved for
hospitals, nursing homes, and for other facilities, totaling approxi-
mately $27,340,000, Six applications were denied which totaled
approximately $8,530,000. As indicated in the following table which
totals the actions taken since the beginning of the program, the
certificates approved total nearly $139,000,000, in contrast with
approximately $76,000,000 in projects denied.

0Of the projects denied, two were from the same source, the
Colorado Electronic Technical College, Inc. The two applications were
for a medical facility in Manitou Springs totalling $59,500,000.
These two applications represented approximately 80 percent of the
dollars of the projects denied thus far. Without these two projects,
the dollars involved in the projects denied would total approximately
$15,500,000, an amount less than one-tenth of the total projects
approved,
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Summary of Actions Taken
Under Colorado Certificate of Public Necessity Law

May 30, 1973 through December 2, 1976

No. of Dollars in
Type of Facility Applications Applications
Approved Denied Approved Denied
llospitals 115* 9 $101,170,005 $72,271,297
Nursing Care Facilities 33 7 $ 24,745,761 $ 3,636,000
Other Facilities** 14 1 §$12,937,854 § 10,000
TOTALS 162 17 $138,853,620 $75,917,297

¥ Includes one application denied by advisory council but later ap-
proved by state Board of llealth.

** Tncludes mental health centers and hospital, outpatient emergen-

cy facilities, a renal dialysis center, and a health maintenance
organization.

Excess Hospital Beds

Testimony presented to the committee indicated that 85 percent
occupancy of hospital beds is generally accepted as the most efficient
use of a hospital's facilities. Average occupancy rates approaching
100 percent can be interpreted as indicating a need for additional
hospital beds; occupancy rates less than 80 to 85 percent may indicate
underutilized hospital facilities.

The number of hospital beds in Colorado is excessive. During
the last four years, the statewide average hospital occupancy rate for
general hospitals has held near the 70 percent figure, Using data
from both the state Department of Health and from the American llospi-
tal Association (AlIIA), the surplus of hospital beds throughout the
entire statc ranged between 1540 and 1600 beds, based on the 85 per-
cent optimum occupancy rate.

However, data for 1972 through 1974 (rom the AIA and the
Department of licalth indicates a higher percentape occupancy for
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Denver and the adjacent seven county region (State Planning Region No.,
3) 2/ than for the state. During these years, the average occupancy
for this region ranged from 73 to 76 percent, but the occupancy
dropped to 70.6 percent in 1975, Data available indicate that the
surplus in the number of hospital beds in the Denver area appears to
be between 925 to 960 beds, using an occupancy rate of 85 percent.
Expressed in another way, in Planning Region No. 3, the excess beds
at the 85 percent occupancy rate, would equate to one and one and one-
" half times the size of the largest hospital in Denver.

These statistics should be tempered by the fact that hospitals
in rural communities having comparatively few beds, usually will have
low percentages of occupancy. Another factor is that occupancy rates
vary throughout the year. A hospital, in order to maintain 85 percent
occupancy, may be close to 100 percent occupancy at times but will be
lower during other times during the year. In general, however, the
data indicate that there is a surplus of available hospital beds to
an extent that some persons have recommended a moratorium on new
hospital construction.

Planning in the health care field Trequires greater
sophistication than merely counting beds and determining wutilization
rates., It is important that clear distinctions be made between the
types of beds and services available in a given community or region.
For example, a hospital offering services exclusively for children
should be distinguished in its functions from a general hospital which
operates a pediatrics ward. Planning needs to be done for general
acute care beds and for speciality beds, and the different types of
services should not be confused.

llecalth Systems Agencies

Of increasing importance to health planning are the health sys-
tems agencies (HSA's) established under the National Health Planning
and Resources Devclopment Act of 1974, (P.L. 93-641). Under this
legislation, three health service areas have been designated in
Colorado -- (1) northeast, (2) southeast, and (3) the western slope.

2/ State Planning Region No. 3, consists of the City and County of
Denver,and Adams, Arapahoe, Boulder, Clear Creek, Douglas, Gilpin,
Jefferson counties.
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of health services is to he conducted
composed of a majority of between 51 persons who are not health
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previders, (between 51 to 60 percent), with the remainder to be per-
sons who are providers. The functions of the [ISAs were sumiarized as
follows by the Department of Health: 3/

(1) Gather and analyze data on health care resources and
utilization in its area.

{2) Develop, establish, and implement a lealth Systems Plan,
which 1is a statement of goals and long-term objectives
for the area; and an Annual Implementation Plan, which is
a work program for the llealth Systems Plan.

(3) Provide technical and/or limited financial assistance to
organizations seeking to implement the above plans.

(4) Coordinate activities with Professional Standards Review
Organizations and appropriate planning and regulatory
bodies.

(5) Review and approve or disapprove applications for most
federally funded health care projects within the area.

{6) Assist the State in the review of capital expenditures
proposed by health care facilities within the area.

(7) Assist the State in assessing the need for new insti-
tutional health services proposed for the area.

(8) Assist the State in reviewing the appropriateness of the
existing institutional health services offered.

(9) Annually recommend to the State projects for modernizing,
constructing, and converting health facilities in the
area.

The federal legislation required the designation of a state
agency, selected by the governor, as the state health planning and
development agency to administer the state's health planning and
development program. The Office of Medical Care Regulation and Devel-
cpment has been designated as this agency. One of the responsibili-
ties of this office is to prepare a preliminary state health plan
based on the HSA plans developed in each region. Among other duties,
the office also administers the state certificate of public necessity
progran and is also required to review, not less than every five
vears, all institutional health services in the state and to make
findings as to their appropriateness.

S/ TP. L. 95-641...Health Planning to Help People', Colorado Depart-
ment of llealth.
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A statewide health coordinating council is to be appointed to
review and coordinate plans of the HSAs and the state plan of the
Office of Medical Care Regulation and Development. This council is
also to review the budgets of IISAs and applications for most federally
funded health care projects.

Health Care Planning - Recommendations Submitted

Recommendations which would amend the present certificate of
public necessity 1legislation were developed by two committee members
and by the Insurance Commissioner's Ad Hoc Comittee on Cost Con-
tainment. Representative Traylor recommended that the present certif-
icate of need 1legislation be repealed and reenacted with the estab-
lishment of a new commission to act on applications for certification
of facilities and services. Also, the Traylor proposal recommended
separation of health planning and the regulatory functions within the
Department of lHealth, based on an assessment that the present combi-
nation of the two functions has contributed to a failure of the
certificate of public necessity law to adequately control expansion of
hospital facilities.

Two approaches to strengthen the certificate of public neces-
sity process were presented, one by the Insurance Commissioner's
committee, the second, by Representative Wayland. The basic recom-

. mendations of the Insurance Commissioner's committee in the health

plamming area were as follows:

(1) Extension of the act. The requirements for planning,
review, and approval of facilities and services should be extended to
areas not now ccvered by the certificate of public necessity act, such
as offices of physicians in group practice. Under this recommenda-
tion, the same standards of approval necessary for hospitals, for
example, would be made applicable to other providers who might pur-
chase equipment. These additional purchases might duplicate equipment
already available in the commumity.

(2) Continuing review - decertification. Health facilities
and service agencies should submit to a continuing review process.
Institutions could be required to close facilities, or portions
thereof, and to eliminate services and equipment when the need no
longer exists.

(3) ropriation. It was recommended that Colorado Blue
Cross-Blue pnield support adequate appropriations for the state's
health planning programs.

The Insurance Commissioner's committee urged that the Blues
become involved in the health plamning process through four specific
means: (a) Staff should work directly with planning agencies; (b)
Encouragement should be given to closing unnecessary beds and promot-
ing shared services arrangements between facilities; (c) Information
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the Blues; and (d) Blues should promote a two year moratorium on
hospital construction.

The proposal of Representative Wayland, outlined in the commit-
tec report, primarily involved the continuing review and
decertification recommended by the Insurance Commissioner's committee.
The Hrealth Facilities Advisory Council would review annually and
submit recommendations to the Department of Health as to any facili-
tiez or services which would be considered unnecessary or
underutilized. If the state Board of Health agreed that at least two
of four criteria had been met (e.g., high patient cost, incompatibil-
ity with health plans, or significant overcapacity of facilities in
the region), limitations could be placed on the facility's license.

Policy Questions

The proposals of Representatives Traylor and Wayland indicate
some of the alternatives which the General Assembly could be consid-
ering in future sessions. Some of the more specific questions of
state policy on health planning and the certification process are
noted below:

(a) If the certificate of public necessity process is consid-
ered ineffective in 1limiting the expansion of facilities and services,
is it realistic to conclude that either more resources or a change in
the statutes will alter the effectiveness of the approach?

(b) Should the General Assembly take actions which would more
clearly separate the functions of health care planning and the regula-
tory activities of the certificate of public necessity process?

(c) Will the three HSAs in Colorado provide an effective plan-
ning mechanism for health facilities?

(d) Should the Department of Health be given additional
authority to decertify facilities that are no longer in use, that are
utilized only to a 1limited extent, or for which there is a greater
number than needed?

(e) Should the present legislation be amended by changing the
cost limits on construction and equipment subject to the certificate
of public necessity law., Proposed capital construction of $100,000 or
more are subject to review., Should this amount be 1lowered or
increased to include a greater or fewer number of applications?
Should outpatient and other ancilliary facilities be included in the
certification process?
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V.  UTILIZATION REVITW

The extent of utilization of medical facilities and services
has direct and obvious impact on the costs of health care. The number
of X-rays taken, the types of lab tests conducted, the length of a
hospital stay, or the use of inpatient rather than outpatient facili-
ties are a few examples of the many options of medical diagnosis and
treatment about which decisions are constantly being made.

This part of the report suwmarizes the Colorado utilization
review program which is a condition for receiving Medicaid funding
under the {ederal Social Security Act. While not reviewed in this
report, a number of Colorado hcspitals are also conducting independent
uvtilization reviews as an internal management tool to improve the
efficiency and quality of the health care which they provide. Also
outlined in this section is a proposal by the Executive Director of
the state Department of llealth for collecting data on the use of medi-
cal services and facilities in Colorado.

Utilization control has two basic purposes: (1) to ensure that
consumers receive high quality medical care; and (2) to control pro-
gram costs by preventing unnecessary and excessive use of medical ser-
vices. With regard to control of unnecessary and excessive use of
medical services, physician peer groups are required to review and
certify the medical necessity of inpatient hospital admissions and
continued hospital stays. Utilization control is also designed to
contain program costs by requiring that the most appropriate type of
medical care be used. Impatient hospital care, for example, must be
justified as the most appropriate medical care, rather than outpatient
care. 1/

Utilization review conducted by physician peer groups is based
on three major assumptions. First, it is asserted that physicians are
the most qualified individuals to determine what constitutes appropri-
ate utilization of services based on medical necessity. Second, since
hospital utilization is determined by physicians, the best way to
influence or modify physician thinking regarding utilization of hospi-
tal services is to involve them directly in a utilization and medical
quality review program. The third assumption is that physicians who
order inappropriate institutional services will be more willing to
abide by more appropriate standards and accept the consequences of
non-compliance when the decision has the full weight and authority of
their statewide peer groups. 2/

1/ Titie 42 Section 1320 C-4, U.S.C.A.

2/ '"Description of Colorado Admissions Program’, Colorado Founda-
tion for Medical Care, June, 1976, p. 4.
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Professional Standards Review Organizations

Title XI of the federal Social Security Act requires the estab-
lishment of physician peer review groups called Professional Standards
Review Organizations (PSROs) in each state to review the utilization
of medical services which are supported by federal funds. Hospitals
which receive Medicare, Medicaid, and Maternmal and Child Health Care
reimbursement must comply with the federal utilization review require-
ments as a condition for receiving federal reimbursement. 3/

The Colorado Foundation for Medical Care, Inc., operates as the
professional standards review organization in Colorado. The founda-
tion was created by the Colorado Medical Society to develop more
effective programs for managing the distribution, quality, and cost of
health care. In accordance with federal law, the organization is a
nonprofit professional association composed of licensed physicians in
Colorado. The foundation is funded totally by the federal government
to conduct utilization reviews for Medicaid and Medicare purposes
and receives no state assistance.

Presently, .he foundation only conducts utilization reviews of
inpatient hospital care under the Medicaid and Medicare programs. The
state Department of lealth currently conducts utilization reviews of
nursing homes under the Medicaid program, but the foundation will
begin utilization reviews of approximately 20 nursing homes as a pilot
pregram in March, 1977. Presently, utilization review of ambulatory
or outpatient hospital care is not required under federal law and is
not being conducted.

A state, regional, and local structure has been developed for
administering this wutilization review program for inpatient hospi-
talization. On the state level, a steering conmmittee is responsible
for program administration uﬂd oversight. The state is divided into
five regions with regional councils established to coordinate and
monitor the preogram. FEach regional council appoints one physician or
hospital administrator to the state steering committee. The steering
comnittee also has one hospital administrator appointed Dby the
Colorado ilospital Association, and one consumer member appointed by
the Governor.

Cn the local hospital 1level, physician advisors, with the
assistance of nurse coordinators who are registered nurses, conduct
utilization reviews at the time of patient admission and during the
patient's hospital stay. No physician may review any case in which he
or she has a financial interest.

5/—lhe-Hedicare—prepram—is—estahlishad under Title XVIII, Medicaid
— under Title XIX, and Maternal and Child llealth under Fltle V of

the Social Sccurity Act.
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Physician advisors and their alternates arc nominated by each
hospital and approved first by the appropriate regional council and
then by the state stcering committce. Nursc coordinators arc selected
by the administrative staff of the foundation. The physician advisors
and nurse coordinators are reimbursed by the foundation on a fee-
for-service basis. Rural hospitals, however, use their own employees,
e.g., nurse coordinators, to conduct utilization review because the
smaller workloads of rural hospitals do not justify additional
employees for this function. Such employees are also reimbursed on a
fee-fer-service basis.

A few hospitals in the Denver arca have assumed responsibility
for conducting their own utilization revicw programs. The foundation
nonitors the program effectiveness of thesc institutions.

Any health care provider or hospital determined to be out of
compliance with the federal utilization review law may appeal such a
finding to local, regional, and statewide appeals panels established
by the foundation., Ultimately, however, if the state steering commit-
tee determines that a health practitioner or any hospital has repeat-
edly violated the federal law, then the steering committee must for-
ward 1its findings to the Secretary of the Department of Health, LEdu-
cation, and Welfare (IIEW). The Secretary of IHEW may determine such
practitioner or hospital to be ineligible to provide services on a
reimbursable basis, after finding non-compliance in a substantial
number of cases, or gross and flagrant violation in one or more
instances. 4/

The foundation, under a memorandum of understanding with the
Division of Medical Assistance in the statc Department of Social Ser-
vices, conducts utilization review under the Medicaid program. The
foundation and the division are currently working on a new memorandum
of understanding which will be finalized in the early months of 1977,

The state Department of Social Services is designated, in
coripliance with the federal Title XIX Medicaid 1law, as the single
state agency f{or administering the state's Medicaid program. ‘hile
cstablishment of PSROs to conduct utilization reviews is a requisite
for obtaining fedcral Medicaid reimbursement under Title XI, neither
Title XIX nor Title XI requires the PSRO to be accountable to the
state agency which administers the Medicaid program. However, the
sharing of information between the state agency and the foundation has
been considered successful. 5/

4/ 42 Section 1520C-0 (2) (b), U.G.CLA.

