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ISSUE DEFINITION 

I n  F Y 8 1 ,  t h e  a u t h o r i t i e s  c o n t a i n e d  i n  T i t l e  X I 1 1  o f  t h e  P u b l i c  H e a l t h  
S e r v i c e  ( P H s )  A c t  e x p i r e d .  Among o t h e r  t h i n g s ,  T i t l e  X I 1 1  h a s  p r o v i d e d  
F e d e r a l  s u p p o r t  f o r  t h e  d e v e l o p m e n t  a n d  o p e r a t i o n  o f  h e a l t h  m a i n t e n a n c e  
o r g a n i z a t i o n s  ( H M O s )  . The  R e a g a n  A d m i n i s t r a t i o n .  p r o p o s e d  t o  p h a s e  o u t  
a s s i s t a n c e  f o r  t h e  d e v e l o p m e n t  a n d  o p e r a t i o n  o f  H M O s .  A c c o r d i n g  t o  t h e  
A d m i n i s t r a t i o n ,  f u t u r e  d e v e l o p m e n t  o f  H M O s  c a n  b e  f u n d e d  t h r o u g h  t h e  p r i v a t e  
s e c t o r .  

B A C K G R O U N D  A N D  POLICY ANALYSIS 

T h e  t e r m  " h e a l t h  m a i n t e n a n c e  o r g a n i z a t i o n "  g e n e r a l l y  d e s c r i b e s  a n  e n t i t y  
w h i c h  p r o v i d e s  s p e c i f i c  h e a l t h  s e r v i c e s  t o  i t s  m e m b e r s  f o r  a p r e p a i d ,  f i x e d  
p a y m e n t .  I n  o n e  r e s p e c t ,  t h i s  a r r a n g e m e n t  i s  l i k e  a t r a e i t i o n a l  h e a l t h  
i n s u r a n c e  p r o g r a m  i n  t h e  f e e - f o r - s e r v i c e  s y s t e m .  A m o n t h l y  p a y m e n t  i n s u r e s  
s o m e  p o r t i o n  o f  t h e  c o s t s  o f  h e a l t h  s e r v i c e s  t h a t  a  s u b s c r i b e r  may i n c u r  
C u r i n g  a  p e r i o d  o f  t i m e .  

X o w e v e r ,  a n  E M 0  i s  d i f f e r e n t  f r o m  t h e  f e e - f o r - s e r v i c e  s y s t e m  a n d  
~ r a C i t i o n a 1  h e a l t h  i n s u r a n c e  p r o g r a m s  i n  a t  l e a s t  t h r e e  r e s p e c t s .  F i r s t ,  i t  
i s  d i f f e r e n t  i n  i t s  a p p r o a c h  t o  p a y m e n t  t o  p r o v i d e r s  o f  h e a l t h  c a r e  s e r v i c e s .  
i n  a n  H M O ,  p r o v i d e r s  a r e  a t  r i s k  a n d  a r e  n o t  r e i m b u r s e d  f o r  e a c h  o f  t h e  
s e r v i c e s  t h e y  p r o v i d e ,  a s  p h y s i c i a n s  i n  t h e  f e e - f o r - s e r v i c e  s y s t e m  g e n e r a l l y  
a r e .  

S e c o n d ,  HMOs c a n  be  d i s t i n g u i s h e d  f r o m  a ' t r a d i t i o n a l  h e a l t h  i n s u r a n c e  
p r o g r a m  i n  t h e  f e e - f o r - s e r v i c e  s y s t e m  b y  e i t h e r  p r o v i d i n g  d i r e c t l y  o r  
a r r a n g i n g  t o  h a v e  p r o v i d e d  t h o s e  s e r v i c e s  s p e c i f i e d  i n  t h e  HMO s u b s c r i b e r  
c o n t r a c t .  A member  o f  a K l u e  C r o s s / B l u e  S h i e l d  p l a n  o r  o t h e r  p r i v a t e  h e a i = h  
i n s u r a n c e  p l a n  i n  a f e e - f o r - s e r v i c e  a r r a n g e a e n t  d o e s  n o t  h a v e  s e r v i c e s  
p r o v i d e d  b y  t h e  p l a n .  R a t h e r ,  t h e  member s e c u r e s  h i s  own p r o v i d e r  o r  
p r o v i d e r s  whom t h e  p l a n  m i g h t  t h e n  p a y .  

F i n a l l y ,  a  member  o f  a n  HMO m o s t  o f t e n  i s  a l l o w e d  t o  c h o o s e  h i s  own 
p h y - s i c i a n  w i t h i n  t h e  p l a n .  H o w e v e r ,  t h e  m e m b e r  i s  n o t  a l l o w e d ,  e x c e p t  u n d e r  
e x t r a o r d i n a r y  c i r c u m s t a n c e s  o f  m e d i c a l  e m e r g e n c y ,  t o  s e e k  c a r e  f r o m  
p h y s i c i a n s  o r  o t h e r  p r o v i d e r s  o l l t s i d e  t h e  p l a n .  

T h e s e  a s p e c t s  o f  t h e  H M O  c o n c e p t  a r e  a l l e g e d  t o  g i v e  t h e  HMO a c a p a c i t y  
a n d  a  f i n a n c i a l  i n c e n t i v e  t o  c o n t r o l  t h e  u t i l i z a t i o n  o f  h e a l t h  s e r v i c e s  s o  a s  
t o  r e d u c e  o v e r a l l  h e a l t h  c a r e  c o s t s .  

T h e  t e r m ,  h e a l t h  m a i n t e n a n c e  o r g a n i z a t i o n ,  was f i r s t  a d v a n c e d  2 y  D r .  ? a u l  
E l l w o o d  i n  l.973, a n d  was i n t e n d e d  t o  z n c l u d e  t w o  b a s i c  H M O  m o d e l s :  (1) t h e  
p r e p a i d  g r o u p  p r a c t i c e  m o d e l ,  a n d  ( 2 )  t h e  i n d i v i d u a l  p r a c t i c e  a s s o c i a t i o n  o r  
m e d i c a l  c a r e  foundation m o d e l .  I n  b o t h  m o d e l s ,  t h e  H M O  r e c e i v e s  p e r i o d i c  
p a y m e n t s  o f  f i x e d  a m o u n t s  i n  r e t u r n  f o r  t h e  s e r v i c e s  i t  p r o v i d e s  t o  HMO 
m e m b e r s .  

U n d e r  t h e  g r o u p  p r a c t i c e  m o d e l ,  h o w e v e r ,  m o s t  a e d i c a l  s e r v i c e s  a r e  
p r o v i d e d  S y  p h y s i c i a n s  who a r e  m e m b e r s  o f  a  g r o u p  p r a c t i c e .  Some p h y s i c i a n s  
may b e  e i t h e r  e m p l o y e e s  o f  t h e  E M 0  o r  n e m S e r s  o f  a s e p a r a t e  e n t i t y  w h i c h  
c o n t r a c t s  w ~ t h  t h e  HXO t o  2 r o v i d e  n e d i c a l  s e r v i c e s  t o  H X O  m e m b e r s .  
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P h y s i c i a n s  i n  t h e s e  a r r a n g e m e n t s  a r e  p a i d  i n  a  v a r i e t y  o f  w a y s  -- t h e  t w o  
m o s t ~ c o m m o n  b e i n g  e i t h e r  by  s a l a r y ,  o r  a s  a g r o u p  w h e r e  t h e  SMO p a y s  t h e  
g r o u p  f i x e d  p a y m e n t s  p e r  member  e a c h  m o n t h .  

U n d e r  t h e  i n d i v i d u z l  p r a c t i c e  a s s o c i a t i o n  o r  I?A m o d e l ,  p h y s i c i a n s  i n  a 
c o m m u n i t y ,  g e n e r a l l y  a  c o u n t y ,  o r  g r o u p  o f  c o u n t i e s ,  c o n t r a c t  w i t h  t h e  H M O  t o  
p r o v i d e  m e d i c a l  s e r v i c e s  o u t  o f  t h e i r  p r i v a t e  o f f i c e s ,  w h i c h  c a n  b e  e i t h e r  
s o l o  o r  g r o u p  p r a c t i c e s .  P h y s i c i a n s  i n  I P A s  a r e  g e n e r a l l y  p a i d  o n  a m o d i f i e d  
f e e - f o r - s e r v i c e  b a s i s  w i t h  r e t r o s p e c t i v e  a d j u s t m e n t s  S a s e d  o n  p e r f o r m a n c e  b y  
t h e  HMO a n d  t h e  i n d i v i d u a l  p h y s i c i a n .  I n  o t h e r  w o r d s ,  t h e  f e w e r  e x p e n s e s  
i n c u r r e d  b y  t h e  HMO b y  t h e  e n d  o f  t h e  y e a r ,  t h e  h i g h e r  t h e  i n c o m e  i s  l i k e l y  
t o  b e  f o r  p h y s i c i a n s  a t  t h a t  t i m e .  

G r o u p  p r a c t i c e  H M O s  e i t h e r  cwn t h e i r  own h o s p i t a l s ,  a s  i s  t h e  c a s e  f o r  
m o s t  K a i s e r  F o u n d a t i o n  H e a l t h  P l a n s ,  o r  a r r a n g e  f o r  h o s p i t a l i z a t i o n  f o r  
m e m b e r s  a t  o n e  o r  m o r e  c o m m u n i t y  h o s p i t a l s .  T h e  l a t t e r  a r r a n g e m e n t  i s  t h e  
m o s t  common among g r o u p  p r a c t i c e  B M O s ,  a n d  i s  t h e  p r e v a i l i n g  p r a c t i c e  w i t h  
i n e i v i d u a l  p r a c t i c e  a s s o c i a t i o n  HMOs. 

