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OFIIICE OF TIIIi 'lIAJORITY I,EADIiR

RE,PAR'T ON IIEALT'II LT'GISLATI\/E ALTER NA TIYES

l. I3acltctt'ound o f the Stucly

A. Introduction

Early in 197i, the lea(lership ol tlrc majority party in tlle Stote ltouse of Representot[ves

identified health care os o nrojor priority item on its agenda. The spirating costs o/

healtll care requited the immediate attention of the legislature to determine if legislation

-.i wos needed to ossist in contoiningr this cost rise or if ne.\t approaches to deliyering health

care should be encouraged

Because of his prior experience in developing onolyses for the cost of Living council

regarding hospttol pricing regulations, Thomas o, Jones raros oskecl to ossist the office

of the lvlojority Leader in developtng legislottvc olternotlves uhich would help to

alleviate the problem of rising health care costs in Pennsylvonio. on o notionol bosis,

the inflationary situation in health core is best illustroted by the foltowing stotistics,

compiled b),tlre Cost of Living Council:
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TABLE I

Ilospftol Price Trends

Annual Percentage Increase

1969 1970 1971 1972

Consumer Prtce lndex, All Items s.4 5.9 4.3 3.3

Hospftol Room Charge 13.4 12.9 12.2 6.6

Ilospttal Cost Per Day 15. 5 13. g 12.3 10.4

IJospttol Cos t Per_Admtsston 15.5 10.3 10.2 8.9

From the aboye data, one can see that rotes of inflation had been slowed dramaticalty,

by 1972, particutorly due to ttrc controt pro)grams estobltshe<.I by the Cost of Liling Council.

Comparative'ly, Pennsylvonia was well below the ayerage for the United Stotes in 1971 for

hospttal costs per day and well below the average for the neighboring stotes ofNeu

Jersey and. N e\^, York, cs follows:

Averoqe Cost Per Inpotient Day ( 1971)

Untted Stotes $ e2.31

Pennsylvonto $ 85. e0

New Y ork 117.08

New J er sey 89. 62

l,

f
t(
t

$

.$.

-2-



v
'I'hc Scope of of Problent

The quality of health care in the united stoles f s probably the highest in ttle worl(),

hovtever our meons of delitering this hcolth cat e have not licpt up uith the needs

of our population. Besiries I'ising costs, we have sepere shortages of health resot)rces

in certoin oreos such as rurol communities and the inner city. In summary, then,

the problems that need. to be addressed are:

1. The rising costs of health cape; and

2, The occessability ol aU our citizens to quality health care.

Controllfng the Risin.g Costs o f ltealtlt Care

Foced with the inflationary situot[on in health core costs in 1s71when inflotion in

general had. become o naf ionol concern, two a.pproaches .were open to stote ond

federat governments, First, government could encow-age tnprovcmenfs in productivtty

through the use of para-profess iono ls, physicion osststdnfs, pre-paid grottp practice

plons (IIiIO's) , olincentiye reimbursement programs to hospilols .

On the other hand, because there'was an immcd.tota need to restrain the spiroling costs

of health cate, the federal government turned. to direct metlTods of controlling costs

by initioting the Economic stobilization Program and the cost of Living councit.

. .Severcl state governments instiluted direct regulation o/ hospilol prices ond budgets.
I

:ltatcr in tlris report, we y,)ttl discuss the efforts of Californio, Connecticut, lnd.iana,
.l

\J
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Ir'loryland' ' New Jersey ond Nelv York in estoblishing rate-setting comnrtssions or other

V opprooches to dtrect control of costs.

The Federal ErpertetTce Ltndcr the Iicononti.c .Stobf li zatiort Pro -am

The Cost of Ltving Councf I riescrtbecl tts erperience in controllf n.g hospf tol care costs

in on oppendfr to fts publrcoti.on of ttrc "Fi,nal Plrose IV Rcgulotions,,tn ilte Fed.eral

Regfster of l'trednesdcry , Jonuary 23, 1974, os /ollows:

"F[rs t Attem pts of Econonttc Colttr'ols - Phose II

-.1

In 1971hospttal roont cltarges \^,)ey,e rising at j3 percent pet,yeer, and
Irospftol cost.s per pattent clay uterc rtsing cven faster, at i4.B percent,
The trernendous increos e in thc use of tnputs, especf ol Iy non-\^,oge
f nputs , conttnuccl , and. \\loge r-otes were now l.[sing at 10 percent
per yeor. Prices irt tlrc general econonly \vere ri.sf ng l'aster than at
any t[nre tn the prevtous twenty years (at s.l percent per year).

The clecfsfon ruas made by tlrc Presi.clent in tlte s1n1 nrcr of lg1l to
place the econonty undcr a g0-clay wage and. price fi,eeze u,f ilr o
series of phose II ccortomic cotttrols to be establfshed by the end.
of the ft'eeze. Recause of f ts untc\ue characteristics, the hcattlt
fndusti'y tuos singlecl csut for separate controls Ihot rt,o ulC d,eal
witlt tire speciol nature of inflatton in thcrt sector of the cconomy.
These controlS, f ssued by tlrc Prtce Contmissf on [n Decenil)er jgy j 

,
were developed f'n coniunction with the IIealth Servfces lrt4ustr"y
Cammittee.

Phose II Corrtrols

The Plwse II healtlt controls incl uctcd" regulotions for tnstiluttopizl
provf der.s of core (hospitols oncl nurst ng hor??es ) oncl non-f nstitu-
ttonal provtders of core (preclonrinontly physicfons anc) dcntf sts) .