5/ Dr. James Syner, Medical Consultant, Medical Assistance Division,
Department of Social Services.




As for the further development of utilization review programs,
one of the prime issues under consideration in the contract negotia-
tions between Blue Cross and the hospitals is the definition of an
acceptable utilization review program. Such a program wculd monitor
the medical necessity and the appropriateness of services provided to
patients who are insured by the Blues.

Population-Based Data System

A new development in Colorado involves the possible establish-
ment of a population-based data system which would generate informa-
tion concerning ucilization of medical services and facilities. Dr.
Anthony Robbins, Ixecutive Director of the state Department of llealth,
described the system to the committee and indicated that its imple-
mentation would be a high priority for the department. The programn
could be effectuated without legislation if hospitals will be willing
to provide the necessary information for the program on a voluntary
basis. llowever, it may be too early to know the extent to which a
voluntary approach on the part of hospitals and other providers wili
be possible.

The system proposed for Colorado would work in the following
manner. When a patient is discharged from a hospital, the services
which had been provided to the patient would be tabulated and reported
to the state Department of Health, along with the geographic area in
which the patient resides. The geographic area could be based on zip
codes, census tracts, or similar areas for which the population is
known, A selected group, such as all persons enrolled in the Medicare
program, could also be used as the population group for the system.
The aggregate number of services provided to the patients in the popu-
lation group is divided by the total mmber of people in that popu-
lation group and the result is the utilization rate. The utilization
rates of various groups, such as city A, census tract B, or county D,
or between Medicarc and comparable non-Medicare populations, can be
compared. One writer described the usefulness of these comparisons as
follows:

Generally speaking, the population based data mechanism
is most wuseful as a way to flag exceptions, draw comparisons,
or identify trends. It is a tool for asking questions more
often than it is a tool for providing answers, but the ques-
tions it raises are powerful. 6/

0/ Jennifer Robbins, "The Uses of Population - Based Data for Rate
Setting", llarvard University Centcr for Conmmity llealth and Medi-
cal Care, Report Services R-45-55 April, 1976, p. 4.




Findings from this system indicate considerable variations in
the frequency of services provided. The following three examples of
data from Vermont were cited as the ranges of cases per 10,000 popu-
lation per year (Data for (a) and (b) for females; (c) both sexes):

Number of
No. of Cases Hospital Days
Surgical Procedure lowest Ilighest Lowest Highest
(a) Hysterectomies 30 60 284 670
(b) Cholecystectomies 18 53 --- ---

(Removal of gall bladder)

(c) Appendectomies 14 31 74 188

The author then raises the following questions and suggests
what should be studied, based on the available data:

Who is better off? Toes the area with a low surgical
procedure rate have people who are sicker or suffer more? Are
the people in the high rate areas losing organs unnecessarily?
Rate setters are in no way qualified to answer such questions
on a case by case basis, but the data make it imperative that
epidemiologists and clinicians do seek answers. Certainly if
the high rates are directly associated with excess morhidity or
mortality, the reasons for such findings should be throughly
researched. Licensing, planning and reimbursing bodies can
influence the growth and distribution of facilities to make
suitable corrections. The human and financial stakes are high
enough so that the data must be available to pose these and
cther questions. 7/

Policy Questions -- Utilization Review

If it chooses, the General Assembly, could determine some of
the general directions which would affect the patterns of wutilization
of health care facilities and services. Some actions could affect
state agencies concerned with utilization, and other actions could
relate to third party payers such as Blue Cross.

(a) If voluntary participation with the proposed population
based data system does not occur, should the General Assembly take
action to mandate participation by hospitals and other providers?

7/ 1bid, p. 5.
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(b) Many recommendations concerning utilization were directed
toward approaches which would pertain to Colorado Blue Cross-Blue
Shield. Should there be greater experimentation with alternative
delivery systems such as increased outpatient services, pre-admission
testing, use of paramedical personnel, and increased home health care?
Would the encouragement of more alternative methods of care actually
result in the most appropriate care being offered and in the reduction
of the total costs of health care?

(c) Some states have penalized hospitals, in terms of
Medicaid reimbursement, if occupancy in various departments falls
below certain standards. Should Colorado penalize hospitals, through
its Medicaid contracts, for under-utilization of facilities?
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VI. MASSACHUSETTS RATE SETTING COMMISSION

In the interest of obtaining more detailed information on the
functions and operations of a rate revicw commission in another state,
arrangements were made for Mr. Stephen Weiner, chairmman of the Massa-
chusetts Rate Setting Commission, to meet with the committee. The
following is an overview of the information concerning the Massachu-
setts Commission provided by Mr. Weiner.

FEstablishment of the Commission

The Massachusetts Commission was established in 1968 for the
primary purpose of sctting health care rates to he paid by state and
lecal governments on behalf of public assistance recipients. The com-
mission superseded previous state rate setting activities for hospi-
tals and nursing homes which had been in operation since the 1950's.
In 1974, the commission was reorganized and three full-time commis-
sioners replaced the original five part-time commissioners. By
statute, the chairman is required to have administrative experience
and an advanced degree in business administration, public administra-
tion, or law. Another member is required to be a certified public
accountant and one member is required to have experience in the field
of medical economics. 1/

Mr, Weiner noted that practically all persons familiar with the

operation of the part-time and full-time commissions are far more
satisfied with the full-time commission.

Nuties of the Commission

The duties of the Massachusetts Rate Setting Commission were
expanded in 1974, 1975, and as recently as October, 1976, The commis-
sion is presently responsible for:

(1) Approving increases in hospital rates to the general
public, which would include private pay patients and
commercial insurance carriers;

1/ Other states have different requirements for composition of their
comnissions. For example, some states require that a certain mum-
ber of members be selected from the general public, with others
from the health care industry and state department heads as ex
officio members, As for commission size, the full-time commis-
sions usually consist of three memhers; the part-time commissions
range in size hetween five and 15 members,




(2) DNeveloping methodologies for grouping and couumparing
hospitals for the purpose of reviewing hospital budgets
and proposed rate increases;

(3) Setting reimbursement rates under the Medicaid program
and workmen's compensation programs;

(4) Approving the contracts between Blue Cross and hospitals
and approving the rates under such contracts;

(5) Rate-setting for state and county health institutions;

(6) Rate-setting for educational, rehabilitational, and
social services which are purchased by governmental
units; and

(7) By 1978, compiling and reviewing all hospital budgets for
the next fiscal year.

The commission is also authorized to adopt a uniform accounting system
for health care providers, if such a system is deemed necessary.

This list illustrates that the duties of the commission are
comprehensive in scope, including rate setting in non-health areas. 2/

In general, the commission's rate regulation activities are
directed at containing the percentage of increase in hospital costs.
This approach may be contrasted with methods of rate control which
would require a complete analysis of the base costs through the analy-
sis budgets and accounting reports. Previous expenditures are not
analyzed for the appropriateness of their cost. Instead, the total
revenues derived from patient charges are subject to limitations in
the amount of increase,

The commission's rate-setting responsibilities cover the rates
for every type of payer for hospital services and, to a large extent,
for nursing home services. However, imiform rates arc not set for all
types of payers, nor are the same procedures used in determining rates
for the various types of payers. For example, the procedure used for
determining Medicaid reimbursement rates is distinct from the proce-
dure used to review proposed increases in rates to the general public.

2/ The agency's internal structure also reflects the cenprehensive-
ness of the commission's functions. The commission currently has
four internal bureaus: (1) Bureau of Hospitals and Clinics; (2)
Bureau of long-term Care Facilities; (3) Bureau of Nen-Institu-
tional Providers and Commmity and ilome Health Agencies; and (4)
Bureau of Liducational and Social Service Rates.,
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Mr. Weiner said that the most recent amendments to the law con-
tain mechanisms, such as the requirement for budget reviews, which
will result in uniform rate regulation in the future. Without wumi-
formity 1in rates, hospitals may charge higher rates to private paying
patients even though rates are contained for other payers, such as
Medicaid patients.

Mr. Weiner ecxplained that regulation of rates to the general
public will in turn benefit Blue Cross and Medicaid reimbursement
rates. The charges established by the commission for the general
public tend to act as a ceiling on Blue Cross and Medicaid rates.
Further, a major objective of regulating charges to the general public
is to make the charges for hospital services closely equivalent to the
costs of hospital services. With regard to Medicaid reimbursement,
Mr. Weiner was of the opinion that it is not necessarily advantageous
to the state to pay the same rates as the general public. While
Medicaid rates, under federal law, can be no higher than the rates to
the general public, they can be less.

The following sections outline the rate regulation approaches
used in Massachusetts with regard to rates paid by the general public,
Medicaid reimbursement rates, and Blue C(Cross reimbursement rates.
Massachusetts law provides for only 1limited control of Blue Cross
insurance rates for consumers, in contrast with the statutory require-
ment in Colorado that the Commissioner of Insurance approve all Blue
Cross rate increases prior to use. In Massachusetts, the Commissioner
of Insurance only approves rate increases for the '"Non Group category"
of insureds and, in this process, the expertise of the Rate Setting
Commission is made available to the Commissioner.

Rate Setting for the feneral Public -- Budget Reviews

Regulation of health care costs began with regulation of rates
paid by governmental entities under public assistance programs, such
as Medicaid, and has evolved to the regulation of rates charged pri-
vate pay patients and commercial carriers. Mr. Weiner said that
responsibility for approving rate increases to the general public and
for reviewing hospital budgets was added to the commission's duties
because regulation of Medicaid reimbursement rates and Blue Cross con-
tracts with hospitals was not sufficient to control health care costs.

In 1975, the Massachusetts legislature passed an emergency act
which required the commission to begin immediate approval of increases
in hospital charges. 3/ The provisions of the 1975 law were estab-

3/ Legislation requiring the commission to approve rate increases was
passed in July, 1975, effective immediately and the commission had
less than three months to implement this provision.
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lished as an interim measure, designed to be in effect until 1980, In
October, 1976, more comprehensive legislation was enacted which
superceded the 1975 legislation. The 1976 law requires the commission
to review the budget of every hospital by fiscal year 1978, in addi-
tion to approving increases in hospital rates to the public.

The intent of the 1975 and 1976 1legislation was to begin
comprehensive cost containment efforts immediately, without waiting to
develop a uniform accounting or statistical system. This is in con-
trast to the approach adopted in other states, such as Washington and
California. 4/ lowever, the 1976 law requires the commission to
develop certain methodology for analyzing hospital budgets and pro-
posed budgets by 1978, and authorizes the commission to develop a uni-
form accounting system for health care providers, if deemed necessary.
In addition, the commission was able to apply some of the
methodologies used to regulate Medicaid reimbursement rates to regu-
late hospital rates charged to private pay patients and commercial
carriers. For example, a composite index for inflation had previously
been developed for assessing the proposed increases in Medicaid rates.

Mr. Weiner emphasized that the commission does not need the
same information to conduct rate reviews as 1is necessary for the
administration of a hospital. In his opinion, a uniform accounting
system is primarily of benefit as an internal management tool for
hospitals, whereas uniform reporting of hospital budget data is essen-
tial to rate regulation.

The Massachusetts rate review statute provides the commission
with specific criteria and guidelines needed for assessing proposed
rate increases and for reviewing hospital budgets. Proposed rate
increases are approved on the basis of the following statutory cri-
teria: (1) that the reasonableness of the underlying costs are justi-
fied; (2) that the increases are consistent with the rate of inflation
in the economy in general, as measured by a composite index; (3) that
the increases are due to projected increases in volume of service; and
(4) that the increases are due to costs beyond the control of the
hospital. Many early rate regulation systems, such as the system used
in Connecticut, focused on increases in unit prices or charges and did
not regulate increases in the volume of services. The Massachusetts
rate review system is designed to regulate both increases in price and
in volume,

4/ California began development of "a~ uniform accounting system in
1972 and recently, the California Illealth Tacilities Commission
proposced adding rate review and approval functions to its exist-
ing duties of gathering data. Althoupgh the Washington State los-
pital Commission conducts rate review, the comnission devoted
considerable resources to the development of a uniform accounting
system prior to regulating rates.
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The emphasis of the Massachusetts Commission is to control
total cost rather than to analyze line item costs. The commission
does not dictate to hospitals how they should allocate their revenues
but sets maximum figures within which hospitals are to operate. The
Massachusetts DNepartment of Health examines such major expenditures
under the state's certificate of public necessity laws, as is the case
in Colorado.

In addition to using the guidelines to analyze proposed rate
increases, the commission reviews the ratio between a hospital's total
patient charges and total patient costs. Basically, hospitals are
allowed five percent in excess revenues, derived from patient care
charges, over patient costs. Proposed rate increases cannot produce
total revenues to exceed five percent over costs.

While all hospitals will be required to file their budgets with
the commission by 1978, the commission will only act on budgets where
new or increased rates are proposcd, or where total patient charges
would cxceed total patient costs by more than five percent. In addi-
tion, the commission will review any hospital's budget in which the
proposed total patient charge-cost ratio exceeds the ratio during the
base year period (April, 1974 through March, 1975).

All hospital budgets are initially screened to determine
whether they conform with the statutory guidelines and other criteria,
as provided in commission regulations. Administrative efforts are
concentrated on those hospitals which do not conform to statutory and
regulatory requirements.

With regard to the criteria for approving rate increases, 'Mr.
Weiner explained that the commission develops formulae, by regulation,
for determining allowable increases in hospital costs due to inflation
and for determining allowable increases in volume. The formulae are
then applied to each hospital. TFor example, a hospital's FY 1976
budget would be inflated on the hasis of the composite index in order
to predict what the 1977 budget should be.

Accomplishments of the Commission

With regard to the commission's impact on hospital costs after
one Yyear of operation, Mr. Weiner said that hospitals are more cost
conscious. The requirement of commission approval of hospital rate
increases has forced hospitals to budget with greater sophistication
and has required them to justify cost and charge increases. IMr.
Weiner said that a Blue Cross official stated that 40 out of the 130
general hospitals were unable to budget adequately prior to the
commission's regulatory efforts.

Administrators of some of the teaching hospitals have indicated
that the commission's regulation has given hospital administrators
leverage over staff physicians with regard to containment of hospital
costs., The administrators are able to tell the staff physicians that
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the hospital cannot justify a particular expenditure requested because
of the commission's constraints,

Mr. Weiner said that it is difficult to compare Massachusetts'
hospital rates with the rates in surrounding Northheastern states
because Massachusetts' rates historically had been higher than rates
in neighboring states such as Connecticut and Rhode Island. The
teaching hospitals affiliated with Harvard Medical School have sig-
nificantly contributed to the high cost of hospital rates, he said.
Mr. Weiner said that last year, the commission disallowed approxi-
mately $10,000,000 in cost increases, and $4,000,000 to $5,000,000 in
projected increasecs in revenue.

Commission budget and staff. Mr, Weiner stated that the com-
mission has 16 tull-time employees who are assigned to review hospital
budgets, at a total annual cost for salaries of $222,000.

