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P R O C E E D I N G S 

[8:20 a.m.] 

Opening Remarks 

DR. GORDON: Good morning to the Commissioners. 

I t i s great to see everybody back. Good morning, 

everybody. I am Jim Gordon, and I am the chair of the 

White House Commission on Complementary and A l t e r n a t i v e 

Medicine P o l i c y . David Bresler w i l l not be here, but the 

re s t are here. So welcome everybody. 

10 We have three days of hearings, and we are 

11 going t o begin i n a moment, but f i r s t I would l i k e 

12 everybody j u s t to s i t q u i e t l y f o r a moment. 

13 [Moment of silen c e observed.] 

14 DR. GORDON: Before we s t a r t , I want to say a 

15 few words. We have a somewhat complex agenda these next 

16 couple of days. In f a c t , we are r e a l l y doing two and a 

17 h a l f agendas. We have the Understanding Coverage and 

18 Reimbursement, which w i l l be the f i r s t t o p i c we w i l l 

19 cover f o r the next day and a h a l f , and t h i s afternoon, we 

20 are r e t u r n i n g , f o r an hour or so, to discussions of 

21 Access and Delivery. 

22 Everybody should have received the in f o r m a t i o n . 
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the summaries, of the Access and Delivery packet from 

l a s t f a l l . Did everybody get those t h a t Joe, w i t h Jim 

Swyers' help, put together? 

So we w i l l be working on Coverage and 

Reimbursement. We w i l l also, then, be going back to 

Access and Delivery, and then tomorrow, f i n i s h i n g up w i t h 

Coverage and Reimbursement i n small group discussions. 

So there w i l l be three d i f f e r e n t small group discussions, 

the f i r s t on Access and Delivery, then Coverage and 

10 Reimbursement, and then midday tomorrow, we w i l l be 

11 moving i n t o the f i n a l day and a h a l f on Research. 

12 The task here i s to a s s i m i l a t e the inform a t i o n 

13 and the perspectives of the p a n e l i s t s who w i l l be coming 

14 to t a l k w i t h us, and also to r e a l l y come up wi t h a number 

15 of focused recommendations. So t h a t i s going to be the 

16 task of the small groups i n each of these three meetings, 

17 and each of the small groups b r i n g i n g those 

recommendations back to the l a r g e r group. 

19 We are moving s w i f t l y toward the I n t e r i m 

20 Report. This w i l l be the l a s t meeting before the I n t e r i m 

21 Report, at which we are going to be hearing people coming 

22 to us and g i v i n g us t h e i r perspectives. The July 2nd and 
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3rd meeting i s going to be a time when we w i l l be taki n g 

a look at a l l the recommendations t h a t we have come up 

w i t h , and most p a r t i c u l a r l y of a kind of focused l i s t of 

recommendations, and discussing those. 

So, i s everybody c l e a r on what we are going t o 

be looking for? Again, we have a wide array of speakers. 

People who are deeply versed i n the issues w i l l be coming 

before us the next three days. I t i s up t o us t o take i n 

the i n f o r m a t i o n and to digest and as s i m i l a t e i t , and then 

10 t o produce recommendations, to use a b i o l o g i c a l metaphor. 

11 This morning, there i s a good deal of m a t e r i a l . 

12 Does everybody know Maureen, who has been enormously 

13 h e l p f u l to us, who has put together the p a n e l i s t s and a 

1 4 l o t of background i n f o r m a t i o n f o r us? 

15 So we are going t o be working w i t h an area t h a t 

16 some of you are q u i t e f a m i l i a r w i t h , t h a t others of us 

17 are not nearly as f a m i l i a r . E s p e c i a l l y , the next day and 

18 a h a l f , we are r e a l l y going to have to s i t back and 

19 a s s i m i l a t e . 

20 I want to remind everybody, as i f anybody 

needed reminding, t h i s i s r e a l l y the time f o r us to be 21 

22 asking the hard questions. As Dean and others have 
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pointed out many times, coverage and reimbursement i s 

indeed the bottom l i n e , and i f we are going to f i g u r e out 

how we address tha t bottom l i n e , t h i s i s the time f o r us 

to do i t , not only i n l i s t e n i n g but i n r e a l l y t r y i n g to 

understand and t r y i n g to ask the experts who are coming 

before us t h i s next day and a h a l f , how complementary and 

a l t e r n a t i v e medicine can best adapt i t s e l f t o th a t bottom 

l i n e , and how th a t bottom l i n e can open up to include and 

encompass complementary, a l t e r n a t i v e and i n t e g r a t i v e 

1 0 approaches. 

1 1 So Steve has a few words he wants to say about 

12 what we are up t o , and then we w i l l begin w i t h the f i r s t 

1 3 panel. 

14 DR. GROFT: Thank you very much, Jim, and good 

15 morning to everyone. 

16 This i s a very s p e c i a l meeting f o r the s t a f f . 

17 This s i g n i f i e s the end of the i s s u e - s p e c i f i c meetings. 

18 From here on out, the Commission members w i l l be doing a 

19 l o t of discussing and for m u l a t i o n of recommendations and 

20 plans f o r l a t e r on. So i t w i l l be extremely busy. 

21 As Jim mentioned, we w i l l have these breakout 

22 sessions, and while members of the p u b l i c are i n v i t e d to 
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attend those sessions, your p a r t i c i p a t i o n w i l l be 

r e s t r i c t e d at t h a t p o i n t . We r e a l l y need the Commission 

members t o discuss the issues. I f you have any comments, 

members of the p u b l i c , i f you have any comments or 

suggestions, or even recommendations, there w i l l be a 

s t a f f person from the Commission s t a f f present i n the 

meeting. Please w r i t e them down and hand them t o t h a t 

s t a f f person. 

The schedule i s so t i g h t , I don't t h i n k i t 

10 r e a l l y w i l l permit p u b l i c p a r t i c i p a t i o n . So t h i s i s one 

11 of the ways. As we have done a l l along, the s t a f f i s 

12 a v a i l a b l e whenever you would l i k e to t a l k w i t h us. I f 

13 you would l i k e to come i n f o r a meeting, we are 

14 a v a i l a b l e , j u s t c a l l . 

15 You can see our new address, same phone number. 

16 We have been working under very t i g h t quarters. Like 

17 t h i s meeting, where we are moving i n t o the recommendation 

and r e p o r t development stage, I t h i n k the new work 

19 environment w i l l be conducive to the s t a f f members 

20 s t a r t i n g to w r i t e and prepare the r e p o r t s . So we are 

21 looking forward to the new quarters. 

22 I also would l i k e to encourage everyone to look 
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at the website f o r whatever you may need r e l a t i n g to the 

Commission. We now have a l l of the t r a n s c r i p t s , the 

agendas, the Federal Register announcements, a v a i l a b l e on 

the website. We f i n a l l y got t h a t straightened out, and 

everything i s g u i c k l y a v a i l a b l e . 

A f t e r t h i s meeting, usually we get the 

t r a n s c r i p t s back w i t h i n two weeks, and i t goes up almost 

immediately. So whatever we ta l k e d about i s a v a i l a b l e 

through the website. 

10 As Jim mentioned, the next meeting w i l l be July 

11 2nd and 3rd, and we hope to get everyone out at a decent 

12 hour on the 3rd. We thank a l l of the f a m i l i e s , the 

13 mothers, the wives, the f r i e n d s , who permitted everyone 

14 t o t r a v e l yesterday t o get here. Give everybody a big 

15 hug when you get home. 

16 Thank you very much. 

17 MS. CHANG: Our f i r s t speaker. Dr. Michael 

18 O'Grady from Project Hope, Center f o r Health A f f a i r s . 

19 Speakers, i f you w i l l , make sure t h a t you speak d i r e c t l y 

20 i n t o the mike f o r our t r a n s c r i b e r . We w i l l be timing you 

21 so th a t we keep on schedule ourselves, and i f you w i l l 

22 n o t i c e there i s a l i t t l e box on the t a b l e . Thank you. 
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Panel I : Overview of Health Care Financing 

in the United States 

DR. GORDON: Good morning. Dr. O'Grady, and 

thank you f o r coming to give us t h i s overview, to take on 

t h i s daunting task. 

Presenter: Michael O'Grady, Ph.D. 

DR. O'GRADY: Does everyone have the s l i d e s i n 

f r o n t of them from your b r i e f i n g material? Okay, good. 

I would l i k e to t a l k to you t h i s morning a 

10 l i t t l e b i t about the l o g i c of health insurance, coverage, 

11 d i f f e r e n t b e n e f i t design to a c e r t a i n degree, and the 

12 d i f f e r e n t ways th a t they have evolved over the l a s t 

13 decade or so, because there have been a number of 

14 d i f f e r e n t changes t h a t have gone on. 

15 I want to s t a r t , b r i e f l y , w i t h the l o g i c of 

16 insurance, the r o l e of insurance, beyond health 

17 insurance. When we t h i n k of what insurance r e a l l y does, 

18 the key underlying p r i n c i p l e i s t h i s idea of rep l a c i n g an 

19 unpredictable and p o t e n t i a l l y c a tastrophic f i n a n c i a l 

20 s i t u a t i o n , and th a t i s important i n some sense. There i s 

21 the other, c a t a s t r o p h i c , but a f i n a n c i a l s i t u a t i o n t h a t 

22 can occur, and re p l a c i n g t h a t w i t h something t h a t i s 
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q u i t e p r e d i c t a b l e and manageable as a f i n a n c i a l 

s i t u a t i o n . 

So when we t h i n k of not only a catas t r o p h i c 

h e a l t h event, your house burning down, stepping i n f r o n t 

of a bus, something else going on, no matter what t h a t 

happens t o be, t h a t i s the underlying l o g i c , the death of 

the main worker i n a f a m i l y . That i s the underlying 

l o g i c , t o not face y o u r s e l f w i t h something th a t w i l l 

bankrupt you, and you can't p r e d i c t when i t i s going to 

I 0 happen. 

I I That $2,000 premium t h a t comes every year, year 

12 i n and year out, f o r a l l i t s down side, does make sure 

13 you don't face t h a t m i l l i o n - d o l l a r b i l l , suddenly, one 

14 time when you don't know i t i s coming. Even i f you d i d 

15 know i t was coming, the m i l l i o n - d o l l a r b i l l would 

16 probably wipe you out anyway. 

17 Now, health insurance i s a hybr i d of what we 

normally t h i n k of as c l a s s i c a l insurance because i t also 

19 has t h i s budgeting component. We normally don't t h i n k of 

20 going to our homeowner's every time we want to replace a 

21 window or clean the g u t t e r s . I n health insurance, f o r a 

22 number of h i s t o r i c a l reasons having t o do wi t h things as 

PERFORMANCE REPORTING 
Phone: 301.871.0010 T o l l Free: 877.871.0010 



1 5 

unrelated as wage and p r i c e c o n t r o l s during World War I I , 

i t has evolved i n t o something t h a t a c t u a l l y covers much 

more than simply cat a s t r o p h i c health events, the same way 

your homeowner's covers c a t a s t r o p h i c homeowner events. 

So we now have t h i s s i t u a t i o n where we are 

r e a l l y paying f o r what would normally be thought of as 

ro u t i n e expenses, which i s s o r t of odd and unigue i n 

health insurance. 

Now, on the next s l i d e , i t i s c e r t a i n l y not 

10 l i m i t e d t o these four, but these are the four b i g ones i n 

1 1 terms of when you th i n k about the way health insurance i s 

12 t y p i c a l l y provided i n t h i s country. The t r a d i t i o n a l way 

13 i s f e e - f o r - s e r v i c e medicine, which, I w i l l go i n t o a 

14 l i t t l e more d e t a i l , but th a t i s p r e t t y much what most 

15 people are f a m i l i a r w i t h . You submit a b i l l . You are 

16 reimbursed; reasonable and customary. An insurer i s 

17 making an estimate of what i s a reasonable payment and 

18 paying some percentage of t h a t , w i t h the b e n e f i c i a r y 

19 paying the r e s t . 

20 Health maintenance organizations a r r i v e d on the 

21 scene a good 30, maybe pushing 40 years ago now, i n terms 

22 of a d i f f e r e n t form, a ca p i t a t e d payment. There i s no 
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longer an in s u r e r , i n the t r a d i t i o n a l sense, holding the 

r i s k . There i s an org a n i z a t i o n of physicians and 

ho s p i t a l s t h a t has banded together to form a health 

maintenance o r g a n i z a t i o n . 

Now, there are two new forms t h a t are s t a r t i n g 

to pick up t h e i r p o p u l a r i t y . The one I am about to 

mention has r e a l l y become q u i t e popular i n terms of t h i s 

response to both f e e - f o r - s e r v i c e medicine on the one 

hand, and HMOs on the other. 

10 The one i s the Preferred Provider Organization. 

1 1 That i s when you hear s t a t i s t i c s quoted about 80 percent 

12 of Americans are now i n managed care. To a c e r t a i n 

13 degree, don't be misled to t h i n k they are a l l going to 

14 t h e i r Kaiser-Permanente group of 100 docs p r a c t i c i n g i n 

15 one b u i l d i n g downtown. Much of t h a t growth has been i n 

16 these PPOs or Preferred Provider Organizations, which are 

17 a response from f e e - f o r - s e r v i c e to some of the p r i c e and 

savings t h a t you see i n HMOs. 

19 The f o u r t h one th a t I would l i k e to t a l k 

20 b r i e f l y about i s the p o i n t - o f - s e r v i c e plan, and t h i s , 

21 again, i s a response from HMOs moving more towards fee-

22 f o r - s e r v i c e i n order t o o f f e r people more choice, because 
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of t e n the complaint i n a t r a d i t i o n a l HMO i s the lack of 

choice of a s p e c i a l t y provider. 

Now, ta k i n g i t a l i t t l e deeper i n t o each of 

these, the key c h a r a c t e r i s t i c s , the e s s e n t i a l s i n a 

t r a d i t i o n a l f e e - f o r - s e r v i c e plan, and there are c e r t a i n l y 

tons of them. This i s what we t y p i c a l l y t h i n k of Blue 

Cross Blue Shield, at l e a s t Blue Cross Blue Shield 10 

years ago. Medicare, the t r a d i t i o n a l government-run 

9 program, not the p r i v a t e plans. This i s what we normally 

10 t h i n k of as t r a d i t i o n a l f e e - f o r - s e r v i c e . 

11 Now, there i s r e a l l y , i n e f f e c t , I say here, 

12 l i m i t e d or no management by in s u r e r s . I n the l a s t f i v e 

13 to s i x years, anyway, the Blues and some of the other 

14 f e e - f o r - s e r v i c e s have attempted to say th a t they at l e a s t 

15 do some minimal management. There i s at l e a s t a passing 

1 5 of the data. 

17 Well, here i s a t y p i c a l example I w i l l give you 

18 of what they would do i n terms of a notion of management 

19 i n t h i s context. You take a look at various physicians 

20 operating i n a p a r t i c u l a r h o s p i t a l , and you take a look 

21 at who i s the most expensive, who i s c o s t i n g you the 

22 most. Let's say i t i s s i x people. Then you go back and 
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you d i g , and you see who they are. 

Well, you f i n d t h a t three of them are doing the 

hardest burn cases, the hardest cancers; they are r e a l l y 

t a k i n g the toughest cases. Then you see three r e a l l y 

don't have a p a r t i c u l a r l y tougher caseload than anyone 

else, but they are j u s t ordering more t e s t s ; they are 

br i n g i n g t h e i r p a t i e n t s back i n th a t much more 

f r e q u e n t l y . 

That i s the s o r t of t h i n g t h a t , i n t h i s 

10 environment, they are going to at l e a s t s t a r t to ask some 

11 questions about how th a t p r a c t i c e i s going. That i s 

12 normally r e f e r r e d to as physician p r o f i l e . 

13 Now, one of the less managed aspects of t h i s , 

14 and a key t h i n g i n terms of t h i n k i n g about the economics 

15 of what i s going on, i s , there i s a payment per 

16 procedure, so you do i t ; you send the b i l l i n l a t e r ; they 

17 pay you. The more procedures you do, the more you are 

paid. So there i s c l e a r l y an in c e n t i v e set up, or at 

19 l e a s t there i s no d i s i n c e n t i v e to continue to do more and 

20 more and more. 