Itthile the goal of the instf tutional provi.der rcgulatfons tuos bosed
on the Pri'ce Comntissfon goal for the gencrol econonly, a hatvtng
of inllation r"otes in each scctor', f t r,r,os f rrrpos.s iltlc lo im plantcnt
lrcalth controls tlrut wcr'c lhe sonte os , for cxcuttltlc, sloc coltlr"ols.

\,/
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As i ndtcctecl pre.vioLtsly , tlru"e are factol's otlu:r llon o no)-).o.w
defirrftlotr of price per untt oI scr"vice tlrut crttcr tltc lttcrrp"e; cost
rettnbut'sentent, tecltnologlical rrrJvrrncc, greelcr. rrsc of inprrts, oncl
tite ornbiguot{s rlottn"r: oI tlrc proc/uct producccl by o hospitol.

The /irst major prol>lcm wos how to corcelate hosp ttal core petd for
unde,'co.st rcirttl-rui'scmcnt cortlr"ocls rrrillr lhot paid [ot" on thc bosis
of cl:nt'oes per su't,ice. Ustn1l a Iinritotron of 6.0 yte.r'ccnt on f ncl,coses
tn asJgrcgctte otlllttol rcl,eIlLres due to prtcc inct,eases o.s the basic
contr"ol , o per dicm Iinritatton of 8.0 percant 1r'os instrturtcrl for cost
retrnbut'.scrs, tvith the oddittonal 2.0 percent f'ot' incl'coscd intensity
of serviccs per rlay. Thus , there luos on crplfcit linrf t on prtcc
increoses for bollt cltat gc poying potie nt.s (r'evenucs grcneratecl
tlvottglt ttlcrcoses in pr''fces) oncl cost poying paticnts (rrrorfrnum
ollowable per dtern increases in co.sts) . Combine<I"r,r,ith the 6. 0
percent i.rtcrcase in aggre gote annual revenues clue to price tncreoses
lvos o 5.5% IintiI ott fnct"coses in the wagJe bill , not tlrc \uagc rate.
Thf s meant thot odCi tional entployecs ho d. to be balcncecl ogof nst
funds for old urorlrers. 7'his 5. 5 p ercent wage bf Il f ncreasc prorJucecl
on ollo'r.trctble 3.3 percetTt fnci^cose fn lotol costs. The rantoi,r'tcler of the
6 perccnt allowance wos divt.cled bctttteen a 2.5 percent irlcrcos e in
non-woge cosls (tirc general goal for the entire econont!) and o 1.7
percent factor to allow for tncreoses in expend[ttrres for new tecltnotogy
not dtrectly brllcrl to patient servfces. This raros o l.esfduol tntensity
factor not spe ctfically deftnec).

The Sociol Secur"ity rldnrf ntstrotion estf mates (unpublfslrcd. dota)
tltot in 1971 obout 54ea of all hospital care luos poid for under cost
reimbursenTent controc ts .

Lobor costs in o hospttal are estfmo ted by the Soctol Secr.rtty
Adminf s tratf.on to be about 60eo of totol costs. "

l'Resrrlts Under Plrose II

The 13 months under Pltose II sortr a halvfng i.n tncreoses in the
hospttal roorn oncl board rates. The senlf -prfvote roorn r.otc t ose
ortly 6.6e,i cluring 1972, ancl ortly S,4ec,bctutccn Novcrnber 1971 anct
J anuary 1 97 3 .

{
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Analysfs of Tust tlris measure of cosl qlonc li,oulcl lrrrvc tccl or-rc to bel[ettc
that tlte problcm of healtlt corc cosl infltrlion r.rrcs o\/c,.. \'et econolllfsts,
os 'wos clentollstrotecl ytt,eytorr.sly , cerrtiort l/ro t fitc o\)ct,oge rJoily .scrvicc
charge omits a largJe oncl grolt,ing froctfon of costs t/rol yr"o.rtr.s c)ifferently,
Thercfor"e, it rvos ,leccssol'y to t^c:t,ic'rv l/r e pet,foy,monce of otttcl" ipclfces
of cost sttch os cost per pattent Coy ortci cost per^ adnrfs.sfon. lt became
clear thot r.uhf le the rote of tnct'cose in t'oom nncl boarcj r"oles rleclinecl
by ovcr 50?; ritrring Phasc lI , t:osI pct'c:r/1rr.stad prtlfcpt doy on4 c6st
per adlrrsted odnrfssior't dcclirtcd by r)?r{clt lcss - only oi_rout zs2;. lvhot
apf)ears lo hove ltoppenecl wos t/rol lro.spf Iols \iley,e willirtg to socr.i/'ice
sorlle part of price f ncrccrs e rcvenues fi,om chat.,ge poyor"s cs long os
thelt knet+t tlrat cost reintbursers \4'ere stf II tltere to pay the ntajol"[tv
of the bf IIs.