Medicaid Reimbursement Rates

Hospital rates., Massachusetts is one of several states in the
nation, including Colorado, which reimburse hospitals for Medicaid
patients on a prospective basis. Prospective per diem rates are
developed on the basis of historic or base costs. lHospital costs in a
base year as reported to the commission are projected forward using a
standard composite inflation factor to determine per diem rates for
the next year, The inflation factor is based on the assumption that
hospitals should experience the same inflation rate as the general
economy, not an inflation rate unique to hospitals.

The commission sets Medicaid per diem rates for the 201 hospi-
tals in the state. However, Medicaid reimbursement only constitutes
about 15 percent of total hospital revenue in Massachusetts,

Prior to 1976, thc Massachusetts 1legislature {the General
Court) vested the commission with sole authority for determining
Medicaid reimbursement rates. In fiscal year 1976, the legislature
began appropriating funds for Medicaid reimbursement conditionally,
For the current year, the legislature placed a seven precent cap on
hospital reimbursement rate increases and any hospital reimbursement
rate higher than seven percent must be approved by the legislature on
a case-by-case bhasis., This requirement for approval means that the
legislature mandates the allowable inflation factor rather than allow-
ing the inflation factor to bec set by the commission.

The Medicaid reimbursement system alsc penalizes hospitals for
low occupancy rates on the assumpticn that the Commonwealth should not
pay for underutilized, and therefore, unnecessarily expensive facili-
ties. 5/ Maternity hospitals are penalized if their occupancy rate is

5/ Commonwealth of Massachusetts Rate Setting Commission, Annual
Report, 1975, p. 25.
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less than 60 percent; teaching hospitals are penalized if occupancy
drops below 75 percent; and non-tcaching hospitals are penalized if
their occupancy rate is lower than 80 percent.

Occupancy rates are calculated on the basis of licensed hed
capacity. In calculating occupancy rates, the commission encountered
disparities between the 1licensed hed capacity and the operating bed
capacity reported by hospitals. An unanticipated result of the pen-
alty for 1low occupancy was that some hospitals made application to
reduce their licensed bed capacity to conform the number of 1licensed
beds with their actual operating capacity.

Nursing home rates. Mr. Weiner stated that the Medicaid regu-
lation for nursing homes provides adequate regulation for this indus-
try. In Massachusetts, approximately 85 percent of the total revenue
for the nursing home industry is derived from Medicaid. The Common-
wealth currently has 758 nursing homes.

In contrast to the prospective basis used for reimbursing
hospitals, nursing homes are reimbursed retrospectively on the basis
of audited cost, as is the procedure in Colorado. Interim rates are
established by inflating base year costs by ten percent. Final rates
are established after audited costs are filed with the commission.
The commission establishes a ceiling on specific costs, such as nurs-
ing costs or administrative expenses. The cost ceilings are the bases
upon which the reasonableness of nursing home costs are judged.

As is the case for hospitals and clinics, a nursing home mst
maintain a given level of occupancy or it will have its Medicaid rate
reduced. Nursing homes must maintain a 93 percent occupancy in order
to avoid the penalty. This occupancy penalty is useful in ensuring
that the Commonwealth will not be paying the extra expense involved in
the under-utilization of facilities, and also encourages these facili-
ties to accept publicly-aided individuals rather than waiting to find
privately-paying individuals who will pay more.

One and one-half full-time employees administer the Medicaid
rate review functions in the Massachusetts Commission.

Blue Cross Reimbursement Rates

Since 1974, the commission has been responsible for approving
contracts between Blue Cross of Massachusetts, Inc., and providers of
health services and for approving rates under such contracts. The
statutes authorize the commission to approve Blue Cross contracts with
participating and cooperating hospitals, long-term care facilities,
and pharmacies. The 1975 annual report of the commission indicated
that it was satisfied that this approach had been successful:

...in exercising this authority, particularly as it rclates to

hospitals, Commission action has a substantial impact on pre-
miums paid by Blue Cross subscribers, since a major clement in

_41_




determining premiums is the rate Blue Cross pays to contracting
providers. 6/

In addition to the commission's staff, the commission is

authorized to use Blue Cross personnel for the analysis of Blue Cross
provider contracts and reimbursement rates for health care providers.

Policy Questions - Rate Review Commission

Several important considerations will be before the Colorado
General Assembly if the concept of a rate review commission is consid-
ered seriously in the 1legislative process: (a) whether there is a
need for some mechanism for review of rates or the budget of health
care providers, particularly hospitals; and (b) whether a state rate
review mechanism would he an effective means of limiting the rates of
increase for certain types of health care. Even if such a procedure
would be considered effective, some might challenge whether regulatory
activity in regard to hospital rates, for example, iS an appropriate
role for the state to undertake.

These considerations are complex and considerable data has been
collected in regard to arguments concerning these issues., If a deci-
sion is made favoring the concept of rate review or rate setting, a
nunber of key questions will then be addressed. Some of these ques-
tions are noted below:

-- Scope. Which health care facilities, such as nursing
homes and hospitals, should be subject to the legis-
lation? Should the rates of all payers (e.g., Blue
Cross, the state, or private pay patients) or only some
payers be subject to regulation?

-- Voluntary or mandatory compliance. Would voluntary
compllance with recommendations of a commission be
acceptable or should the law be mandatory as is the case
in most states which have a commission?

-- The commission. Whether a commission would be full- or
part-time and the composition of the commission would
need consideration. Perhaps an executive agency, with an
advisory group rather than a commission, could administer
the act.

-- Organizational structure. A decision on the placement of
a commission In the organizational structure of state
government would have to be made. Perhaps it would he
placed in the Nepartment of Health or in other regulatory
agencies or added to an existing commission, such as the
PUC.

6/ Annual Report, supra note 5, at page 2.
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Review or approval of rates. Should a commission review
and approve rates or actually set rates for the providers
subject to the statute?

Procedures of budget review and rate determination, What
procedure should he used for determining rates or for
approving budgets: negotiation; allowance of maximum
flat increases in budgets or costs; or agency determi-
nation through formulae or other analyses.

Uniform accounting. A system of prospective reimburse-
ment may depend on uniformity of information from hospi-
tals in order to negotiate contracts. Should the General
Assembly mandate hospital compliance with a wuniform
system of accounts?
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APPENDIX T

Colorado Revised Statutes, 1973, as amended
Title 25, Article 3, Part 5
CERTIFICATES OF PUBLIC NECESSITY

25-3-501. Short title. This part 5 shall be known and may
be cited as the ™Colorado Certificate of Public Necessity Act'.

25-3-502. Legislative declaration. The general assembly
finds that the construction or modification of health care
facilities is a factor in the cost of care and the financial
ability of the public to obtain nccessary medical services. The
purposes of this part S are to promote comprehensive health
planning as contemplated by federal Public Law 89-749, as
amended; to assist in providing the highest quality of health
care at the 1lowest possible cost; to avoid unnecessary
duplication by ensuring that only those health care facilities
that are necded will be built or modified; to provide an orderly
method of resolving questions concerning the necessity of
construction or modification of health care facilities; to reduce
or eliminate cxisting duplication and shortages of health care
facilities and manpower whenever possible; to provide an orderly
method for the rcplacement of nonconforming beds, as defined in
section 25-3-503, with new beds in localities where they are
necded; and finally, to recognize that the coordinated
development of health care facilities and services, of desirable
size and location, which are responsive to the legitimate needs
of consumers, providers, and governments, and the encouragement
of more efficient, economical, and effective systems for
organizing, financing, and providing health care are worthy
goals.

25-3-503. Hospitals and health care facilities -
certificate of public necessity required - when. (1) A
certificate of public necessity from the department of health,
referred to in this part 5 as the '"department', shall be required
for:

(a) The construction of any new hospital or health care
facility for which the department of health is required to issue
a license or certificate of compliance pursuant to the provisions
of section 25-1-107 (1) (1), excepting therefrom any facility
whose primary purpose relates to residential care;

(b) My modification or lease of a hospital or health carc
facility specified in paragraph (a) of this subsection (1), which
modification involves a capital expenditure of one hundred
thousand dollars or more, or a real property leasing expenditure
or an equipment lease expenditure of ten thousand dollars or more
per year, and at least one of the following factors:

(I) A change in health care service;
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(II) A ten percent or greater incrcase in the number of
heds;

(III) A change in licensure catcgory;

(IV) The purchase, lease, or acquisition of diagnostic or
therapeutic equipment, when such purchase, lease, or acquisition
is for other than replacement of existing ecquipment and 1is
consistent with current health care delivery planning;

(V) The replacement of beds or bed facilities not
conforming to federal, state, or local standards with beds or hed
facilities so conforming.

(c) Utilization of any existing hospital or health care
facilities for provision of health care services, which hospital
or facility currently is not licensed by the department.

25-3-504, Application for certificate of public necessity -
procedures. (1) (a) An application for a certificate of public
necessity shall be submitted to the arcawide health planning
agency serving the state planning and management  region,
established pursuant to exccutive proclamation, in which the
proposed construction or modification is to take place.

(b) As used in this part 5, "areawide health planning
agency' means an agency established to meet the requirements of
federal Public Law 89-749, as amcnded, and designated as such by
the state health planning agency.

(c) If there is no arcawide health planning agency which
has been so designated as provided in paragraph (b) of this
subsection -(1) in the area to be affected by the proposal, the
state health planning agency shall perform the functions and
duties of an areawide health planning agency as they reclate to
certification of public necessity in that arca.

(2) Upon rcceipt of the application, the arcawide health
planning agency shall send a copy to the department, the health
facilities advisory council, referred to in this part 5 as the
"council", and to the state health planning agency.

25-3-505. Contents of application - minimum requircments.
(1) Every application for a certificate ot public necessity
shall include at lecast the following information:

(a) The general geographic area to be served;

(b) The population to be served, as well as projections of
population growth;

(¢) The anticipated demand for the facility or service to
be provided by the proposal;

(d) A description of the construction or modification in
reasonable detail, including:




(I) The capital expenditures contemplated;

(II) The estimated annual operating cost, including the
anticipated salary cost and numbers of new staff anticipated by
the proposal.

(¢) So far as is known, the relationship of the proposal to
any priorities which have been established for the area to be
served;

(f) The availability and manner of financing the proposal
including the specific source of funding for contemplated capital
expenditures and the time at which any such funding is committed
and the estimated date of commencement and completion of the
project;

(g) Cost per patient day by type of care at various levels
of occupancy and a comparison of such costs with facilities in
usc.

(2) The areawide health planning agency shall make
available to the applicant such information as it may have.

(3) Information submitted in any application for a
certificate of public necessity shall be supported by relevant,
specific, empirical data and statistics, at least to the extent
such data and statistics are generally available to the health
care industry.

25-3-500. Recormicndation of areawide health planning agency
- time 1lumit, Within forty-five days after receiving the
application, the arcawidc health planning agency shall make its
recommendation to the council. If the arcawide health planning
agency holds a public hearing on the application, either on its
own initiative or pursuant to the request of any interested
party, 1t shall make its recommendation within said
forty-five-day time period. The arecawide health planning agency
shall either recommend that the council approve or deny the
issuance of a certificate of public necessity. The reasons for
the recommendation shall be set forth in detail. Failure of the
areawide health planning agency to act within the required time
shall be deemed a recommendation for approval of the application.

25-3-507. Determination by council. (1) Within forty-five
days after recciving the recommendation of the areawide health
planning agency or after ninety days following the receipt of the
application by the arcawide hecalth planning agency, whichever
comes first, the council shall review the recommendation and make .
one of the following decisions:

(a) Approve the issuance of a certificate of public
necessity,

(b) Reject the application for a certificate of public
necessity.




(2) If the decision of the council is contrary to the
recomnendation of the areawide health planning agency, the
council shall set forth in detail the reasons for reversing the
recormendat ion.

(3) Failure of the council to comply with the time
limitations prescribed in subsection (1) of this section shall be
deemed approval of the application, and a certificate of public
necessity shall be issued by the department.

(4) Within ten days after the expiration of any time period
prescribed for action by the council, the department shall notify
the applicant and the areawide health planning agency in writing
of the decision or lack of decision of the council on the
application for a certificate of public necessity and shall issue
a certificate on applications approved by the council.

25-3-508. Appeal. (1) A decision of the council to
approve the issuance of or denial of a certificate of public
necessity may bhe appealed to the state hoard of health within
thirty days after receipt of notice of such decision either by:

(a) The applicant for the certificate who is aggrieved by
an order to deny such certificate; or

(b) More than one-third of the members of the areawide
health planning agency if the decision of the council is contrary
to the rccommendation of the areawide health planning agency.

(2) Not more than forty-five days after the filing of a
notice of appeal, the state board of health shall set a time
(which time shall not be more than sixty-five days after the
filing of notice of appeal) and place (which place shall be set
at the approximate location of the proposed construction,
expansion, or modification for which the certificate of need has
been requested) for a public hearing on the application. [ILvery
hearing shall be conducted in conformity with the provisions of
article 4 of title 24, C.R.S. 1973.

(3) The decision of the state board of health on such
appeal shall be final, subject to the provisions of section
24-4-100, C.R.S. 1973.

25-3-509. Ixpiration of certificate - extensions -
rievances. (1) A certificate ol public necessity shall expire
if the construction or modification is not commenced within
twelve months following the issuance of the certificate or is not
completed within twelve months of the estimated time for
completion of construction or modification as shown in the
application; except that the council may prant an extension of a
cortificate if good causc is shown why the proposed construction
or modification has not cormenced or been completed.

(2) (2) A hospital or health care facility which holds a
valid certificatc of public necessity issued under this part 5
desiring an extension of such certificate shall file an
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application for an extension with the areawide health planning
agency to which it originally made application at least three
months prior to the expiration of the certificate; except that an
application for an extension of a certificate may be filed 1less
than three months prior to ecxpiration if the proposed
construction or modification cannot be commenced or completed due
to an emergency, including a natural disaster, labor dispute, or
other situation beyond the applicant's control.

(b) Upon receipt of an application for extension, the
areawide health planning agency shall send a copy to the
department and to the state health planning agency.

(c) Within forty-five days after receiving the application
for extension, the arcawide hecalth planning agency shall
recommend that the council either approve or deny the granting of
an extension of the certificate. If the recommendation is to
grant the cxtension, the areawide hecalth planning agency shall
also recommend the length of such extension. Failure of the
areawide health planning agency to act within the required time
shall be decemed a recommendation to grant an extension.

(3) Within forty-five days after receiving the
recommendation of the areawide health planning agency, the
council shall review the recommendation and make one of the
following decisions:

(a) Grant an extension of the certificate of public
necessity for an additional specified time period of up to twelve
months; or

(b) Deny an extension of the certificate.

(4) A decision of the council to approve or deny an
application for an extension of a certificate of public necessity
may be appealed to the state board of health within thirty days
after receipt of notice of such decision either by:

(a) The applicant for the cxtension who is aggrieved by an
order to deny the extension; or

(b) More than one-third of the members of the areawide
health planning agency if the decision of the council is contrary
to the recommendation of the areawide health planning agency.

(5) Not more than forty-five days after the filing of a
notice of appeal, the state board of health shall set a time
(which time shall not be more than sixty-five days after the
filing of notice of appeal) and place (which place shall bhe set
at the approximate 1location of the proposed construction,
expansion, or modification for which the certificate of need has
been requested) for a public hearing on the application for
extension. Lvery hearing shall be conducted in conformity with
the provisions of article 4 of title 24, C.R.S. 1973.