21 C e r t a i n l y , t h i s i s q u i t e l i m i t e d i n terms of 

22 i t s cost e f f i c i e n c y , and j u s t i n the competition t h a t 
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goes on between d i f f e r e n t health plans, these s o r t s of 

plans have not been very competitive, e s p e c i a l l y i n 

recent years, w i t h HMOs and w i t h these other hybrid forms 

t h a t I w i l l t a l k about i n a second. Their premiums have 

gone up f a s t e r . They are not managing the b e n e f i t ; they 

are not being c a r e f u l . 

The inc e n t i v e s f o r the providers, i f there i s 

anything, there i s i n c e n t i v e to do more, not less. That 

has both i t s advantages and disadvantages, but at l e a s t 

10 i n terms of, i f you are i n a s i t u a t i o n where you are 

11 competing w i t h other insurers t o not have the highest 

12 premiums i n town, t h a t i s not a great s i t u a t i o n to be i n . 

13 Now, any f i n a n c i a l r i s k here i s held by the 

14 insurance company. I t i s important to keep that i n mind 

15 here. One of the common themes w i l l be, who i s holding 

16 the f i n a n c i a l r i s k . I f somebody miscalculates i n how 

17 much i t i s going t o cost one year t o the next i n terms of 

t h i s , who i s l e f t holding the bag? 

19 In t h i s case, the b e n e f i c i a r i e s who have 

20 a c t u a l l y subscribed f o r t h i s kind of coverage, they and 

21 t h e i r employers, as i s t y p i c a l , have shared the cost 

22 here, perhaps 80 percent employer, 20 percent being paid 
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by the worker. I f t h a t premium i s n ' t enough t o cover the 

costs th a t come i n at the end of the year, they are not 

w i l l i n g to come back t o the insurance company and say, 

would you l i k e us to give you another $1,000 f o r t h i s 

year. I t doesn't work t h a t way. The insurer i s on the 

hook. 

I f you would l i k e to get i n t o l a t e r , there are 

d i f f e r e n t models t h a t have grown up t h a t are a l i t t l e 

d i f f e r e n t i n terms of where employers a c t u a l l y hold the 

10 r i s k and l e t insurance companies simply manage the 

11 b e n e f i t , but I was t r y i n g to stay w i t h key p r i n c i p l e s at 

1 2 t h i s p o i n t . 

13 Now, when we t h i n k of HMOs, the main t h i n g 

14 going on there, the d i s t i n c t i o n i s , the notion of a 

15 c a p i t a t e d payment, t h a t i n e f f e c t the HMO i s a c t i n g l i k e 

16 the insurance company. They are given a cap i t a t e d 

17 payment, normally by an employer or whoever i s purchasing 

18 the coverage. They are given t h a t amount. 

19 That gives them a c e r t a i n freedom to do 

20 whatever they t h i n k i s the r i g h t mix of b e n e f i t s , 

21 services, providers, i n order to o f f e r coverage th a t w i l l 

22 be s a t i s f a c t o r y to the b e n e f i c i a r y , but i t also means 
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t h a t , w i t h t h a t , they hold the r i s k t h a t i f they 

miscalculate i n what t h a t premium i s , they are l e f t 

h olding the bag, they are the ones who w i l l go bankrupt, 

not the insurance company. 

C e r t a i n l y , there are very strong i n c e n t i v e s , 

and i t i s a design f o r cost e f f i c i e n c y . Many people have 

said t h a t they have gone overboard, t h a t there i s a 

question of q u a l i t y . Now i t i s a s i t u a t i o n when you have 

a c a p i t a t e d payment, i t i s the exact f l i p side of what we 

10 saw w i t h f e e - f o r - s e r v i c e . 

11 You are, i n e f f e c t , f i n a n c i a l l y i n a s i t u a t i o n 

12 where you have greater i n c e n t i v e s to do less, not to do 

13 more, i n terms of, you have a set pot of money. I f you 

14 use i t a l l up on various services and b r i n g i n g them i n 

15 f o r more and more v i s i t s , t h a t cuts i n t o what i s 

16 a v a i l a b l e f o r providers' s a l a r i e s and other p r o f i t s of 

17 the HMO. 

So one of the things, r a t h e r than stay very 

19 general, t o s t a r t t h i n k i n g of some of the concerns t h a t 

20 you f o l k s might have, i s , the HMOs have, i n a sense, been 

21 more open than we normally see, c e r t a i n l y than some of 

22 the government programs l i k e Medicare. They have been 
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more open to the idea of a l t e r n a t i v e s . 

Now, to a c e r t a i n degree, i t i s good medicine; 

to a c e r t a i n degree, i t i s bottom l i n e . They are 

c e r t a i n l y open to the idea of cost e f f i c i e n t 

a l t e r n a t i v e s : do you r e a l l y need a physician to see t h i s 

person i n a t r a d i t i o n a l s e t t i n g . You have a good group 

of d i a b e t i c s . You are t r y i n g t o t i g h t e n up t h e i r 

c o n t r o l . What can you do w i t h a diabetes educator; what 

can you do w i t h a nurse p r a c t i t i o n e r ; what can you do 

10 w i t h a d i e t i c i a n . 

1 1 So th a t notion of an openness to something 

12 other than somebody w i t h an M.D. at the end of t h e i r 

13 name, constantly seeing t h i s person every time, or, 

14 c e r t a i n l y open, i n terms of a cost sense, to people 

15 having an a l t e r n a t i v e to going to a h o s p i t a l . I t i s 

16 q u i t e c l e a r to HMOs th a t the way that costs them the most 

17 money i s when people are h o s p i t a l i z e d . Hospitals going 

18 at $1,500 or so per day, c e r t a i n l y , avoiding a day or two 

19 of h o s p i t a l i z a t i o n , you have saved yo u r s e l f a f a i r amount 

20 of money, given t h a t t h a t i s roughly the amount t h a t 

21 people are paying i n t h e i r annual premium f o r the whole 

22 time. 
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So they c e r t a i n l y have been, at l e a s t 

h i s t o r i c a l l y , more open to a l t e r n a t i v e s . We w i l l have to 

see how th a t continues i n the f u t u r e . 

The Preferred Provider Organizations, I would 

l i k e t o t a l k to you a l i t t l e b i t about them f o r a second 

because they are sometimes thought of as managed care 

l i t e . They are the f e e - f o r - s e r v i c e industry's response 

to what i s going on i n terms of the r i s e of managed care. 

What I have ta l k e d about so f a r has mostly been the 

10 f i n a n c i a l i n c e n t i v e f o r providers. 

1 1 What they also r e a l i z e d i n most of the w r i t i n g 

12 on f e e - f o r - s e r v i c e medicine, i s th a t one of the problems 

13 i s t h a t the b e n e f i c i a r i e s have very l i t t l e i n c e n t i v e s 

14 themselves to be cost e f f i c i e n t . They b a s i c a l l y cover 

15 t h e i r d e d u c t i b l e , now t y p i c a l l y maybe $250 f o r the year. 

16 They do have a c e r t a i n amount t h a t they pay, but they are 

17 paying probably at most 20 t o 25 percent of any 

p a r t i c u l a r b i l l . 

19 What a PPO design o f f e r s them, i s , i t o f f e r s 

20 them an option to go to a lower cost, f o r them, 

21 a l t e r n a t i v e . They can go to a provider f o r a $10 co-pay 

22 ra t h e r than a 25 percent co-insurance. They can see 
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d i f f e r e n t people, but they have to choose from the l i s t 

of providers who have agreed to o f f e r the insurer a p r i c e 

discount. 

Now, some of your other witnesses can t a l k 

about how those contracts work. Let's say I am — and I 

don't want t o keep p i c k i n g on Blue Cross Blue Shield — 

so, Aetna or somebody, and you are coming i n and you are 

dealing w i t h a h o s p i t a l i n p a r t i c u l a r , and you take a 

look at t h i s h o s p i t a l and you say, my god; from our 

10 analysis of the b i l l s and the claims and whatnot, i t 

11 looks l i k e we must be 35, 40 percent of these people's 

12 business. Well, we c e r t a i n l y are a very good customer. 

13 So, at a minimum, you go to that h o s p i t a l and 

14 you say, we know t h a t at t h i s p o i n t maybe 10 to 15 

15 percent of your people are uninsured, and that i s , i n 

16 e f f e c t , to you, bad debt. Your prices are th a t much 

17 higher i n order to cover th a t bad debt. Well, we know 

th a t i f you come i n and somebody has got our card, there 

19 i s no bad debt; you w i l l be paid. You may be squabble 

20 w i t h us about whether i t i s the r i g h t amount you are 

21 paid, but you w i l l not have bad debt i f t h a t person has 

22 an Aetna or a Blue Cross Blue Shield card. 
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So r i g h t o f f the bat, we r e a l l y don't expect to 

be charged t h a t extra 10 or 15 percent t h a t you are 

charging everyone else who might be presenting a bad debt 

s i t u a t i o n f o r you. 

5 That i s r i g h t o f f the bat, they are going to 

6 ask f o r some s o r t of a discount. As they said, they are 

going t o look, and they w i l l say, i t looks to us l i k e we 

are a good 30 or 40 percent of your business. Now, i n 

any other business t h a t i s out there, i f I am 30 or 40 

10 percent of your business, don't I get some s o r t of volume 

11 discount. I f you were an a i r l i n e and we were buying t h a t 

12 many t i c k e t s on your plane, we would expect some s o r t of 

13 a p r i c e break. Those are the i n i t i a l rounds of things, 

14 as you can see i n the economics of how you negotiate 

15 these t h i n g s , you would want to do. 

16 Now, PPOs even go a step beyond t h a t . What 

17 they are asking — normally, you w i l l see i t on both the 

18 physician and the h o s p i t a l side, but I t h i n k we normally 

19 see i t on the physician side — i s the notion where they 

20 are asking you to come forward and o f f e r them a p r i c e 

21 discount. There are c e r t a i n things i n the contract t h a t 

22 w i l l also p r o t e c t them against you, simply upping your 
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volume. I f you used to see p a t i e n t s normally twice a 

year, you give them a 10, 15 percent discount and see 

them three and four times a year. So there are some 

pr o t e c t i o n s i n there. At l e a s t , the smarter insurers put 

those kind of p r o t e c t i o n s i n there. 

What they are saying to you i s that we would 

l i k e a p r i c e break, and f o r t h a t p r i c e break, what we 

w i l l do i s we w i l l make i t very easy f o r our people to 

come to you. Rather than facing the deductible and the 

10 25 percent co-insurance, they w i l l only face $10. 

11 That c e r t a i n l y , at l e a s t i n an emotional sense, 

12 can annoy q u i t e a few providers, to have, a l l of a 

13 sudden, somebody come i n ; they used to charge $50 a 

14 v i s i t , and now somebody says, we want you to charge our 

15 people $35. They are annoyed at t h a t . 

16 Well, the dynamic t h a t i s going on there i s 

17 t h i s s i t u a t i o n , e s p e c i a l l y i n areas where you see an 

18 over-supply of providers, and i t i s p a r t i c u l a r l y true i n 

19 s p e c i a l i s t s . So you are a cardiac p r a c t i c e , and you have 

20 got f i v e or s i x guys; you have got a p a y r o l l to meet; you 

21 have got to pay f o r t h a t very expensive equipment, and 

22 your w a i t i n g room i s only 50 percent f u l l ; your 
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physicians are only seeing people, maybe, f i v e and a 

h a l f , s i x hours a day. 

You have to f i g u r e out some way to f i l l up t h a t 

w a i t i n g room. So i f someone comes t o you and says, yes, 

I know i t i s not $50 per person t h a t you see; i t i s only 

$35, but here i s an oppo r t u n i t y to f i l l up those extra 

two or three hours, e s p e c i a l l y i f you are a young 

provider, j u s t out, who hasn't b u i l t up much of a 

p r a c t i c e . This can be an a t t r a c t i v e o f f e r , e s p e c i a l l y i f 

10 the a l t e r n a t i v e i s t o continue to only work, e f f e c t i v e l y , 

11 h a l f or tw o - t h i r d s time and have a b i g , empty w a i t i n g 

12 room, and have the durable medical equipment people 

1 3 coming by to t a l k to you about when they are going to be 

14 paid. 

15 So t h a t i s the dynamic t h a t i s being o f f e r e d 

16 here. I t i s t r a d i t i o n a l insurance i n some sense. I t i s 

17 not a s i t u a t i o n where these providers are on p a y r o l l the 

way we t h i n k of a t r a d i t i o n a l HMO, but at the same time, 

19 there i s a n e g o t i a t i o n based on p r i c e and there i s also a 

20 set of inc e n t i v e s provided to the subscribers, to the 

21 b e n e f i c i a r i e s , to the actual people who come and see you 

22 t h a t w i l l be given a p r i c e break on t h i s i f they come to 
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the providers t h a t have agreed to t h i s discount. 

So the b e n e f i c i a r y saves money and the insurer 

saves money. I t simply i s an economic c a l c u l a t i o n on the 

provider side: I s t h i s a deal t h a t i s worth making. 

The one l i t t l e p o i n t I wanted to make here, 

also, i s what we talked about before. To digress 

q u i c k l y f o r a second, what you w i l l see i s , you w i l l see 

amazing v a r i a t i o n across the country i n terms of what i t 

9 costs to p r a c t i c e medicine, things t h a t c e r t a i n l y d r i v e s 

10 the Medicare program crazy i n terms of why i t i s costing 

11 t h e i r people $700 a month i n Dade County, and $300 a 

12 month i n r u r a l Iowa. 

13 They know tha t one i s too high. One i s 

14 probably too low. I t i s not l i k e Iowa i s the gold 

15 standard. Those people are having access problems and 

16 other things l i k e t h a t . But t h i s s o r t of v a r i a t i o n 

17 d r i v e s them crazy. As I said, i n f e e - f o r - s e r v i c e s where 

18 you have an over-supply, e s p e c i a l l y , and i f people are 

19 paid more the more procedures they do, part of those 

20 areas t h a t are very, very high cost areas t h a t have an 

21 over-supply. 

22 As I say, sometimes of h o s p i t a l s , sometimes of 
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s p e c i a l i s t s , there i s not too many of them. So t h i s , i n 

e f f e c t , switches some of th a t i n c e n t i v e around from the 

insurer' s p oint of view. From the insurer's p o i n t of 

view, an over-supply of physicians i n a t r a d i t i o n a l fee-

f o r - s e r v i c e i s going to d r i v e t h e i r costs up. In t h i s 

s o r t of s i t u a t i o n where you are asking providers to o f f e r 

you a discount, and they are i n f a i r l y f i e r c e competition 

w i t h t h e i r colleagues, an over-supply of physicians 

drive s costs down, or at l e a s t has the p o t e n t i a l t o , 

10 depending on how they negotiate. 

11 Now, the f o u r t h type of plan I would l i k e to 

12 t a l k t o you b r i e f l y about i s the p o i n t - o f - s e r v i c e plan. 

13 This i s a response, the same way th a t PPO was a response 

14 from t r a d i t i o n a l f e e - f o r - s e r v i c e to t r y and move towards 

15 some of the things they thought they could do t h a t 

16 managed care was able to do: n e g o t i a t i n g discounts; 

17 o f f e r i n g some p r i c e i n c e n t i v e s f o r people; o f f e r i n g some 

1 8 s o r t of a break. 

19 The p o i n t - o f - s e r v i c e plan i s the t r a d i t i o n a l 

20 HMO moving, to a c e r t a i n degree, i n the d i r e c t i o n of fee-

21 f o r - s e r v i c e . The main complaint there being the lack of 

22 choice of provider. This allows, i n the sense you can 
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t h i n k t h a t f e e - f o r - s e r v i c e b u i l t an in-network b e n e f i t 

when they moved to a PPO, and an HMO as b u i l d i n g an out-

of-network b e n e f i t f o r themselves, to be able to say, i f 

people are t r a v e l i n g or i f people r e a l l y have a 

p a r t i c u l a r provider t h a t they were r e a l l y very, very 

l o y a l t o , t h a t they could continue to see them, but come 

i n t o t h e i r HMO and see the HMO physicians f o r the r e s t of 

t h e i r care. 