S e c a U s e  p r o v i d e r s  I r e  a t  r i s k  a n d  a r e  n o c  r e i m b u r s e d  f o r  e a c h  o f  t h e  
s e r v i c e s  t h e y  p r o v i d G ,  HMOs a r e  i n t u i t i v e l y  a t t r a c t i v e  a s  a m e a n s  f o r  c o s t  
c o n t r o l  b e c a u s e  t h e y  a l t e r  t h e  u s u a l  e c o n o m i c  i n c e n t i v e s  i n  m e d i c a l  c a r e  a n d  
g i v e  p r o v i d e r s  a  s t a p e  i n  h o l d i n g  down c o s r s .  Z v i d e n c e  t e n d s  t o  s u p p o r t  t h i s  
t h e o r i ,  p a r t i c u l a r l y  x h e n  t h e  r e s p o n s e  t o  E M 0  i n c e n t i v e s  i s  c o m p a r e d  t o  t h e  
p r e v a i l i n g  s y s t e m  o f  t h i r d - p a r t y  r e i m b u r s e m e n t  f o r  p r o v i d e r s .  S t u d i e s  h a v e  
f b u n d  t h a t  t h e  t o t a l  c o s t  o f  m e d i c a l  c a r e  ( i . e . ,  p r e m i u m  p l u s  o u c - o f - p o c k e t  
c o s t s )  f o r  HMO e r , r o l l e e s  i s  l o w e r  t h a n  i t  i s  f o r  c o m p a r a b l e  p e o p l e  W i t h  

c o n v e n t i o n a l  i n s u r a n c e  c o v e r a g e s .  T h e  l o w e r  c o s t s  a r e  c l e a r e s t  f o r  e n r o l l e e s  
i n  BMO g r o u p  p r a c t i c e s ,  w h e r e  t o c a l  c o s t s  a r e  f r o m  1 0 %  c o  4 0 9  b e l o w  t h e  costs 
o f  c o n v e n t i o n a l  i n s u - a n c e  e n r o l l e e s .  A l c h o u g h  t h e  e v i d e n c e  i s  r e l a t i v e l y  
m e a g F r ,  b y  c o m p a r i s o n ,  c o s t s  f o r  e n r o l l e e s  i n  i n d i v i d u a l  p r a c t i c e  
a s s o c i a t i o n s  a p p e a r  n o  l o w e r - t h a n  f o r  e n r o l l e e s  i n  c o n v e n t i o n a l  i n s u r a n c e  
a r r a n g e m e n t s .  

B o s t  o f  t h e s e  c o s t  differences h a v e  b e e n  f o u n C  t o  b e  t h e  r e s u l t  o f  
h o s p ~ t a l z z a t l o n  r a t e %  l o w e r  t h a n  t h o s e  o f  c 0 n v e n t ~ o n a ; l y  z n s u r e d  p o p u l a t i o n s .  
And t h e s e  l o w e r  h o s p ~ t a l ~ z a t ~ o n  r a t e s  a r e  d u e  a l m o s t  e n t i r e l y  t o  l o w e r  
a d m ~ s s r o n  r a t e s ;  t h e  a v e r a g e  l e n g t h  o f  s t a y  o f  a  p e r s o n  i n  a  h o s p ~ t a l  s h o w s  
l i t t l e  d i f f e r e n c e  An t h e  H M O  a s  o p p o s e d  t c  t h e  c o n v e n t l o n a l  a r r a n g e m e n t .  F o r  
e x a m p l e ,  t h e  l a s t  N a t i o n a l  HMO C e n s u s  o f  P r e p a l e  H e a l t h  P l a n s  n o t e e ,  f o r  
1 9 7 9 ,  t h e  z n p a t l e n t  h o s p i ~ a l  u t l d ~ z a t l o n  r a t e  f o r  a l l  BMO p l a n s  was 4 1 2  d a y s  
p e r  1 , 0 0 0  m e m b e r s  p e r  y e a r .  This c o m p a r e s  t o  a n  a v e r a g e  o f  a b o u r  7 3 0  d a y s  
p e r  1 , 0 0 0  9 1 u e  C r o s s  e n r o l l e e s  n a t ~ o n a l l y  ~ n  1 9 7 8 .  

i n  a d d i t i o n ,  p h y s i c i a n  v i s i t s  p e r  member  p e r  y e a r  f o r  a l l  H Y O  p i a n s  
a v e r a g e d  3 . 4 ,  a n d  t o t . a l  h e a l t h  p l a n  e n c o u n t e r s ,  i n c l u d i n g  t h o s e  w i c h  t h e  
H M O s '  n u r s e  p r a c t i t i c l e r s  o r  p h y s i c i a n s  a s s i s t a n c s ,  p e r  member  p e r  y e a r  f o r  
a l l  p l a n s  a v e r a g e d  4 . 5  i n  1 9 7 9 .  T h e  n a t i o n a l  a v e r a g e  w a s  a b o u t  5 p h y s i c i a n  
v i s i t s  p e r  p e r s o n  p e r  y e a r .  

I t  s h o u l d  b e  n o t e d  t h a t  a l = h o u g h  t h e r e  i s  s u b s t a n t i a l  e v i d e n c e  c f  l o w e r  
t o t a l  c o s t s  f o r  H M G  e n r o l l e e s ,  a r e c e n t  s t u d y  b y  H a r o l d  L u f t ,  " T r e n d s  i n  
M e d i c a i  C a r e  C o s t s :  Do HMOs L o w e r  t h e  3 a t e  f o r  G r o w t h ? , "  i n d i c a t e s  t h a t  t h e r e  
i s  l i t t l e  e v i d e n c e  c h a t  c o s t s  i n  H M O s  a r e  g r o w i n g  l e s s  r a p i d l y  t h a n  i n  t h e  
o v e r a l l  h e a l t h  c a r e  s e c t o r .  T h i s  s t u d y  anC i t s  f i n e i n g s  s u g g e s t  t h a t  EM'S 
may n o t  h a v e  t h e  s o 1 u : i o n  t o  t h e  p r o B l e m  o f  e s c a l a t i n g  m e d i c a l  c o s t s  w i c h - n  
t h e  p r e v a i l i n g  t h i r d - p a r t y  r e i n b u r s e m e n t  s y s t e m .  
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I t  s h o u l d  a l s o  b e  n o t e d  t h a t  i t  i s  n o t  p r e c i s e l y  c l e a r  why H M O s  p r o d u c e  
t h e  c o s t  s a v i n g s  t h e y  d o  f o r  t h e ~ r  e n r o l l e e s .  Some p e r s o n s  h a v e  s u g g e s t e d  
t h a t  H M O s  s e r v e  a  y o u n g e r ,  h e a l t h i e r ,  a n d  w e a l t h i e r  p o p u l a t i o n .  B u t  s t . u d i e s  
a r e  n o t  a l l  t h a t  c o n c l u s i v e  a b o u t  t h i s  s u b j e c t .  I n  f a c t ,  some s t u d i e s  h a v e  
f o u n d  n o  s t a t i s t i c a l l y  s i g n i f i c a n t  d i f f e r e n c e s  S e t w e e n  H M O  m e m b e r s  a n d  p e o p l e  
w i t h  conventional t h i r d - p a r t y  c o v e r a g e .  

T h i s  i s  c h a r a c t e r i s t i c  o f  t h e  H M O  l i t e r a t u r e  i n  g e n e r a l .  I t  i s  s e l d o m  
c o n c l u s i v e .  T h i s  c a n  i n  p a r t  b e  e x p l a i n e d  b y  t h e  n a t u r e  o f  t h e  s u b j e c t  u n d e r  
i n v e s t i g a t i o n ;  t h e r e  i s  n o  o n e  s i n g l e  m o d e l  f o r  t h e  HMO o r  p r e p a i d  g r o u p  
p r a c t i c e .  T h a t  i s ,  t h e r e  a r e  g r o u p  p r a c t i c e  H M O s  a n d  I ? A  XMOs. I n  a d d i t i o n ,  
HMOs v a r y  i n  s i z e  f r o m  a f e w  t h o u s a n d  e n r o l l e e s  t o  m o r e  t h a n  1 m i l l i o n .  I n  
s o m e  c a s e s ,  e n r o l l e e s  a r e  a h o m o g e n e o u s  p o p u l a t i o n ,  s u c h  a s  a u n i v e r s i t y  
f a c u l t y .  I n  o t h e r  c a s e s ,  t h e  p o p u l a t i o n  i s  h e t e r o g e n e o u s .  T h e  g e o g r a p h i c  
b a s e  o f  e n r o l l m e n t  may b e  c o n c e n t r a t e d  i n  a s i n g l e  t o w n  s u c h  a s  C o l u m b i a ,  
M a r y l a n d ,  o r  d i s p e r s e d  t h r o u g h  s e v e r a l  m e t r o p o l i t a n  a r e a s ,  s u c h  a s  i n  t h e  
K a i s e r  p l a n s  i n  C a l i f o r n i a .  