(6) The decision of the state board of health on such
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appeal shall be final, subject to the provisions of section
24-4-106, C.R.S. 1973.

(7) A hospital or health care facility holding a valid
certificate of public mecessity pursuant to this part 5 which
desires to substantially change the information in the original
application for which the certificate was issued shall file a
request for amendment to the areawide health planmning agency to
wnich it originally made application. The request shall be
processed as provided in paragraphs (b) and (c) of subsection (2)
and subsections (3) to (6) of this section.

25-3-510. Development of general principles to govern
agencies - factors. (1) The council shall, aftter consulting
with the areawide health plamning agencies and the state health
planning agency, develop general principles to govern areawide
health plaming agencies amd the council in the performance of
their duties concerning review of applications for certificates
of public necessity. These principles shall provide for the
consideratiom of the following factors and may provide other
guidelines not incomsistent herewith:

(a) The need for lealth care facilities and services in the
area and the requirements of the population of the area;

(b) Maximum and minimum hospital or health care facilities
and bed ratios per one thousand inhabitants of the area, subject
to differences in requirements of the various designated areas;

(c) The Iocation of existing health care facilities within
the area and the relation of such location to the distribution of
population within the area;

(d) The projected growth and movement of population im the
area and the impact of such projections on the proximity of
existing health care facilities to projected population
distributiom in the area;

(e) When an applicatiem or applications comtemplate adding
or replacing beds, the capital expenditures contemplated per new
or substituted bed;

(f) When an application or applications contemplate adding
or replacing beds, the anticipated operatimg cost per bed per
diem;

(g) When an application or applications contemplate adding
or replacing beds, and the applicant or applicants have Leen
operating an existing health care facility in the area, the
applicant's operating cost per bed per diem over its last three
fiscal years or whatever part of such period such applicant has
been operating, which shall be substantiated, to the extent
available;

(h) The possible cconomies and improvement in service that
may be derived from operation of joint, cooperative, or sharced
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health care resources;

(i) The relationship of the proposed construction or
modification to overall plans for thc development of the area
including, but not limited to, such statc and arcawide plans as
have been developed pursuant to scection 314 (a) of federal Public
Law 89-749, as amended;

(j) The availahility and adequacy of the arca's cxisting
hospitals and health care facilities currcently conforming to
state and federal standards to meet cach of the wide variety of
medical nceds of the commmunity;

(k) The benefits to the comunity from increasing the
availability and adequacy of other health care services in the
area such as outpatient, ambulatory, or home care services which
may serve as a possible substitution for inpatient care while at
the same time providing high quality hecalth care at a lower cost;

(1) The development of comprchensive services for the
commmity to be served. Such services may be either direct or
indirect through formal affiliation with other health programs in
the area and may include preventive, diagnostic, treatment, and
rchabilitation scrvices. Preference shall be given to health
care facilities which will provide the most comprehensive health
care services and will include outpatient and other integrated
services useful and convenient to the operation of the facility
and the community.

(m) The gains that may be anticipated from innovative
measures proposed by the applicant for improving the organization
and provision of health care.

(2} In applying the general principles to govern review of
applications for certificates of public nccessity, the areawide
health planning agencies and the council shall take into account
the extent to which information in any application 1is supported
by relevant, specific, empirical data and statistics where such
data and statistics are available to the industry.

(3) In reviewing applications for certificates of public
necessity, the areawide health planning agencies, the state
health planning agency, the council, and the state board of
health shall consider only the public need as provided in section
25-3-505 for health care facilities as defined in section
25-3-503 and applicants' capabilities to mect such public need
and shall not discriminate against any applicant on the basis of
the nature of its ownership.

(4) The council shall reject an application for a
certificate of public necessity when it makes an affirmative
finding of any one of the following:

(a) A significant overcapacity within the state planning

and management region in which the proposed facility is to be
located would exist at the timc of completion of the proposed
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facility, except in the event that a proposed acute inpatient or
cmergency care facility is to be located at 1least forty-five
miles from the closest facility of like nature;

(O} The project 1is not compatible with applicable
standards, plans, or criteria adopted by areawide or state health
plarning agencies or by the council. Such standards, plans, or
criteria shall be developed in conformity with the provisions of
subsection (1) of this section.

(c)  The proposed capital expenditure is not economically
feasible and cannot be accommodated in the patient charge
structure or the health care facility or hcalth maintenance
organization without unrcasonable increcases;

{d) The project will not foster cost containment or
improved quality of care, and lack of cost-cffective factors such
as ambulatory carec, precventive health care services, and home
health care shall be considered;

(e) Notwithstanding any other provision of this subsection
(4), an application shall be approved if it can be shown to
provide health carc at a cost significantly bclow the rates bLeing
charged by existing health carc providers.

25-3-511. Council - additional authority - report. (1)

In addition to the other duties of the council specitically set
forth in this part 5, the council shall have maximum flexibility
in surveying the health care needs of the state and in
recommending a program to reduce or eliminate unnecessary
duplication of existing health care services and facilities and
to cncourage the development of health care facilities and

"manpower in areas of the state where it determines there is a
shertage of such facilities and trained personnel.

(2) In carrying out the purposes of this section to
recommend a program to reduce or eliminate arcas of duplication
and shortage of health carc facilities and manpower, thc council
shall solicit and consider the recommendations of the areawide
health planmning agencies in the areas affected by such
duplication or shortage and the state health plamming agency.

(3) In carrying out its duties under this part 5, the
council is empowered to make such investigations and confer with
such persons, groups, and agencies as it deems necessary.

(4) On or before December 1, 1973, and December 1 of cach
year therearfter, the council shall report to the governor on its
activities under this part 5 and shall include in such report an
analysis of the effectiveness of this part 5 in achicving the
legislative purposes set forth in section 25-3-502 and such
recommendations as it may have with respect to any legislative
changes that may be necessary or desirable.

25-3-512, Conflicts of interest - disqualification of vote.
1) Any voting member of the arcawide and state health planning
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agencies, the council, or the state board of health has the right
to vote upon all applications Dbeforc such member's respective
organization and, in so doing, is presumed to act in good faith
and in the public intcrest.

(2) Notwithstanding the provisions of subsection (1) of
this section, any member of said organizations who has a
substantial economic interest which would be affected by said
member's vote on an application, or who has a close relative or
close economic associate whose interests would be so affected Dby
said member's vote, or who accepts a substantial gift, service,
or economic opportunity from a person or persons whose interests
would be affected by said member's vote, or who has personal
interests which othcerwise conflict with the public interest shall
declare himself to have a conflict of interests and shall be
ineligible to vote upon any application for which a conflict of
interests exists.

25-3-513. Rules and rcgulations. The council, after
consulting with the state hcalth planning agency and the areawide
health planning agencies, shall adopt rules and regulations
necessary to implement this part 5. Such regulations shall be
promulgated and published according to the requirements of
section 24-4-103, C.R.S. 1973.

25-3-514. Injunction. The department may seek to enjoin
the construction or modification of a hospital or health care
facility for which a certificate of public necessity has not been
issued as required by this part 5.

25-3-515. Withholding of liccense and funds - when. The
department shall not 1license or allocate any funds to a newly
constructed hospital or health care facility or to a hospital or
health care facility that has modified its facilities if a
certificate of public nccessity has not been first obtained as
required by this part 5.

25-3-516. Violation - penalty. Any person who constructs
or modifies a hospital or health care facility without first
having obtained a certificate of public nccessity, as required by
this part 5, is guilty of a misdemeanor and, upon conviction
thercof, shall be punished by a fine of not more than five
hundred dollars.

25-3-517. Exclusion. (1) (a) For which has been submitted
in good faith ~thc preliminary plan as required by departmental
rules and regulations pursuant to section 25-1-107 (1) (1) by or
on behalf of a hecalth care facility or health maintenance
organization prior to May 30, 1973, and which has commenced
construction no later than July 1, 1976, and completed
construction no later than July 1, 1977; except that the council
may grant an ecxtension for projects excluded by this paragraph
(a) upon good cause shown;

(b) Operated by religious groups relying solely on
spiritual means through prayer for healing.
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25-3-518. Transfer of certificate. A certificate of public
necessity or any right obtained pursuant to any such certificate
may be sold, assigned, leased, or otherwise transferred only upon
approval of the council. Such approval shall be secured in
accordance with the procedures established for application for
such certificate.

25-3-519. Effect of part 5. (1) HNothing in this part 5
shall preclude consideration of the availability of health care
facilities, services, or equipment in a state planning and
management region contiguous to the state planning and management
region in which the proposed certificate of public necessity will
be utilized.

(2) Nothing in this part 5 shall prevent compliance with
federal requirements made to effect implementation of Public Law
93-641 in the state of Colorado.
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APPENDIX TII

A GLOSGARY OF TERMS
COMMONLY USED IN A DISCUSSION ON HEALTH CARE COSTS*

abusge: improper or excessive use of program benefits, resources or
services by either providers or econsumers. Abuse can occur, inten-
tionally or unintentionally, when services are used which are exces-
sive or unnecessary; which are not the appropriate treatment for
the patient’s condition; when cheeper treatment would be sas
effective; or when billing or charging does not conform to reguire-
ments. It should be distinguished from frawd, in which deliberate
deceit is nsed by providers or consumers to obtain payment for
services which werce not actually delivered or received, or to claim
program cligibility. Abnse is not necessarily either intentional or
legel.

actual charge: the amount a physician or other practitioner actually
bills a prtient for a particular medical service or procedure. The
actual charae may differ from the customary, prevaiding, and/or
reasonable charges under Medicare and other insurance programs..’

admission certification: a form of medical care review in which an
assessment is made of the medical necessity of u patient’s admission
to a hespital or other inpatient institution. Admission certification
geeks to assure that patients requiring a hospital level of care, and
only such patients, are admitted to the hospital without unnecessary
delny and with proper planning of the hospital stay. Lengths of
stay appropriate for the patient’s admitting dwaynosis ave usnally

assigned and certified, and payment by any program requiring
certification for the assigned stay is assured. Certification can be
done before (preadmission) or shortly after (concurrent) admission.

allied health personnel: specially trained and licensed (when neces-
sary) health workers other than physicians, dentists, podiatrists and
nurges. The termt has no constant or agreed upon detailed meaning:
sometimes being used synonymously with para-medical personnel;
sometimes meaning all health workers who perform tasks which
must otherwise be perforined by a physician; and sometimes refer-
ring to health workers who do not usually engage in independent
practice. '

allowa,ble charge: generic term referring to the maximum fee that a
third party will use in reimbursing u provider for u given service.
An allowable charge may not be the same as either a reasonable,

customary or prevailing charge as the terms are used under the
Medicare program. : '

* These terms and expressions were extracted from A Discursjive
Dictionary of Health Care, prepared for the use of the Subcom=

mittee on Health and Environment of the U.S. House of Represent-
atives Committee on Interstate and Foreign Commerce ( February, 1976).
These materials were distributed at "A Conference on Controlling
Medicaid Costs", August 2-3, 1976, in Denver, sponsored by the
National Conference of State Legislatures.
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allowable costs: itemis or elements of an institution’s costs which. are
reimbursable under a payment formula. Both Medicare and Medic-
aid reimburse hospitals on the basis of certain costs, but do. not
sllow reimbursement for all costs. Allowable costs may exclude,
for example, uncovered services, luxury accommodations, costs
which are not reasonable, expenditures which are. unnocessary:
in the eflicient delivery of health services to persans covered under
the program in question (it would not be allowable to reimburse
costs under Medicare involved in providing services to newborn
infauts), or deprecintion on a capital expenditure which.was dis-
approved by a health planning agency. Seo also section 223 and
1122. .
alternatives to long-term institutional eare: the whole runge of licaltlhi,
nuu'.nmnnl, liousing nml.su(:inl services designed to keep persons,
sarticularly the wged, disabled and retarded, out of institutions
ike 8‘,\."(,‘[(’(, nursing facilities which provide care on a long-term
basis. The goal is {o provide the range of services necessary to
- allow the person to continue to function in the home enviroument,
Alternatives to long-term care include day-care centers, foster
homes or homemaker sercices.

ambulatory care: all types of health services which are provided on an:
outpatient basis, in contrast {o services provided in the liome or to.
gcrsons who are fupatients. While many inpatients mav be am-
ulatory, the term ambulatory care usually implies “that the
patient has come to u focation otlier than his hoine {0 receive services
and has departed the sume day.

assignment: an agrecment in which a patient assigns to another party,
usually a provider, the right to receive payment fvom a third-party.
for the service the patient has received. Assignment is used instead:
of a patient payving directly for the service and then receiving reim-
bursement from public or private insurance programs. In Medicare,
if & physician accepts assignment from the patient, he must agree
to accept the program payviment as pavment in full (exeept for
specific coinsurance, copayment and. deduetible amounts required: of
the patient). As<ignment. then, protects the patient against liability
for charges which the Medicare program will not recognize as
reasonable. Under some nativnal health insurance proposals physi-
cians must agree to assignment for all of their patients or none of
them; under Medicare, physicians may choose assignment for
some of their patients but not others, and may do. so: on a claim
by claim basis for some services but not others. R

- bad debts: the amount of income lost to a provider because of failure
of patients to pay amounts owed. The impact of the loss of revenue
from bad debts may be partially offset for proprietary institutions by
the fact that income tax is not pavable on income not received.
They may also be recovered by incrensing charges to paying patients
by a proportional amount. Some cost-based reimbursement prograns
reimburse certain bad debts (see reasonable cost).

Blue Cross Association (BCA): the national non-profit organization-
to which the 70 Blue Cross plans in the United Stutes voluntarily
belong. BCA administers prosrams of licensure and approval for
Blue Cross plans, provides specifie services related to the writing
and administering of liealth eare benefits across the country, and
represents the Blue Cross plans in national affairs. Under contract
with the Social Security Administration (SSA), BCA is intermediary.
in the AMedicare program for 77 percent of the participating providers
(90 percent of the participuting hospitals, 50 percent of the partici-

ating skdled nursing facilities, und 76 percent of the perticipating
Xome heulth agencics). . -
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Blue Cross plan: a nonprofit, tax-exempt health service prepayment
organization providing coverage for health care and related services.
The individual plans should be distinguished from their national
association, the Blue Cross Association. Historically, the plans were
largely the creation of the hospital industry, and designed to pro-
vide hospitals with a stable source of revenues, although formal
association between the Blue Cross and American Hospital Asso-
ciations ended in 1972. A Blue Cross plan must be a nonprofit
community service organization with a governing body with a
membership including a majority of public representatives. Most
plans are regulated by State insurance commissioners under special
enabling legislation. Plans are exempt from Federal income taxes,
and, in most States, from State taxes (both property and premium).
Unlike most private insurance companies, the plans usually provide
service rather than indemnity benefits, and often pay hospitals on
the basis of reasonable costs rather than charges. There are 70 plans
in the United States. . ' ’ o
Plan.

capital depreciation: the decline in value of capital assets (assets of
a permanent or fixed nature, goods and plant) over time with use.
The rate and amourt of depreciation is calculated by a variety of
diferent methods (c.g., straight line, sumn of the digits, declining
balance) which often give quite different results. Reimbursement of
bealth services usnally includes an amount intended to be equivalent
to the capital depreciation experienced by the provider of the
services in conjunction with their provision.