I t , i n many, many ways, looks l i k e a PPO i n 

10 terms of, you see these d i f f e r e n c e s between an in-network 

11 and out-of-network design. You go in-network, i t i s $10, 

12 no matter what the v i s i t i s . I f you go out-of-network, 

13 i t i s a percentage, 25, 30 percent of the reasonable and 

14 customary charge. 

15 Now, the key d i s t i n c t i o n between a PPO and a 

16 p o i n t - o f - s e r v i c e plan i s the notion of, do you need a 

17 r e f e r r a l . I t i s coming out of the HMO world, and 

the r e f o r e , i f you go out-of-network, s t i l l there i s a 

19 strong connection there of a gatekeeper and some notion. 

20 C e r t a i n l y , d i f f e r e n t plans have been d i l u t i n g 

21 t h i s down considerably over the l a s t few years, but when 

22 you see people i n e i t h e r your own p r a c t i c e s , i f you are 
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providers, or when you s i t i n the w a i t i n g room and you 

hear someone say, w e l l , I am i n , whatever; I am i n 

Kaiser, or I am i n CareFirst, or whatever. Then you hear 

the r e c e p t i o n i s t say something about, do you have a 

r e f e r r a l . 

Now, they are being c a r e f u l . They are simply 

to be assured t h a t they w i l l get paid eventually, or they 

need to know t h a t t h a t person i s r e a l l y coming i n and has 

9 agreed i n e f f e c t , whether they know i t or not, to pay 100 

10 percent out of pocket f o r t h a t care. 

1 1 The t h i n g t h a t sometimes i s missed on the 

12 b e n e f i c i a r i e s i s , none of these organizations are saying 

13 you can't go to another provider. They are j u s t saying 

14 you w i l l have to pay f o r i t i f you go to another 

1 5 provider. 

16 So part of what i s going on now, the PPOs and 

17 the p o i n t - o f - s e r v i c e , w i t h i n the l a s t 10, maybe 15 years 

18 — I t h i n k Abby could speak b e t t e r to exactly when we 

19 f i r s t s t a r t e d to see them on scene — i t sets up a trade-

20 o f f here, and i t i s a t r a d e - o f f being o f f e r e d to the 

21 b e n e f i c i a r i e s ; do they want to maximize choice of 

22 provider. They c e r t a i n l y can do t h a t , but f o r t h a t 
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greater choice, they almost always have to pay more. 

C e r t a i n l y , i n recent years, i t has been they 

pay more i n premiums, but they also pay more i n terms of 

the obvious out-of-pocket costs. That i s where they are 

going to be paying a percentage of a charge. 

In some of the more t r a d i t i o n a l plans, i f the 

provider charges more than the insurance company i s 

w i l l i n g to pay, there i s also the chance t h a t the 

b e n e f i c i a r y , the subscriber, w i l l be paying what we c a l l 

10 balanced b i l l i n g . I t i s a $100 charge. The insurer 

11 says, we don't t h i n k so; we only t h i n k i t i s worth $80 

12 when we look at reasonable and customary i n your area. 

13 So the b e n e f i c i a r y i s charged 25 percent of the $80, and 

14 then the a d d i t i o n a l $20 d i f f e r e n c e between what the 

15 insurance company i s going to pay and what the provider 

16 f e e l s t h a t they should be paid. 

17 So c e r t a i n l y i n th a t s i t u a t i o n , f o r the 

b e n e f i c i a r y , f o r the subscriber, maximum choice, but also 

19 maximum f i n a n c i a l out-of-pocket exposure. As we come 

20 down, you can save some more money i f you go to a PPO, 

21 you can save even more on p o i n t - o f - s e r v i c e , and 

22 eventually you are i n the t i g h t e s t c o n t r o l and the l e a s t 
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choice of provider i n what we t h i n k of as a t r a d i t i o n a l 

HMO. 

Now, what do we tend to see i n terms of t h i s ? 

I don't know of anything systematic. We know some 

anecdotal s o r t s of things where what you w i l l see, 

e s p e c i a l l y i n the PPOs, i s , you w i l l see something where 

someone w i l l have t h e i r longtime provider t h a t they see, 

whether t h a t i s a general p r a c t i t i o n e r or someone. They 

w i l l stay w i t h them whether they are in-network or out-

10 of-network, but then when they have something come up, 

11 they need to see an ophthalmologist, i f they don't have a 

12 longtime ophthalmologist they have always seen, they t u r n 

13 to t h i s , what i s the network providers. 

14 They c e r t a i n l y , at t h a t p o i n t , can go back to 

15 o l d Doc Jones t h a t they have loved and worked w i t h f o r 

16 the l a s t 20 years and say, are there two or three guys 

17 here on t h i s l i s t t h a t you are comfortable w i t h me seeing 

f o r ophthalmology? 

19 And so, you can see t h i s mixed p a t t e r n . There 

20 may be d i f f e r e n t things where they w i l l stay w i t h an out-

21 of-network, more t r a d i t i o n a l provider t h a t they have had 

22 f o r a long time to maintain t h a t r e l a t i o n s h i p , and pay 
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more f o r i t , but i f i t i s somebody tha t they don't have 

th a t long-term r e l a t i o n s h i p w i t h and the guy t h a t they do 

t r u s t has said, oh, yes, Charlie and Joe are j u s t f i n e , 

they w i l l save the money and go to the guy on the i n -

network l i s t . 

I wantec3 to t a l k a l i t t l e b i t i n terms of the 

l o g i c of why d i f f e r e n t things get covered and don't get 

covered. Correct me i f I'm wrong, but c e r t a i n l y the 

9 medicine of i t , you guys don't need me t o t e l l you 

10 anything about, but t h i s i s more to t h i n k of the 

11 economics of i t and, as Dr. Gordon mentioned, the 

12 business side of these t h i n g s . 

13 I f a new b e n e f i t a c t u a l l y i s going to increase 

14 costs, and the kind of people who are normally doing t h i s 

15 kind of work are actuaries and b e n e f i t design people, and 

16 whatnot. There i s , perhaps, a s l i g h t bias based on 

17 experience t h a t normally new b e n e f i t s do increase costs. 

18 No matter what they were presented as, over time they 

19 tend to increase cost. 

20 Let's j u s t say f o r a minute, you are looking at 

21 something t h a t you know w i l l increase cost, I mean, t h a t 

22 c e r t a i n l y can be done, but i t has to be done i n such a 
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sense t h a t you know tha t the people who are your bottom 

l i n e c l i e n t s , whether t h a t i s employers or i n d i v i d u a l s , 

workers and r e t i r e e s , et cetera, et cetera, are going to 

value t h a t . 

The best example I can t h i n k of i s p r e s c r i p t i o n 

drugs. We are now i n a s i t u a t i o n , w i t h the Medicare 

program, where there c e r t a i n l y i s q u i t e a debate going on 

about p r e s c r i p t i o n drugs. Of the Medicare b e n e f i c i a r i e s 

r i g h t now, i f any of them t h i n k they are going to get 

10 p r e s c r i p t i o n drugs without having to pay more, I don't 

11 t h i n k they have been paying a t t e n t i o n to the news. They 

12 almost undoubtedly w i l l be heavily subsidized. They 

13 won't pay d o l l a r f o r d o l l a r . They may pay 50 cents on 

14 the d o l l a r , and the taxpayers w i l l pick up the other 50. 

15 For the most p a r t , i s th a t s t i l l a popular 

15 b e n e f i t ? Sure. They are very i n t e r e s t e d i n being able 

17 t o expand and pick up t h i s extra b e n e f i t of p r e s c r i p t i o n 

drug coverage, even though they know t h a t i t w i l l cost 

19 them more, because they value t h a t b e n e f i t more than they 

20 f e e l they w i l l probably be charged. That i s q u i t e true 

21 of any of these s o r t s of thi n g s . 

22 So i f there r e a l l y i s a compelling case, and 
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the insurer knows t h a t the people are not going to f l i n c h 

at whatever the premium d i f f e r e n c e i s going to be by the 

new b e n e f i t being covered, t h a t i s not anywhere near as 

c o n t r o v e r s i a l a move as i t might be otherwise. I f i t i s 

something t h a t they are going t o s t a r t t o cover but there 

w i l l be q u i t e a concern about the premium e f f e c t s , and i t 

i s l i a b l e to make them uncompetitive i n t h i s o f t e n very 

competitive market, there c e r t a i n l y i s going to be q u i t e 

a b i t of h e s i t a t i o n . 

10 Now, the second s i t u a t i o n i s i f i t i s b a s i c a l l y 

11 c o s t - n e u t r a l , and we c e r t a i n l y have seen a couple of 

12 these. I n terms of o f f e r i n g a l t e r n a t i v e s , t h a t i s 

13 c e r t a i n l y what i s o f t e n put forward as the presentation 

14 of what you can do. I t c e r t a i n l y i s true i f i t i s not 

15 going to cost anything more to the insur e r , they have the 

16 opt i o n to remain agnostic on t h i s . I t i s mostly i n terms 

17 of when t h e i r actuaries go over i t , i s there some 

18 unpredictable cost t h a t i s hidden here. 

19 The examples I have given are things t h a t are 

20 t r e a t m e n t - s p e c i f i c . I f you have coverage and you know 

21 you have got X number of d i a b e t i c s , you have got 5,000 

22 d i a b e t i c s out of 100,000 people t h a t you insure, and you 
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are deciding whether you are going to cover i n s u l i n pumps 

or not, w e l l , you are p r e t t y sure t h a t somehow your 

exposure i s not going to grow much beyond 5,000. 

I t i s not something where a l l of a sudden, 

there i s going to be an o f f - l a b e l use f o r i n s u l i n pumps. 

You b a s i c a l l y know what you are g e t t i n g i n t o . You can 

work t h a t out. You can say: i n s u l i n pumps; 5,000 people; 

$5,000 a pump; what do we t h i n k we are going to reduce i n 

9 terms of h o s p i t a l i z a t i o n s ; what do we t h i n k we are going 

10 to reduce i n terms of other s o r t s of complications of 

11 these people; and what i s i t going to mean long-term. 

12 Now, as I said, i n terms of the weigh-off, i f 

13 you decide th a t even i f those pumps are b e t t e r but they 

14 are s t i l l going to cost you a l i t t l e b i t of money, they 

15 may go forward and do i t anyway as long as they don't 

16 t h i n k there w i l l be too much of a push back from the 

17 employers or the b e n e f i c i a r i e s . 

18 C e r t a i n l y , i f you can look at i t , know tha t i t 

19 i s contained, know t h a t you are not suddenly going to 

20 f i n d t h a t people are coming out of the woodwork to ask 

21 f o r i n s u l i n pumps, you can know what you are g e t t i n g 

22 i n t o . That i s b a s i c a l l y i t . 
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Now, ca p i t a t e d payments, the example I would 

give t h i s i s the debate t h a t went on over mental health 

p a r i t y over the l a s t f i v e to s i x years — w e l l , I guess 

longer than t h a t , because i t c e r t a i n l y s t a r t e d around the 

time of the C l i n t o n health care reform. This was a 

s i t u a t i o n , e s p e c i a l l y i n the managed behavioral health, 

where they came i n and they said, at a minimum, we can 

guarantee you th a t t h i s won't cost you any more. We can 

expand the kind of coverage we are doing f o r mental 

10 he a l t h . We can o f f e r more, and because we manage i t so 

11 w e l l , i t i s not going to cost a dime. We w i l l b a s i c a l l y 

12 take the e f f i c i e n c i e s out of managing i t , and use th a t to 

13 expand b e n e f i t s . 

14 Not an a t y p i c a l insurer response was, f i n e , and 

15 we w i l l give you the c a p i t a t e d payment t h a t we c u r r e n t l y 

16 spend on mental he a l t h , and you w i l l be responsible f o r 

17 these new expanded b e n e f i t s . That way, i f you can do i t , 

18 more power to you; but i f you can't, don't come back to 

19 us f o r more money. 

20 So t h a t , c e r t a i n l y , i s another way. Is an 

21 i n s u r e r w i l l i n g to move i n t o a new area? Yes, i f someone 

22 else holds the r i s k f o r them. That c e r t a i n l y l i g h t e n s up 
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t h e i r decision-making process q u i t e a b i t . 

The t h i r d one I j u s t wanted to mention i s , 

there are some th a t are r e a l l y lucky when an insurer h i t s 

i t , where you have something th a t adds value and doesn't 

add cost. The example, i n terms of discussing w i t h 

actuaries over the l a s t decade or so, and t h i s c e r t a i n l y 

i s not true f o r the e l d e r l y — t h i s i s not tru e f o r the 

Medicare population — but f o r the non-elderly 

population, the a d d i t i o n of home health b e n e f i t s was 

10 viewed as a great t h i n g , because i t was c l e a r l y a trade-

11 o f f . 

12 I t d i d n ' t cost them anything more, but those 

13 workers, those employees, who suddenly saw they had t h i s 

14 op t i o n to not s i t i n a h o s p i t a l , t o be able t o go home, 

15 to have a v i s i t i n g nurse, to have t h a t s o r t of service, 

16 i t increased the value of the b e n e f i t package to them. 

17 They saw i t as more valuable and i t cost the insure r , i t 

cost t h e i r employer, no more money. 

19 So th a t c e r t a i n l y was a great s i t u a t i o n f o r 

20 them to be i n . As I say, i n the e l d e r l y , t h a t i s q u i t e a 

21 b i t d i f f e r e n t . I t cost q u i t e a b i t of money. 

22 Now, covering a new b e n e f i t . I f i t decreases 
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cost, everybody i s happy; win-win; adds value; reduces 

premium; and also helps i n terms of, you are o f f e r i n g 

more to the b e n e f i c i a r i e s i n terms of choice. You are 

o f f e r i n g them more b e n e f i t s , i n e f f e c t , and you are i n a 

be t t e r p r i c e s i t u a t i o n i n terms of your competition. 

I f i t something t h a t you are r e a l l y p r e t t y sure 

i s not going to increase your premiums, and there are not 

r e a l l y decreasing premiums i n t h i s world, but there i s 

slowing the growth of premiums, t h a t i s a s i t u a t i o n where 

10 c e r t a i n l y they are q u i t e open-minded to the idea. 

11 MS. CHANG: Just to l e t you know, you have 

12 three minutes. 

13 DR. O'GRADY: Sure. Don't even need i t . 

14 A couple of f i n a l p o i n t s , j u s t to t h i n k about. 

15 C l e a r l y , much of insurance and much of when we t h i n k of 

15 coverage and what i s going on, i s based on in c e n t i v e s . 

17 There are inc e n t i v e s f o r the b e n e f i c i a r y , f o r the 

subscriber of the insurance, f o r the i n d i v i d u a l t h a t i s 

19 out there. There are incen t i v e s f o r the insurance 

20 company. There are incen t i v e s f o r providers. 

21 To a c e r t a i n degree, people o f t e n get very 

22 f r u s t r a t e d w i t h t h a t , e s p e c i a l l y w i t h the insurance 
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companies. You can c e r t a i n l y get f r u s t r a t e d w i t h them, 

but i t i s not the most productive t h i n g i f they are 

responding to the incen t i v e s t h a t they are confronted 

w i t h . So t h a t i s the dilemma i n terms of t h i n k i n g about 

t h i s ; do you want to t r y and t h i n k about how to respond 

to those i n c e n t i v e s , or do you want to t r y and change 

those i n c e n t i v e s , a tougher task. But, r i g h t or wrong, 

th a t i what i s out there, i s the only t h i n g t h a t I would, 

h o p e f u l l y , leave you w i t h . 

10 The other t h i n g to keep i n mind here, when 

11 d i f f e r e n t decisions are being made on coverage and 

12 whatnot, t h a t the f i n a l decision, whether i t appears t h i s 

13 way or whether i t i s even i n the short-term, t h i s answer, 

14 r e a l l y does stay w i t h the person who holds the long-term 

15 f i n a n c i a l r i s k . 