I n  a d e i t i o n ,  t h e  l i t e r a t u r e  o n  H M O s  i s  i n c o m p l e t e .  A v a i l a b l e  d a t a  v a r y  i n  
d e p c h  a n d  q u a l i t y ,  a n d  by  f a r  t h e  m a j o r i t y  o f  s t u d i e s  o n  HMOs r e l a t e  t o  a  f e w  
l a r g e ,  w e l l - e s t a b l i s h e d  p l a n s .  

F i n a l l y ,  t h e r e  e x i s t  n o  r a n d o m i z e d ,  c o n t r o l l e d  e x p e r i m e n t s  t h a t  i n v o l v e  
t h e  a s s i g n m e n t  o f  a  r e p r e s e n t a t i v e  g r o u p  o f  p e r s o n s  t o  a r a n g e  o f  h e a l t h  
i n s u r a n c e  p l a n s  a n d  H M O s .  T h e r e f o r e ,  w h i l e  i t  i s  p o s s i b l e  t o  s a y  t h a t  c o s t s  
a r e  l o w e r  i n  o n e  s i t u a t i o n  t h a n  i n  a n o t h e r ,  b e c a u s e  o f  l o w e r  h o s p i t a l  
a d m i s s i o n  r a t e s ,  i t  i s  n o t  p o s s i b l e  t o  d e t e r m i n e  w h e t h e r  t h e  d i f f e r e n c e s  a r e  
t h e  r e s u l t  o f  t h e  g e n e r a l  c h a r a c t e r i s t i c s  o f  p l a n s ,  o f  t h e  u n i q u e  f e a t u r e s  o f  
t h e  p r o v i d e r s ,  o r  t h e  d i f f e r e n c e s  a m o n g  t h e  p e o p l e  s e l e c t i n g  e a c h  p l a n .  

T I T L E  X I 1 1  OF  T H E  P U B L I C  HEALTH SERVICE A C T  

T i t l e  X I 1 1  o f  t h e  P u b i i c  H e a l t h  S e r v i c e  A c t  was established when C o n g r e s s  
e n a c t e d  t h e  H e a l t h  M a i n t e n a n c e  O r g a n i z a t i o n  Acc o f  1 9 7 3 ,  F . L .  9 3 - 2 2 2 .  T h e  
a u t h o r i t y  was e x t e n d e d  a n d  r e v i s e 6  t w i c e  -- o n c e  i n  1 9 7 6  ( P . L .  9 4 - 4 6 0 )  a n d  
a g a i n  i n  1 9 7 8  ( P . L .  9 5 - 5 5 9 )  -- b e f o r e  i t s  t h i r d  r e v i s i o n  i n  1 9 8 1 .  

Among o t h e r  t h i n g s ,  T i t l e  X I 1 1  h a s  p r o v i d e d  F e d e r a l  s u p p o r t  f o r  t h e  
d e v e l o p m e n t  a n d  o p e r a t i o n  o f  H M O s .  G r a n t s  a n d  c o n t r a c t s  h a v e  b e e n  a w a r d e d  
f o r  f e a s i b i l i t y  s u r v e y s  a n d  f o r  t h e  p l a n n i n g  a n d  initial d e v e l o p m e n t  o f  H Y O s  
o r  f o r  t h e  e x p a n s i o n  o f  e x i s t i n g  HMOs. L o a n  g u a r a n t e e s  h a v e  a l s o  b e e n  
a v a i l a b l e  f o r  p l a n n i n g  a n d  i n i t i a l  d e v e l o p m e n t .  I n  a d d i t i o n ,  l o a n s  a n d  l o a n  
g u a r a n t e e s  a r e  a v a i l a b r e  t o  H M O s  f o r  t h e  f i r s t  5 y e a r s  o f  t h e i r  o p e r a t i o n .  
F i n a l l y ,  a n o t h e r  s e c t i o n  i n  T i t l e  X I I I  p r o v i d e s  l o a n s  a n d  l o a n  g u a r a n t e e s  f o r  
t h e  a c q u i s i t i o n  a n d  c o n s t r u c t i o n  o f  a m b u l a t o r y  h e a l t h  c a r e  f a c i l i t i e s .  

T i t l e  X I 1 1  a l s o  e s t a b l i s h e s  s t a n d a r d s  f o r  F e d e r a l  q u a l i f i c a t i o n  o f  X M O s .  
To q u a l i f y  u n d e r  T i t l e  X I I I ,  a n  HMO m u s t  p r o v i d e  c e r k a i n  s p e c i f i e e  b a s r c  
h e a l t h  s e r v i c e s .  I t  m u s t  b e  o r g a n i z e d  i n  a  c e r t a i n  f a s h i o n  a n d  t h e  H M O  m u s t  
b e  f i s c a l l y  s o u n d .  I n  a d d i t i o n ,  p r i o r  t o  r e v i s i o n s  m a d e  i n  198:,  t h e  p a y m e n t  
f o r  e n r o l l m e n t  i n  a n  H M O  c o u l d  b e  f i x e d  o n l y  u n d e r  a c o m m u n i t y  r a t i n g  s y s t e m .  

G e n e r a l l y ,  u n d e r  a c o m m u n i t y - r a t i n g  s y s t e m ,  t h e  s a m e  p r e m i u m  i s  c h a r g e d  
f o r  t h e  s a m e  b e n e f i t s  t o  a l l  i n d i v i d u a l s  o r  g r o u p s  r e g a r d l e s s  o f  a g e ,  s e x  
c o m p o s i t i o n ,  a n d  c o s t  e x p e r i e n c t  o f  t h e  i n s u r e d .  U n d e r  e x p e r i e n c e  r a t i n g ,  o n  
t h e  o t h e r  h a n d ,  p r e m i u m s  v a r y  a c c o r d i n g  t o  t h e  c o s t  e x p e r i e n c e  o f  e a c h  g r o u p  
s e r v e d .  M e m b e r s  o f  s o m e  g r o u p s  p a y  h i g h e r  a v e r a g e  p r e m i u m s  t h a n  m e m b e r s  o f  



o z h e r  g r o u p s  u n d e r  t 3 i s  r n e t h ~ b .  T h e  u s e  o f  e x p e r i e n c e  r a t i n g  h a s  i n  p r a c t i c e  
t e n d e d  t o  m a k e  h e a l t h  s e r v i c e s  m o s t  e x p e n s i v e  f o r  g r o u z s  a t  h i g h e s t  r i s k  
a n d / o r  t h e  h i g h e s c  u t i l i z e r s  o f  s e r v i c e s ,  s u c h  a s  t h e  a g e d  o r  c h r o n i c a l l y  
i l l .  U n d e r  t h e  c o m m u n i t y  r a t i n g  s y s t e m  o f  T i t l e  X I I I ,  o n  t h e  o t h e r  h a n d ,  t h e  
HMO m u s t  p r i c e  i t s  s e r v i c e s  a c c o r d i n g  t o  t h e  e x p e r i e n c e  i n  u t i l i z a t i o n  t h a t  
i t  h a s  h a C  w i t h  i t s  e n t i r e  e n r o l l e d  m e m b e r s h i p .  

I n  a d d i t i o n ,  p r i o r  t o  r e v i s i o n s  made i n  1 9 8 1 ,  T i t l e  X I 1 1  r e q u i r e d  a 
q u a l i f i e d  HMO t h a t  h a d  p r o v i d e d  c o m p r e h e n s i v e  h e a l t h  s e r v i c e s  o n  a  p r e p a i d  
b a s i s  f o r  a t  l e a s t  5 y e a r s  o r  h a d  a n  e n r o l l m e n t  o f  a t  l e a s t  5 0 , 0 0 0  m e m b e r s  t o  
3 a v e  a n  o p e n  e n r o l l m e n t  p e r i o d .  D u r i n g  o p e n  e n r o l l m e n t ,  t h e  HMO was r e q u i r e d  
t o  a c c e p t  i n d i v i d u a l s  f o r  m e m b e r s h i p  w i t h o u t  r e g a r d  t o  p r e e x i s t i n g  i l l n e s s e s ,  
m e d i c a l  c o n d i t i o n ,  o r  d e g r e e  o f  d i s a b i l i t y .  

T h e r e  i s  f o r  H M O s  a n  i n c e n t i v e  t o  s e e k  q u a l i f i e d  s t a t u s  u n d e r  T i t l e  X I 1 1  
a n d  t o  m e e t  t h e s e  a n d  o t h e r  r e q u i r e m e n t s .  O n c e  a n  HMO i s  q u a l i f i e d ,  i t  i s  
a b l e  t o  t a k e  a d v a n t a g e  o f  w h a t  i s  known a s  t h e  d u a l  c h o i c e  r e q u i r e m e n t .  
U n d e r  c h i s  p r o v i s i o n  o f  T i t l e  X I I I ,  a n  e m p l o y e r  w h i c h  i s  s u b j e c t  t o  t h e  
a i n i m u m  w a g e  p r o v i s i o n s  o f  t h e  F a i r  L a b o r  S t a n d a r d s  A c t  a n d  w h i c h  e m p l o y s  a t  
l e a s t  25  p e r s o n s  i s  r e q u i r e d  t o  i n c l u d e  i n  i t s  h e a l t h  b e n e f i t s  p l a n  ( i f  i t  
h a s  o n e ,  t h a :  i s )  t h e  o p t i c 1 1  o f  j o i n i n g  a  f e d e r a l l y  q u a l i f i e d  H M O  s e r v i n g  t h e  
a r e a .  