.

eapital expenditure review (CER): review of proposed capital expend-
itures of hospitals and/or other bealth facilities to deterinine the
need for, and appropriateness of, the proposed expenditures. The
review is done by a designated regulatory agency such as a State
health plannaing and decelopment agency and has a sanction attached
which prevents (see certificate-of-need) or discourages (sce section
1122) unneeded expenditures. L

carrier: a commercial health insurer, a government ageney, or a
Blue Cross or Blue Shield plan which wndervrites or administers
programs that pay for health services. Under the Medicare Part B
(Supplemental Medical Insurance) Program and the Federal Em-
pleyees Health Benefits Program, carriers are agencies and organiza-
tions with which the program contracts for administration of various
functions, including payment of claims. See also intermediary and
third party. '

categorically needy: persons who are both members of certain cate-
gories of groups cligible to receive public assistance, and economi-
cally needy. As used in AMedicaid, this mneans a person who is aged,

blind, disabled, or a member of a family witl} chi](lr_en under 18
(or 21, if in school) where one parent is absent, incapacitated or un-
employed and, in addition, meets specified income and resources
requirements which vary by State. In general, categorically n(:cd}:
individuals are persons receiving cash assistance under the AFDC
or SSI prograins. A State must cover ali recipients of AFDC pay-
ments under Medicaid; however, it is provided certain options
(based, in large measure, on its coverage levels under the old




Federal/State welfare programs) in determining the extent of
coverage for persons receiving Federal SSI and/or State supple-
mentary SS1 payments. In addition, a State may cover additional
specified groups, such as foster children, as categorically needy. A
Slnt.e_ma_\' restrict 1ts Medicaid coverage to this group or may cover
additional persons who meet the categorical requirements as
medically needy.

categorically related: in the Medicaid program, the requirements
(other than income and resources) which an individual must meet in
order to be eligible for Medicaid benefits: also individuals who meet
these requirements. Specifically, any individual eligible for Medicard
must fall into one of the four main categories of people who are
eligible for wellare cash payments. He must be “aged”, “blind”, or
“disubled” (as defined under the Supplemental Security Income
Program, title XVI of the Social Security Act) or a member of a
family with dependent children where one parent is absent, inca-
pacitated, or unemploved (as defined under the Aid to IFamilies
with Dependent Children Program, title 1V of the Social Scecurity
Act). After the determination is made that un individual is eategori-
cally related, then income and resources tests are applied to determine
if the individual is poor enough to be eligible for assistance (cate-
gorically needy). As # result of this requirement, single persons and
childless couples who are not aged, blind, or disabled and male-
headed families in States which do not cover such groups under
their AFDC programs cannot receive Medicaid coverage no matter
how poor they are.

certificate-of-need or necessity: a certificate issued by a govern-
mental body to an individual or organization proposing to construet
or modify a health facility, or offer a new or different health cereice,
which recognizes that such facility or service when available will be
needed by those for whom it is intended. Where a certificate is
required (for instance for all proposals which will involve more
than a minimum capital investment or change bed capacity), it is a
condition of licensure of the facility or service, and 1s intended to
control expansion of facilities and services in the public interest by
preventing excessive or duplicative development of facilities and
services. An example of capiial expenditure review, certificate of
need for construction of new hospitals is a requirement of law in 23
States and the District of Columbia. Under the National Health
Planning and Resources Developiment Act of 1974, Pl 93-0641,
all States are required to have the State health planning and decelop-
men! agency (designated pursuant to the law) administer o State
certificate of need program, which must apply to all new institu-
twnal kealth services proposed to be offered or developed in the
State. The health systems agencies (local planning bodies under
P.L. 93-641) are required to ke recommendations to the State
ngencies regarding proposed new institutional health services within
their arcas.




concurrent review: rveview of the medienl necessity of hospital or
other health facility adinissions upon or within a short p(-rim{ follow-
ing an admission and the periodiec review of services provided
during the course of treatment. The initial review usually assigns.
an appropriate length of stay to the admission (using diagnosis
specific eriteria) which may also be reassessed periodically. Where
concurrent review is required, payment for unneceded hospitaliza-
tions er services is usunally denied. HEW recently issued wiilization
review rules which would have required concurrent review (defined
as review within one working day of admiszion) of all Medicare
and Medicaid cases after July 1, 1975, Admissions which were
found unnecessary would not have been reimbursed under either
Medicare or Medicaid hevond three days after this finding. As a
result of suit by the ANMA against implementation of certain
portions of these reguladons, particularly the concurrent review
requirement, iimpiementation of the requirements was enjoined by
temporary injunction. HEW ix rewriting the regalations, Under the
enjoined regulations, review was to be conducted by a physician
member or by a qualified nonphysician member of the committee
or group assigned the utilization review responsibility in each
hospital. Such individual was to be appropriately trained and
qualified to perform the as<iened review funetions, and the review
was to use criteria seleeted or developed by the hospital wtitization
review conunitlee or group. Concurrent review should be contrasted
with a retrospective medieal audit, which is done for quality purposes
and does not relate to payment, and claims reciew, which occurs
after the hospitalization is over.

copayment: a tvpe of cost sharing whereby insured or covered persons
pay aspecified flat amount per unit of service or unit of time (e.g., $2
per visit, $10 per inpatient hospital day), their insurer paying the
rest of the cost. The copavinent is incurred at the time the service is
used. The amount paid does not vary with the cost of the service
(unl)ikc coinsurance, which is payvment of some percentage of the
cost). :

cost-related or cost-based reimbursement : one method of payment of
medical care programs by third parties, typically Blue Cross plans
or government agencies, for services delivered to patients. In
cost-related systems, the nmount of the payvment is based on the
costs to the provider of delivering the service. The actual payment
1aay be based on any one of several different formulae, such as full
cost, full cost plus an additional percentage, allowable costs, or a
fraction of costs. Other reimbursement schemes are based on the
charges for the services delivered, or on budgeted or anticipated
costs for a future time period (prospective reimbursement). Medicare,
Medicaid, and some Blue Cross plsns reimburse hospitals on the
basic of costs; most private insurauce plans pay charges.

costs: expenses incurred in the provision of services or goods. Many
different kinds of costs are defined and ured (see actual', allowable,
direct, indirect, life, marginal and opportunity costs). Charges, the
price of & service or amount billed an individual or third party,
may or may not be the same as, or based on, costs. Hospitals often
charge more for a given service than it actually costs in ordfzr to
recoup losses from providing other services where costs exceed
feasible charges. Despite the terminology, cost control programs
are often directed Lo controlling increases in charges rather than in

real costs.




cost sharing: provisions of a health insurance policy which require the
wsgured or otherwise covered individual to pay some portion of his
covered medical expenses. Several forms of cost-sharing are em-
ployed, particularly deductibles, coinsurance und copayments. A
deductible is a set amount which a person mnst pay before any
payment of bencfits occurs. A copayment iz usually u fixed amount
to be paid with each service. Coinsurance is payment of a set
portion of the cost of each service. Cost-sharing does not refer to
or include the amounts paid in premiums for the coverage. The
amount of the premium is directly related to the benefits provided
and hence reflects the amount of cost-sharing required. For a given
set of benefits, premiums increase as cost-sharing requiremnents
decrease. In addition to being used to reduce premiums, cost sharing
is used to control utilization of covered services, for example, by
requiring a large copayment for a service which is likely to be
overused.

coverage: the guarantee against specific losses provided under the
terins of an insurance policy. Freyuently used interchangeably
with benefits or protection. The extent of the insurance afforded
by a policy. Often used to mean insurance or an insurance contract.

credentialing: the recognition of professional or technical competence,
The credentinling process may include registration, certification,
licensure, professional association membership, or the award of a
degree in the ficld. Certification and licensure affect the supply of
health manpower Ly controlling entrance into practice, and in-
fluence the stability of the hibor foree by affecting geographic
distribution, mobility, and retention of workers. Credentialing also
determines the grality of personnel by providing standards for
evaluating competence, and defining the scope of functions and how
personnel may Lc used.

customary charge: generally, the amount which a physician normally
or usually clarges the majority of his patients. Under Medieare, it
is the median charge used by a particular physician for a specified
type of service during the eulendar year preceding the fiscal year
in which a elatin is processed. There is therefore, an average delay of
a year and a half in recognizing any increa=e in actual charges.
Customary charges in addition to actual and precailing charyes are
taken into account in determining reasonable charges under
Medicare.

deductible: the amount of loss or expense that must be incurred by an
sured or otherwise covered individual before an insurer will
assume any liability for all or part of the remaining cost of covered
services. Deductibles may be either fixed dollur smounts or the
value of specified services (such as two dayvs of hospital care or one
physician visit). Deductibles are usually tied to some reference
seriod over which thev must be incurred, e.g. $100 per ealendar vear,
enefit period, or spell of diness. Deduetibles in existing policies are
generally of two tvpes: (1) statie deductibles which are fixed dollar
amounts, and (2) dynamic dednetibles which are adjusted from time
to time to reflect inereasing medieal prices. A third type of dedneti-
ble is proposed in some aational health insurance plans: a sliding
scale dedwetible, in which the deductible is relsted to income and
mereases as 1Ncolue Lcreases.




Early and Periodic Screening Diagnosis and Treatment Program
(EPSDT): a program muandated by lnw as purt of the Mediceid
program. The law (section 1905 (4)(B) of the Social Security
Act) requires that by July 1, 1969, ol States have in effect aprogramn
for cligible children under nae 21 “to ascertain their physical or
mental defects, and sueh health eare, treatment, and othier measures
to correct or amcliorate defects and chronie conditions discovered
thereby, as may be provided in regulations of the Secretary.”

Issuance of regulations inplementing the program was delayed until
November, 1971, snd Stutes wore allowed to phase in their proermma
by age groups unil July 1, 1973, By law (section 403(g) of the Social
Security Act), States which do not huve a program in cffect in any
fiscal quarter after June 30, 1974, for all caldren in families receiv-
ing A¥DC payments are subject to a financial penalty, The State
programs are not just to pay for scrvices but ulso to have an active
outreach component to inform cligible persons of the benefits
available to them, actively to bring them into care so that they can
be screened, and, if necessary, to assist then in obtaining appropri-
oate trentment. EPSDT should properly refer only to programs which
have all of these elements.

extended care facility (ECF): previously used in AMedicare to mean a
skilled nursing facility which gnalificd for participation in Medicare.
In 1972, the law wus amended to use the more generie term skilled
nursing facility for both Medicare and Medicaid. Medicare coverage
is limited to 100 days of post hospital extended care screices during
any spell of illness; thus Medicare coverage in a skilled nursing
facility is limited in duration, must follow a hospital stay, and must
be for services relnted to the cause of the ho=pital stay. These
conditions do not apply to skilled nursing facility benefits under
Medieaid. Thus, the continued use of the terin “‘extended care
facility benefits” is a kind of shorthand to refer to the benefit
limitations on skilled nursing facility care under Medicare.

extended care services: as used in Medicare, services in o skilled
nursing facility provided for -a limited duration (up to 100 days
during a spddl of tllness) after a hospital stay, and for the same
condition as the hospital stay was for. As defined under Medicare,
the following iterss and servieces furnished to an inpatient of &
skilled nursing facility are included: nursing care provided or
supervised by a registered professional nurse; bed and board assocl-
ated with the nursing care; physical, occupational, or speech therapy

furnishied by the skilled nursing facility or by others under arrange-
ments with the facility; medical social services; such drugs, bio-
logicals, supplies, npphances and equipment s are ordinarily used
in care and treatment in the =killed nursing faciliiy; mediecal services

rovided by an intern or resicdent of a hospital with which the facility
gns n transfer agreement; and other services as are necessary to the
health of the patients.

fee for service: method of charging whereby a physician or other prac-
titioner bills for each encounter or service rendered. This is the
usugl method of billing by the majority of the country’s physicians.
Under a fee for service puyment system, expenditures Increase
not only if the fees themselves increase but also if more units of
service are charged for, or more expensive services are substituted for
less expensive ones. This system contrasts with salary, per capita
or prepayment systems, where the payvment is not changed with
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the number of services actually used or if none are used. While the
fee-for-service system is now generally limited to physicians, den-
usts, podiatrists and optometrists, a number of other practitioners,
such as physician assistants, have sought reimburseinent on a fee
for service basis. ‘

fee schedule: a listing of aceepted charges or established allowances for
sx)cm_ﬁg(l medical or dental procedures. It usually represents either a
F 1ysiclan’s or third party's star.dard or maximum charges for the
Isted procedu -es. o

first-dollar coverage: coverage under an insurance policy. which begins
.with the first dollar of expense incurred by the insured for the cov-
ered benefits. Such coverage, therefore, has no deductibles although
it may have copayments or coinsurance. - » :

fiscal agent or intermediary: o contractor that processes and pays
provider claims on behalf of a State Medicaid agency. Fiscal agents
are rarely at risk, but rather serve as an administrative unit for the
State, handling the payment of bills. Fiscal agents may be insurance
companies, management firms, or other private contractors. Medi-
caid fiscal agents are sometimes also Medicare carriers or inter-
mediaries.

fraud: intentional misrepresentation by cither providers or con-
sumers to obtain services, obtain payment for services, or claim
program eligibility. Fraud may include the receipt of services which
are obtained through deliberate misrepresentation of nced or
eligibility ; providing false information concerning costs or conditions
to ¢btain reimbursement or certification; or cluiming payment for
services which were never delivered or received. Fraud is illegal and
carries a penalty when proven. See also abuse.

generic equivalents: drug products with the same active chemical
ingredients sold under the same generic name but often with different
brand names. Generic equivalents are often assumed to be, but are
not necessarily, therapeutic equiralents. The term has such incon-
sistent meaning that 1t must be used with care or avoided.

generic name: the established, official, or non-proprietary, name by
which a drug is known as an isolated substance, irrespective of its
manufacturer. Each drug is licensed under a generic name, and also
may be given a brand name by its manufacturer. ‘The generic name is
assigned by the United States Adopted Names Council (USAN),
a private group of representatives of the American Nedical Associa-
tion, Americun Pharmaceutical As=ociation, United States Pharma-
copeia and Food and Drug Administration, plus one public member.
There have been recent attempts to encourage physicians to
rescribe drugs by generic names whenever possible instead of by
grmxd names. This is said to allow considerable cost suvings. Con-
siderable controversy has arisen over whether drugs sold by generic
name are in fact therapeutically equivalent to their brand-name
counterparts. In some cases two versions of the sane drug, manu-
factured by the same or different manufacturers, may not, usually
for reasons of bioavailubility, be therapeutically equivalent. Ad-
vocates of generic prescribing question whether such differences
ure universal or always significant. See also Mazimum Allowable
Cost Program and antisubstitulion.




health maintenance organization (HMO): an entity with four essen-

tiel attributes: .

(1) an organized system for providing herlth care in a geographic
grea, which entity nccepts the responsibility to provide or otherwise
assure the delivery of . .