16 For example, l e t ' s take the very lean and mean 

17 squeeze-down of HMOs over the l a s t f i v e to eight years. 

Now, was th a t the HMOs j u s t deciding t h a t t h i s was a 

19 b e t t e r way to p r a c t i c e medicine, to deny care the way 

20 t h a t they were, and to r e a l l y question a l o t more? No. 

21 They were b a s i c a l l y r e c e i v i n g pressure from the 

22 employers, who are t h e i r major c l i e n t s , t h e i r major 
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customers, t h a t said t h a t premium growth was g e t t i n g out 

of hand, and t h a t i f t h i s HMO could not keep premium 

growth down, they would go to another and they would take 

t h e i r business elsewhere. 

And so, i n times of very high premiums, they 

were r e c e i v i n g pressure from employers and other 

purchasers i n order to keep i t down. Now, di d they go 

overboard? Sure. Some d i d , some d i d n ' t . 

9 Just to keep i n mind, when we t a l k about things 

10 l i k e Medicare, Medicaid, we are t a l k i n g the government, 

11 f o r the most p a r t , and when we are t a l k i n g about p r i v a t e 

12 sector, we are normally t a l k i n g employers. I f we are 

13 t a l k i n g w i t h i n an HMO environment, we have t h i s mix of a 

14 number. To a c e r t a i n degree, they have these outside 

15 c l i e n t s w i t h employers i n the government, and at the same 

15 time, they also have t h e i r i n t e r n a l notions of what they 

17 need to do to meet the bottom l i n e . 

18 Thank you. 

19 Panel Discussion 

20 DR. GORDON: Thank you very much. 

21 I j u s t want to check w i t h people i n the 

22 audience. Can you hear okay? Can everybody hear okay? 
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Great. 

Tom and Dean, Joe and George. 

MR. CHAPPELL: Thank you. Dr. O'Grady. To the 

question of managing the r i s k f o r the ins u r e r , I have two 

scenarios to ask you about. Would the insurer f i n d 

acceptable a notion of the government p r o v i d i n g 

reinsurance the same way reinsurance i s provided i n 

casualty l i n e s when r i s k goes beyond the calculated? 

That i s my f i r s t question. My second question 

10 i s , you were des c r i b i n g two types of insurance, the 

11 c a t a s t r o p h i c , and then the budgeted. The budgeted 

12 example I t h i n k of i s the indust r y ' s example to fund a 

13 dental hygiene checkup; no i n j u r y , no i l l n e s s , j u s t 

14 p r e v e n t a t i v e maintenance. 

15 Many of the CAM services f i t i n t o t h a t 

16 preventative or p o t e n t i a l l y budgeted program. In your 

17 opinion, do you t h i n k the insurers could e n t e r t a i n e i t h e r 

a reinsurance concept and/or a c o n t i n u a t i o n of the 

19 concept of the budgeting approach f o r CAM services? 

20 DR. O'GRADY: To take your second f i r s t , i f 

21 t h a t i s okay. Assuming on the notion of budgeted versus 

22 long-term c a t a s t r o p h i c there has been a l o g i c there t h a t 
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t r i e s t o be f l e x i b l e , although i t may not appear t h a t way 

to the outside, i n terms of t h a t i f there are things t h a t 

you normally wouldn't cover, but th a t i f i t appears cost 

e f f e c t i v e i n t h a t i t i s going t o avoid something you do 

cover t h a t i s l i a b l e to be much more expensive, there i s 

c e r t a i n l y a notion to a c e r t a i n degree, depending on the 

insu r e r , kind of extr a c o n t r a c t u a l agreements t h a t are 

done, but i t i s also the idea of are you w i l l i n g to cover 

c e r t a i n things t h a t might avoid a h o s p i t a l i z a t i o n down 

10 the l i n e , which i s always s o r t of the b i g t i c k e t item 

11 t h a t you are t r y i n g to avoid. 

12 So I t h i n k t h a t i n terms of are they w i l l i n g to 

13 pick up c e r t a i n things t h a t you would t h i n k of as being 

14 r o u t i n e to avoid — I t h i n k your example about the dental 

15 i s f i n e , we don't normally t h i n k i f dental hygiene as 

16 avoiding a h o s p i t a l i z a t i o n -- but are there other things 

17 t h a t you could do. That i s why they tend to be very 

generous sometimes on th i n g s , on immunizations, things 

19 t h a t you know, i f you get the kids the shots, you are 

20 going to avoid a l o t of b i g , expensive t r o u b l e f o r those 

21 k i d s , s o r t of lose/lose; t h e y - a r e - r e a l - s i c k and you-are-

22 out-a-lot-of-money s i t u a t i o n s . 

PERFORMANCE REPORTING 
Phone: 301.871.0010 T o l l Free: 877.871.0010 



45 

So I t h i n k t h a t there i s more t h i s idea of, i f 

there i s some notion of something t h a t they do cover t h a t 

i s l i a b l e t o have a cost e f f e c t , are they w i l l i n g to be 

more f l e x i b l e i n terms of how they do t h a t . 

D i f f e r e n t insurers look at th a t d i f f e r e n t l y . 

The government i s p a r t i c u l a r l y poor at t h a t , i n th a t the 

government i s not very f l e x i b l e i n terms of i t s a b i l i t y 

to change i t s b e n e f i t s . Let me draw a d i s t i n c t i o n 

because i t i s not f a i r t o one of the next speakers. The 

10 Medicare program i s not very f l e x i b l e i n doing i t . FEHBP 

11 i s not bad at a l l i n terms of evolving t h e i r b e n e f i t s and 

12 t a k i n g a look and being more f l e x i b l e l i k e t h a t . 

13 I am not sure t h a t a reinsurance mechanism i n 

14 some question l i k e t h a t , o f, what i s going on. 

15 C e r t a i n l y , i f there i s a need f o r a reinsurance 

16 mechanism, i t would be more on the ca t a s t r o p h i c . 

17 What we normally see on t h a t i n some of the 

things t h a t have come up about covering the uninsured, 

where there i s a subpopulation out there t h a t has not had 

20 health insurance coverage, the in s u r e r s , the p r i v a t e 

21 market, i s j u s t nervous, i t i s j u s t unpredictable. They 

22 don't know those f o l k s . They don't know, given the same 
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age, sex, par t of the country, whether they w i l l be 

someone who w i l l cost the same amount as people who 

c u r r e n t l y have insurance. 

Therefore, they are looking f o r someone to 

share t h e i r r i s k w i t h , and the government i s c e r t a i n l y a 

prime candidate f o r t h a t s o r t of t h i n g . 

Now, you also had a question about reinsurance. 

8 I n terms of? I'm sorry, I f o r g o t your f i r s t question. 

9 MR. CHAPPELL: The e n t i t i e s you have described 

10 are the b e n e f i c i a r y , the doctor, as f a r as discounts are 

11 concerned, and then the insurance, the p r i v a t e i n s u r e r . 

12 I am simply suggesting t h a t the government 

13 could be a f o u r t h party i n the system. 

14 DR. O'GRADY: I t c o u l d , yes. 

15 MR. CHAPPELL: But i n s o f a r as we are t r y i n g to 

15 increase choice f o r consumers, the indu s t r y loses 

17 leverage on p r i c e . So the government can be an 

a d d i t i o n a l e n t i t y i n th a t system as a concept. 

19 DR. O'GRADY: I t i s , r i g h t . I t can be. I t can 

20 be i n two ways. 

21 There are two types of reinsurance t h a t we 

22 normally t h i n k of i n t h i s s o r t of s i t u a t i o n . I s 
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everybody comfortable w i t h the notion of what reinsurance 

is? Okay. 

There are those where smaller insurers band 

together, the p r i v a t e i n s u r e r s . What they do i s they 

band together. They know they pay i n t o a c e r t a i n pool 

and they spread the r i s k f o r costs over, whatever, 

$100,000, any cases, whatever. 

The other one th a t has been brought up re c e n t l y 

has to do w i t h Medicare p r e s c r i p t i o n drug b e n e f i t , where 

10 ins u r e r s w i l l be responsible f o r costs up to a c e r t a i n 

11 amount, but then i n e f f e c t government-provided 

12 reinsurance picks up a f t e r t h a t . The House Republican 

13 proposal l a s t year had I t h i n k i t was at somewhere around 

14 $7,000 or so, a f t e r t h a t then the government would cover 

15 80 percent of the cost over $7,000. 

15 That c e r t a i n l y i s a mechanism tha t does throw 

17 you i n t o the same mix here of everyone else who i s 

18 competing f o r budget money. That i s not an inexpensive 

19 way to go, and that w i l l be tax money and then subsidy 

20 from the taxpayers. So th a t then puts you i n th a t whole 

21 p o l i t i c a l mix. 

22 To a c e r t a i n degree, I am glad you brought t h a t 
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up, because there are two ways to go here. One way i s 

the idea of t h i n k i n g about t h i s market, t h i n k i n g about 

the i n s u r e r s , how th a t s o r t of goes. The other way i s to 

go the government route. 

Now, t h a t doesn't have q u i t e the economic 

incen t i v e s t h a t you face i n terms of dealing w i t h the 

insurance companies and employers and whatnot, but t h a t 

puts you then i n a d i f f e r e n t kind competition w i t h people 

l i k e the AMA and the AHA and other f o l k s l i k e t h a t , which 

10 c e r t a i n l y can be done, but th a t i s , i n many ways, as 

11 tough a competition as the market competition. 

12 DR. GORDON: Thank you. 

1 3 Dean? 

14 DR. ORNISH: Well, f i r s t I want to thank you. 

15 I thought t h a t was a r e a l l y great overview, and I 

16 appreciate i t , very c l e a r . 

17 A couple questions. One of the things t h a t you 

said very c l e a r l y was how f i n a n c i a l i n c e n t i v e s determine 

19 medical p r a c t i c e to a large degree, and th a t the idea 

20 behind HMOs and other i t e r a t i o n s of managed care was to 

21 t r y to change the ince n t i v e s f o r doing, say, procedures, 

22 and t o look at cardiology, f o r example bypass surgery and 
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angioplasty, and yet i f you look at managed 

organizations, you r e a l l y don't f i n d t h a t kind of 

decrease i n those kinds of procedures, nor do you r e a l l y 

f i n d the c o r o l l a r y to t h a t , which would be an increase i n 

preventive approaches or wellness or health education or 

CAM. 

My f i r s t question i s why do you see nei t h e r the 

reduction i n procedures nor the increase i n a l t e r n a t i v e 

approaches or preventive approaches when the ince n t i v e s 

I 0 are supposed to be encouraging those two things? 

I I DR. O'GRADY: I don't know th a t I can answer 

12 t h a t . I'm not sure why you wouldn't. Are you sure t h a t 

13 i t i s across the board t h a t a l l HMOs don't? As I look at 

14 d i f f e r e n t HMOs, I f i n d t h a t t h e i r p r a c t i c e s do tend to 

15 very and th a t there are those th a t simply are c a l l e d HMOs 

15 but they c e r t a i n l y spend most of t h e i r time j u s t 

17 n e g o t i a t i n g discounts w i t h providers. 

DR. ORNISH: Right. 

19 DR. O'GRADY: And I don't see the kind of 

20 behavior. There are others t h a t we see th a t c e r t a i n l y 

21 have t r i e d to do d i f f e r e n t t h i n g s , c e r t a i n l y some of the 

22 disease-management programs, some of the things i n end-
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stage renal disease where the HMOs have been p r e t t y 

e f f e c t i v e . That i s something again where they would want 

a very strong f i n a n c i a l p r o t e c t i o n because those are very 

expensive cases, but they have been f a i r l y e f f e c t i v e i n 

terms of managing them i n a more coordinated sense, i n 

terms of p u t t i n g the team together and making sure t h a t 

there i s not t h i s s o r t of sometimes d i s j o i n t e d care t h a t 

you can get i n a t r a d i t i o n a l f e e - f o r - s e r v i c e environment. 

I don't want to sound overly c y n i c a l about them 

10 i n terms of th a t they are only out to make money. They 

11 are c e r t a i n l y not out to go bankrupt, t h a t i s q u i t e 

1 2 c l e a r . 

13 DR. ORNISH: My question, though, i s the whole 

1 4 p o i n t of HMOs and other managed care was to t r y to change 

15 the i n c e n t i v e s . I n a f e e - f o r - s e r v i c e , as you said, the 

more procedures you do, the more money you make. In an 

17 HMO, i t i s supposed to be opposite. 

DR. O'GRADY: Right. 

19 DR. ORNISH: I n p r a c t i c e , you don't f i n d t h a t . 

20 Likewise, there should be more of an emphasis, an 

21 economic i n c e n t i v e f o r preventive approaches, f o r 

22 wellness, f o r a l t e r a t i v e i n t e r v e n t i o n s i n a cap i t a t e d 
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environment, but you don't see th a t e i t h e r . 

My question i s I'm j u s t curious why you might 

speculate t h a t t h a t i s the case. 

DR. O'GRADY: To Speculate would be t h a t some 

of the things we have seen from them are things where the 

cost e f f e c t i v e s are c l e a r l y n a i l e d down, and i f they had 

some doubts about the cost e f f e c t i v e n e s s . I mean, 

c e r t a i n l y what we see i s when you see the s o r t of cost 

e f f e c t i v e n e s s studies t h a t are done by some of the large 

10 pharmaceutical companies, now those are very expensive to 

11 do, the use of ase i n h i b i t o r s as a pr o p h y l a c t i c against 

12 kidney disease among d i a b e t i c s , something l i k e t h a t , but 

13 tha t i s a very hard — 

14 DR. ORNISH: That kind of begs the question, 

15 because i f we again focus on things l i k e angioplasty and 

16 bypass surgery, those have been covered since i n c e p t i o n 

17 and yet those kinds of cost e f f e c t i v e n e s s studies have 

18 not been done. They don't prolong l i f e . They don't 

19 reduce cardiac events f o r most p a t i e n t s , and yet those 

20 have been covered. Even now, there are no randomized 

21 c o n t r o l t r i a l data showing, f o r example, tha t angioplasty 

22 prolongs l i f e or prevents cardiac events. 
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So, I'm j u s t curious, again, what i s going on 

here? 

DR. O'GRADY: I don't know. 

DR. ORNISH: I t i s j u s t the c o r o l l a r y t o my 

question. U n t i l we f i r s t understand why these aren't 

being done, i t i s hard to understand how we change t h a t . 

I mean, i t c e r t a i n l y made sense to t h i n k t h a t 

changing the economic ince n t i v e s would change t h a t , but 

i t r e a l l y hasn't, by and large, on e i t h e r side, i n part 

10 because I t h i n k there i s a c e r t a i n inherent c o n f l i c t of 

1 1 i n t e r e s t t h a t the same c a r d i o l o g i s t s who are deciding i f 

12 you need an angioplasty are the ones who personally 

13 b e n e f i t , or f o r t h a t matter a bypass, i f you have the 

14 procedure, but s t i l l there are no checks and balances 

15 from the payment side. 

16 As Jim i s saying, part of our charge i s to make 

17 recommendations, and to the degree th a t complementary and 

a l t e r n a t i v e medicine i n t e r v e n t i o n s are not a f f e c t e d by 

19 economic i n c e n t i v e s , then what would a f f e c t that? 

20 DR. O'GRADY: I don't know th a t I can accept 

21 your f i r s t premise here, t h a t the economic incentives are 

22 not i n play here. 
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DR. ORNISH: C e r t a i n l y they are i n cardiology. 

DR. O'GRADY: A l l I'm saying i s i f they are not 

convinced t h a t i t i s a cost e f f e c t i v e a l t e r n a t i v e , 

whether you are dealing w i t h a b u i l t - u p momentum of a 

p a r t i c u l a r way of p r a c t i c i n g over the years, c e r t a i n l y 

t h a t i s a tough nut to crack, and I don't have any 

p a r t i c u l a r l y good advice on th a t one. 