As o f  J a n u a r y  1 9 8 1 ,  t h e r ?  w e r e  2 4 2  HMOs i n  t h e  c o u n t r y  s e r v i n g  o v e r  9 
m i l l i o n  p e o p l e .  I n  i 9 7 1 ,  t h e r e  h a d  b e e n  o n l y  39  H M O s  s e r v i n g  3 . 9  m i l l i o n  
p e o p l e .  

A s u r v e y  c o n d u c t e d  b y  I n t e r S t u d y ,  a  r e s e a r c h  o r g a n i z a t ~ o c  i n  M i n n e s c t a ,  
f o u n d  o p e r a t i n g  3x3s t o  b e  d i s t r l b u c e 5  a m o n g  = h e  S t a t e s ,  a s  f o l l o w s ,  f o r  2 u l  5' 
1 9 8 0 :  
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State 

TABLE 1 . Operating HMOs by State. July 1980 

Number Membership 
of plans July 1980 

Alabama . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 1 
Arizona .................................. 4 
California . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  32 
Colorado . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6 
Connecticut . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7 
District of Columbia . . . . . . . . . . . . . . . . . . . . .  3 
Florida . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8 
Georgia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 
Hawaii . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Idaho 1 
Illinois . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  12 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Indiana 2 
Iowa . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 
Kentucky . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4 
Louisiana . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Maine 2 
Maryland . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  11 
Massachusetts . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10 
Michigan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10 
Minnesota . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10 
Missouri . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5 
Nebraska . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 
New Hampshire . . . . . . . . . . . . . . . . . . . . . . . . . . . .  i 
New Jersey ................................ 9 
New Mexicc . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 
New York . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  12 
North Carolina 7 . . . . . . . . . . . . . . . . . . . . . . . . . . .  A. 

North Dakota . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  A 

Ohio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  12 
Oregon . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8 
Pennsylvania ............................. 10 
Rhode Island . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4 
Soutn Carolina . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 
Texas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8 
Utah . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 
Washington . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7 
West Virginia . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 
Wisconsin . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  16 
Guam . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  236 9.183. 397 



Of the 242 operational HMOs, 120 are federally qualified. These 120 EMOs 
have a membership of over 6 millioc persons. 

As of the end of FY80, 617 grants had been awarded under the HMO Act. 
T5ese grants totaled $127.5 million. 

By the end of FY80, 81 HMOs had received direct loans, totaling $168.6 
million and 4 BMOs had received loan guarantees xotaling $7.8 million. 

Of the 120 currently qualified HMOs, 0 3  have received grants and loans, 1 9  
have received grants oniy, 7 have received ioans Only, 3 have received lozn 
guarantees, and 28 have received no assistance. 

Authorization and appropriations for Title XI11 are indicated in taSle 2. 

TABLE 2. Budge?, history for Title XIII 

Authorizations* Appropriations 

$ 3 1  million $ 3.0 million (grants) 

$65 million 

$1.5 million (technical assistance) 
$8.5 million (program support) 

$ <3.8 million (grai-its) 

31.5 million (technical assistance) 
$9.2 million (program support) 

CY8i $68 milllon Appropriaclons Sill not yet enacted 

* for grants and contracts on: 

CURRENT ISSUES 

On Mar. 10, 2981, the Reagan Administration proposed the following levels 
of funding for the Title XIII XMO program. 

Proposed SuCget Authority 

(in millions of dollars) 

The proposal for $27.6 m i l l ~ o n  ~n 1981 and $8.2 million :n 1982 required a 
rescission of $28 m ~ l l i o n  for 1981 and a further r e c u c t ~ o n  of $20 miilion ~n 
1982 for the Tizle XIII aut5orlty. 
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A c c o r d i n g  t o  c h e  X e a g a n  A d m i n i s t r a t i o n ,  g r a n t  f u n d s  a n d  l o a n s  w o u l d  b e  
p r o v i d e d  i n  1 9 8 1  t o  c o m p l e t e  t h e  l a s t  s t a g e  o f  d e v e l o p m e n t  o f  new XMOs o r  t h e  
e x p a n s i o n  o f  a l i m i t e d  n u m b e r  sf e x i s t i n g  H M O s .  T h e  2 e a g a n  p r o p o s a l  WOEld 
h a v e  t e r m i n a t e d  a l l  g r a n t s  t o  H M O s  b y  1 9 8 2 .  A c c o r d i n g  t o  t h e  A d m i n i s t r a t i o n ,  
f u r t h e r  d e v e l o p m e n t  o f  HMOs c a n  b e  f u n d e d  t h r o u g h  t h e  p r i v a t e  s e c t o r .  

A t  a t i m e  o f  i n c r e a s i n g  c o n c e r n  a b o u t  t h e  n e e d  t o  l i m i t  F e d e r a l  
e x p e n d i t u r e s  t o  b a l a n c e  t h e  F e d e r a l  b u d g e t ,  q u e s t i o n s  h a v e  S e e n  r a i s e d  a b o u t  
t h e  e x t e n t  o f  p r i v a t e  s e c t o r  i n v o l v e m e n t  i n  HMO d e v e l o p m e n t .  An e x a m i n a c i o n  
o f  a v a i l a b l e  d a t a  o n  d e v e l o p i n g  H M O s  r e v e a l s  t h a t  t h e r e  w e r e  2 2 6  
p r e o p e r a t i o n a l  H M O s  i n  t h e  c o u n t r y  a s  o f  F e b r u a r y  1 9 8 1 .  A c c o r d i n g  t o  a  
s u r v e y  c o n d u c t e d  b y  I n t e r S t u d y ,  8 2  o f  t h e s e  a r e  f e d e r a l l y  f u n d e d  H M O s  a n d  1 4 4  
a r e  p r i v a t e l y  f u n d e d .  T a b l e  3 i n d i c a t e s  t h e  d i s t r i b u t i o n  o f  t h e s e  
p r e o p e r a t i o n a l  p l a n s  b y  S t a t e .  

I n t e r S t u d y  a l s o  a t t e m p t e d  t o  d e t e r m i n e  t h e  s o u r c e  o f  s u p p o r t  f o r  p r i v a t e l y  
f u n d e d  p r e o p e r a t i o n a l  H M O s .  A v e r y  r o u g h  a n d  p r e l i m i n a r y  s u r v e y  o f  t h e s e  
p i a n s  i n d i c a t e s  t h r e e  m a j o r  s o u r c e s  o f  f u n d i n g .  T h e s e  a r e  i n d i c a t e d  i n  T a b l e  
4 .  
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TABLE 3 .  Known  p r e o p e r a t i o n a l  p i a n s  b y  S t a t e  a s  o f - F e b r u a r y  1 9 8 1  

S t a t e  T o t a l  F e d e r a l l y  f u n d e d  P r i v a t e l y  f u n d e d *  

Alabama . . . . . . . . . .  
A l a s k a . . . . . . . . . .  . 
A r i z o n a  . . . . . . . . . .  
A r k a n s a s  . . . . . . . . .  
C a l i f o r n i a . . .  . . . .  
C o l o r a d o . . . . . . . . .  
C o n n e c t i c u t .  . . . . .  
D e l a w a r e . .  . . . . . . .  
F l o r i d a  . . . . . . . . . .  
G e o r g i a  . . . . . . . . . .  
H a w a i i . . . . . . . . . . .  
I d a h o . . . . . . . . . . . .  
I l l i n o i s . . . . . . . . .  
I n d i a n a  . . . . . . . . . .  
I o w a . . .  . . . . . . . . . .  
K a n s a s  . . . . . . . . . . .  
K e n t u c k y . .  . . . . . . .  
L o u i s i a n a . . . . . . . .  
M a i n e .  . . . . . . . . . . .  
M a r y l a n d  . . . . . . . . .  
M a s s a c h u s e t t s . . . .  
K i c h i g a n  ......... 
M i n n e s o t a . . . . . . . .  
K i s s i s s i p p i  . . . . . .  
Y i s s o u r i . . . . . . . . .  
M o n t a n a . . . . . . . . . .  
N e b r a s k a . . , . . . . . .  
N e v a d a . . . . . . . . . . .  
New X a m p s h i r e  . . . .  
New J e r s e y  . . . . . . .  
N e w  M e x i c o . .  . . . . .  
N e w  Y s r k . . . . . . . . .  
N c r t h  C a r o l i n a . . .  
N o r t h  D a k o t a . . . . .  
O h i o . . . . . . . . . . . . .  
O k l a h o m a . . . . . . . . .  
O r e g o n  . . . . . . . . . . .  
P e n n s y l v a n i a  . . . . .  
X h o d e  I s l a n d . . . . .  
S o u t h  C a r o l i n a . . .  
S o u t h  D a k o t a . . . . .  
T e n n e s s e e . . . . . . . .  
T e x a s . . . . . . . . . . . .  
U t a h . . . . . . . . . . . . .  
V e r m o n t . . . . . . . . . .  
V i r g i n i a  . . . . . . . . .  
W a s h i n g t o n  . . . . . . .  
West V i r g i n i a  . . . .  
W i s c o n s i n . . . . . . . .  
W y o m i n g  . . . . . . . . . .  