(2) an agreed upon set of dasic and supplemental health main-
tenance and treatment services to

(3) a voluntarily enrolled group of persons, and

(4) for which services the HMO is reimbursed through a pre-
determined, fixed, periodic prepayment made by or on behalf. of
each person or family unit enrolled in the HNMO without regard to
the amounts of actual services provided. (From the report of the
Committee on Interstate and Foreign Comnierce on the HMO Act
of 1973, P.L. 93-222, in which the term is legally defined, section
1301 of the PHS sct.) The HMO is rcsponsich for {)rovi(ling most
heslth and medical care services required by enrolled individuals
or families. These services are specified in the contract between the
HAMO and the enrollees. The MO must employ or contract with
health care providers who undertake a continuing responsibility to

rovide services to its enrollecs. The prototype HNMO'is the Kaiser-

ermaniente system, a prepaid group practice located on the West
Const. lowever, medical foundations sponsored by groups of
php‘snc[uns are included under the definition. HMOs are of public
policy interest because thie prototypes appear to have demonstrated
the potential for providing high gquality medical =ervices for less
money than the rest of the medical system. Specifically, rates of
hospitalization and surgery are considerably less in HMOs than
occurs in the system outside such prepaid groups, although some feel
that earlier care, skimping or skimming inay be better explanations.

health service area: a geographic area appropriate for the effective
planning and development of health services. Section 1511 of

" the PHS Act requires that health service areas be delineated
throughout the United States. The governors of the various States
designate the areas using requirements specified in the law respecting
geography, political boundaries, population, kealth resources and co-
ordination with areas defined for other purposes. .

bealth systems agency (HSA): a health planning and resources
development agency designated under the terms of the National
lealth Planning and Resources Devclopment Act of 1974, P.L.
93-641. P.L. 93-641 requires the designation of an HSA in each
of the Aealth service areas in the United States. HSAs are to be non-
profit private corporations, public regional planning bodies, or single
units of local government, and are charged with performing the
heslth planning and resources development functions listed in
section 1513 of the PHS Act. The legal structure, size, composition
and oPernt}on of HSAs are specified in section 1512 of the Act.
HSA functions include preparation of a health system plan (HSP)
and en annual implementation plan (AIP), the issuance of grants
and contracts, the review and approval or disapproval of proposed
uses of a wide range of Federal funds in the agency’s henltg service
area, and review of proposed new and existing institutional health
services and making of recommendations respecting them to State
health plannin and . development agencies. HSAs will replace existing
areawide CHPF agencies but with expanded duties and powers.
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system plan (HSP): a long range health plan prepared by o
“I::?uh’systemspl agen(cy for its health service area specifying the health
goals considered appropriate by the agency for the area. The HSPs
are to be prepared ufter consideration of national guidelines issued
by HEW and study of the characteristics, resources and special
needs of the health service area. Section 1513 of the PHS Act
requires and specifies the nature of an HSP. . -

Hdl-Burton: legislation, and the programs opcrated under that legis-
lation, for Federal support of construction and modernization of
hospitals and other health faeilities, beginning with P.L. 79-725,
the lospital Survey and Construction Act of 1946. The original
law, which has been amended frequently, provided for surveying
State needs, devcloping plans for coustruction of hospituls and
public health centers, and ussisting in constructing and equipping
them. Until the late 1960s, most of the amendiments expanded the
program in dollar minounts and scope. More recently, the adiminis-
tration has attempted to terminate the prograin while the Congress
has sought to restructure it toward support of oufpatient facilities,
facilities to scrve areas deficient in health services, and training
facilities for health and allied health professions. Under P.L.
93-641, the National Health Planning and Resources Development
Act of 1974, the Hill-Burton program will be administered by the
State health planning and derelopment agency. The purpose of the
existing Iill-Burton programs was modified by P.L. 93-641 to
ellow assistance in the form of grants, Joans or loan guarantees for
the following purposes only: modernization of health facilities;
construction of outpatient health facilities; construction of inpatient
facilities in_areas which have experienced recent rapid population
growth; and conversion of existing medical facilities for the provision
of new health services. .

home health care: health services rendered to an individual as needed
in the home. Such services are provided to aged, disabled, or sick
or convalescent individuals who do not need institutional care. The
services may be provided by a wisiting nurse association (VXNA),
home health agency, hospital or other organized community group.
They may- be quite specialized or comprehensive (nursing services,
speech, physical, occupational and rehabilitation therapy, home-
maker services, and social services). Under Medicare, such services
must be provided by a home health ageney. Under Mediceid, States
may, but do not have to, restrict coverage of home health cure to
services provided by home health agencies.

intermediary: a public or private agency or organization selacted by

roviders of health eare which enters into an agreement with the

cretary of HEW under the Hospital Insurance Frogram (Part A)

of Medicare, to pay claims and perform other functions for the

Secretary with respect to such providers. Usually, but not neces-

sarily, a Blue Cross plan or private insurance company. See also
carrier and fiscal agent.




Intermediate care facility (ICF): an instilution recognized under the
Medicaid programn which is licensed under State law to provide,
on a regular basis, health-related care and services to individuals
who do not require the degree of care or treatment which a hospital
or skilled nursing facility is designed to provide, but who because
of their mental or physical condition require care and services
(above the level of room and board) which can be made available
to them only through institutional fucilities. Public institutions for
cure of the mentally retarded ov people with related conditions are
also included. The distinction between “health-related care and
services” and ‘“‘room and board” has often proven difficult to make
but is important because ICEFs are subjeet to quite different regu-
lation and coverage than institutions which do not provide health-
related care and services. An TCF/MR iz an ICI which cares solely
or particularly for the mentally retarded.

Kerr-Mills: popular name for the Social Security Amendments of
1960 \vhicR expanded and modificd the KFederal government’s
existing responsibility for assisting the States in paying for medical
care for the aged poor. The Act liberalized Federal sharing in
vendor payments for medical care under the Federal/State old-age
cash assistance program. It also created a new public assistance
category— Medical Assistance for the Azed (MAA). The medically
indigent chgible for assistance under this program .were persons
age 65 or over whose 2ncomes were high enough that they were not
eligible for Old Age Assistance but who needed help i1 meeting the
costs of their medical care. The Federal share of medical payments
ranged between 50 and 80 percent depending on the per capita
incomo of the States with no limitation on the mmaximum amount of

payment. The Social Security Amendments of 1965 established
the Medicaid program, which substituted a single program of Federal
assistance for medical vendor payments under the categorical cash
assistance and MAA programs. The concept of medical indigency
was extended to neady disabled, blind, and dependent children
and their familics. In July, 1970, Federal sharing in vendor payments
became available only under Medicaid.

length of stay (LOS): the length of an inpatient’s stay in a hqspital
or other health faciity. It is one measure of use of health facilities,
reported as an average number of days spent in a facility per
mission or discharge. It is calculated as follows: total number of
days in the facility for all discharges and deaths occurring during 8
period divided by the number of discharges and deaths during the
same period. In concurrent review an appropriate length of stay may
be assigned each patient upon admission. Average lengths of stay
vary and are measured for people with various ages, specific diag-
noses, or sources of payment.

-

license: & permission granted to an individual or organization by
competent authority, usually public, to engage in a practice, oc-
cupation or activity otherwise unlawful. Licensure is the process by
which the license is granted. Since a license is needed to begin
lawful practice, it is usually granted on the basis of examina-
tion ancr/or proof of educatiow rather then measures of performance.
License when given is usually permanent but may be conditioned on
. annual payment of a fee, proof of continuing education, or proof of
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competence. Common grounds for revocation of a license include
incompetence, commission of a crime (whether or not related to the
licensed practice) or moral turpitude. Possession of 2 medical license
from one State may (reciprocity) or may not suffice to obtain a
license from another. There is no national licensure system for
health professionals, although requircments are often so nearl
standardized as to constitute a national system; see national boardz
and Federation Licensing Examination..

Life Safety Code: a fire safety code prepared by the National Fire
Protection Association. The provisions of this Code (NFPA, 21st
edition, 1967) relating to liospitals and nursing facilities must (ex-
cept in instances where a waiver is granted) be met by facilities
certified for E rticipation under Medicare and Medicaid. The Secre-
‘tary of HEW may accept a State’s fire and safety code, in lieu of
the 1967 edition of the Life Safety Code, if he finds that it is im-
posed by law and will provide adequate protection for inpatients of
pursing facilities. The code is based on the Southern Standard
Building Code which contains optimum (not minimum) standards.

long-term care: health and/or personal care services required by
rsons who are chronically ill, aged, disebled, or retarded, in an
institution or at home, on a long-term basis. The term is often used
more narrowly to refer only to long-term institutional care such as
that provided in nursing homes, homes for the retarded and mental

hospitals. Ambulatory services, like home heath care, which also can
be provided ou a long-term basis, are seen as alternatives to long-
term institutional care.

management: the organization and control of human sactivity directed
toward specific ends. See administration for further discussion of
these two closely reluted terms. Different kinds of managenient are
sometimes described: e.g. by exeeption, in which only exceptions
from defined policy arc reported and acted on; and by objective, in
which clearly stated objectives are used to guide the management
process.

management information system: a system (frequently automated or
computer based) which produces the necessary mformation in
proper form and at appropriate intervals for the management of u
program or other activity. The systemn should measure program
progress toward objectives und report costs and problems needing
attentiqn. Special efforts have been made in the Wedicaid program
to develop information systems for euch Stute program.

Medicaid (Title XIX): a Federally-aided, State operated and ndminis-
wered program which provides medicul benefits for certain low-
income persons in need of health and medical care. The program,
authorized by title XIX of the Socia) Security Act, is basteally for
the poor. It does not cover all of the poor, however, but only persons
who are members of one of the categories of people who can be
covered under the welfare cash payvinent programs—the aged, the:
blind, the disabled, and members of fumilies with dependent children
where one parent is ubsent, ineapacitated or unemployed. Under
certain circumstances States may provide Medieaid coverage for
children under 21 who are not categorically related. Subject to broad
Federal guidelines, States determine the benefits covered, program
eligibility, rates of payment for proriders, and methods of ad-
ministering the program. Medieaid is estimated to provide services
to some 25 million people, with Kederal-State expenditures of
approximately $12.5 billion in fiscal year 1975. ’
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Medicaid mill: a health program which serves, solely or P{‘lmnn‘ly,
Midicaid Heneficiaries, typically on an ambulatory busis. The mills
onginuted in the ghettos of New York City and ure still fro‘lm(l
primarily in urban shums with few other medical services. They
-ure usually organized on a for profit basis, characterized by thewr
great productivity, and frequently accused of a variety of abuses
(such as ping-ponging and famdy yanging).

Medical Assistance Program: the health care program for the poor
anthorized by title XIX of the Social Security Act, known &s
Mudicaid,

.

medical audit: detailed retrospective review and cvaluation of selected

medical records by qualilied professional staft. Medical audits are
used in some kospitals, group practices, and occasionally in private,
independent practices for evaluating professional performance by
comparing it with accepted eriterda, standards and cnrrent pro-
fessional Judgment. A medical audit is usually concerned with the
care of a given dlness and is undertaken to identify deficiencies
in that care in anticipution of educational programs to improve it.

medical care evaluation studies (MCE studies): retrospective medical

care review in which an in-depth assessment of the guality and/or
nature of the use of selected health services or programs s made.
Restudy of an MCE study assesses the effectiveness of corrective
actions taken to correet deficiencies identified in the original study,
but does not_necessarily repeat or replicate the original study.
- Utilization revicw vequirements wder Medicare and Medicaid require
utilization review comniittees in hospitals and skilled nursing facili-
ties to have at least one such study in progress at all times. Such
studies are also required by the PSRO program. '

medical indigency: the condition of having insufficient income to

pay for adequate medical care without depriving oneself or de-
pendents of food. clothing, shelter, and other essentials of living.
Medical indigency may occur when a self-supporting individuoal,
able under ordinary conditions to provide basic maintenance for
hitnself and his family, is, in thne of catastrophic iliness, unable to
finance the total cost of medical care. See also medically indiyent,
spend down, and medically needy. :

medically indigent: a person who is too impoverished to meet his
medical expenses. It may refer to either persons whose income is
low enougl that they cun pay for their basic living costs but not
their routine medical care, or alternately, to persons with generally
adequate income who suddenly face catastrophically large medical
bills. See also medical indigency, medically needy und spend down.

medically needy: in the Jedicaid program, persons who have enough

tncome and resources to pay for their basic living expenses (and
so do not nced welfare) but not enough to pay for their medical
care. Medicaid law requires that the standard for income used by a
State to determine if somcone is medically needy cannot exceed
133 percent of the maximum amount paid to a fanmily of simnilar size
under the welfare program for families with dependent children
(AFDC). In order to be eligible as medicallv needy, people must
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fall into one of the categories of people who are covered under the
welfare cash assistance programs; i.e., be aged, blind, (isabled, or
members of fumilies with dependent children where one puren’t is
absent, incapacitated or unemployed. They receive benefits if their
income after deducting medical expenses (see spend down) is
low enough to meet the eligibility standard. Thirtv-two States now
provide Medicaid coverage to the medically needy.

medically underserved arca: a geographic location (i.e., an urban or
rural area) which has insufficient Aealth resources (manpower
and/or [acilities) to mect the medical needs of the resident popula-
tion. Physician shortage area upplies to a medically underserved
area which is particularly short of physicians. Such areas are also
sometimes defined by measuring the hAealth status of the resident
porulation rather than the supply of resources, an area with an
unhealthy populution being considered underserved. The term is
defined and used séveral places in the PIIS Act in order to cive
priority to such areas for Federal assistance. )

medical review: review, required by Medicaid, by a team composed of
physiciens and other appropriate health and social se1vice personnel
of the condition and need for care, including a medical evaluation,
of each inpatient in a long-term care fac:lity! By law, the teum must
review the: care being provided in the facilities; adequacy of the
services availuble in the facilities to meet the current health needs
and promote the maximum physical well-being of the patients;
necessity and desirability of the continued placement of such
patients in the facilities; and feasibility of meeting their health
care needs through alternate institutional or noninstitutional
services. Medical review differs from wutilization review in that it
requires evaluation of each individual patient and an analysis of
the appropriateness of his specific treatment in a given institution,
whereas utilization review is often done on a sample basis, with
special attention to certain procedures, conditions or lengths of
stay.