But the idea t h a t these f o l k s are c e r t a i n l y i n 

f a i r l y t i g h t competition w i t h each other to keep t h e i r 

10 premiums down, i t may be a question of convincing them 

1 1 t h a t t h i s i s something t h a t a c t u a l l y w i l l both provide 

12 b e t t e r treatment and save them.money. But i f they are 

13 not convinced, they are not going to do i t . 

14 DR. ORNISH: This w i l l be the l a s t t h i n g I say, 

15 but j u s t without belaboring the p o i n t , but th a t presumes 

15 t h a t the conventional i n t e r v e n t i o n s have been shown to be 

17 cost e f f e c t i v e , and, by and lar g e , c e r t a i n l y things l i k e 

angioplasty, bypass surgery have not made th a t same t e s t . 

19 So the question i s why i s there a double 

20 standard, what can be done, and how i f economic 

21 i n c e n t i v e s are not r e a l l y determining t h a t , what are the 

22 factors? 
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DR. O'GRADY: I would say that c e r t a i n l y what 

you say i s tr u e on the idea t h a t what has t r a d i t i o n a l l y 

been done has not had to go over the hurdles t h a t we are 

t a l k i n g about here. 

I would say t h a t i n terms of demonstrating cost 

e f f e c t i v e n e s s , t h a t i s the c o n t r o l case, and i f you can 

demonstrate th a t you come i n at a more cost e f f e c t i v e 

manner than the t r a d i t i o n a l way of doing t h i n g s , you have 

i n e f f e c t demonstrated t h a t the t r a d i t i o n a l way i s not — 

10 I don't know whether you want to say not competitive, but 

11 i s not necessarily the p r e f e r r e d route, compare both i n 

12 terms of medical outcomes and i n terms of how much i t 

13 costs, but I don't know q u i t e else what to t e l l you. 

14 DR. PIZZORNO: I have about four questions. 

15 F i r s t , how do ̂ — [ o f f mike]. 

15 DR. O'GRADY: Some of those I can't answer, 

17 l i k e the percentage t h a t goes to b i l l i n g , but I c e r t a i n l y 

can take a crack at a couple of them. 

19 C e r t a i n l y medical savings accounts i s one th a t 

20 I have done a f a i r amount of work on, both i n terms of 

21 t h i n k i n g about f o r the general population and the not-

22 v e r y - l o n g - l i v e d Medicare version of medical savings 
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accounts. I l i s t e d the b i g four here. Medical savings 

accounts and probably physician sponsored organizations, 

PSOs, are f i v e and s i x , n e i t h e r of which has picked up 

very much market share i n terms of enr o l l e e s , but are 

i n t e r e s t i n g a l t e r n a t i v e s . 

Medical savings accounts are c e r t a i n l y the 

idea, and normally i t i s not j u s t a medical savings 

account, i t i s an account t h a t looks l i k e a health IRA i n 

some s o r t of a sense, l i n k e d w i t h a high deductible plan. 

10 The idea, again, i s to go to b e n e f i c i a r i e s and give them 

1 1 a strong f i n a n c i a l i n c e n t i v e to be prudent consumers of 

12 t h e i r own health care. 

13 So the idea i s t h a t they t y p i c a l l y have a $250 

14 deduc t i b l e , they now have a $2,500 dedu c t i b l e . Really, 

15 i t i s moving the insurance back to t h a t more c l a s s i c 

15 model of, i t i s there f o r cata s t r o p h i c events to occur, 

17 the idea being t h a t i f you move someone from a $250 

deductible to a $2,500 deduc t i b l e , t h e i r premiums should 

19 come down. You are not covering t h a t much more of the 

20 expenses t h a t go on. 

21 How do you then share those savings back w i t h 

22 the be n e f i c i a r y ? The idea i s t h a t the premium reduction 
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there i s put i n t o an account t h a t gains i n t e r e s t , t h a t 

has c e r t a i n tax advantages to i t i f you leave i t there 

and l e t i t r o l l over, the same way i t would i n an IRA. 

I f you have a p a r t i c u l a r l y bad year and have 

$2,500, you can use t h a t account to pay your $2,500. I f 

you don't and i t accrues over time, you can get i t out 

the same way you could get out an IRA, or you can use i t 

f o r long-term care expenses and continue to have the tax 

advantages. 

10 A couple of years ago, maybe more than a couple 

11 now, four or f i v e , t h i s was presented very s t r o n g l y to 

1 2 Congress by a number of large insurers as a great new 

13 idea. I t was probably oversold to a c e r t a i n degree. 

14 They were, at th a t p o i n t , pushing t h a t i t could reduce 

15 premiums i n h a l f . Most of the independent estimates were 

16 more l i k e 25 percent, but reducing health insurance 

17 premiums 25 percent i s nothing t o sneeze a t . That i s 

r e a l l y q u i t e s u b s t a n t i a l . 

19 The opponents thought t h a t i t was going to come 

20 i n and be j u s t t e r r i b l e , t h a t i t meant a l o t of people 

21 were not going to get needed care, et cetera, et cetera. 

22 The bottom l i n e i s t h a t , what i t has worked out to be i s . 
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i n e f f e c t , a s o r t of targeted product. 

I t works very w e l l f o r people who are f a i r l y 

high-income, who work i n small f i r m s ; a r c h i t e c t s , 

lawyers, physicians, those s o r t s , where you have f i v e or 

si x partners who are i n some s o r t of an operation t h a t 

$2,500 deductibles are not going to stop them from 

g e t t i n g needed care, they are making $75-, $100,000 or 

more, a year. So i t doesn't have the negative sides. 

Those f o l k s can now get a lower premium. 

10 I t i s very hard t o get insurance — I don't 

11 know how many are i n t h i s boat -- i f you r e a l l y are i n a 

12 f i r m of 10 or 12 people or less. So t h i s allows them a 

1 3 break on t h a t . 

14 I t has turned out to be something, at t h i s 

15 po i n t anyway, of a niche product and served t h a t 

16 p a r t i c u l a r niche q u i t e w e l l . Some of the analysts who 

17 have looked at i t view i t as s o r t of an income-related 

ded u c t i b l e , t h a t you have b a s i c a l l y t a l k e d higher income 

19 people i n t o t a k i n g a higher d e d u c t i b l e , and you share the 

20 savings w i t h them. I t works f i n e f o r 5 to 10 percent of 

21 the population. I t hasn't r e a l l y caught on i n other than 

22 t h a t p a r t i c u l a r 5 or 10 percent of the population. 
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Physician-sponsored organizations, the other 

one, i s the idea of physicians a c t u a l l y banding together 

to form t h e i r own insurance company, i n some sense. That 

has not taken o f f , t h a t I am aware of, while there are a 

few. I n 1997, there was a change i n law tha t allowed 

them to form. How they s i g n i f i c a n t l y d i f f e r from a 

physician-owned HMO? Not t o t a l l y c l e a r what the b i g 

d i s t i n c t i o n i s there between them. 

Like I say, they were an idea t h a t was thought 

10 would r e a l l y catch on. I t h i n k t h a t doing the insurance 

11 side of the business, i n many ways, i s a l o t harder than 

12 some providers t h i n k when they get i n t o i t . They are not 

13 a c t u a r i e s . This idea of, what i s the r i g h t premium to 

14 charge people, i s a p r e t t y tough c a l c u l a t i o n to make and 

15 t o do i t w e l l . So tha t i s the MSA side. 

16 C e r t a i n l y , I have no idea what physicians now 

17 spend i n terms of t h e i r expenses. There i s t h i s idea, i n 

terms of when you look at t h i s s o r t of continuum of HMOs, 

19 p o i n t - o f - s e r v i c e , PPOs, there i s some idea there of 

20 d i f f e r e n t providers, and i t i s almost a generational 

21 e f f e c t . 

22 Who i s i t t h a t can a f f o r d to s t i l l have a f u l l 
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w a i t i n g room and not have to consider o f f e r i n g discounts, 

or not have to wonder whether i t i s time to simply give 

up t r y i n g to have t h i s whole business side of things and 

j u s t go work f o r the HMO and take t h a t salary? 

The c o r r e l a t i o n tends t o be th a t t h a t tends to 

be older, more established providers who can continue to 

do t h a t and operate i n a more t r a d i t i o n a l way. The 

younger guys f e e l a c e r t a i n f i n a n c i a l pressure to e i t h e r 

o f f e r p r i c e discounts or to j u s t say I can go down to 

10 Kaiser, they w i l l pay me $120 a year and I can go home at 

11 5:00. 

12 DR. GORDON: Joe, I want to move on because 

13 there are two more. 

14 DR. PIZZORNO: The other question was of these 

15 four plans, which tend to be more receptive to i n c l u s i o n 

16 of CAM providers? 

17 DR. O'GRADY: U n t i l Dr. Ornish said what he 

said, I would have said the HMOs because they tend to be 

19 more open to a l t e r n a t i v e s t h a t w i l l save them money, but 

20 he doesn't seem to f e e l t h a t they are very open. 

21 So, i n t h a t sense, I t h i n k i t i s back to the 

22 idea of what my f i n a l p o i n t was, t o a c e r t a i n degree 
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whether things are going to be covered or not i s going to 

go back to the people who pay i n the end, whether i t i s 

the employers or the b e n e f i c i a r i e s themselves who push 

f o r these kinds of b e n e f i t s to be covered, which i s 

where, to the e a r l i e r example, where coverage of things 

l i k e dental came i n . 

There was a push f o r i t , the b e n e f i c i a r i e s 

wanted i t , and where people had choice, they chose the 

plans t h a t o f f e r e d dental coverage and they moved out of 

10 plans t h a t d i d n ' t . So, again, i t was a market response 

to say I b e t t e r o f f e r some dental coverage here or I'm 

12 going to lose customers. 

13 DR. GORDON: George? 

14 MR. DEVRIES: Dr. O'Grady, thank you f o r your 

1 5 overview and i n t r o d u c t i o n to t h i r d - p a r t y reimbursement 

15 systems. My question, two of them, r e a l l y are along what 

17 are some p r a c t i c a l steps t h a t are happening r e l a t e d to 

18 i n t r o d u c t i o n of CAM b e n e f i t s i n t o t h i r d - p a r t y 

19 reimbursement b e n e f i t plans? 

20 I am speaking of, s p e c i f i c a l l y , one t h i n g we 

21 are seeing out there i s a health plan, an HMO may not 

22 cover c h i r o p r a c t i c or acupuncture or massage therapy or 
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naturopathy f o r a l l t h e i r members as a mandated b e n e f i t , 

but they might do a supplemental b e n e f i t r i d e r , much l i k e 

they do de n t a l , v i s i o n , behavioral h e a l t h , or pharmacy. 

Blue Cross Blue Shield of South Carolina i s going to 

t e s t i f y today. They are r o l l i n g out t h i s type of 

program. 

So your comments on th a t kind of incremental 

approach to at l e a s t s t a r t i n g i n c l u s i o n of CAM b e n e f i t s 

w i t h i n health plans. 

10 Then, secondly, maybe some overview from you 

1 1 r e l a t e d to you had mentioned the concept of behavioral 

12 health care management f i r m s , and we see that happening a 

13 l o t i n the CAM side, where there are b a s i c a l l y s p e c i a l t y 

14 vendors t h a t work w i t h the health plan, much l i k e 

15 pharmacy, d e n t a l , v i s i o n , organizations also do. So 

15 maybe some comment there, maybe d r i l l i n g down a l i t t l e 

17 b i t and g i v i n g us your thoughts i n terms of how some of 

18 the i n c l u s i o n of CAM i n t o health plan can p r a c t i c a l l y be 

19 achieved? 

20 DR. O'GRADY: F i r s t of a l l , to th i n k about the 

21 idea o f f e r i n g as kind of supplemental r i d e r i n some 

22 sense, the one t h i n g you want to be c a r e f u l of there i s 
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t h a t much of insurance i s spreading r i s k over large 

numbers of people, some who w i l l use the b e n e f i t s , some 

who won't. 

I guess my advice would be you would have to 

o f f e r a v a r i e t y of d i f f e r e n t b e n e f i t s bundled together. 

Where we have seen i n d i v i d u a l r i d e r s at times, they can 

be very expensive because the only people who sign up f o r 

them are those who have a p r e t t y good l i k e l i h o o d t h a t 

they are going to use them. 

10 MR. DEVRIES: Just a comment. 

11 DR. O'GRADY: Yes? 

12 MR. DEVRIES: Being o f f e r e d as group r i d e r s , 

13 not i n d i v i d u a l r i d e r s . 

14 DR. O'GRADY: Yes. And th a t gets back to the 

15 e a r l i e r p o i n t about the idea of i f there i s enough of a 

15 push from the employees i n a p a r t i c u l a r f i r m , t h a t they 

17 are a s k i n g . t h e i r b e n e f i t s people and i t i s s l i d i n g back 

up t h a t what our people are looking f o r i s t h i s kind of 

19 b e n e f i t t o be added, the same way, l i k e I said, dental 

20 before or I guess even bigger would be when p r e s c r i p t i o n 

21 drug f i r s t came i n 10, 15, 20 years ago, tha t i t i s a 

22 perceived demand f o r i t . 

PERFORMANCE REPORTING 
Phone: 301.871.0010 T o l l Free: 877.871.0010 



63 

Also I guess I would say th a t the idea of 

saying t h a t you have the a b i l i t y to s o r t of pop i t i n , 

pop i t out, depending on what t h a t i s , t h a t they don't 

have t o change every piece of insurance t h a t they o f f e r 

i n a p a r t i c u l a r s t a t e to include i t has got to be more 

a t t r a c t i v e than a l l of a sudden they f i n d t h a t i t i s a 

state-mandated b e n e f i t and i f they want to operate i n 

t h e i r s t a t e , they have to do i t . Yes, th a t i s much more 

a t t r a c t i v e . 

10 On the carve-out no t i o n , I t h i n k ^ g a j ^ ^ ^ l i k e 

11 w i t h the mental he a l t h , the idea i s t h a t i f there i s some 

1 2 way to carve out and there was some notion t h a t someone 

13 other than the insurer i s at l e a s t sharing i n the r i s k , 

14 i f not accepting i t o u t r i g h t , again, t h a t tends to make 

15 things look more a t t r a c t i v e . So the behavioral, mental 

16 health people, I di d n ' t want to leave you wi t h the 

17 impression t h a t tons of those behavioral, mental health 

f o l k s necessarily came forward and said, yes, we w i l l 

19 take a l l r i s k s , t h a t was s o r t of the put-up or shut-up 

20 s o r t of po i n t i n those discussions t h a t I could see, at 

21 l e a s t i n terms of whether there would be fe d e r a l b e n e f i t 

22 change. I f these guys are so sure i t i s going to save 
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money, then l e t i t be t h e i r money. 

DR. GORDON: Joe Fins. 

DR. FINS: Thank you f o r your comments. Your 

l a s t l i n e t a l k s about the insurers responding. We can't 

blame them f o r .responding r a t i o n a l l y . But another way of 

looking at i t i s t h a t they are responding 

e n t r e p r e n e u r i a l l y i n o f f e r i n g low-cost, r e l a t i v e l y low-

cost CAM b e n e f i t s t h a t w i l l increase market share. We 

have heard t h a t from previous witnesses. 

10 So, i s i t r a t i o n a l or i s i t e n t r e p r e n e u r i a l , 

11 and what should the standards be, and how do we regulate 

12 i t so t h a t p a t i e n t s and buyers get the best set of 

13 products t h a t enhance hea l t h , not the ones t h a t increase 

1 4 margin? 

15 DR. O'GRADY: The question i s how do you 

16 overlap those two? How do you make i t q u i t e clear? 

17 That i s , I guess, without sounding l i k e a 

18 broken record, i s back to the idea of convincing the 

19 employers and the b e n e f i c i a r i e s themselves t h a t t h i s i s 

20 something t h a t i s of value to them, tha t they ask the 

21 insurer t o do i t . 

22 I don't want to discount the notion of 
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convincing insurers t h a t i t i s a c o s t - e f f e c t i v e 

a l t e r n a t i v e , because t h a t c e r t a i n l y lowers whatever other 

hurdles there are, but i f you are going to make an 

argument t h a t even i f t h i s does cost more money, i t i s 

j u s t b e t t e r medicine and i t should be covered, t h a t i s 

c e r t a i n l y a reasonable argument to make. Then i t i s back 

to the idea of can you demonstrate t h a t i t i s worth i t . 