. . . . . . . . . . . . . . . . . .  2 GP 2 
. . . . . . . . . . . . . . . . .  1 I P A  1 

0 . . . . . . . . . . . . . . . . . . . . .  6 
.................. 1 GP 0 

. . . . . .  5 I P A ;  1 n e t w o r k  9 
0 . . . . . . . . . . . . . . . . . . . . .  0 
3 I P A ;  1 s t a f f  . . . . . . . .  1 
0 . . . . . . . . . . . . . . . . . . . . .  2 

. . . .  3 s t a f f ;  3 u n k n o w n  1 
2 I P A  . . . . . . . . . . . . . . . . .  1 
0 . . . . . . . . . . . . . . . . . . . . .  1 
0 . . . . . . . . . . . . . . . . . . . . .  1 
1 I P A ;  1 GP; 1 s t a f f  . .  5 
1 s t a f f  . . . . . . . . . . . . . . .  1 
0 . . . . . . . . . . . . . . . . . . . . .  1 
1 I P A ;  3 G ?  . . . . . . . . . . .  0 

GP 
u n k n o w n  
I P A ;  1 GP;  1 n e t w o r k  

I P A ;  6 GP;  2 u n k n o w n  

I P A ;  1 u n k n o w n  
u n k n o w n  
I P A ;  1 GP; 1 u n k n o w n  
I P A ;  1 G ? ;  1 u n k n o w n  
G P ;  1 u n k n o w n  
I P A  
I ? A  
I ? A ;  1 G ? ;  3 u n k n o w n  
u n k n o w n  

0 . . . . . . . . . . . . . . . . . . . . .  0 
. . . . . . . . . . . . . . . . . . . . .  0 2 I P A ;  1 GP; 1 u n k n o w n  

1 I ? A  . . . . . . . . . . . . . . . .  1 n e t w o r k  
. . . . . . . . . . . . . . . . .  2 I P A  2 I P A ;  1 G ?  

5 I P A ;  2 G ?  . . . . . . . . . . .  5 I P A ;  1 GP; 2 u n k n o w n  
. . . . . . . . . . .  1 I P A ;  1 GP 6 I P A ;  1 GP; 1 u n k n o w n  

............... 1 s t a f f  1 I P A ;  3 u n k n o w n  
. . . . . . . . . . .  1 I P A ;  1 G ?  G 

2 I P A ;  1 G I ;  1 s t a f f  .. 2 I P A ;  1 u n k n o w n  

0 . . . . . . . . . . . . . . . . . . . . .  3 
1 I P A ;  1 s t a f f  . . . . . . . .  5 

. . . . . . . .  3 I P A ;  3 s t a f f  7 
. . . . . . . . . . . . . .  1 s t a f f  1 

. . . . . . . . . . . . . . . . . .  2 GP 1 

. . . . . . . . . . . . . . . . . .  1 GP 1 
0 . . . . . . . . . . . . * . . . . . . . .  2 

. . . . . . . . . . . . . . . . . . . . .  0 1 
1 I P A ;  2 G P ;  1 u n k n o w n .  2 

. . . . . . . . . . . . . . . . . . . . .  1 
I P A  . . . . . . . . . . . . . . . . .  3 
u n k n o w n  . . . . . . . . . . . . .  0 
GP;  1 s t a ' f  . . . . . . . . .  0 
I P A ;  3 G ?  . . . . . . . . . . .  2 
. . . . . . . . . . . . . . . . . . . . .  2 
I P A  . . . . . . . . . . . . . . . . .  1 
I P A ;  1 u n k n o w n  . . . . . .  1 
I P A  . . . . . . . . . . . . . . . . .  2 
G ? ;  1 u n k n o w n  . . . . . . .  3 

GP,;' 1 u n k n o w n  

I P A ;  1 GP;  i u n k n o w n  
I P A ;  2 GP;  2 u n k n o w n  
I P A ;  1 GP 
I P A ;  2 GP;  1 u n k n o w n  
G ?  
G ? ;  1 c n k n o w n  
I P A ;  2 u n k n o w n  
I ? A  

:PA; 3 C P ;  4 u n k n o w n  
I P A ;  2 GP;  3 u n k n o w n  
u n k n o w n  
GP 
I ? A ;  1 GP 

I P A ;  1 u n k n o w n  

T o t a l s .  . . . . . . . .  2 2 5  8 2  p l a n s  ( 2 4  C-P; 3 6  1 4 4  p l a n s  ( 5 8  I P A ;  3 5  G >  
p l a n s  I P A ;  1 n e t w o r k ;  1 4  2 n e t w o r k ;  3 8  u n k n o w n )  



CRS- 9 

staff; 7 unknown) 

*Includes prefeasibility stage 

Group Practice Model (GP) refers to an HMC that contracts with a 
group of health p r o f e s ~ i o n a l ~  for the provision of health services 
to HMO members. The health professionals work out of a common 
facility, pool their income from practice a s  members of the group, 
distributing it among themselves accorzing to a pre-arranged plan. 
If the HMO employs its physicians on a salaried basis, it is also 
referred to as a staff model. 

Staff Model HMO is similar to the prepaid group practice HMO 
model except tha: the physicians are employees of the HMO, rather 
than independent contractors. 

Individuai Practice Association Model (IPA) -- An IPA is an 
organized group of independent practitioners and/or smali srouDs 
of physicians gathered together for the purpose of deciding on 
what basis they shall contract for their services. In an IPA-type 
HMO, the HE0 entity contracts with the IPA organization or 
directiy with individual health professionals who agree to 
provide health services to HMO members in accordance wich a 
compensation agreement. The health professionals work out of . 
cheir individual offices and are usually reimbursed by the IPA on 
a fee-for-service basis. 

Network Model -- The network 9MO contracts witc more than one 
medical group and/or IPA organization to deliver care to HMO 
members in different geographic locations. Each medical group or 
I?A provides a full range of comprehensive benefits and is 
contractually linked to a central point of accountability. The 
benefit package and premiums for each of the medical groups and 
:?As in a network are often identical. The prepaid group practice 
network i s  characterized by separate and independent delivery 
points, of which the HMO member selects one to receive all health 
services. Most of the network programs in existence were 
developed by Blue Cross and Blue Shield Plans. The EM0 Act does 
not specifically recognize this model and classifies such 
programs as IPAs. 



TASLE 4 . E s t i m a t e s  o f  f u n d i n g  s o u r c e s  f o r  p r i v a t e l y  Z e v e l o p i n g  X M O s .  
F e b r u a r y  1 9 8 1 ~  

s o u r c e s  o f  f u n d i n g / s p o n s o r  
NumSer o f  

d e v e l o p i n g  p l a n s  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  I c s u r e r s  ( 5 )  11 
I n s u r e r  & m e d i c a l  s o c i e t y  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 
O t h e r  n a t i o n a l  f i r m  ( M e d s e r c o )  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 . 

... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  s u b t o t a l  1 5  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  B l u e  C r o s s  p l a n s  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  B l u e  S h i e l d  p l a n s  

3 4 u e  C r o s s  & B l u e  S h i e l d  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - B l u e  C r o s s  & m e d i c a l  s o c i e t y  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ~ l u e  c r o s s  & h o s p i t a l  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  B i u e  S h i e l d  & h o s p i t a l  

. . . . . . . . . . . . . . . . . . . .  B l u e  S h i e l d  & g r o u p  p r a c t i c e  & h o s p i t a l  
. . . . . . . . . . . . . . . . . .  9 1 u e  C r o s s  & 3 1 u e  S h i e i d  & g r o u p  p r a c t i c e  

M e d i c a l  s o c i e t i e s  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  A d  3 1 .  

M u l t i - s p e c i a l t y  g r o u p  p r a c t i c e  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  E o s p i t a l s  (1 o r  m o r e )  7 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  C o r p o r a t i o n s  3 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  F o u n d a t i o n s  1 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  A c a d e m i c  m e d i c a l  c e n t e r s  1 
U n i v e r s i t y  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 1 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  C c u n t y  m e d i c a l  c e n t e r  1 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  P a r t n e r s h i ?  o f  p h y s i c i a n s  2 

S u b t o t a l  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 7 * *  

T o t a l  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7 0  

* T h i s  l i s t  d o e s  n o t  i n c l u d e  a p p r o x i m a t e l y  5 0  p l a n s  WhicE 
a r e  i n  t h e  " p r e f e a s i b i l i t y  s t a g e "  o f  C e v e l o p m e n t  a n d  a b o u t  2 0  
p l a n s  f o r  whom t h e  f u n d i n g  s o u r c e  i s  u n k n o w n  . 

* *  Of t h e s e  p l a n s  i t  may Se e x p e c t e d  t h a t  t h e  S u l k  o f  t h e  
d e v ? l o p m e n t  c a p i t a l  i s  c o m i n g  f r o m  t 3 e  s p o n s o r i n g  a g e n c y  i t s e l f  . 
M o s -  o f  t h e s e  3 7  f i r n s  a r e  h e a l t h  p r o v i d e r s  who p l a n  t o  u s e  
e x i s t i n g  h e a l t h  f a c i 1 i : i e s .  s t a f f .  a n Z  a d m i n i s t r a t o r s  t o  s e r v e  
t 3 e  SXO a n d  who c h u s  r e q u i r e  l e s s  s e e e  m o n e y  . I t  i s  n o t  uncommon.  



h o w e v e r ,  f o r  m e d i c a l  s o c i e t i e s ,  hospitals, a n d  g r o u p  p r a c t i c e s  
t o  s o l i c i t  l o c a l  e m p l o y e r s  a n d  u n i o n s  f o r  r e l a t i v e l y  small 
a m o u n t s  o f  a d c i i t i o n a l  f u n d i n g .  