The Pltose lI regulotfons proc)rrced -so,)lc ullLrsuol rcsult.s in hospftols
especfolly during tlre ertarsion periods of Phasc III/N in 1973.
ilospitol chorge tncl'cose.s \uerc contcttned, olid reyentte incr"co.scs
[t'ottt chorge payor^s r^e(irrcecl accordingly. On t.ltc otltct" Jronrl, costs
contfnuccl to itlct'co.se at olnrost tlrc prc-iiSP rolcs.. To tltc extent that
thcy fotrnd thent l"cosonablc, co.st reintllurscrs wcre continuing to
retntburse for all tncLD'red costs, tltercby ossun?f ng o y'elettvely lorger
slrore of ref mbro'se d expenscs tlwn tlrcy hocl ttt tlre po.st. Aside from
the general inrirltcattons to the svstent tltf.s r"esult"r,ucr.s.of speci.al concern
to the ptrbltc pt'ogratns such crs L{etitcarc cnd Aierltcoicl. Altltough it is
dtfftcult to erploin tlrc ]''eoso,1s behtncl th[.s ]"c.sttlt wllh ony precision,
it is olso clear fltot ctdrttiss[ons fncrc<rsccl tutder Phase 1I. It,licr"cos fn
197 1 adntf ssfons hocl only r-iscn .4 perccnt and poticnt cloys went down
1.5 percent, dtring 1972, adntissfons rose 2.6 percent onci poticnt
doys increosed 1.8 percent. The.fi"end toward slrcrter length of stoy
dtd, ltovever , continue ,

Phose IV Contr"ols

The Phase lV hospital controls srvitch tlrc emphosis ft"om f nciivrduol
.prices os o proxy for costs to e more agcJregate measlu'e of price -
total cost of a itospf tal stcy. Under the Pltase IV regulotfons, chongres
in the nurnber of admissions fs used os o meons of adjusttng the hos-
pitol's volume of servtccs and allowable cost tncrcases.

Ttuo important dcpo,^turcs front the Plutsc: /I sy.stcnl et.e tlrc separate
fi'catnrcnt ol' ittcl''ctoscd co.sl.s tlttc to t1c1/rr rrnrl ol)l))'ovcrJ crrpItrrl
expenditure ancl l/tc scporottctr't ol'tlrc contr"ols on irrpoticnt c.utc,l

outpatf.ent servfccs . 'l'\rc Phosc // systcrn harJ incl urlcrl o .sf n.r,1l c 6e;

coiltt"ol Iint[t witiclt lvos to be an avcragc for evcry ]rospitol servtce..g

-6-
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For tlte [ttstffrrtion thoI ruos not cr1)or1di11.g, sucir o IirpIt rpqs ,nore
titon stt//'ic tent to rttcet its crpcrl.sc.s' . Ilrnvcrlcr., nc\u coll.sll-rrc tion
gcnerolly recJufrcs o new pricfng .slructw'e, oncl tlot t,equfr"ecJ op
e.tccption ruhfclt was not eosy to olt lof n . Iitu.lller, con1tr)licot ing the
sf lttotion luos tlrc foct tlto I il ruo.s oflut irnpos.stbla, lo olt [gfp l'inanctng
ttttless sonlc os.st(t'Qnce cotrlcl be given lhot t+tltcn the pt,ojcct .r.t,os

cotllpletcd, tlte ltospttol priclng struclur"e coulcI l:e clop ge(i. Strch
on ossLtr1tTce ltos gerlerolly ttnobtrtinable, eyen in thc exccptiols
proccss.

The Phosc IV lrcalth rcgu lotlons n()1i/ pr"ovicle tho t an fnstf lution
plonrtf ng a copf fol c;cpenclitut"e of more thon $100, A00 cen rocoyer
sttclt costs if f t hos clenrcnstro Led the need for tl'te project ancl the
)'eosonol>leness of urc costs, The oppt,oyal of il-te stofe agency
desfgnotcd trnder scction 1122 of t/re Soctol S ecut"ity /tct (corttprel-ten-
sfve healtlt plortrtfn.g pt'ovi.sions) i.s to be tolccn os rlcnton.str"ottort of
conlmurrf ty need. TItf s chon gc mol;es thc proccss mot.,e rca:;onable
rtncl tttonogeablc sfnce capttal allowctnccs are tnclutlccl in oclclition
to tlrose allowetl for clu'rent operotfons . Ttrc ne\u pt oyfsfons olso
retnforce the development of areo-ytid.e ancl sf ote -wi"clc p lonpf ng
octtvitfes ratherthon tlrc continued prec)onttnance of Fecleral
controls,

In order not to ciiscourogre the trend. towords incr"easecJ tr se of
otrtpattcnt ser-vfces, o scporate Ifnrf t of 6 percent r,,,os estoblfsltecJ
for lnsprlol orttpatient services. Suclt o Iimtt cctulcl be inrplemented
either on an aggrcgate wetghted (by seryice) basis, simi lar. to the
physictan Ifrnitotions, or a 6 percent fncreose ocl.oss tl'te boarcl for
oll ser"vices. ?'liis provisfon does not place any Iimits on tlrc amount
of outpatient services provi"d"e cl.

Tl'te contro Is dr"op p ed the rcqutrement of cos t lrrstifyi ng oll prtce
tncreoses in oi^der to maximize manogertal ftexibility . T'he only
internal cost constratnt remoining is the 5. Seo wage If ntrtotfon plus
oll ollowable fri,nge benefit increases. ,,

t;
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B. Objectfrre s of the Study

This study has been designetr to determine ruhot octions mtght be taken by 01e

Pennsylvonio llouse of Represenlotives to cotltrol the rising costs o/ health care, to improve

the ollocation of scarce heolth resources, oncl [o ossure occess to quality med.tcal care

for all of our cittzens, Speci/icolly, our study objecttves are as follows:

Review the ntajor legislative alternatf ves in the health area that can

affect the overall objectfves stoted above.

1

2

3

Revtew, tn brief , the efforts of other stotes in opplyf ng dtrect

controls f n the form of rate regurotf on to hospitols

Develop o plan for meeti.ng the legtslotivc needs identifted. obove

and begf,n writtttg oppropriate legf slotf on.