DR. FINS: What I'm asking, though, are there 

9 d i f f e r e n t sets of standards t h a t i f the in d u s t r y has an 

10 economic advantage by o f f e r i n g a product t h a t costs 

11 r e l a t i v e l y less compared t o other items, say we can 

12 increase our cherry p i c k i n g i n t h i s context, get w e l l 

13 people who are i n t o h ealth promotion, who have good 

14 l i f e s t y l e s , who w i l l cost us less, t h a t not only i s i t 

15 going t o cost less, i t i s less f i l l i n g . 

16 DR. O'GRADY: Right. 

17 DR. FINS: So, how do we not create another set 

18 of perverse i n c e n t i v e s and g r a f t on to the ince n t i v e s 

19 t h a t are already problematic i n o f f e r i n g , i f we do o f f e r , 

20 a set of CAM b e n e f i t s or consider that? 

21 DR. O'GRADY: The a l t e r n a t i v e to simply 

22 convincing them on a cos t - e f f e c t i v e n e s s basis or on th a t 
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t h i s w i l l be, as you put i t , the e n t r e p r e n e u r i a l 

a t t r a c t i v e n e s s of i t i s to c e r t a i n l y — and we have seen 

t h i s i n other s o r t s of b e n e f i t s i n the past — i s to take 

a more p u b l i c p o i n t of view i n terms of e i t h e r s t a t e 

l e g i s l a t u r e s or coming to Congress and saying t h i s r e a l l y 

needs to be a covered b e n e f i t , even i f i t costs more, 

even i f i t i s not to the market advantage of p a r t i c u l a r 

p r i v a t e f i r m s , i t needs to be done. 

That i s c e r t a i n l y another discussion i n terms 

.10 of the incen t i v e s there and who you are i n competition 

1 1 w i t h f o r t h a t l i m i t e d budget or j u s t simply saying th a t 

12 t h i s i s . I t i s c e r t a i n l y not unusual to see at the s t a t e 

13 l e v e l something of these are the b e n e f i t s i f you want to 

14 o f f e r coverage i n t h i s s t a t e t h a t you need to be able to 

15 cover as a minimum. C e r t a i n l y the Medicare b e n e f i t 

15 package i s g u i t e c l e a r l y l a i d out of what i s covered and 

17 what i s not expected to be covered, acute care, and i t i s 

l a i d out i n the s t a t u t e . That c e r t a i n l y i s another way 

19 to go. 

20 I t i s a question of, c e r t a i n l y , i s i f i t i s 

21 viewed as something t h a t w i l l not r a i s e cost 

22 s i g n i f i c a n t l y , or l e t ' s go w i t h your e n t r e p r e n e u r i a l 
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notion again, d i s p r o p o r t i o n a t e l y . I f everybody knows 

th a t because something i s going to happen, t h e i r premiums 

are going to go up 2 percent, but t h e i r competitors 

premiums are going t o go up 2 percent, e n t r e p r e n e u r i a l 

they are not disadvantaged by t h a t . But th a t normally 

does mean a more p u b l i c - p o l i c y s o r t of response, which i s 

what we have seen the mental health providers doing, they 

are pushing f o r p a r i t y . 

DR. GORDON: Charlotte? 

10 MS. KERR: Thank you. Dr. O'Grady. I'm looking 

11 at your b i o , and I see th a t your present work i s focusing 

12 on Medicare reform issues, and I would assume c e r t a i n l y a 

13 pa r t of th a t i s the p r e s c r i p t i o n drug coverage. 

14 DR. O'GRADY: Yes, i t i s . 

15 MS. KERR: Some people, i n c l u d i n g some of us, 

16 would probably t h i n k when you look at how to meet the 

17 needs of, i n t h i s case. Medicare, the e l d e r l y , t h a t 

things l i k e b o t anicals and perhaps homeopathy might meet 

19 some of those needs. What I am wondering i s have there 

20 been steps t o i n v e s t i g a t e the use of these a l t e r n a t i v e s 

21 i n your process i n planning i n Medicare, and, i f not, why 

22 not, not from a poi n t of view of blame, but what would 

PERFORMANCE REPORTING 
Phone: 301.871.0010 T o l l Free: 877.871.0010 



68 

you need, f o r example, to be able t o consider these 

a l t e r n a t i v e s i n a r a t i o n a l way? Do you have 

repr e s e n t a t i v e s , f o r example, of CAM i n your planning 

teams? You have got the po i n t of my question, take i t 

from there. 

DR. O'GRADY: Sure. I don't t h i n k anybody has 

d r i l l e d down enough to say what you would l i s t out on a 

p a r t i c u l a r proposal of what would be covered and what 

wouldn't. 

10 What they have done, to a c e r t a i n degree, and 

1 1 there i s c e r t a i n l y an ongoing debate about how much 

12 choice you allow and how much v a r i a t i o n you allow. Part 

13 of i t i s the concern t h a t was mentioned before, the idea 

14 t h a t to a c e r t a i n degree there i s a c e r t a i n school of 

15 health economists, and c e r t a i n l y , the actuaries who tend 

16 t o look at t h a t , t h a t you don't want tons of v a r i a t i o n . 

17 Now, that has to do w i t h , simply, i f you have 

f i v e d i f f e r e n t insurers t h a t are o f f e r i n g something, the 

19 best way to be sure t h a t people are the prudent consumers 

20 t h a t they want to be i s i f they o f f e r the exact same 

21 b e n e f i t s . And so, you know the r e a l d i f f e r e n c e i s your 

22 perceived q u a l i t y of what you are g e t t i n g and what you 
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are paying f o r i t . That makes the t r a n s a c t i o n as clean 

as possible. 

3 The a l t e r n a t i v e i s one t h a t says, w e l l , no, 

4 r e a l l y you would l i k e to be able to have d i f f e r e n t people 

5 s o r t of t r y and meet the needs of d i f f e r e n t groups. Now, 

6 they know t h a t anyone has to be c a r e f u l . You want to be 

very c a r e f u l about the idea of the ch e r r y - p i c k i n g t h a t 

was mentioned before, t h a t you simply pick o f f the 

9 h e a l t h i e s t people, and you have a very low premium 

10 because you have people who never reach t h e i r deductible, 

11 much less have any h o s p i t a l i z a t i o n s . Therefore, you are 

12 manipulating the game rat h e r than being a c o s t - e f f i c i e n t 

13 provider of care. 

14 So, long way around, i n terms of t h i n k i n g about 

15 t h i s and t h i n k i n g about the options, i t comes down t o 

16 t h i s dilemma, i n terms of an op t i o n , to a c e r t a i n degree 

17 those proposals t h a t t a l k e d about there being one 

provider i n a p a r t i c u l a r region, the government l i s t of 

19 what i s o f f e r e d — not the government — f o r the most 

20 p a r t , they would co n t r a c t out to a pharmaceutical b e n e f i t 

21 manager. 

22 The C l i n t o n plan had t h i s design. The country 
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would be s p l i t i n t o X number of regions. HCFA would give 

the c o n t r a c t to a p a r t i c u l a r provider, who then would 

negotiate w i t h a l l the drug companies and work up what 

would be o f f e r e d . 

That has c e r t a i n large-volume buying advantages 

i n terms of, you are buying f o r a l l the Medicare 

b e n e f i c i a r i e s i n these four states or whatever. I t has 

c e r t a i n disadvantages i n terms of, t h a t does not allow 

tons of v a r i a t i o n . Now, i f you happen to get your s t u f f 

10 on the l i s t , you are made i n the shade, but i f you are 

11 not, i f you are an a l t e r n a t i v e , t h a t i s a l i t t l e i f f i e r . 

1 2 The House Republicans had another proposal t h a t 

13 had i t s own warts i n d i f f e r e n t ways, but i t d i d have more 

14 of the idea t h a t you would have m u l t i p l e d i f f e r e n t 

15 coverage i n a p a r t i c u l a r geographic area, so th a t i f 

15 someone decided they wanted to o f f e r X or Y, there would 

17 be some allowance of v a r i a t i o n . 

Now, most of the v a r i a t i o n i n t h a t , I have to 

19 say, was being discussed, more, the idea t h a t we know 

20 t h a t w i t h people l i k e the Medicare population, there i s a 

21 wide v a r i e t y i n terms of t h e i r incomes. So t h a t , the 

22 same way we see t h i s , i n who chooses HMOs versus who 
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chooses f e e - f o r - s e r v i c e , t h a t f o r lower-income people, 

they are w i l l i n g to give up some choice to reduce t h e i r 

expenses, and th a t higher-income people do not. 

No one that I am aware of has gotten to 

anything t h a t has said anything, one way or another, 

about what would be included, how t i g h t formularies would 

be, those s o r t s of questions. 

MS. KERR: My question gets back to something 

Dean Ornish was speaking t o , and I am a c t u a l l y asking a 

10 question i n a way th a t I wonder i f there i s something you 

11 need f o r us to help i n w i t h t h i s kind of problem s o l v i n g . 

12 For example, i s i t the research? I s i t the 

13 body t h a t a c t u a l l y gets i n the room? We happen to know a 

14 p a r t i c u l a r program our colleague has i n cardiovascular 

15 work — I don't know the proper name. Dean, of what you 

15 c a l l your program — but, there i s data there to say th a t 

17 t h i s may be more successful than angioplasty. That i s a 

good question, why i s n ' t t h a t there? 

19 I n the same way, you may not have the data t h a t 

20 the pharmaceuticals have given you — I can't t h i n k of 

21 any drugs at the moment — f o r homeopathy or bo t a n i c a l s . 

22 I am asking a very simple question. I s that so? Is i t . 
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the data i s not there? I s the person, the body, not i n 

the room t o b r i n g up the conversation? Or, can you say 

yo u r s e l f , and you are an expert — j u s t r e f l e c t a l i t t l e 

more, now or l a t e r — what would be an i n t e r v e n t i o n ? 

Where would the needle go to b r i n g about a new 

conversation, speaking as an acupuncturist? 

DR. O'GRADY: I guess at t h i s p o i n t , i n terms 

of, i f you are t a l k i n g about various treatments or 

procedures, or whatever, th a t are not part of the status 

10 quo, i t i s hard f o r me t o see t h a t , under a model t h a t 

11 has one plan f o r the e n t i r e region, t h a t you are going to 

12 do b e t t e r than one th a t allows-there to be four or f i v e 

13 of them to be i n competition w i t h each other. 

14 I c e r t a i n l y may be wrong on t h a t . I t may be 

15 t h a t there i s some race to the bottom, q u i c k l y , among the 

four or f i v e to not o f f e r anything other than generics. 

17 I have not seen plans t h a t look l i k e t h a t . Again, i t 

comes down to what i s perhaps the o v e r a l l dilemma here, 

19 i s i t a market-based approach to expand coverage or i s i t 

a government-based; I guess, who do you want to lobby, 

21 insurers or Congress. 

22 DR. GORDON: Thank you very much. We r e a l l y 

PERFORMANCE REPORTING 
Phone: 301.871.0010 T o l l Free: 877.871.0010 

20 



73 

very much appreciate your testimony. 

DR. O'GRADY: Thank you. 

DR. GORDON: One of the things we would l i k e t o 

do, i f t h i s i s okay w i t h you, i s to give you a t r a n s c r i p t 

of your testimony, and i f there i s anything you would 

l i k e to add to i t , on r e f l e c t i o n — 

DR. O'GRADY: I t depends on how open you make 

tha t o f f e r . 

DR. GORDON: That would be great. 

10 DR. O'GRADY: Thank you. 

11 DR. GORDON: One t h i n g I want say t o the 

12 Commissioners before the next panel comes up i s , we went 

13 10 minutes over time on t h i s panel. I am t r y i n g to t h i n k 

14 of ground r u l e s t h a t w i l l make things move along. I 

15 t h i n k we should begin w i t h j u s t asking one question each, 

15 and then we can come back i f there i s more time. 

17 The other t h i n g i s , I am going t o ask a l l the 

18 p a n e l i s t s who are coming forward to answer as s u c c i n c t l y 

19 and as to the po i n t as possible. That way, we w i l l be 

20 able to have more back-and-forth dialogue. Thank you. 

21 Panel I I : Federal Purchasers 

22 MS. CHANG: Panel Session I I . I f Dr. John 
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Whyte and Abby Block would come up from the Health Care 

Financing A d m i n i s t r a t i o n and the U.S. O f f i c e of Personnel 

Management. Thank you. 

Again, I w i l l remind the speakers to speak 

d i r e c t l y i n t o the microphone. I w i l l give you a three-

minute warning, j u s t so you know when to sum up. 

Presenter: John Whyte, M.D. 

DR. WHYTE: Good morning. I t h i n k you have a 

copy of most of what I'm going t o say i n f r o n t of you. 

10 I'm John Whyte, and I'm a general i n t e r n i s t by t r a i n i n g . 

11 Presently, I am the Acting D i r e c t o r of the D i v i s i o n of 

12 Items and Devices at the Health Care Financing 

13 A d m i n i s t r a t i o n . 

14 I want to thank Maureen M i l l e r and Steve Groft 

15 f o r i n v i t i n g me to speak today. Steve, Maureen, I t h i n k 

16 Joe Kaczmarczyk, and I , had a very good meeting about two 

17 months ago at HCFA, and I am d e l i g h t e d t h a t we are able 

18 to come here to continue to b u i l d upon t h a t r e l a t i o n s h i p 

19 and r e a l l y create a dialogue, and to exchange 

20 i n f o r m a t i o n . 

21 We have had several meetings w i t h the National 

22 Center f o r Complementary and A l t e r n a t i v e Medicine. I 
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w i l l be here most of today and others from HCFA w i l l be 

here some of the other days to answer any questions you 

might have, because we r e a l l y look at t h i s as a dialogue 

and not as a s i n g l e p o i n t i n time. 

As most of you know, the Health Care Financing 

A d m i n i s t r a t i o n , HCFA, i s the f e d e r a l agency t h a t 

administers the Medicare program. I n the program we have 

39 m i l l i o n b e n e f i c i a r i e s , 32 m i l l i o n of those 

b e n e f i c i a r i e s are over the age of 55. We also have about 

10 7 m i l l i o n b e n e f i c i a r i e s who are under the age of 55. 

1 1 Five hundred thousand p a t i e n t s p a r t i c i p a t e i n the end-

12 stage r e n a l disease program, and about s i x and a h a l f 

13 m i l l i o n people are covered by Medicare because of 

1 4 d i s a b i l i t y . 

15 I am going to give you a b r i e f overview of the 

16 coverage process at HCFA, as w e l l as the payment 

17 p o l i c i e s . Within t h a t discussion, I am going to answer 

some of the questions t h a t were posed to HCFA by the 

19 Commission. 

20 So, on your f i r s t s l i d e you have b a s i c a l l y the 

21 o v e r a l l s t r u c t u r e of the Health Care Financing 

22 A d m i n i s t r a t i o n . The head of the Agency i s known as the 
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1 a d m i n i s t r a t o r . This person i s appointed by the President 

2 and confirmed by the Senate. Presently, we have an 

3 a d m i n i s t r a t o r designee, who i s Tom Scully from the 

4 Federation of American Hospitals. 

5 The centers or the o f f i c e s t h a t you would 

5 p r i m a r i l y be i n t e r e s t e d i n are the Center f o r Health 

7 Plans and Providers, which we r e f e r to as CHIP, because 

8 they deal w i t h the physician fee schedule, some of the 

9 scope of p r a c t i c e issues, our payment p o l i c i e s r e l a t i n g 

10 to durable medical equipment and other p o l i c i e s of th a t 

1 1 nature. 

12 Two other centers or o f f i c e s would be the 

13 Center f o r Medicaid and State Operations, CMSO. I know 

14 many of you have had questions about Medicaid coveraqe 

15 p o l i c i e s , and t h a t would be the o f f i c e t h a t would 

15 p r i m a r i l y deal w i t h Medicaid issues. 