B e y o n d  a s s u m p t i o n s  a b o u t  p r i v a t e  s e c t o r  i n v e s t m e n t  i n  BMOs, o t h e r  i s s u e s  
a r i s e  w i t h  r e g a r d  t o  t h e  l o c u s  o f  t h i s  i c v e s t m e n t .  I n c e r S t u d y ' s  p r e l i m i n a r y  
s u r v e y  d o e s  n o t  p r o v i d e  d e t a i l e d  i n f o r m a t i o n  a b o u t  t h e  l o c a t i o n  o f  t h e  
s e r v i c e  a r e a s  f o r  t h e s e  p r o j e c t e d  HMOs, b u t  i t  i s  l i k e l y  t h e y  w i l l  b e  
d e v e l o p e d  i n  m e t r o p o l i t a n  a r e a s .  Q u e s t i o c s  a r i s e  a b o u t  w h e t h e r  t h i s  l e a v e s  
f o r  t h e  F e d e r a l  G o v e r n m e n t  a r o l e  t o  p r o v i d e  a s s i s t a n c e  f o r  t h e  e s t a b l i s h m e n t  
o r  e x p a n s i o n  o f  H M O s  i n  a r e a s  w h e r e  t h e  p r i v a t e  s e c t o r  h a s  b e e n  r e l u c t a n t  t o  
i n v e s t  r e s o u r c e s ,  n a m e l y  r u r a l  a r e a s  a n d  l o w - i n c o m e  communities. Some w o u l d  
a r g u e  t h a t  money  c a n  n o t  b e  p r o d u c t i v e l y  i n v e s t e C  i n  s u c h  a r e a s  b e c a u s e  o f  
t h e  d i f f i c u l t y  i n  s e c u r i n g  e n r o l l m e n t s  s u f f i c i e n t  f o r  t h e  H M O  t o  b e c o m e  
f i n a n c i a l l y  v i a b l e .  O t h e r s ,  h o w e v e r ,  s u g g e s t  t h a t  w i t h  c a r e f u l  p l a n n i n g  a n d  
s e l e c t i o n  H M O S  c a n  b e  s u c c e s s i u l  i n  s u c h  a r e a s  a n d ,  i n  t h e  p r o c e s s ,  s e r v e  a s  
i m p o r t a n t  p r o v i d e r s  o f  h e a l t h  c a r e  s e r v i c e s  i n  t h e s e  c o m m u n i t i e s .  

T h e  A d m i n i s t r a t i o n  a l s o  i n d i c a t e d  i t s  i n t e n t i o n  t o  i n t r o d u c e  l e g i s l a t i o n  
t h a t  w o u l d  a m e n d  r e q u i r e m e n t s  f o r  t h e  F e d e r a l  qualification o f  X M O s .  I t  
w o u l d  do  s o  c c  i n c r e a s e  i n c e n t i v e s  f o r  p r i v a t e  s e c t o r  i n v e s t m e n t  i n  t 3 e  
d e v e l o p m e n t  i n  BMOs. S i n c e  t h e  e s t a b l i s h m e n t  o f  t h e  t i t i e  X I I I  a u t 3 o r i t y  i n  
1 9 7 3 ,  e x i s t i n g  HMOs a n d  p o t e n t i a l  d e v e l o p e r s  o f  B M O s  9 a v e  a r g u e d  t h a t  t h e  
v a r i o u s  r e q u i r e m e n t s  s p e c i f i e d  i n  t i t l e  X I I I  f o r  F e C e r a l  q u a l i f i c a t i o n  h a v e  
p r o d u c e d  b a r r i e r s  t o  d e v e l o p m e c t  a n d  h a v e  p r e v e n t e d  HMOs f r o m  c o m p e t i n g  
e f f e c t i v e l y  w i t h  t h e  t r a d i t i o n a l  f e e - f o r - s e r v i c e  s y s t e m .  T h e r e  h a v e  S e e n ,  
f o r  i n s t a n c e ,  p r o p o s a l s  t o  a m e n d  t i t l e  X I I I ' s  s p e c i f i l a t i o n s  f o r  c o m m u n i t y  
r a t i n g ,  o p e c  e n r o l l m e n t ,  a n d  b a s i c  b e n e f i t s ,  a n d  t h e  1 9 7 6  a n d  1 9 7 8  r e v i s i o n s  
o f  t h e  t i t l e  X I P I  a u t h o r i t y  m o d i f i e d  t h e s e  r e q u i r e m e n t s .  M o s t  r e c e n t l y ,  
t h e r e  h a v e  a g a i n  b e e n  p r o p o s a l s  t o  m o d i f y  t h e s e  a n d  o t h e r  r e q u i r e m e n t s  f o r  
F e d e r a l  q u a l i f i c a t i o n .  A t  h e a r i n g s  b e f o r e  t h e  H o u s e  E n e r g y  a n d  Commerce  
C o m m i t t e e  o n  Mar. 1 9 ,  1 9 8 1 ,  t h e  S e a l t h  I n s u r a n c e  ~ . s s o c i a t i o n  o f  A m e r i c a  
t e s t i f i e d  t h a t  b o t h  t h e  c o m p r e h e n s i v e  b e n e f i t  p a c k ~ i g e  a n d  . t h e  c o m m u n i t y  
r a c i n g  r e q u i r e m e n t s  o f  t i : l e  X I 1 1  d o  n o t  a l l o w  t h e  XMO t o  c o m p e t e  e q u i t a b l y  
w i t h  t r a d i t i o n a l  h e a l t h  i n s u r a n c e  p l a n s  t h a t  d o  n o t  f a c e  s u c h  r e q u i r e m e n t s  o r  
r e g u l a t i o n s .  A s  a r e s u l t ,  " t h e  g o a l  o f  i n j e c t i n g  c c m F a t i t i o n  i n t o  t h e  s y s t e m  
may b e  t h w a r t e d  i f  H M O s  a r e  e f f e c t i v e l y  p r o h i b i t e d  f r o m  c o m p e t i n g . "  O t h e r s ,  
s u c h  a s  G r o u p  H e a l t h  A s s o c i a c i o n  o f  A m e r i c a ,  a n  o r g a n i z a t i o n  r e p r e s e n z i n g  
H M O s  a c r o s s  t h e  c o u n t r y ,  s u g g e s t  t h a t  r e q u i r e m e n t s  s u c h  a s  t h e s e  p r o v i d e  
d i s t i n g c i s h i n g  c h a r a c t e r i s t i c s  t o  H M O s  a n d  a r e  a n e c e s s a r y  p a r t  o f  t h e  
r e g u l a t o r y  f r a m e w o r k  f o r  p r o v i d i n g  F e d e r a l  q u a l i f i c a t i  3n t o  a n  o r g a n z i a t i o n  
w h i c h  c a n  :hen r e q u e s t  a n  e m p l o y e r  t o  i n c l u d e  i t  a s  a n  o p t i o n  i n  i c s  h e a l c h  
S e n e f i t  p l a n  u n d e r  t h e  d u a l  c h o i c e  p r o v i s i o n s  o f  t i t l e  X I I I .  

F i n a l i y ,  a s  C o n g r e s s  c o n s i d e r e d  l e g i s l a t i o n  e x t e n d i n g  + ; +  1 X I 1 1  
a u t h o r i t y ,  o t h e r  i s s u e s  a b o u t  t h e  f i s c a l  s o u n d n e s s  o f  f e d e r a l l y  a s s i s t e e  X M O s  
a r o s e .  I n  1 9 7 8 ,  t h e  G e n e r a l  A c c o u n t i n g  O f f i c e  ( G A C )  i s s u e d  a r e p o r t  o n  1 4  
H M O s  t h 2 t  i t  h a d  e x a m i n e d .  GAS f o u n d  t h a z  o n l y  3 o i  t h e  1 4  h a d  a  g o o C  c h a n c e  
o f  a c h i e v i n g  f i n a n c i a l  i n d e p e n d e n c e  w i t h i n  t h e i r  f i r s t  5 y e a r s  o f  o p e r a t i c n  
a f t e r  q u a l i f i c a t i o n  a n d  b e f o r e  t h e  e n d  o f  t h e i r  e i i g ' b i l i t y  f o r  o p e r a : i n g  
a s s i s t a n c e .  F i v e  h a d  o n l y  a  f a i r  c h a n c e  o f  f i n a n c i a l  i n d e p e n d e n c e ,  a n d  s i x  
h a d  a p o o r  c h a n c e .  

More  r e c e n t l y ,  t h e  O f f i c e  o f  S e a l t h  M a i n t e n a n c e  O r g a n i z a t i o n s  o f  t h e  
D e p a r t m e n t  o f  H e a l t h  a n d  Human S e r v i c e s  i n d i c a t e d  c h a t  2 9  q u a l i f i e d  H H C s  a r e  
e x p e r i e n c i n g  f i n a n c i a l  p r o b l e m s  s e r i o u s  e n o u g h  t o  b e  c o n s i d e r e d  i n  
n o n c o m p l i a n c e  w i t h  t i t l e  X I 1 1  r e q u i r e m e n t s  f o r  f i s c a l  s o u n d n e s s .  i n  
a d e i t i o n ,  10 q - a l i f i e d  X M O s  h a v e  g o n e  c u t  o f  b u s i n e s s  i c  t h e  l a s t  2 y e a r s .  