Integrate tl^te stote p lon rtrith current regulotf ons ond thf nkf ng ct

the federal level .

,.l

I

fi

C. Revtew of AIaior Lectf"slotfve Alternatfves

Over the post etght montlrs, we have warlced closely wtth the stoff of the L4ajortty

Leader to-tdenttfy legislatrve neecls tn tl"te health area for the Stote ofpennsylvonfo,

focusin g our efforts on the followtncr items:

*
,rt
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1 . lrlodi,ftcotion oI curcent tegtsrotio n to encoLtroge

of Ileolth lt/taintenance organf zolions (llAlo,s);

2. PirysicionAssistonts;

3. Certtficcrtc of Nead rrn cl LicensLtrc;

4 . Ilospitol Ito te Regulotion.

the estctblishrnent
v

Federal Governrllen t Initiotrves

v

In deciding rvhich bills to subnrit to the legislature, it :witt t)e importont to keep av,are

of nrcjor fe deral legislotive issues ond the resaarch which is now bcing undertaken

. to de fine these issues. ln this report, we wiu outlinc a number of mojor stuc)y efforts

which could help the Pennsylvonio legisloture [n their del[berotions,

Spectfically, the changing federal role con be ctefinecl by the lollortring neru adntfnfs-

trattve ond legis lattve initrotfves;

1. The Cost'bf Ltvtng Council lTos d.eveloped on d. announced a new

set of cost control regulotions und.er Phase IV of the Presf clent,s

Economic Stobilizatton Program. The ntojor thrust of these

regulations fs to holcl d"own the costs of hospf tol stcys by pt.o-

vidtng some incentives to red.uce tength o/ stoy oncJ substf tlle

outpattent care for ntore costly tnpatient care.
.t
,,,

,**'
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2 The Professional Stondot'ds Revtcw Organization Progranr (PSRO)

has been createcl unclcr Sectf on 249 of Public Laut 92- 603 passed

at the end. of 1972 to develop sofeETuorcls agofnst overtttitization of

erpensi,ve hospftol factlftfes ond to encourage the use of lowcr

cos t health servf ces wherever poss tble

A new lll)lo bill was signed by tlrc Pr"esident ortly a weelc ago to

encouro.ge the creatf.on of approxtmately 100 demonstroti,on IIItlOts

to provtde further f nsight to tlrc congress os to whether, thf s

innovotive opproach can improve the deltvery of health care.uuith

buf It-f n i.ncenttves for effective use of hf gh-cost focf Iitf es.

4. Uttlization R evtew wf II be requtred for all coses covered und,er

hl e dtcare and Ad e df.catd.

The U. S . Department of IIealth, Educatton and lt)clfare hos

initioted two major contractural efforts to cvalttate fi,rst, the

effecttveness of prospective rate setttng os procttced in twenty

or more locations throughout the country orrd second , the

effecttveness of Stute and Regtonal Ilealth Regulotion in three

orcos -- heultlt foctlitics cJcpon.sion, providcr co.sts , encl hsolllr

lnsu,'0llcc.

3

5

I
l
i
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It is tuidely crpccted tltol the Arlmf rristrcrtf on r,uill strbnrtt legtslotion

to the Congress In January for o Notional Ilealth Insu].oncc sys tent.

Legislotion is b etng preparecl by Congressnton Roy, ruf th admfnfs tratton

sLtppot t, to create Reglional Ilcaltlt Attthorities ruhfch will ossume the

I'esponsfbflitres of the Contprehensfve Ileatth Planning agencies ond

the rate regulotion ospe cts of the COLC .

Ov er all St ro te W Alternatives

The bos tc overo ll s trategf,es con be broken clown os fo I Iorus ;

Develop on d write separate bills for each of tlrc areos tdenttfted

earlier on page 9.

Sfnce the Certtftcate of Ncccl ancl Lfccnsu,'e por"lions ore acceptable

to most of the fntcrestecl partfes, thrs brll sitoulcl be subnritted os

s_oon os possi"ble to take the initf otfve and obtof n possoge of a btll

whfclr can help to stem the rfsfng costs of ltealth cay,c.

Sf nce the sp iraling cost of heoltl't care is the ntajor publ[c issue,

a comprehenstve bill covertng certtftcate of need, licensure ond

hospttal rate regulation should. be wrttten ancl subnrttted to the

Iegts loture os soon os poss tbte.

6

I

1

,
/r

3
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4 Sf nce the federal government ltus macie so nrony rccent r?rovcs

in the area of rate regulation, the stote should irold. off introducing

nevr legtslotion for rate rcgulotion unttt the furor oyer phase lV

subsfdes and the evaluot ton of prospecttve rote .scilf ng lros becn

/in is lrcd .

5. Sf nce the iVcw Yorlt Stote law secnrs [o ltavc bcctt llre nrost

ef fective sto lc cost control law tn tlrc nati,on, the pennsylvonfo

Iegt-sloture shoul d wri,te a btll incorporating the best ospec ts of the

New York Stote law, the federal Cost of Lfvfng. Councf I regulatfons,

ond those other sugrgestions whtch mtgttt incl ucle tncenttve poyments

to health provf ders for holding d.own the overoll costs o/ healttt

care .