17 The o f f i c e t h a t I am a part of i s the O f f i c e of 

18 C l i n i c a l Standards and Q u a l i t y . Within t h a t o f f i c e , we 

19 have a Coverage and Analysis Group. On your next s l i d e , 

20 you w i l l see th a t there are b a s i c a l l y three d i v i s i o n s . 

21 There i s a D i v i s i o n of Operations. There i s a D i v i s i o n 

22 of Medical and Surgical Services, and then there i s the 
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D i v i s i o n of Medical Items and Devices t h a t I am a par t 

of. The devices t h a t I deal w i t h are non-implantable 

devises. Those devices are i n the D i v i s i o n of Medical 

and Surgical Services. 

I r e f e r you to our website, which i s 

www.hcfa.gov, which i s a great source of inf o r m a t i o n . 

Much of what I say today i s a v a i l a b l e on t h a t website. 

So, whenever we t a l k about coverage i n the 

Medicare program, I have t o r e f e r to c e r t a i n s t a t u t e s . I 

1 0 guess you learn t h a t you become somewhat a government 

1 1 person when you are able to quote s t a t u t e s o f f the top of 

12 your head, and say Section 1852(a)(1)(A) of the Social 

13 Security Act, which I'm going to r e f e r t o , says t h a t no 

14 payment may be made or expenses incurred f o r items or 

15 services which are not reasonable and necessary f o r the 

15 diagnosis or treatment of i l l n e s s or i n j u r y . 

17 There are two points about t h a t , and you r e a l l y 

18 have to keep the s t a t u t e i n mind when you t h i n k about 

19 complementary and a l t e r n a t i v e medicine. The f i r s t i s 

20 t h a t the s t a t u t e i s phrased i n the negative, t h a t we 

21 s h a l l not pay. So, the premise t h a t a device, a service, 

22 or a procedure might be of some b e n e f i t t o some p a t i e n t 
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under some circumstance i s not a c r i t e r i o n i n which the 

Medicare program can base coverage decisions on. 

Now, I can empathize as a physician, as a 

provider when people come t o HCFA t o t a l k to us about i f 

only Medicare would cover something, then we would be 

able t o c o l l e c t the inf o r m a t i o n to know th a t t h i s i s a 

good coverage p o l i c y . What I have to t e l l you i s we have 

to s t a r t at square one, where we must know th a t there i s 

data demonstrating e f f e c t i v e n e s s , because t h a t i s the way 

10 the s t a t u t e i s phrased. 

1 1 The second p o i n t i s t h a t preventive services 

12 are not mentioned here. So, we t a l k about the diagnosis 

13 or treatment of i l l n e s s or i n j u r y . So, i n general, the 

14 Medicare program does not cover preventive b e n e f i t s . I 

15 am going t o come back to t h a t , but, i n general, we don't 

15 cover preventive medicine. 

17 The other issue r e l a t i n g to the Social Security 

Act, i t also defines providers and the scopes of services 

19 t h a t some of them can provide. Now, I am going to come 

20 back to t h a t a l i t t l e l a t e r , because some of the issues 

21 r e l a t i n g to complementary and a l t e r n a t i v e medicine, there 

22 are providers t h a t may not necessarily be recognized by 
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Medicare i n order to be paid. 

So, although you may f e e l t h a t massage 

t h e r a p i s t s may o f f e r c e r t a i n services, i f they are not 

recognized as a provider by Medicare, we wouldn't have to 

a u t h o r i t y to pay f o r those services by those types of 

providers. 

Now, there are three general methods by which 

coverage decisions are made i n the Medicare programs, and 

9 t h i s i s one of the most misunderstood concepts of the 

10 program. The f i r s t i s tha t our Medicare c o n t r a c t o r s , and 

1 1 there i s a co n t r a c t o r i n every s t a t e and some contractors 

12 cover more than one s t a t e , there i s not a c t u a l l y 50 

13 c a r r i e r s , there i s approximately 43. The reason I say 

14 approximately i s because sometimes they change, so i n the 

15 course of a week, i t might be 42 or 44. So, 

16 approximately 43 con t r a c t o r s develop l o c a l medical review 

17 p o l i c i e s , which we r e f e r to LMRPs. 

18 B a s i c a l l y they consult w i t h a group of 

19 p r a c t i c i n g providers, b e n e f i c i a r i e s , and others i n t h e i r 

20 community as a part of a c a r r i e r advisory committee. 

21 Then they p u b l i s h i n t h e i r b u l l e t i n what a d r a f t p o l i c y 

22 i s , and then i t becomes e f f e c t i v e w i t h i n a c e r t a i n period 
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of time. 

A great source of informa t i o n on these LMRPs, 

l o c a l medical review p o l i c i e s , can be found at 

www.Imrp.net. 

Now, HCFA also develops n a t i o n a l coverage 

p o l i c i e s , and th a t i s where I spend 100 percent of my 

time, looking at n a t i o n a l coverage p o l i c i e s ; but the 

r e a l i t y i s th a t i n 35 years, 35 years i n the Medicare 

program there are 250 to 300 n a t i o n a l coverage p o l i c i e s . 

10 There are 6,000 l o c a l medical review p o l i c i e s . 

11 So, the po i n t I'm t r y i n g t o make f o r you i s 

12 t h a t although everyone th i n k s of Medicare as a n a t i o n a l 

13 program, and, indeed, i t i s a n a t i o n a l program, there i s 

14 a s i g n i f i c a n t amount of c a r r i e r v a r i a t i o n . This 

15 d i s c r e t i o n on the pa r t of c a r r i e r s sometimes does cause 

15 d i s p a r i t y and b e n e f i c i a r i e s w i l l o f t e n be very concerned, 

17 and members of Congress w i l l be concerned f o r t h e i r 

b e n e f i c i a r i e s when they f i n d t h a t you can get a c e r t a i n 

19 device or procedure or perhaps t r a n s u r e t h r a l needle 

20 a b l a t i o n of the p r o s t r a t e f o r BPH i n a st a t e l i k e Texas, 

21 but i f you looked i n Arkansas, you might not be able t o . 

22 People can't r e a l l y understand t h a t , because they t h i n k 
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of i t as a n a t i o n a l program. 

Yet, at the same time, many people from the 

medical device i n d u s t r y , which predominately are small 

companies, not the t y p i c a l large pharmaceutical company, 

they o f t e n c o n t r a c t or work w i t h a group of l o c a l 

physicians, t h e i r l o c a l academic medical community, and 

wi t h 43 c a r r i e r s , they may be able to get a few c a r r i e r s 

t o cover i t f o r a period of time and, t h e r e f o r e , they can 

have some d i f f u s i o n of technology. 

10 So, there are both strengths and weaknesses of 

11 care or d i s c r e t i o n . Sometimes i t causes d i s p a r i t y , but 

12 at the same time, i t can also have d i f f u s i o n of 

13 technology. 

14 Other important points there are th a t l o c a l 

15 medical review p o l i c i e s are subject to greater appeal. 

15 B e n e f i c i a r i e s w i l l o f t e n appeal to a d m i n i s t r a t i v e law 

17 judge i f claims are denied, whereas n a t i o n a l coverage 

p o l i c i e s have less a b i l i t y t o be appealed. There are 

19 going to be some changes i n some recent congressional 

20 a c t i o n . But the po i n t I'm t r y i n g to make to you i s th a t 

21 there may be o p p o r t u n i t i e s f o r a l l of you to work w i t h 

22 our l o c a l c a r r i e r s t o t h i n k about coverage p o l i c i e s f o r 
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some of your therapies. Everything does not always have 

to be done at the n a t i o n a l l e v e l . 

So, i f you leave w i t h one t h i n g from my t a l k , 

you should remember t h a t there i s l o c a l c a r r i e r 

d i s c r e t i o n , and th a t might be something t h a t you want to 

explore w i t h i n the context of Section 1852(a)(1)(A) of 

the Social.Security Act. 

The next s l i d e t a l k s about t h a t Medicare i s a 

def i n e d - b e n e f i t program. This i s also important f o r you 

10 to know. There are approximately 55 s t a t u t o r i l y defined 

11 b e n e f i t categories, and you must f i t i n t o a b e n e f i t 

12 category as a f i r s t step towards coverage. 

13 They are very broad categories, physician 

14 services, physical therapy, occupational therapy, durable 

15 medical equipment. But the po i n t i s . Congress defines 

16 what these b e n e f i t categories are. The Health Care 

17 Financing A d m i n i s t r a t i o n does not have the a b i l i t y or 

a u t h o r i t y t o create a new b e n e f i t category. 

19 Two points about t h i s , I t a l k e d to you about 

20 preventive b e n e f i t s , t h a t i n general the s t a t u t e doesn't 

21 allow us, and you might want to say i n your question 

22 session, but. Dr. Whyte, don't you cover Pap smears. 
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don't you cover mammography, don't you cover c o l o - r e c t a l 

screening, they are a l l screening b e n e f i t s , and you are 

r i g h t , they are. What I can t e l l you i s t h a t Congress 

has mandated each of those b e n e f i t s and has w r i t t e n i n t o 

s t a t u t e , l i n e by l i n e , t h a t the Medicare program s h a l l 

cover those screening services, and th a t i s because we 

don't have the a u t h o r i t y to cover preventive b e n e f i t s . 

So t h a t i s something f o r you to keep i n mind. 

In some questions t h a t you posed to HCFA p r i o r 

10 t o t h i s meeting, you asked me about the b e n e f i t category 

11 f o r c h i r o p r a c t i c , and b a s i c a l l y t h a t i s Section 1861(r), 

12 which b a s i c a l l y r e f e r s to subluxation. 

13 Now, a f t e r you f a l l i n t o a b e n e f i t category, 

14 you then have to s a t i s f y our process f o r what i s 

15 medically necessary and reasonable. Another important 

15 p o i n t f o r you to remember — so, now you know t h a t we 

17 have l o c a l c a r r i e r d i s c r e t i o n — i s the issue of FDA 

approval or FDA clearance, because a l o t of people w i l l 

19 come to us and say, but i t i s been approved by the FDA, 

20 so what i s the holdup w i t h Medicare, why i s n ' t Medicare 

21 paying f o r i t . 

22 What we say i s th a t FDA approval or more o f t e n 
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FDA clearance i s a p r e r e q u i s i t e but i t i s not a guarantee 

f o r coverage. The s t a t u t o r y language of the FDA i s th a t 

something i s safe and e f f e c t i v e . Our s t a t u t o r y language 

i s t h a t i t i s medically necessary and reasonable, as I 

j u s t r e f e r r e d t o . 

So, i n many ways you could use the analogy of a 

supermarket, t h a t FDA approval puts something on the 

sh e l f . Then HCFA has to come around as a prudent 

purchaser and decide what to put i n that care. 

10 Hopefully, none of you would assert t h a t everything t h a t 

11 i s on the s h e l f we have to buy. There needs to be some 

12 c r i t e r i a , and I'm going to t a l k t o you about what some of 

13 those c r i t e r i a are t h a t we use to determine what we are 

1 4 going to buy. 

15 B a s i c a l l y , we have a process which r e l i e s upon 

16 a u t h o r i t a t i v e evidence i n demonstrated medical 

17 e f f e c t i v e n e s s . We want to see th a t b e n e f i t s outweigh 

18 reasonably a n t i c i p a t e d r i s k s . We want t o see evidence of 

19 improved health outcomes. Again, we want to know t h a t 

20 something complies w i t h our reg u l a t o r y requirements. 

21 The next s l i d e , which i s on Page 5 of your 

22 handout, i s our process, b a s i c a l l y i n a schematic. I 
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know you can't r e a l l y see i t , i t i s not relevant f o r you 

to be able to read the w r i t i n g . I see Dr. Ornish i s 

looking very c l o s e l y at i t w i t h i t s small p r i n t . But the 

poi n t i s f o r you t o see th a t the process a c t u a l l y does 

flow, t h a t there i s some reason to what HCFA does, and 

there i s an o r d e r l y process, and I'm going to go through 

t h a t . 

B a s i c a l l y , i t a l l s t a r t s w i t h a request. The 

reason why I am going over t h i s f o r you i s because at the 

10 end of the day i n your u l t i m a t e d e l i b e r a t i o n s l a t e r , you 

1 1 might want to t a l k about Medicare covering c e r t a i n 

12 a l t e r n a t i v e medicine and complementary medicine p o l i c i e s , 

13 so you need to know what our process i s , because I t h i n k 

14 t h a t w i l l give your recommendations greater weight. 

15 I t b a s i c a l l y a l l s t a r t s w i t h a request. I t can 

16 e i t h e r be i n t e r n a l , meaning t h a t HCFA decides to do i t , 

17 or i t could be e x t e r n a l . Our Federal Register Notice i n 

A p r i l of 1999, which i s on our website, explains t h i s 

19 process. I t must be i n w r i t i n g . I t must i d e n t i f y the 

20 request as a request f o r n a t i o n a l coverage determination. 

21 Then there needs t o be some supporting documentation. 

22 What we say as part of t h i s process i s t h a t we 
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w i l l get back to you w i t h i n 90 days wit h some type of 

deci s i o n . I w i l l e x p lain what those decisions could be. 

But i n terms of the supporting documentation, and t h i s 

goes t o some of the guestions raised i n the e a r l i e r 

discussion, we want to see a f u l l d e s c r i p t i o n of the 

service i n question, i n c l u d i n g the b e n e f i t category, 

because, remember, something has to f a l l i n t o a b e n e f i t 

category. 

We want to see a compilation of medical and 

10 s c i e n t i f i c i n f o r m a t i o n c u r r e n t l y a v a i l a b l e , because, 

11 remember, we say t h i s i s an evidence-based d e c i s i o n -

12 making process, so there needs to be some body of 

13 evidence. 

14 We want to know about d e s c r i p t i o n of c l i n i c a l 

15 t r i a l s underway. We also want to know about the status 

of FDA a c t i v i t y . 

17 So, when we t a l k about supporting 

18 documentation, I want t o t a l k about some of the evidence 

19 t h a t we look a t . An important point here i s th a t there 

20 i s a continuum. There i s randomized c l i n i c a l t r i a l s . 

21 There i s c o n t r o l l e d case s e r i e s . There i s case r e p o r t s . 

22 There i s consensus statements. 
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The important p o i n t i s that we look at 

everything. One of the c r i t i c i s m s of the new process i s 

th a t we only look at randomized c l i n i c a l t r i a l s . We have 

never said t h a t , and i f you look at our recent coverage 

decisions, and there i s approximately 30 of them, we t a l k 

to the f a c t t h a t there i s a hierarchy of evidence and 

th a t r e a l l y we need t o look at everything. Randomized 

c l i n i c a l t r i a l s are not always possible. There i s some 

argument they may not always be e t h i c a l . But the point 

10 i s there are other ways to do a n a l y t i c studies, and th a t 

11 i s the important p o i n t . 

1 2 One of the previous questioners asked about 

13 does there need to be a body of l i t e r a t u r e . The answer, 

14 of course there needs to be a body of l i t e r a t u r e . For 

15 us, at l e a s t i n our D i v i s i o n of Items and Devices, what 

15 we say i s th a t we need to hold the same standards, both 

17 t o conventional therapies, as w e l l as some a l t e r n a t i v e 

therapies. Maureen, Steve, and I have ta l k e d about tha t 

19 maybe a l t e r n a t i v e i s not the best word, because an 

20 i n t e r v e n t i o n i s an i n t e r v e n t i o n i s an i n t e r v e n t i o n . 

21 Really, what we are t r y i n g t o do i s determine the body of 

22 evidence behind th a t i n t e r v e n t i o n , to know t h a t i t works. 
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I t h i n k Dean Ornish i s a very good example of 

what has been done i n terms of t r y i n g to use the 

s c i e n t i f i c method t h a t has answered questions. What I 

have seen from Dr. Ornish i s not simply assertions t h a t 

h i s c o n s t e l l a t i o n of services works, but rat h e r he has 

asked the appropriate a n a l y t i c questions. He has 

designed an appropriate s c i e n t i f i c study. He has used 

s t a t i s t i c a l methods to analyze t h a t data. Then he has 

published i t i n peer-reviewed s c i e n t i f i c l i t e r a t u r e i n 

10 very well-respected j o u r n a l s . 