U n d e r  s u c h  circumstances, q u e s t ~ o n s  w e r e  r a ~ s e d  a S o u t  = h e  effectiveness cf 
t h e  s c r o e n i n q  p r o c e s s  d e v e l o p e d  Sy t h e  O f f l c e  o f  3 x 0 s  f c r  a w a r d ~ n g  F e d e r a l  



assistance to applicants and for qualifying BMOs. Others suggested tha: suc!? 
findings indicate that the Federal Governsent simply can not make decisions 
as effectively as ;he private sector about appropriate investments in 
financially viable HMOs. 

Some people suggested that the financial difficulties of HMOs mlght be 
explained, in part at least, by the various requirements for Federal 
qualification. For example, does open enrollment and its implications for an 
HMO being required to accept a chronically ill person over age 65 Create 
f ~ n a n c i a l  difficulties for the HMO? To what extent does the community rating 
requirement of title XI11 result in higher premiums for HMOs and therefore 
fewer enrollees who decide to choose the less expensive experience-rated 
premium of =he Blue Cross plan? What impact do these enrollees have on the 
revennes an5 expenses of HMOs? 

The Congress considered legislation which proposed to phase out grant 
assistance to HMOs and to amend requirements for the Federal qualification of 
HMOs,- On May 6 ,  1981, the Senate Committee on Labor and Human 3esources 
marked up S. 1029 and ordered the bill favorably reported wich amendments. 
On May 12, 198i, the House Committee on Energy and Commerce marked up a clean 
bill, H.R. 3398, and ordered it favorably reporred with amendments. This 
bill was included in the House Reconciliation Act of 1981, H.R. 3982 passed 
June 26, 1981. S. 1029's authorizations were included in the Senate's 
Reconciliation Act passed June 25. Summaries of these bills follow under 
LEGISLATION. First, a description is provided of the various amendments of 
the Title XIII authority made by the Omnibus Budget Beconciliation Act of 
1981. 

LEGISLATION 

The Omnibus Budget Reconciliation Act of 1981, P.L. 97-35, included 
revisions and extensions of the Title XIII, HMO authority. Among other 
things, it authorizes for fiscal years 1982, 1983, and 1984 $20 million for 
grants and contracts for feasibility surveys and for the planning and initial 
development of HMOs which received such assistance during or before 1P81. It 
authorizes $1 million for each of the fiscal years 1982 through 1984 for 
technical assistance and management training. The Reconciliation Act also 
authorizes such sums as necessary for fiscal years 1982 through 1984 in.order 
to assure that the HMO loan fund has a balance of at least $5 million a t .  the 
end of each fiscal year and to meet the obligations of this fund, including 
those resulting from defaults on loans. Finally, it extends the authority of 
loans an9 loan guarantees for initiai costs of operation and extends 
eligibility for such assistance to private, for profit HMOs. 

P.L. 97-35 also amends the various requirements for Federal qualification 
of HMOs. It deletes the list of supplemental health services which a 
qualified HMO can offer and specifies that these services mean any health 
service which is not included in the definition of basic health services. It 
revises the community rating requirements for qualified HMOs to allow HMOs to 
use a community rating system or a community rating by class system. rn ;he 
open enrollment requiremect for qualificaticn is repealed. Federally 
qualified 3MOs would also be required to demonstrate every 2 years (or such 
longer period as regulations may prescriSe) to the Secretary that they 
continue to meet the standards for qualification. 

3x0s are alsc r e q u ~ r e d  to adopt an arrangement satisfactory to t3e 
Secrezary to protect t h e ~ r  members fr3m ~ n c z r r l n g  I l a S ~ l i t y  for any fees 



w h i c h  a r e  t h e  l e g a l  r e s p o n s ~ b i l i t y  o f  t h e  H X C .  T h e s e  a - r a n g e m e n t s  may 
i n c l u d e  h o l d  h a r m l e s s  c o n t r a c t s  w i t h  a n y  h o s p i t a l  t h a t  I S  r e g u l a r l y  u s e d  b y  
t h e  H M O  m e m b e r ,  i n s o l v e n c y  i n s u r a n c e ,  a d e q u a t e  f i n a n c i a l  r e s e r v e s ,  o r  o t h e r  
a r r a n g e m e n t s  a c c e p t a b l e  t o  t h e  S e c r e t a r y .  

X . R .  3 3 9 8  (Waxman e t  a i . )  

I n c l u d e d  i n  t h e  H o u s e  O m n i b u s  R e c o n c i l i a t i o n  A c t  o f  1 9 8 1 ,  R .  3 9 8 2 ,  a s  
p a s s e d .  A u z h o r i z e s  f o r  e a c h  o f  t h e  f i s c a l  y e a r s  1 9 8 2 - 8 4  s u c h  s u m s  a s  may b e  
n e c e s s a r y  f o r  g r a n t s  a n d  c o n t r a c t s  f o r  t h e  p l a n n i n g  a n d  i n i t i a l  d e v e l o p m e n t  
o f  H M O s  w h i c h  r e c e i v e d  T i t l e  X I I I  a s s i s t a n c e  i n  TY81. To a s s u r e  t h a t  t h e  HMO 
l o a n  f u n d  h a s  a b a l a n c e  o f  a t  l e a s t  $ 5  m i l l i o n  a t  t h e  e n d  o f  e a c h  f i s c a l  y e a r  
a n d  t o  m e e t  t h e  O b l i g a c i o n s  o f  t h i s  f u n d ,  i n c l u d i n g  t h o s e  r e s u l t i n g  f r o m  
d e f a u l t s  o n  l o a n s ,  a l s o  a u t h o r i z e s  f o r  e a c h  o f  t h e  f i s c a l  y e a r s  1 9 8 2  t h r o u q n  
1 9 8 4 ,  $ 4 0  m i l l i o n ,  o r  s u c h  g r e a t e r  a m o u n t  a s  may Se n e c e s s a r y  f o r  t h e s e  
p u r p o s e s .  

A u t h o r i z e s  l o a n  g u a r a n t e e s  f o r  p l a n n i n g  a n d  r n ~ t r a l  d e v e l o p m e n t  t o  
c o n t r n u e  t c  b e  m a d e  b e t w e e n  7 P 8 2  a n d  PY384 f o r  t h e  p u r 2 c s e s  a n d  u n d e r  = h e  
c ~ r c u m s t a n c e s  c 3 r r e n t l y  s p e c r f l e d  ~ n  T i t l e  X I I I  a n d  w r 2 h o u c  r e g a r e  t o  :he 
e n c i t y  h a v r n g  r e c e i v e e  a s s a s t a n c e  i n  P Y 8 l .  

E x t e n d s  e l i g i b i l i t y  f o r  l o a n s  a n d  l o a n  g u a r a n t e e s  f o r  t h e  i n i c i a l  c o s t s  o f  
o 3 e r a t i o n  o f  H M O s  t o  p r i v a t e ,  f o r - p r o f i t  E M O s .  I n c r e a s e ;  t h e  a g g r e g a t e  
a m o u n t  o f  p r i n c i p a l  o f  l o z n s  m a d e  o r  g u a r a n t e e d  o r  b o c h  f o r  i n i t i a l  c o s t s  o f  
o p e r a t i o n  f r o m  $ 4 . 5  m i l l i o n  t o  $ 7  m i l l i o n  a n d  i n c r e a s e s  t h e  a m o u n t  o f  s u c h  
l o a n s  w h i c h  may b e  d i s b u r s e d  i n  a n y  1 2 - m o n t h  p e r i o d  f r o m  $ 2  m i l l i o n  t o  $ 3  
n i l l i o n .  E x t e n d s  t h e  a u t h o r i t y  f o r  t h e s e  l o a n s  t h r o u g h  FY86. R e p e a l s  
c u r r e n t  r e s t r i c t i o n s  c n  t h e  a m o u n t  o f  l o a n  g u a r a n t e e s  w h i c h  :an b e  made  t o  
f o r - p r o f i t  HMOs i n  a n y  f i s c a l  y e a r .  

E x t e n d s  e l i g i b i l i t y  f o r  l o a n s  a n d  l o a n  g u a r a n t e e s  f o r  a m b u l a t o r y  h e a l t h  
c a r e  f a c i l i t i e s  t o  p r i v a t e ,  f o r - p r o f i t  9 M O s .  F o r  l o a n s  a n d  l o a n  g u a r a n t e e s  
f o r  a m b u l a t o r y  h e a l t h  c a r e  f a c i l i t i e s ,  r e q u i r e s  t h a t  t h e  HMO p r o v i d e  
certification t h a t  i t s  r e v e n u e s  e x c e e d  i t s  c o s t  o f  o p e r a t i o n .  A l s o  r e q u i r s s  
t h e  3 x 0  t o  p r o v i d e  a s s u r a n c e s  t h a t  d u r i n g  t h e  p e r i o d  o f  t h e  l o a n  o r  l o a n  
g u a r a n t e e  i t s  r e v e n u e s  w i l l  e x c e e d  i t s  c o s t s  o f  o p e r a t i o n  ( i n c l u d i n g  t h e  c o s t  
o f  r e p a y i n g  t h e  l o a n ) .  A l s o  r e q u i r e s  t h e  H M O  t o  ? r o v i d e  a s s i r a n c e s  f o r  l o a n  
a s s i s t a n c e  t h a c  i t  h a d  b e e n  u n a b l e  t o  s e c u r e  a  l o a n  f r o m  t h e  p r i v a t e  m a r k e r ,  
a n d  f o r  a l o a n  g u a r a n t e e ,  c h a t  i t  w o u l d  S e  u n a b l e  t o  s e c u r e  a l 0 a 5  w i t h o u t  
t h e  F e d e r a l  g u a r a n t e e .  