Medical Services Administration (MSA): the bureau which ad-
ministers the Medicaid program at the Federal level. It is part of
the Social and lehabiliiation Sercice, which adminmsters most of the
welfare programs within the Department of ITealth, Education, and
Welfare. It is an organization of approximately 200 people in
Washington’s centrhl oflice and 100 people in the ten HEW regional
offices. Direct administration of Medicaid programs is carried out
by the States. :

Medicare (Title XVIII): u nationwide health insurance program for
people aged 65 and over, for persons eligible for social security
disability payments for over two vears, and for eertain workers and
their dependents who need kidney transplantation or dialysis.
Health insurance protection is available to /msured persons without
regavd to (ncome. Monies from payroll tares and preminms from

- benetieiarics are deposited i special trust funds for use in meeting
the expenzes incurred by the tnsuted. The program was enacted
July 30, 1963, as title XVIEI—IIealth Insurance for the Aged—of
the Social Security Act, and became effective on July 1, 1966. It
consists of two sepurate but coordinated progrums: kospital in-
surancc (Part A), and supplementary medical insurance (Part B).
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nursing homes: generally, a wide range of institutions, other than
hospitals, which provide various levels of maintenance and personal
or nursing care to people who are mnable to eare for themseives and
who may have health problems which range from minimal to very
serious. The term includes free standing institutions, or identifiable
components of other health facditics which provide nursing care
and related services, personal care. and residential care. Nursing

-homes include skilled wursing facilities, intermediate care facilities,
and extended care facilities but not boarding homes.

open-ended programs: in the Federal budget, entitlement programs
for which ecligibility requirements are determined by law, e.g.,
Medicaid. Actual obligations and resultant ontlays nre hmited only
by the number of eligible persons who apply for benefits and the
actual benefits received.

optional services: services which may be provided or covered by a
health program or provider and, if provided, will be paid for in
addition to any required services which must be offered. In addition
to the required services under Medicaid, if States clect te include
any of the optional services in their programs, matching funds
under title ALY are availuble. The optional services States may
offer are the following: prescribed driugs (covered by 50 out of 53
States and jurisdietions); clinic services (offered by 41); dental
services (41); exeglasses (38); private duty nursing (21); skilled
nursing facility services for individuals under 21 (42); care for
patients imder 21 in psychintric hospitals (25); intermediate care
Jacility services (49); prosthetic devices (43); physical therapy and
related services (35); other diagnostic, screening, prevenlive and
rehabilitation services (25); oplomelrists’ services (37); podiatrists’
services (39); chiropractors’ services (27); care for persons 65 or older
in institutions for mental diseases (41); and care for patients 65 or
older in tuberculosiz institutions (31). States may also offer any
“mnedical care, or any other type of remedial care recognized under
State law, furnished by licensed practitioners within the scope of
their practice as defined by State Inw’” that is not specifically ex-
cluded from coverage by title XIX (the exclusions are: care or
services for inmates of public nonmedical institutions; inpatient
services in a mental institution for individuals over 20 and under 65;
and services for persons under 65 in a tuberculosis institution).

outpatient medical facility: a facility designed to provide a limited or
full spectrum of health and medical services (including health edu-
cation and naintenance, preventire services, diagnosis, Lreatment,
and rehabilitation) to individuals who do not require hospitalization
or institutionalization (outpatients).

ownership disclosure: disclosure by a health program of all ownership
interests in the procram. By law, each skilled nursing facility
articipating in Medicare and Aedicaid must supply ownership
mformation to the State survey agency and cach intermediate care
Jacility must supply such information to the State hcensing agency.
Full and complete information must be supplied on the identity of:
each person having (directly or indirectly) an ownership interest
of ten percent or more in such facility; in the case of a facility
organized as a corporation, each officer and director of the corpora-
tion; and in case the facility is organized as a partnership, each
partner. Any changes which affect the accuracy of this information
must be promptly reported.
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participation (participating): a physician participates in an insurence
plan when he agrees to accept the plan’s preestablished fee or
reasonable charge as the maximum amount \&'Li('h can be collected
for services rendered. A non-participating physician may charge
more than the inzurance program’s maximum allowable amount for
a particular service. The patient is then liable for the excess above
the allowed amount. This system was developed in the private
sector as a method of providing the 7nsured with specific health care
services at no out-nf-pocket costs. The term is used more looselv in
Medicare and lMedicaid to mean any physician who accepts reim-
bursement from cither program. Approximately half of Medicare
claims are paid to physicians who participate by accepting assiyn-
ment. Any physician accepting Medicaid payments must accept
them as payment in full. A hospital or other health program is
called a participating provider when it meets the various recuire-
ments of, and accepts reimbursement from, a public or private
health insurance program.

peer review: gencrally, the evaluation by practicing physicians or
other professionals of the effeciiveness and efficiency of services
ordere(f or performed by other practicing physicians or other
members of the profession whose work is being reviewed (peers).
Frequently refers to the activities of the Professional Standards
Review Organizations (PSRO) which in 1972 were required by
PL. 92-603 to review services provided under the Medicare,
Medicaid, and Alaternal and Child ?Ica-lth programs. Local PSROs,
which receive Federal guidance and funding from HEW, are staffed
by local physicians, osteopaths, and non-physicians. Their duties
include the establishment of eriterig, norms and stardards for
diagnosis and treatiment of diseases encountered in the locul PSRO
" junsdiction, nnd review of services that are inconsistent with the
established norins, e.g., hospitul stays longer thun the normal
length of stay. 'The norm= may be input, process, or ouleone measures.
Peer review has been advocated as the only possible form of quality
control for medical services because it is satd that only a physician’s
fessional peers ean judge his work. It, has been criticized as
aving inherent conflict of interest, since, it is said, a physician will
not properly judge those who will judge him, and also as not
adequately veflecting patient objectives and points of view.

ping-ponging: the practice of passing a patient from one physician to
another in a health program for unnecessary cursory examinations
so that the program can charge the patient’s third-party for a
physician ¢isit to each physician. The practice and term originated
and is most common in Medicaid mills.

prepaid group practice: an arrangement where a formal association
of three or more physicians provides a defined set of services to per-
sons over a specified time period in return for a fixed periodic
prepayment made in advance of the use of serviee.

prepaid health plan (PHP): genericully, n contract between an insurer
and a subscriber or group of subscribers whereby the PHP provides
& specified set of henlth denefits in return for a periodic premium.
The torm now usually means organizational entities in California
which provide scrvices to Medi-Cul (the name for California’s
Medicaid vrogram) beneficiaries vuder coutract with the State of
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California.” In the latter instance, provision was made under the
Medi-Cal Reform Program of 1971 for Medi-Cal administrators to
contract with groups of iedical providers to supply specified
setvices on a prepaid, per capita basis. These entities have been the
subject of much controversy regarding the cost and quality of their
services, sec skimping.

prevailing charge: a charge which falls within the range of charges
most frequently used in a locality for a particular medical service or
procedure. The top of this range establishes an over-all limitation on
the charges which a ecarrier, which considers prevailing charges 1n
reimbursement, will accept as reasanable for a given service, without
adequate special jnstification. Current Medicare rules state that the
limit of an area’s prevailing chavee is to be the 75th percentile of the
customary charges for a given service by the physicians in a given
area. For example, if customary charges for an appendectomy
a locality were distributed so that 10 percent of the services were

rendered by physicians whose customary charge was $150, 40 per-
cent by physicians who charged $200, 40 percent who charged $250,
and 10 pereent who charged $200 or more, thea the prevailing
charge would be $250, since this is the level that, under Medicare
regulations, would cover at least 75 percent of the cases.

preventive medicine: care which has the aim of preventing disease or
its consequences. It includes health care programs aimed at warding
off illnesses (e.g., inmunizations), early detection of disease (e.g.,
Pap smears), and inhibiting further deterieration of the body (e.g.,
excrcise or prophylactic surgery). Preventive medicine developed
subsequent to bacteriology, and was concerned in its early history
with specific medical control measures taken against the agents of
infections diseases. With increasing knowledge of nutritional,
malignant and other chronic diseases, the scope of preventive
medicine has been extended. It is now operatively assumed that
most if not all problems are prevertable at some stage of their
development. Preventive medicine is also coneerned with general
preventive measures aimed  at improving the healthfulness of our
environment and our relations with it through such things as
avoidance of hazardous substances, modified diet, and family
lanning. In particular, the promotion of health through altering
Celmvior, especially by health edueation, is gaining prominence as a
component of preventive care.

primary care: basic or general health care which emphasizes the point
when the paticnt first secks assistance from the medical care system
and the care of the simpler and more common illnesses. The primary
care procider usually also assumes opgoing responsibility fo1 the
patient in both kealth maintenance and therapy of illness. It is
comprehensive in the sense that it takes responsibility for the
overall coordinuation of the care of the patient’s health problems, be
they biological, behavioral or social. The appropriate use of con-
sultants and community resources is an important part of effective
primary care. Such care is generally provided by physicians, but is
increasingly provided bv other personnel such as family nurse
practitioners. ’ i

primary payer: denotes insurer obligated to pay losses piicr to any
liability of other, secondary insurers. Under current law, MMedicare
is a primary payer with respect to Medicaid; for a person eligible
under both programs, Medieaid pays only for benefits not covered
under Medicare, or after Medicare benefits are exhausted.
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prior authorization: requirement imposed by a third party, under
some svstems of utilization review, that a provider must justify
before i peer review committee, insurance company representative,
or State agent the need for delivering a particular service to a
patient before actuaully providing the service in order to receive
reimbursement. Generally, prior authorization is required for
non-emergency services which are expensive (involving a hospital
sta{;, preadmission certification, for example) or particularly likely
to be overused or abused (many State .\Iedicaidp programs require
- prior authorization of all dental services, for instance).

Professional Stundards Review Organization (PSRO): u physician-
sponsored organization charged  with comprehensive and on-
going review of services provided under the Medicare, Medicaid and

Maternal and Child Health programs. Lhe purpose of this review is
to determine for purposes of reiubursement under these programs
whether services are: medically necessary; provided in accordance
with professional erdteria, ncrms and standards; and, in the case of
institutional services, rendered in an appropriate setting. The
requitement for the establishment of PSROs wax added by the
Social Security Amendments of 1972, P.L. 92-603, to the Social
Security Act as part B of title XI. PSRO arcas have been designated
throughout the country and organizations in many of these areas
are at various stages of in.plementing the required 1eview functions,

profile: a longitudinal or cross-sectional aggregation of medical care
data. Patient protiles list all of the serviees provided to a particular
patient during a specified period of time. Physician, hospital, or
population profiles are statistical summaries of the pattern of
practice of an individnal physician, a specific hospital, or the medical
experience of a specific population. Diagnostic profiles are a sub-
category of physician, hospital, or population profiles with regard
to a specific condition or diagnesis. :

profit: the gnin made by the sale of a good or sercice after deducting
the value of the labor, materials, rents, interest on capital and other
expenses involved in the production of the good or service. Econo-
mists define profit as return to (or on) capital investment, and dis-
tinguish normal (competitive) and excessive (more than coinpeti-
tive) profit. Profit in the sense of a profit-making or proprietary m-
stitution is present when any of the net earnings of the institution
inure te the benefit of any individual, o .

prospective reimbursement: any method of paying hespitals or other
health programs in which amounts or rate, of pavment are estab-
lished in advance tor the coming year und the programs are paid
these amounts regardless of the costs they actually incur. These
systems of rehmbursement are designed to introduce a degree of
construint. on charge or cost increases by setting limits on amounts
datd during a future period. In some cases, such svstems provide
incentives for improved efficiency by sharing savings with institu-
tions that perform at lower than anticipated costs. Prospective
reimbursement contrasts with the method of payment presently
nsed under Medicare and Mcdicaid where institutiors are reimbursed
for actual expeases incurred, i.e., on a retrospective basis. See also
scclion 222, -
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provider: an individual or institution which gives medical eare. In
Medicare, an institutional provider is a hospital, skitled nursing
facility, home health agency, or certain providers of outpatient -
physicol therapy screices. 'These providers receive cost-related re-
imbursement. Other Medicare providers, paid on a charge basis, are
called suppliers. Individual providers include “individuals who
practice independently of institutional providers. The term must
sometimes be distinguished from consumer, for instance when
requiring consumer representation in a health program. For these
purposes P.L. 93-641 defines the term for individuals as follows
(section 1531(3) of the P11S Act):
(3) 'The term ‘“provider of health care’” means an individual—
(A) who is a direct provider of health care (including a
physim’an, dentist, nurse, podiatrist, or ;)/u;m'ciavn. assistant)
m that the individual’s primary current activity is the provision
of liealth care to individuals or the administration of facilities
or institutions (including hospitals, long-term care facilities,
outpatient facilities and health maintenance organizations)
in which such ecare is provided and, when required by State
law, the individual has received professional training i the
provision of such care or in such administration and 1s licensed
or certificd for such provision or adwinistration; or
(B) who is an indirect provider of health care in that the
individual—- :

() holds a fiduciary position with, or has a fiduciary
interest in, any entity described in subclause (11) or (1V)
of clause (11);

@ii) receives (either direetly or through his spouse) more
than one-tenth of liis gross annual <ncome from any one or
combination of the following:

(I) fees or other compensation- for research into or
instruction in the provision of health care.

~(I1) entities engaged in the provision of health care
or in such research or instruction.

(111) producing or supplying drugs or other articles
for individuals or entities for use in the provision of,
research into or instruction in the provision of health
care.

(IV) entities engaged in producing drugs or such
other articles.

(iii) is n member of the immediate farmily of an mdi-
vidual deseribed in subparagraph (A) or in elause (1), (i),
or (iv) ol subparagraph (13); or

(iv) is engaged in issuing any policy or contract of
individual or group health insurance or hospital or medical
service benefits.

quality assurance: activities and programs intended to assure the
quality of care in a defined aiedical setting or program. Such pro-
grams must include educational or other components intended to
remedy identified deficiencies in quality, as well as the components
necessary to identify such deficiencies (such as peer or utilization
revciew components) and assess the program’s own effectiveness. A
program which identifies quality deficiencies and responds only with
negative sanctions, such as denial of reimbursement, is not usually
considered us a quality assurance prograni, although the latter may
include use of such sanctions. Such programs are required of H3[0s
and other health programs assisted under authority of the PHS
Aet (e.g., section 1301(¢)(8)). ’
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reasonable charge: for any specific service covered under Medicare,
the lower of the customary charge by a particular physician for that
service and the prevailing charyc by physicians i the geographic
area for that service. Reimmbursement is based on the lower of the
reasonable and actual charges. For example, suppose the prevailing
charge for a fistulectomy is 8100 in a certain locality, i.c., this is the
75th percentile of the customary charges for that service by the
hysicians in that locality. Dr. A’s actual charge is $75, althiough
Kc customarily charges $80 for the procedure; Dr. B’s actual charge
is his customary charge of $85; Dr. C’s is his customary charge of
€125; Dr. D’s i1s $100, although he customarily charges $80; and
there are no special circumstances in any case. The reasonable
charge for Dr. A would be $75 since the reasonable charge canuot
excced the actual charge, even if it is lower than his customary
charge and below the prevailing charge for the locality. The reason-
able charge for Dr. B would be 883, because his customary charge is
Jower than the prevailing charge for that locality. The reasonable
charge for Dr. C would be $100, the prevailing charge for his locality.
The reasonable charge for Dr. D would be $80, because that is his
customary charge which is lower than the actual charge in this
particular case. His reasonable charge cannot exceed his customary
charge in the absence of special circumstances, even though his
actual charge of $100 is the same as the prevailing charge. Generi-
eally, the term is used for any charge payable by an insurance
rogram which is determined in a sinilar, but not necessarily
ilentical fashion.