Develop a stcp -by-step legi.slcrtfve pton , d€tatltng those bf lls thot

\,/

\,/

t,

;!
li

the maiority plcns to submf t to the legi.slature. Tttis p lan would.

emplrosi ze the need for a balanced step-by-step approach for

solvf ng current health care d.ertvery problems . some effort at

moking the publ[c awore of these overall plans could. gatn wtd.e-

spread. suppor t for thf s stro tegy .

t
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II . //ospitol llate ReUulotion: Rrtef Revtew o f Otlrcr Slote Lows

Very bosfcolly, no reol ntat"lcet ntechan[sm cxfsts in tlrc fietrl of med,ical care.

aver truo-thf rds of oll hospitol payments ot"c mad,e by t1 trcl paTty reimbupse ment

on the bosis of "actrrol cost to the provi.d.ert'. Unfor-tunotely, very ltttle incenttve

e.rf sts to hold tltese costs at reasonoble levels, sf nce f t is vtell lcnown by providers,

unions ond doctol^s tllot most, tf not all, cost [ncreoses con be poss ed. on to the

consumer, wltose bills rtrf Il be patd by a ilird. party,

It hos beconte i'ncreasingly clear tlwt sonre form of rate regutatton for lospitols ts

the only effecttve method of controlltng inftation. The evtclence in stotes suclr os

New York tndtcates thot rate regulatton can be effective tn controlling inflatton fn

health cos ts .

I

t

Severol attempts have been made by S tote governntent to provtcle legis lation and.

regulatfons that would hold down the rote of ittcreose in costs . The foltowtng stotes

have inf troted legtslotion wtthtn the post 5 years: New York, Coltforni.a, Af aryland.,

I{ossochusetts, New Jersey , Rhod.e Islond , and. Connecttcut. In adclttion, serrerol

stotes, such as /ndfono , hove developed voluntary approaches lo cost control.

New Yot'lc pcrsscd a tough ltosl-rttal retlnbt{r'scntctlt conty,ol latv in I970 and. amcnc)ecl

f t f n 1971. T'here f s no ctoubt that f his low hos been instru mentat i,n slorvf ng the
F

-a
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rote of tnflatton in New 1'orl< Stote . A recent artfcle in tfte ltroslringtop post

quoted o New York Stote offictol os soying, ttllospf tol chrrrges \oere risfng

os mttch os 17e" a year before the law but only 7tl, per ycot. after tlrc law ytent

into e[[ect.tt Out'studtcs of a large teaclttng hospitol rn Ncyt Yorlc City ind.icate

thot hospitol erpenses were risfng at a rate of 30e" per yeor before the law went

into effect, and this rate of increose sloutad. to 75e, the ftrst year after the law

luos possed.

The Expected Beneff.ts of Rate Regulation

The ftscol respons ibt ltty for se tting reasonable prices for

hosp ttal care f s estoblished with eacl't hospf tol's ad.m[nistrotor

und Boorcl of Trustees.

The Eate Regtrlation ntechanf s,n? is the best process for

communtcattng the publtc's general concern obout the ristng

cost of provi.ding ntedtcal care,

3. Increoses should be held to reosonobl e levels unttl al ternati.ve

methods of providtng care are developed.

4 . Untforrn reporting of ftnunciol i nlorntol [on .

1

2
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lvlethods of Re gTulation

Setting of prospectf.ve rotes witir aclecluate appeal mecl-ranfsms

and tncentfves lo kec p totol costs withf n a certarn /rred onlount.

2. Prtor approval of ltne-ttent bucl.gcts.

3. Pt'tce regulotion.

4. Capf tol Iixp enditure contrsl .

A dmf nf strotive Altey-natfves

Establfshment of an ind.cpenclent Ilosp ttal comm[sston

a. reporttng to the GoverrLor;

b. rcporttng to the Secrctary of IIealth.

2, setting responsrbf Ir ty wtth Departntent of Ilealth

I

1

,f
1l

A. Caltfornta

In 1971. Caltfornta possed the Cattforni"a f/osp ttat Dfsclosure Act to requf.re all

hospitols to ftle for publtc disclosure a untform report of hospttal cost expertence.

In early 1973 ' severol brlls hove been ftled relating to rate setttng with the follorving

ob j ectf ve s;

1. L-strrl;lishtllc,l t ol a syste nt to t'ctor'<) tnJ'lctligpor-y cgsI ipg"c<rscs

- for health care;J

- 15-
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2 . Estoblf shmen t of a .singl e opproval outlrcrtty for cons truction

of new health care factlities;

3. Reconstittttton of areawide healilr plonntng agencies; and.

4. Estoblishrnent of a systcm to certify lrcalth servfces.

B

On April 30, 1973, tlle Stotc of Connccticut cnactcd ond stgned into lo1, lAn Act

creating o Comrnission on Ilospitols and llealth Carett. The commission'ruill consist o/

fifteen persons, chosen cs follorusr

Appof,nted b), the Governor (ntne persons)

Nonres subm itted by

Connectf cut Stotc l/osp rtol Assocf otf on
Conneclicu t Nur'.s ing IIome Ind-ustry
Connecttcttt .Stotc l,lcdical Soc iety
Publf c ot large 

I

Appointed by Speoicci" o f the llouse

1

Appotnted by Prestdent Pro Tem pore o f thc Senate

ErO cfo hlembers (four persons)

Conuniss toner of II ealtlt
Corninissioner of h4ental IIealth
Corrurriss ioncr of hrsrr t,once
Conurrissiorrc r ol l;inonce cnd Contr.ol

Connecticut

1

1

1

6

1

i
tt

1

1

I
1

*"tt*..

- 16-
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The Comnlissfon is outltot"tzecl to cond"uct fnr7uirles oncJ to carury out o contintrrng

stote -wtd'e lrcalth care factlity uti.tization rettiew , incl uciing o stucly o/ ercts ttng heolth

care delivery systems, Effecttve July 1, 1974 every fuospitol ntust submi.t to the

comnrission proposed orlnuol operating ond copital expenclittrre buclgets ot leost

ntnety days prior to the proposed odoptiorr date o/ such budgets.