11 So, when you t a l k about body of l i t e r a t u r e , I 

12 would urge you to look at the example of Dr. Ornish and 

13 what he has done to r e a l l y t r y to show t h a t there i s 

14 evidence of e f f e c t i v e n e s s . I am sure he w i l l t e l l you 

15 how much d i f f i c u l t y he s t i l l had w i t h t h a t approach, even 

15 though t h a t i s the p r e f e r r e d approach. 

17 So, i t i s something t h a t I r e a l l y want to 

emphasize, t h a t there does need to be a body of 

19 l i t e r a t u r e . Everything doesn't have to be a randomized 

20 c l i n i c a l t r i a l . But I t h i n k at times, sometimes the 

21 f i e l d of a l t e r n a t i v e medicine has not b e n e f i t t e d from 

22 some of the supporters and advocates who r e a l l y don't 
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want to have a s c i e n t i f i c l i t e r a t u r e base. I'm using i t 

i n a very broad sense, because c l i n i c a l consensus and 

other opinions are important as w e l l . 

As part of the process, we of t e n order 

technology assessments, and t h i s goes to the whole body 

of l i t e r a t u r e , and i t i s j u s t something f o r you to know, 

th a t there are 13 evidence-based p r a c t i c e centers of the 

Agency f o r Health, Research, and Qu a l i t y , which we o f t e n 

use t o do technology assessments. 

10 We also have a Medicare Coverage Advisory 

11 Committee. Presently there are s i x panels, medical, 

12 s u r g i c a l , drugs — b i o l o g i c , therapeutic — la b o r a t o r y , 

13 medical devices, durable medical equipment and diagnostic 

1 4 imaging. 

15 An important p o i n t here i s th a t we presently 

15 are s o l i c i t i n g new nominees. We have about 100 members, 

17 and they are on a r o t a t i n g — not r o t a t i n g , I'm blanking 

on the word — but a t h i r d are e x p i r i n g t h i s year. So, 

19 we are looking f o r new members. Nominations are due by 

20 May 30th. On our website i t describes how you can apply 

21 to be a member of the Medicare Coverage Advisory 

22 Committee. 
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So, I suggest t h a t you look at t h a t , because 

some of you might be i n t e r e s t e d i n t h a t . We do accept 

self-nominations, although i t i s always good to be 

nominated by someone, but we do accept self-nominations. 

E a r l i e r , I ta l k e d about a formal reguest, which 

I t h i n k a l l of you should consider f o r some of your 

therapies, what we say i s we w i l l get back i n 90 days. 

What are some of the decisions t h a t we can make i n those 

90 days? That also assumes t h a t we might have ordered a 

10 technology assessment or r e f e r r e d something to Advisory 

11 Committee, which obviously would take longer than 90 

1 2 days. 

13 There could be n a t i o n a l non-coverage, meaning 

14 t h a t we f o r b i d the c a r r i e r s to cover i t under any 

15 circumstance. There could be no n a t i o n a l d e c ision, and 

15 e s s e n t i a l l y we w i l l leave i t to c a r r i e r d i s c r e t i o n , where 

17 most p o l i c i e s are done. There could be n a t i o n a l coverage 

18 decision w i t h l i m i t a t i o n s . An example of t h a t , someone 

19 r e f e r r e d to the i n s u l i n pump e a r l i e r , we presently only 

20 cover the continuous subcutaneous i n s u l i n i n f u s i o n pump 

21 f o r type one d i a b e t i c s . There could be n a t i o n a l coverage 

22 decision without l i m i t a t i o n s . 
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So, t h a t i s something f o r you also to t h i n k 

about, because some people w i l l come to HCFA and ask 

coverage f o r everyone. That may not necessarily be 

wrong, but at the same time, when we t a l k about an 

evidence-based approach, there may be more appropriate 

p a t i e n t populations t h a t would b e n e f i t from a therapy, 

and sometimes coverage p o l i c i e s have to be incremental. 

You f i r s t look to see where the greatest body of the 

l i t e r a t u r e i s and look at th a t p a t i e n t population f i r s t . 

10 So, t h a t i s something t h a t I would encourage you to look 

11 a t , as w e l l . 

12 B a s i c a l l y , when we make a coverage decision, 

13 there s t i l l i s some time lag u n t i l a decision i s 

14 implemented. So, I wouldn't want you to get a l l excited 

15 and t h i n k t h a t you are going to submit a n a t i o n a l 

15 coverage request and then i n 90 days i t w i l l be able to 

17 be covered. That i s not necessarily t r u e . 

18 What we say i s t h a t i n some ways i t i s l i k e a 

19 law. Not a l l laws take e f f e c t at day one. What we say 

20 i s t h a t w i t h i n 180 days from the next f u l l calendar 

21 quarter we hope t h a t payment i s e f f e c t e d . We a c t u a l l y 

22 have been doing b e t t e r i n recent months, and we continue 
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to s t r i v e to do b e t t e r , but t h a t i s j u s t something t h a t I 

want to a l e r t you a l l t o . 

Two other points t h a t I want to touch very 

b r i e f l y upon, because I a n t i c i p a t e d t h a t you a l l would 

have a l o t of questions, so I want t o be able to be sure 

t h a t you are able to ask those, i s th a t we do have a 

c l i n i c a l t r i a l p o l i c y , presently issued i n the Executive 

Memorandum e a r l i e r l a s t year, b a s i c a l l y t e l l i n g us th a t 

we would cover the r o u t i n e p a t i e n t care costs f o r 

10 c l i n i c a l t r i a l s . 

11 I'm not going to go i n t o i t i n t h i s discussion, 

12 because most of the info r m a t i o n i s a v a i l a b l e on our 

13 website, and I encourage you to look at i t . 

14 The only other p o i n t I wanted to touch upon are 

15 two demonstrations t h a t we are doing, which I t h i n k a l l 

16 of you are very f a m i l i a r w i t h . I have enclosed 

17 i n f o r m a t i o n on those i n your packet. The f i r s t i s the 

18 Dean Ornish program f o r reversing heart disease and the 

19 second i s the cardiac wellness extended program by Dr. 

20 Herbert Benson, i n v o l v i n g up to 1,800 p a t i e n t s i n each of 

21 those programs. B a s i c a l l y , i t w i l l extend from October 

22 '99 to November 2003. The handout t h a t I have enclosed 
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b a s i c a l l y provides most of the in f o r m a t i o n . 

Some other attachments t h a t I have included i s 

more s p e c i f i c i n f o r m a t i o n on our payment p o l i c i e s and 

4 b a s i c a l l y how we determine how much providers are paid 

5 f o r various'^services . 

That i s mostly what I am going to say. I have 

my contact i n f o r m a t i o n and phone number at the end of my 

s l i d e s . I r e a l i z e t h a t HCFA can be a confusing place at 

times. I know very w e l l , I know Maureen knows tha t HCFA 

10 can be confusing, as w e l l . 

11 C e r t a i n l y , you should f e e l free to contact me 

12 d i r e c t l y i f you have questions or concerns. As I said, I 

13 w i l l be here most of today. Other people from my 

14 d i v i s i o n w i l l be here l a t e r i n the week. I encourage you 

15 to continue the dialogue, which I t h i n k w i l l be very 

16 productive. I look forward to working w i t h a l l of you. 

1 7 Thank you. 

DR. GORDON: Thank you very much. Thank you 

19 f o r the c l a r i t y and directness of the presentation. 

20 The next presenter w i l l be Abby Block from the 

21 U.S. O f f i c e of Personnel Management. 

22 MS. BLOCK: Good morning. I'm Abby Block. I 
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am the Assistant D i r e c t o r f o r Insurance Programs at the 

United States O f f i c e of Personnel Management. I thank 

you f o r i n v i t i n g me here t h i s morning t o t a l k w i t h you 

about the Federal Employees Health Benefits Program. 

You asked f o r some background i n f o r m a t i o n about 

the program. President Eisenhower i n February of 1954 

c a l l e d f o r a health program f o r f e d e r a l employees i n l i n e 

w i t h the best p r a c t i c e s of progressive p r i v a t e employers 

and i n d i c a t e d t h a t a health insurance program should be 

10 part of a well-rounded personnel program. 

11 Public Law 86382, the Federal Employees Health 

12 Benefits Act of 1959 was enacted on September 28th of 

13 1959. The program a c t u a l l y became up and running i n July 

14 of 1950. So, i t has been around f o r some time now, as 

15 you can see. There have been very few changes to th a t 

15 i n i t i a l l e g i s l a t i o n over the years. B a s i c a l l y , what was 

17 enacted i n 1959 i s very much i n place today, w i t h very 

18 small changes. 

19 The reason t h a t t h a t i s possible i s t h a t the 

20 s t a t u t e was very much a framework s t a t u t e , g i v i n g a l o t 

21 of f l e x i b i l i t y , so th a t we have been able to accommodate 

22 a l l of the changes i n health care t h a t have taken place 
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over these many years and s t i l l operate w i t h i n t h a t 

i n i t i a l enabling l e g i s l a t i o n . 

The l e g i s l a t i o n gave the C i v i l Service 

Commission, which i s now 0PM, the a u t h o r i t y to contract 

w i t h c e r t a i n types of health b e n e f i t s plans f o r a broad 

range of services, i n c l u d i n g h o s p i t a l b e n e f i t s , s u r g i c a l 

b e n e f i t s , ambulatory p a t i e n t b e n e f i t s , pharmaceuticals, 

other medical supplies and services. But the law i s 

very, very general i n terms of coverage. I t r e a l l y 

I 0 simply states t h a t there has to be a comprehensive 

I I b e n e f i t s package. 

12 I t s p e c i f i e d t h a t those e l i g i b l e f o r coverage 

13 are employees, and we cover 2.2 m i l l i o n a c t i v e employees, 

14 r e t i r e e s , and we cover 1.9 m i l l i o n r e t i r e e s at t h i s time. 

15 Of those, the r e t i r e e s w i t h Medicare, there i s 1.3 

16 m i l l i o n of those. Under our program, r e t i r e e s who are 

17 M e d i c a r e - e l i g i b l e continue to be e l i g i b l e f o r FEHB 

18 coverage. They pay the same premium as a c t i v e employees 

19 and receive the same b e n e f i t package, but the Medicare 

20 program i s t h e i r primary payer. 

21 That i s s o r t of an i n t e r e s t i n g construct, 

22 because Medicare, as you know, was enacted a f t e r the 
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Federal Employees Health Benefits Program and no change 

was made t o the program to date to t r y to i n t e g r a t e those 

two programs. So, we work through a coo r d i n a t i o n of 

be n e f i t s process, and i t works reasonably w e l l . 

We cover 4.5 m i l l i o n f amily members, and th a t 

includes spouses, c h i l d r e n , and former spouses. The law 

also s p e c i f i e s the method of determining the government 

c o n t r i b u t i o n f o r the program. 

The l e g i s l a t i o n d i d not specify b e n e f i t l e v e l s 

10 f o r t h a t range of services. While i t t a l k s about a range 

11 of services, i t makes no mention of the l e v e l at which 

12 coverage w i l l be provided. 

1 3 0PM provides d i r e c t i o n to the c a r r i e r s through 

14 an annual c a l l l e t t e r , through regular c a r r i e r l e t t e r 

15 mailings. We hold an annual health plan conference each 

16 year, and our health b e n e f i t s p e c i a l i s t s , our contract 

17 s p e c i a l i s t s , have day-to-day i n t e r a c t i o n w i t h the 

c a r r i e r s . 

19 There are several types of plans i n the FEHB 

20 program. We have a group of open-fee-for-service plans. 

21 Those include plans l i k e the Blue Cross Blue Shield 

22 Service Benefit Plan, the GEHA Plan, the Mail Handlers 
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Plan. Those are open to a l l on a nationwide basis. They 

cover 5.7 m i l l i o n l i v e s , 1.3 m i l l i o n employees and 1.5 

m i l l i o n r e t i r e e s , of which 1.1 m i l l i o n are Medicare 

en r o l l e e s , and family members, 2.9 m i l l i o n family 

members. 

We also have a group of so-called closed-fee-

f o r - s e r v i c e plans. Those plans are l i m i t e d to people who 

e i t h e r work f o r a c e r t a i n agency or belong to a c e r t a i n 

a s s o c i a t i o n , such as the Secret Service, the Foreign 

10 Service. Those are open to s p e c i f i c groups nationwide. 

11 They cover 209,000 l i v e s , of which 42,000 are employees, 

12 59,000 are r e t i r e e s , and 34,000 of those r e t i r e e s are 

13 Medicare covered. They also cover 108,000 family 

1 4 members. 

1 5 The other type of plan th a t we have i n the 

16 program are the HMOs, Kaiser, P a c i f i c Care, Aetna, US 

17 Healthcare, those types of plans. As you know, they 

serve p a r t i c u l a r geographic areas. 

19 We have 2.7 m i l l i o n l i v e s covered under the 

20 HMOs, 879,000 employees, 307,000 r e t i r e e s , of which 

21 161,000 are Medicare e l i g i b l e , and 1.5 m i l l i o n family 

22 members. 
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That breaks down, by the way, I don't know t h a t 

we gave you the percentages here, but the breakdown i s 

approximately 70 percent i n the f e e - f o r - s e r v i c e type 

plans, 30 percent i n the health maintenance 

organizations. 

In terms of the number of plans a v a i l a b l e , 

wherever a f e d e r a l employee or r e t i r e e happens t o l i v e , 

they have a minimum of seven plans a v a i l a b l e to them. 

Those would be those n a t i o n a l o p e n - t o - a l l f e e - f o r - s e r v i c e 

10 plans. In some geographic areas, because of the HMO 

11 p e n e t r a t i o n , a person could have as many as 31 health 

12 plans a v a i l a b l e to choose from. 

13 The d e f i n i t i o n s are very broad and f l e x i b l e . 

14 As I said e a r l i e r , the law gave us a l o t of f l e x i b i l i t y , 

15 which i s why we can s t i l l operate under i t even though i t 

15 was enacted i n 1959. The government-wide plans and 

1 7 employer o r g a n i z a t i o n plans now have a very strong PPO 

component, so t h a t we don't contract w i t h PPOs, per se, 

19 a l l of those f e e - f o r - s e r v i c e plans are i n f a c t PPO 

20 organizations. 

21 In-network services are the services most o f t e n 

22 used by consumers. The reason f o r t h a t r e a l l y i s the way 
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we s t r u c t u r e d the PPO networks when they were introduced 

i n the 80s, we d i d not have a penalty f o r going out of 

network, but we o f f e r e d a r e a l f i n a n c i a l i n c e n t i v e f o r 

using network providers. That i s , the in-network b e n e f i t 

i s a r i c h e r b e n e f i t than the out-of-network b e n e f i t . 

The out-of-network b e n e f i t i s the standard 

b e n e f i t , i t i s the b e n e f i t t h a t was i n place before the 

PPOs came i n t o being, but when the PPOs were introduced, 

the c a r r i e r s a c t u a l l y improved the b e n e f i t s t h a t were 

10 a v a i l a b l e i f a person elected to use a PPO provider. 

1 1 We contract b i l a t e r a l l y w i t h each plan on an 

12 annual basis. We are j u s t g e t t i n g to the point of 

13 beginning annual b e n e f i t and r a t e n e g o t i a t i o n s . 

14 A c t u a l l y , the b e n e f i t r a t e proposals from the health 

15 plans are due to use by r e g u l a t i o n on May 31st each year, 

16 so we are g e t t i n g very close to th a t May 31st deadline. 

17 Then, bang, beginning June 1st, neg o t i a t i o n s s t a r t , and I 

18 w i l l t a l k a l i t t l e l a t e r about the time frames f o r t h a t 

19 process. 

20 Each plan must contain d e t a i l e d statement of 

21 the b e n e f i t s which i t includes, i n c l u d i n g i t s maximums, 

22 i t s l i m i t a t i o n s , i t s exclusions, and other d e f i n i t i o n s of 
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