reasonable cost: generally the amount which a third party using cost-
related reimbursement will actually reimburse. Under Medicare -
ressonable costs are costs actually incurred in delivering health
seroices excluding any part of such incurred costs found to be
unnecessary for the efficient dehvery of needed health servicos (see
section 1861 of the Social Security Act). The law stipulates that,
except for certain deductible and coinsurance amounts that must be
ruid by beneficiaries. payments to hospitals shall be made on the
asis of the reasonable cost of providing the covered services. The
Secretary of HEW has prescribed rules setting forth the method or
meihods to be used and the items to be included in determining
the reasonable cost of covered care. The regulations require that
costs be apportioned between Medicare beneficiaries and other
hospital patients so that neither group subsidizes the costs of the
other, The items or elements of cost, both direct and indirect. which
the regulations specify as reimbursable are known as allowable costs.
Such costs are retmbursable on the basis of a hospital’s actual costs
ta the extent that they are rensonable and are related to patient care.
Under certain conditions the following items may be included as
wllowable costs: capital depreciation; interest expenses; educational
netivities; research costs related to patient care; unrestricted grants,
gifts and income from endowments; value of services of non-paid
workers, compensation of owners; payments to related organiza-
Hons; return on equity capital of proprietary providers; and the
tupatient routine nursing differential. Bad debts may only be included
o the extent institutions fail in good faith efforts to collect the
debts. Sece also section 223.

retrospective reimbursement: payvment to providers by a third party

carrier for costs or charqges actunlly incurred by subscribers in a

revious time periodd. This is the method of pavinent used under
Rledicare and Medicaid.




section 222: a section of the Social Security Amendments of 1972,
P.L. 92-603, which authorizes the Secretary of HEW to undertake,
with respect to Medicare, studies, experiments or'denionstration
projects on: prospectice reimbursement of facilities, ambulatory
surgical centers (surgicenters), intermediate care and homemaker
services (with respect to the extended care benefit under NMedicare);
elimination or reduction of the three-day prior hospitalization
requirement for admission to a skilled nursing facility; determination
of the most appropriate methods eof reimbursing the services of
physicians’ assistants and nurse practitioners; provision of day care
services to older persons clicible under Medicare and MMedieaid; and
possible means of making the services of clinical psychologists more
generally available under Medicare and Medicaid. Studies, experi-
ments and demonstration projects are now in progress in most of
these areas.

section 223: a scction of the Social Security Amendments of 1972,
P.L. 92-603, which requires the Secretary to establish limits on
overall direct or indirect costs which will be recognized as reasonable
under Medicare for comparable services in comparable facilities in an
arca. The Seccretary is also permitted to establizh maximum ac-
ceptable costs in such facilities with respect to items or groups of
services (for example, food or. standby costs). The beneficiary is
liable (except in the case of emergency care) for any amounts
determined as excessive (except that he may not be charged for
excessive amounts in a facility in which his admitting physician
has a direct or indirect ownership interest). Under ruwles issued
for this section, reimbursement for hospital 1npatient routine service
costs is limited, effective July 1, 19735, to a figure derived from the
80th percentile (plus 10 percent of the median) for each class of
hospitals. Classification of hospitals is based on whether the hos-
pitel is located in a Standard Metropolitan Statistical Area (SNMSA)
or not, per capita tncome in the area, and hospital bed capacity.
The total nuniber of hospital classes is 32.

section 224: a scction of the Social Security Amendments of 1972,
P.L. 92-603, which places a limit for purposes of Aedicare and
Medicaid reimbursement on charges recognized as reasonable. The
law recognizes as reasonable those charges which fall within the
75th percentile of all charges for a similar sertice in a locality. In-
creases in physicians’ fees allowable for Medicare purposes are
indered to a [actor which takes into account increased costs of
practice and the increase in general carnings levels in an area. Under
recently issued regulations the index factor for fiscal 1976 is 1.179.

section 1122: a section of .the Social Security Act added by P.L.
92-603. The section provides that payments will not be made
under Medicare or Medicaid with respect to certain disapproved
capital expenditures determined to be inconsistent with State or
local health plans. P.L. 93-641, the National Health Planning qnd
Resources Development Act of 1974, requires States participating
in the section 1122 program to have the new State health plan..ing
and development agency scrve as the section 1122 agency for purposes
of the required review.




skilled nursing facility (SNF): under Medicare and Medicaid, an in-

stitution (or a distinct part of an institution) which has in effect a
transfer agreement with one or more participating hospitals and
which:

is primarily engaged in providing skilled nursing care and related
services for patients who require medical or nursing care, or rehabil-
wtation services for the rehabilitation of injured, disabled or sick
persons; ,

has formal policies, which are developed with the advice of a
group of professional personnel, including one or more physicians
and one or more reqistered nurses, to govern the skilled nursing
care and related medical or other services it provides;

has a plhysician. a registered professional nurse or a medical
stafl responsible for the execution of such policies;

has a requirement that the health care of everv patient be under
the supervision of a physician, and provides for having a physician
avsilable to furnish necessary medical care in case of an emergency;

maintains medical records on all patients; .

provides 24-hour nursing service and has at least one registered
professional nurse employed full time. Effective October 30, 1972,
the 1972 Amendments permit the Secretary of HEW, to the extent
that this provision may be deemed to require that any skilled nursing
facility engage the services of a registered professional nurse for
more than 40 hours a week, to waive the requirement if he finds that -

- certain conditions are met;

provides appropriate methods and procedures for the dispensing
and sdministering of drugs and biologicals;

has in effect a wtilization review plan which meets the require-
ments of the law;

in the case of an institution in any State in which State or ap-
plicable local law provides for the licensing of institutions of this
nature, is licensed pursuant to such law, or is approved, by the
agency of the State or locality responsible for licensing institutions
of thisnature, as meeting the standards established for such licensing;

hasin effect an overall plan and budget, including an annual operat-
ing budget and a three-year capial expenditures plan;

effective July 1, 1973, supplies full and coniplete information
to the Secretary as to the identity of each person having (directly or
indirectly) an ownership interest of ten percent or more in the
facility, in the case of a skilled nursing facility organized as a corpo-
ration, of each officer and director of the corporation, and in the case
of a skilled nursing facility organized as a partnership, of each
partner; and promptly reports any changes which would affect the
current accuracy of the information so required to be supplied;

effective July 1, 1973, cooperates in an effective program that
provides for a regular program of independent medical review of the
patients in the facility to the extent required by the programs in
which the facility participates (including medical evaluation of each
patient’s need for skilled nursing facility caie);

effective July 1, 1973, meets such provisions of the Life Safety
Code as are applicable to nursing homes; except that the Secretary
may waive, for such periods as he deems appropriate, specific pro-




visions of the Code that if rigidly applied would result in unreason-
able hardship for a nursing home, but only if such waiver will not
adversely aflect the kealth and safety of the patients (except, the

rovisions of the Code will not apply in any State if the Secretary
inds that in the State there is in eflect a fire and safety code,
imposed by State law, that adequately protects patients 1n nursing
faalities); und .

meets ony other conditions relating te the health aad safety
of individuals who are furnished services in such institution or
relating to the physical facilities thereof as the Secretary may find
necessary. Effective October 30, 1972, the Secretary is prohibited
from requiring, as a condition of participation, that a skilled nursing
facility furnish wedical social services to its patients. However,
when these services are provided, it is expected that they conform to
recognized standmids (see sectior 1861 of the Social Security Act).

Social and Rehabilitation Service (SRS): the administration within

HEW which manages welfare and related prograns including
Medicaid, which is the responsibility of SRS’s Medical Serviccs
A(lministration. Since SRS is vot under the dircction of HIEW'=
Assistant Secretary for Health, this means that Medieaid s admin-
istered separately from the Department’s other health programs.

spend down: & method by which an individual establishes eligibility

for a medical care program by redncing gross income through
incurring medical expenses until net income (after medical expenses)
becomes low enough to make him eligible for the program. The
individual, in effect, spends income down to a specified eligibilitK
standard by paying for medical care until his bills become hi
enough in relation to income to allow him to qualify under the
rogram’s standard of need, at which point the program benefits
egin. The spend-down is the same as a sliding scale deductible related
to the over-all income level of the individual. For example, if persons
are eligible for program benefits if their income is $200/month or
less, a person with a $300/month income would be covered after
spending $100 ouf-of-pocket on medical care; a person with an
income of $350 would not be eligible until he incurred medical
expenses of $150. The term spend-down originated in the dedicaid-
program. An individual whose income makes him ineligible for
welfare but is insuflicient to pay for medical care, can become
Medicaid-eligible as a medically needy individual by spending some
inconie on medical eare. Medicaid only covers an individual if aged,
blind, disabled, or a member of a family where one parent is absent,
incapacitated, or uncmployed—that is, fitting one of the categories
of individuals who are covered under the welfare cash payment
programs.

standards: generally, a measure set by competent authority as the

rule for mcasuring quantity or gnality. Conformity with standards
is usually a condition of licensure. accreditation, or payment for
services. Standards may be defined in relation to: the actual or
predicted effects of care; the performance or credentials of pro-
Jessional personnel; and the physical plant, governance and ad-
ministration of facilities and programs. In the PSRO program,
standards are professionally developed expressions of the range of
acceptable variation from a norm or criterion. Thus, the criteria
for care of a urinary tract infection might be a urinalysis and
urine culture and the standard might require a urinalysis in 100
percent of cases and a urine culture only in previously untreated
cases.
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-State cost commissions: State agencies assigned various health services
cost and charge regulation or review responsibilities. The duties of a
commission may include assuring that: total hospital costs are
reasonably related to total services offered; aggregate rates bear a
reasonable relationship to aggregate costs; and rates are applied
equitably to preclude any possibility of discriminatory pricing
among various services and patients of a hospital.

State health planning and development agency (SHPDA): section
1521 of the PHS Act, added by P.L. 93-641, requires the establish-
ment of State health planning and development agencies in ecach
State. As a replacement for existing State CIII’ agencies, SHPDAs
will prepare an unnual preliminary State health plan and the State
medical facilities plan (Hill-Buiton). The agency will also serve as
the designated review agency for purposes of section 1122 of the
Social Security Act and administer a cert{ficate-of-need program.

Statewide health coordinating council (SHCC): a State council of
providers und consumers (who shall be in the majority) required by
section 1524 of the PHS let, added by P.L. 93-641. Each SHCC
generally will supervise the work of the State health planning and de-
velopment ageucy, and review and coordinate the plans and budgets
of the State's health systems agencies (HSA). It will also annually
prepare a State health plan from HSA plans and the preliminary

lans of the State agency. The SHCC will ulso review applications
or HSA plunning and resource development assistance.

third-party payer: any organization, public or private, that pays or
insures health or medical expenses on behalf of beneficiaries or
recipients (e.g. Blue ('ross and Skield, commercial insurance com-
panes, Medicare, and Medicaid). The individual generally pays a
remium for such coverage in all private and some public programs.
he organization then pays bills on his behalf: such pavments are
called third party payments and are distinguished by the separation
between the individual receiving the serrice (the first party), the
individual or institution providing it (the second party) und the
organization paying for it (the third party).

Title XVIII: the title of the Social Security Act which contains the
principal legislative authority for the Medicare program, and
therefore a common name for the programn.

Title XIX: the title of the Social Security Act which contains the
principal legislutive authority for the JMedicaid program, and
therefore a common name for the program.

uniform cost accounting: the use of a common set of accounting
definitions, procedures, terms, and methads for the aceumulation
and communication of quantitative data relating to the financial
activities of several enterprises. The American Hospital Association,
for example, encourages the use of its Chart of Accounts as a system
which can be employed by hospitals in the United States.




usuai, customary and reasonable plans (UCR): health insurance plans
that pav a paysician’s full charge if: it does not exceed his usual
chovge; it dees not exceed the amount customarily charged for the
sarvice by other physicians in the area (often defined as the 90 or 95
parcentile of all charges in the community), or it is otherwise reason-
ablec. In this context, usual and customary charges are similar, but
not identical, to customary and precailing charges, respectively, under
Medicare. Nost private Liealth insurance plans, except for a few
Bluz Shicld plans, use the UCR approach.

util:zation: use. Utilization is comracnly exemined in terms of patterns
or rates of use of a single service or type of service, e.g., hospital care,
physician visits, preseription drugs. Measurement of utilization
of all medical services in combination is usually done in terms of
dollor cxpenditures. Use is expressed in rates per unit of population
wi risk for a given perind, e.g., number of admissions to hospital
per 1,000 persens over 85 per year, or number of visits to a physician
per person per year for family ploaning services.

viilizatina review (UR): evaluation cf the necessity, appropriateness
and efliciency of the use of medical serviees, procedures and facilities.
In a hospital this inclndes yeview of the appropriateness of admis-
#ions, services ordered and provided, length of stay, and discharge
practices, both on a concurrent and retrospective basis. Utilization
raview can be done by a wutilizalion review committee, PSRO, peer
review group, or public agency. e

utilization review committee: a staff committee of an institution or a
group cutside the institution respensible for condueting wtilization
reriew: sctivities for that institution. dedicare and .\Im'icau[_ require
as & condition of participation that hospitals have a utilization
réview committee in operation.

vender: a provider; an institution, agency, organization orvin(h\'ldlml
practitioner who provides health or medical services. Vendor pay-
ments are those payments which go directly to such institutions or
providers {from a third party program like Medicaid.

vendor payment: used in public assistance programs to distinguish
those payments made directly to vendors of service from those cash
income payvments made directly to assistance recipients. The
vendors, or providers of health services, are reimbursec dll'cc}l)' by
the program for services they provide to eligible recipients. Vendor
avinents are essentially the same as service benefits provided under
Keﬂlth insurance and prepayment plans.
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APPENDIX TV

Colorado Blue Cross-Blue Shield
Description of Membership Categories

The membership of Colorado Blue Cross-Blue Shield is grouped
into the following major categories: Merit Rated Groups, Community
Rated Groups, Non-Group, National Account and Miscellaneous Groups,
Medicare Supplemental, and Federal Fmployees program.

Merit Rated Groups. This category consists of all local groups
with an enroliment of 25 or more subscribers. Rates are determined
independently for each group by utilizing a formula which considers
the income and claims experience of that particular group in compari-
son with all other Merit Rated Groups. As of .ume 1, 1976, there were
905 groups, with a Blue Cross subscriber membership of 143,297 and a
Blue Shield subscriber membership of 142,033, The Merit Rated cate-
gory has the largest number of subscribers, as compared with the other
categories underwritten by the Blues.

Community Rated Groups. This category consists of local groups
with enrollment of 3 to 24 subscribers. The income and claims experi-
ence for this entire category of husiness is used, along with projec-
tion factors, to establish two sets of rates -- a high and a low --
applicable to all groups. The claims experience of the particular
group determines whether it receives the set of high rates or the set
of low rates.

As of May 31, 1976, there were 7,581 Community Rated groups
with a Blue Cross subscriber membership of 42,887 and a Blue Shield
membership of 42,710,

Non-group. This category consists of individual enrollees and
those who have converted from group coverage. This group consists
primarily of persons who are not eligible for group enrollment.

National Account and Miscellaneous Groups. This category con-
sists of groups which are rated on a basis similar to that of the
Merit Rated Groups, hut the formula is modified by special agreements
with the groups, other Blue Shield/Cross plans, and the National Asso-
ciation of Blue Shield Plans. These groups are not limited to
Colorado residents and their rates are not entirely within the control
of the Colorado Blue Shield, hut they are subject to those other
agreements and formulas which are being used.

Medicare Related Contracts. These plans supplement the cover-
age provided under Medicare. The so-called Medicare ''carve-out' pro-
vides coverage in addition to Medicare which brings an individual's
coverage up to the level of the coverage provided in a particular
group. The Medicare Supplemental plan provides major medical cover-
age.

1-d