In oddttfon, the low provtdes for publtc heartngs on requests by losprtols for price

increoses beyond those lintf ts set tn the law (6eu tncrease for any one year or lTea

increase for any heo yeors in its per diem room rates or its aggregate speciol services

charges pcr patient). Filing of reports will be required. for capital ercpenditures in

excess of $25,000 but l€ss than $100,000, with opprovols wi rin J0 doys. For proposed.

expenditures of $100,000 or more, the commission requires ninely doys to hold heortngrs

and etther ttapprote , modily or deny such request. t'

C. Indtana

I
2

i
I

In 1959, the Indiana hospitols, in concert with Blue Cross, estdblislled o voluntory

syslenr to review rate increase requests bosed on ca"leful review of proposed operating

budgets ond otlTer supporting financial data,

The process is controlled by a Rate Revielu Comnttttce whicir serves as an extension

of the Blue Cross Board of Directors . h/tembers of ttrc Comnttttee ore selected. by the

^i
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Chairntan of tltc Blue Cross Iloord of Directors, rulder tl're follou,ing guirtclines;

Nrumber of tlembers

Voluntor"y, r1o n-pro ftt hospttols
County hospitol.s
Cotltol ic ho.s1; i trrl s

Blue C)ross /loor^d AI crnbers
( not hos;rI lol odrn inistrotors )
Publfc ot largc

The Indfona System iros been effecttve in lroldtng down cost increoses. Over the

10 year pertod fi'om 1958 to 1968, p€r dtem cost incrccses f n Ind,tana hosprtals were

olmost 25 percent Iess than the natfonol f.ncrease.

D. lr'taryland

filarylandts Senote Bill 359 esldblished. a seyen-metnbcr, quosi-judicial, tnd.ependent

Health Services Cost Revielu Commission appointcd by the governor and ctwrgyed wtth

coustng, be ginning July J, 1971, ptLblic clisclosure of the financtal positions of oll

hospitols and related institutions (nursing homcs lncluded) , and the verifted total

,
2
2

,

5

costs actually fncurred by eoch instittttion in rendertng servf ccs.

Be ginning July 1, 1975, the commission sholl ossure oll purchosers of health care

institutfonol servtces that the total costs of the institution are reasonably retcted to

the total ser"vices offered by the tnstttutton; lhot the institutton,s aggregate ro1es are

; jset in reasonable relotionship to the institution,s aggregate costs; ond lhot rales are
rI
ii set equitobly among oll purchasers of scrviccs r,uithout rrrrr-lrre discriminotfon.

E It is olso the-conlnli s sio n's pc,'moncnl rcsponsibiltty lo ,icep ttsclf infornted of whether -

the financial.resources of cocl't institutton are sufficient. to rnecr irs ftnonctal rcquirenlents,

and to concern tlself with solutions when resources are inad.equate,tl

Ilcpy'escnting
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E. Neru Jcrsey

In August 1972, Neru Jersey's t'lIealth Care Fecilities PIon ning Act,t becanrc law ,

wheretn the Depar"tntent of lleolth wos gtven t'central comprehensive responsrbrlily,,

for the development ond adntfnistrotton of the stote's policy lvith respect to (1) heolth

planning, (2) hospital and related health care serviccs, and (3) factltttes provtding

those services.

The oct provf des for:

1. Ltcensfng of health care foctlitfes;
2. Certificate of neecJ;
3. Unifornr Systent of cost accourtting;
4. Untform reporttng;
5. Preparotion of annual lorrg range plons ; and
6. Prospective rate .settirrg by tlrc Contnrfsstoner of lnsurance with the

approval of the Conrnrissioner of llealttt.

The act further provides for the establishnrenl of a llcalth Care Administration Board,,

with eleven riembers, si* of 'whom currently have some provider connections or

background,

In Appendir D of lhe report, \oe have tncluded a comprehenstle report on the New Jersey

experience, which uros prepared for BLue Cross by Anne R. Somers.

F. New Yorlc

In early 1969, the New Yot'k Stote Iegisloture passed the Ilosp[.tol Cost Cot'ttrol Lau,,

lwhich froze medicaid ratcs for tlrc remainder of the ycar , Loter , after the J 969 fiscol
t

'yeor had endcd, that provision was declarcd unconstilutional. The iow dlso ()eclared

C'.
..r.
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"that lt fs essentiol thol on effective cost corrlrol pt"o{Jram be estobli.slerJ r.r,rl"ric1 rt,1l

both enable and ntotf,vate hospitols to rcduce tlrcir spfrolling costs ," and d.trectecl the

Commtssioner of Ilealth to "cleterntine anci cerltfy to the Sup ertntend,entof Ins Lffance

ond tlre State Dtr'ector of the 13uclget tlrot the proposecl rate schcclules (itledrcof d and

Blue Cross rates) for payments to hospitols and provtders of health-retated. services

are reosonob Iy reloted to the costs of efficte,nt production of .such seryice. "

Following heorings ond o worlcsl'rop conducted by the l.Iealth Department and the ilospitol

Review ond Plon4ing Counctl during the sunmer of 1969, an tnterim formula was

promulgated. in Novenlber for the first half year , stortingr in Jonuory 1 , 1970. The

current method o, setttng prospectiye rotes is boscd on coch hospilol's submisslon of

prior year's costs ond service data on a U nifornt Irinonciol Report (UFR) to tllc llealth

Department. A stond(rd cost ollocotion proced.ure produces t,1e cost of inpatient service

(routine d.aily care cnd ancillary ) , the cost of outpatient clinics, emergency sey"vice and.

private ambulatorj .

Since hospitols are grouped by location, number of patient doys, ond number of residcncy

programs_, a weighted, average of the routine component of each group's per diem cost

'can be calculated, If a hospital exceeds the group ayerage per dtem cost by 10?,; or mor€,

, ,. its costs are reduced accordingly in colculating the prospective rate, A ftxed prospective
.r
I ! role is co.lculoted for each unit of service (inpatient day, outpaticnt visit, emergency room
I

visit) using a loclor .uthich rcftects tnftatiort, but rno,res no ollowance for any incrcases in

fl
F
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RDPORT ON IIEALTII LE,G I S I,ATIV E AI,'T IiRN y',l' IVES

III . CON CLUSIONS A i\-D It"E, C O A,1 A1 EAI D ATIO NS

ll)e have attempte d, to brielly descrlbe in this report the ntaj or activtties that have

taken place ocross the country in ttrc fictd, of r'tortring down the,,spirouing costs or

healtlt carett througrl stote o fedcrar govey'nnrcnt regurotion of llc,rth corc provt<iers,

As we mentioned earrier, governmentts invorvement can take the form of (1) provtding

incentives, or (2) restraining costs througrl crirect contrors . we greafly favor trrc

first approach where it is ot ar /eosibrc ond two parts of our proposed package of
health care legislotion lean nrore tovnards this market-ortented approach - the lll,to

Bill ond the Phystciants Assistdnt BiIl. IIowever, bosed on the evidence of the success

of state hospitol rate reguratton in New y orrc state and the opparent success o, lhe

Economic stobirizotion p,ogram in the heatth care fteld over thc post t,,o years, we

can only conclude ,1ot some form of reguration of hospitol rotes is the onty way to

effectively hold down the cosls,

clark Havighurst, writing in the virginia Lim Revicw of octobcp 1, jg\3, discusses

'ttlrc ultimate health policy choice between healttl ptanning -- cum - regutation and

a more market-oriented. system rlrhich relies primorily on d.ecentralized decfsions by

providers i consumers, ond insurcrs.,, But no matter ITow mucrt we mtght favor the free

market approach over the pubtic utility concept, it becomes more and. more e\ident that
,....]

, frospitols do not rcally e.^ist tn a t'morlcettt os we lcnol, It in business. poticnts lcncl lo.l
:t'accept \ hatcver firc prtce nigltt bc an<r tttcy rrovc rillrc ubirity to dio^ccrn quority

, differences between hospitors, In fact, their physicion usuony scrccts rhc hospitor

for them, and.the bi ts poid by it third-party insrrrer o* gouu"n ont agcncy in most

coses.
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v The prepayment for lrcalth carc under an IIIIO type of agreenlent is lhe Iirst step

towords introclucing a market economy into lhe field of health care. Unfortunatety,

however, there are monumcntal toslcs to be completed before this beconres wid.espreacl

or before otherttmarlcet" techniques toke hold.

In the meantime, to pr"otect our cittzens frotn the inequities inherent in on uncontrolled

inflation in health core costs, some form of regulation should be instituled. At the

same time we are propostng thot otlTer forms of incentites be provided t.o de\)elop

a more market-oiientcd h.,allh core system wherc corlsumers can moke choices on ttle

bosis of price and quality.

Reco mmendotf ons;

We recommend tlTat tlrc llajority prepare a set of separate bills, oimed ot providing

solutions to spectfic problem areas, \lc believe thot tliis opprooch will ollow necessory

\./

{

discussion to begin quiclcly on separote issues and hopefully, the rnost critfcol bf IIs

can be possed by tlrc Legisloture os qutclcly as pos.sible. Eoch of the brlls , ltoweyer,

fi,t tnto tl'te ove,^oll strotegy of developing methods to control rises tn hospitoi costs

ond encouragtng new methocls o/ d.eltvertng healtlt cat"e f n o more ef fecttve manner.

- iWe recommend the subnriss[on ctnd possoge of tlrc following set of bills:
J

'i 1. To control the tnllatf on in hcaltlt ctrc cosls wilhorr t reducing tlrc

quolity of carc bcin q (lelivered:

(o) The Physiclon's Ass[stont Bill (lt.D. 1468, 1469)

By allowtng for the If cens ing of Physic ian Assf stonts , doctors

-23-
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slroul d be fi'eecl fi'om providing mino r mec)ical proceclur"es to

concentrate on nlore crttical trcotntcnt pt.occdurcs.

(b ) The Certificate of |leetl ond Ltcensure Bil I (U,13. 1710)

Certtficate of Nced legislotion can help to instn"c that lospltol

factlf ttes' arc constt'Ltcted. in a rotional manner so tt'tot conlnlunitres

are not facecl wf th the expense of maf nto ining etrcess capactty

because of overbuf,ldtng and duprtcatton of services.

(c) A Revised IIMO Btll (tr.D, 1919)

The new btll encourages the forntatfon of new,Ill,Io,s, on both a

non-proftt and, pt'oftt malcing bosIs. As c][scusse ri eorlter, the

tl[)lo opprooch probably offers ilre bes t hope for reductng the

overoll cost of medf cal core ut the longl run.

(d) Tlrc l-Iospitol Rate Re g1ulation Dill (il.8, 2018)

This btll f ncludes provtsfons for both prospectrv e rote se tting,

i
!

whtch provides manogement incentitres to ltospf tols, onrl

tncenttve reintbltrsement rewords , wl^tf,ctt provi.des /inoncfol

tncentives to tmprovi.ng the effecttveness of hosprtols.

' 2. To correct the situotion tn hospitals , whereby meclicord pattents tend to be

.seta)ed on on tnpoti,ent (more costly) bosfs, t'ether than on an outpatient bosis (lease

costly), the Ltajority shoulcl sul)m[t o bill ollo,,uing for thc reimbrffsemcnt of reasonable

outpatient costs per visi! /or ntc<ticaicl rccipicnls. 'l"rrls coul(l prl(tbably Ilc subniittcd

in the form of an amendntent to ILB. 609.

-24-
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There could be an initrol tncrcasc fn cosls to the Alecltcatd progratn because of
thfs amend'ntent, however there ts goocl reo.so n to believe that tt would, reduce the use
of tnpattent facilftres for these same potferrt.s.

,r

:

f
I
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REPORT ON HEALTH LEGISLATIVE ALTERNATIVES

DRAFT - CONCLUSIONS AND RECOMMENDATIONS

We hove ottempted to briefly describe In this report the moior octivities

thot hove token Ploce ocross the country in the fietd of holding down the "spirotling

costs of heolth core" through stote or Federol government regulotion of heolth core

providers. As we mentioned eorlier, government's involvement con toke the form of

(l) providing incentives, or (2) restroining costs through direct controts. W" greotty

fovor the first opprooch where it is ot olt feosible ond two ports of our proposed pockoge

of heolth core legislotion leon more towords this morket-oriented opprooch - the HMO

Bill ond the Physicion's Assistont Bill, However, bosed on the evidence of the success

of stote hospitol rofe regulotion in New York Stote ond the opporent success of the

Economic Stobitizotion Progrom in the heolth core field over the post two yeorsr W€

con only conclude thot some form of regulotion of hospitol rotes is the only woy to

effectively hold down the costs.

Clork Hovighurst, writing in the Virginio Low Review of October I , 1973,

discusses "the ultimote heolth policy choice between heolth plonning - cum - regulotion

ond o rnore morket-oriented system which reties primorily on decentrotized decisions by

Providers, consumers, ond insurers." And no motter how much we might fovor the free

morket opprooch to business over the public utility concept, it becomes more ond more

evident thot hospitols do not reolly exist in o "morket" os we know it in business. Potients

occept whotever ihe price might be ond they hove littlgobility to discern quolity differences

between hospitols, ln foct, their physicion usuolly selects the hospitol for them, ond the

bill is probbbly poid by o ihird-porty insurer or governmenr ogency.

.ii
E;

,
I



:
a

a
t

.l

-2-

The prepoyment for heolth core under on HMO type of ogreement is,the

first step towords introducing o morket economy into the field of heolth core.

Unfortunotely, however, there ore monumentol tosks to be completed before this

becomes widespreod or before other "morket" techniques toke hold.

ln the meontime, to protect our citizens from the inequities inherent in on

uncontrolled inflotion in heolth core costs, some form of regu-lotion shoutd be

instituted. At the some time we ore proposing thot other forms of incentives be

Provided to develop o more morket-oriented heolth core system where consumers

con moke choices on the bosis of price ond quolity.

Re commendo t ions:

We recommend thqt the Moiority prepore o set of seporote Bitls, oimed ot

providing solutions to specific problem oreos. We betieve thot this opprooch will

ollow nu."rroiy discussion to begin quickly on seporofe issues ond hopefully, the most

criticol bills con be possed by the Legistoture os quickly os possible. Eoch of the bills,

however, fit into the overoll strotegy of developing methods to confrot rises in hospitot

costi ond encouroging new methods of delivering heolth core in o more effective monner.

We recommend the submission ond possoge of the following set of Bills:

I. To control the inflotion in heolth core costs without reducing the quolity

oF core being delivcr-ed:

(o) The Physicion's Assistont Bill (H.8. 1468, 1469)

By ollowing for the licensing of Physicion Assistonts, doctors should

be freed from providing minor medicot procedures to concentrote on

more critico t treotment procedures .

.-
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(b) The Certificote of Need orrd Licensure Bill (H,8. I7l0)

Certificote of Need legislotion con hetp to insure thot hospitot

focilities ore constructed in o rotionol monner so thot communities

ore not foced with the expense of mointoining excess copocity becouse

of overbuilding.

(.) A Revised HMO Bill (H.B. Iglg)

The new bill encouroges the formotion of new HMO,s, on both o

non-profit ond profit moking bosis. As discussed eorlier, the HMO

oPProoch probobly offers the best hope for reducing the overolt cost

of medicol core in the long run.

(d) The Hospitol Rore Re gulotion Bill (H.8. 20tB)

This bill includes provisions for both prospective rote setting, which

provides monogement incentives to hospitols, ond incentive reimburse-

' ment rewords, which provides finonciot incentives to improving the

ef fectiveness of hospito ls.

2. To corre ct the situotion in hospitols, whereby r\bdicoid potienis tend to be

served on on inpoiient (more costly) bosis, rother thon on outpotient bosis (leost cosity),

the Moiority should submit o bill ollowing for the reimbursement of reosonoble outpotient

costs per visit for Medicoid recipients. This could probobly be submirted in the form oF

on omendment to H.B. 609.

-There 
could be on initiol increose in costs to the Medicoid progrom becouse of

this omendment, however there is good reoson to betievl thot it woutd reduce the use of

inpotienf focilities for th'ese some potients.

^f,F.