Amends p r o v r s i o n s  o f  T r t l e  X I I I  w h i c h  s p e c r i y  t h e  ~ n c e r e s t  r a c e  f o r  l o a n s  
a w a r d e d  t o  HMOs t o  a l l o w  t h e  S e c r e t a r y  t o  c h a n q e  e  r a t e  c f  r n t e r e s t  o n  
C ~ s S u r s e m e n t s  o f  l o a n s ,  a f t e r  a n  r n ~ t ~ a l  d ~ s b u r s e m e n t ,  t o  a r a t e  p r e v a l l ~ n g  
f o r  m a r k e t a b l e  o b l r g a t ~ o n s  o f  ~ h e  U n ~ t e d  S t a t e s  w z t 5  c o n p a r a S l e  m a t u r l z l e s .  

E x t e n d s  t h e  a u t h o r i t y  f o r  t h e  N a t i o n a l  H e a l t h  M a ~ n t e n a n c e  O r g a n i z a t i o n  
I n t e r n  P r o g r a m  a n d  f o r  t h e  p r o v a s i o n  o f  t e c h n r c a l  a s s ~ s t a n c e  S y  t h e  Secretary 
= o  HMOs. A u t h o r i z e s  f o r  t h e s e  p u r p o s e s  $1 million f o r  e a c h  o f  t h e  f r s c a l  
y e a r s  1 9 8 2 - 8 4 .  

C l a r i f i e s  T i t l e  X I i I 1 s  r e q u i r e m e n t  t h a t  a n  EM0 S e  a  i e g a l  e n t i t y  w?~i :h ,  a s  
i t s  p r i m a r y  p u r p o s e ,  p r o v i d e s  h e a l t h  s e r v i c e s  i n  a s p e c i f i e d  m a 3 n e r .  

R e p e a l s  t h e  r e q u i - e m e n c  t h a t  a n  3x0  h a v e  a n  o p e n  e n r o l l m e n t  p e r i o e .  A l s o  
r e p e a l s  t h e  r e q u i r e m e n t  t h a t  o n e - t h ~ r d  o f  c h e  p o i i c y - n a k ; ? g  b c d y  o f  a  p r r v a ; . -  
EM0 S e  m e m b e r s  o f  t h e  HMO a c t  t h a t  one-ti-.:rd o i  t h e  a e V r s 0 r y  S o a r 5  o f  a 



p u b l i c  H Y O  b e  m e m b e r s  o f  t h e  H M O .  I n  a d d i t i o n ,  eliminates r e q u i r e m e n t s  t h a t  
t h e  HMO h a v e  a r o l e  f o r  m e m b e r s  i n  t h e  p l a n n i n g  a n d  p o l i c y - m a k i n g  o f  t h e  
o r g a n i z a t i o n .  

D e l e t e s  f r o m  t h e  d e f i n i t i o n  o f  t h e  t e r m  b a s i c  h e a l t h  s e r v i c e s  w h i c h  a 
q u a l i f i e d  9x0  m u s t  o f f e r  (1) s h o r t - t e r m  o u t p a t i e n t  e v a l u a t i v e  a n d  c r i s i s  
i n t e r v e n t i o n  m e n t a l  h e a l t h  s e r v i c e s  a n d  ( 2 )  m e d i c a l  t r e a t m e n t  a n d  r e f e r r a l  
s e r v i c e s  f o r  t h e  a S u s e  o f  a n d  addiction t o  a l c o h o l  a n d  d r u g s .  ~ d d s  t h e  
s p e c i f i c a t i o n  t h a t  a n  e m p l o y e r  o f f e r i n g  a  f e d e r a l l y  q u a l i f i e d  HMO may r e q u i r e  
t h e  HMO t o  o f f e r  c h e s e  s e r v i c e s ,  f o r  s u c h  p a y m e n t  a s  t h e  H M O  d e t e r m i n e s  t o  b e  
n e c e s s a r y  t o  c o v e r  t h e s e  s e r v i c e s .  

D e l e t e s  t h e  l i s t  o f  s u p p l e m e n t a l  h e a l t h  s e r v i c e s  w h i c h  a q u a l i f i e d  HMO c a n  
o f f e r  a n d  s p e c i f i e s  t h a t  t h e  t e r m  " s u p p l e m e n t a l  h e a l t h  s e r v i c e s w  m e a n s  a n y  
h e a l t h  s e r v i c e  w h l c h  i s  n o t  i n c l u d e d  i n  t h e  d e f i n i t i o n  o f  b a s i c  h e a l t h  
s e r v i c e s .  

R e v i s e s  T i t l e  X I I I ' s  r e q u i r e m e n t s  f o r  c o m m u n i t y  r a t i n g  t o  a i l o w  a 
q u a l i f i e d  H M O  t o  d e t e r m i n e  i t s  r a t e s  e i t h e r  u c d e r  t h e  c o m m u n i t y  r a t i n g  s y s t e m  
o f  c u r r e n t  l a w  o r  o n  a n  a c t u a r i a l  p e r  c l a s s  b a s i s .  

Amends t h e  d u a l  c h o i c e  p r o v i s i o n s  o f  T i t l e  X I I I  t o  r e q u i r e  a n  e m p l o y e r  
w h i c h  i n c l u d e s  i n  a  h e a l t h  b e n e f i t s  p l a n  a n  H M O  t h a t  i s  o w n e d  o r  c o n t r o l l e d  
b y  a c o m m e r c i a l  i n s u r a n c e  c a r r i e r  o r  by  a  n o n p r o f i t  c a r r i e r  ( s u c h  a s  B l u e  
C r o s s / ~ l u e  S h i e l d ) ,  e i t h e r  o f  w h i c h  p r o v i d e s  c o v e r a g e  t o  a  s u b s t a n t i a l  
p e r c e n t a g e  o f  t h e  r e s i d e n t s  o f  t h e  s e r v i c e  a r e a  o f  t h e  H M O ,  t o  a l s o  i n c l u d e  
o n e  o t h e r  q u a l i f i e s  HMO w h i c h  p r o v i d e s  s e r v i c e s  i n  a n  a r e a  w h e r e  a t . l e a S t  2 5  
e m p l o y e e s  r e s i d e  a n d  i n  t h e  s a m e  m a n n e r  i e  t h r o u g h  a s t a f f / g r o u p  o r  I P A  
o r  i n d i v i d u a l  p h y s i c i a n s  u n d e r  c o n c r a c t )  a s  t h e  Owned o r  c o n t r o l l e d  HMC ( i f  
s u c h  a n  H M O  e x i s t s ) .  

, . 

Amends t h o s e  d u a l  c h o i c e  p r o v i s i o n s  o f  T i t l e  X I 1 1  w h i c h  r e q u i r e  a n  
e m p l o y e r  t o  i n c l u d e  i n  i t s  h e a l t h  b e n e f i t s  p l a n  m o r e  t h a n  o n e  f e d e r a i l y  
q u a i i f i e d  H M O .  F o r  p u r p o s e s  o f  a n  e m p l o y e r  b e i n g  r e q u i r e d  t o  o f f e r  a  s t a f f  
o r  g r o u p  HMO i n  i t s  h e a l t h  b e n e f i t s . p l a n ,  r e q u i r e s  t h i s  3x0  m o d e l  t o  p r o v i d e  
m o r e  t h a n  o n e - h a l f  o f  i t s  b a s i c  h e a l t h  s e r v i c e s  t h r o u g h  p h y s i c i a n s  o r  o t h e r  
h e a l t h  p r o f e s s i o n a l s  who a r e  m e m b e r s  o f  t h e  s t a f f  o r  g r o u p .  F o r  p u r p o s e s  o f  
a n  e m p l o y e r  b e i n g  r e q u i r e d  t o  o f f e r  a n  IPA-HMO i n  i t s  h e a l t h  b e n e f i t s  p l z n ,  
a m e n d s  T i t l e  X I 1 1  s p e c i f i c a t i o n s  t o  a l l o w  t h e  e m p l o y e r  t o  o f f e r  a n  I P A ,  o r  a 
p l a n  p r o v i d i n g  b a s i c  h e a l t h  s e r v i c e s  t h r o u g h  i n d i v i d u a l  p h y s i c i a n s  a n d  o t h e r  
h e a l t h  p r o f e s s i o n a l s  u n d e r  c o n t r a c t  w i t h  a n  H M O ,  o r  a  c o m b i n a t i o n  o f  I P A ,  
s t a f f ,  o r  p h y s i c i a n s  u n d e r  c o n c r a c t .  

R e p e a l s  t h e  r e q u i r e m e n t  t h a t  a f t e r  t h e  f i r s t  f o u r  f i s c a l  y e a r s  a f t e r  i t  
b e c o m e s  q u a l i f i e d ,  a n  3 M O  c a n  n c t  e n t e r  i n t o  c o n t r a c t s  w i t h  p h y s i c i a n s  o t h e r  
t h a n  m e m b e r s  o f  t h e  s t a f f ,  m e d i c a l  g r o u p s ,  o r  I P A s  i f  t h e  a m o u n t s  p a i d  u n d e r  
t h o s e  c o n t r a c t s  w i t h  o t h e r  p h y s i c i a n s  f o r  b a s i c  o r  s u p p l e m e n t a l  h e a l t h  
s e r v i c e s  p r o v i d e C  by  p h y s i c i a n s  e x c e e d  i 5 %  ( 3 0 %  i n  r u r a l  a r e a s )  o f  t h e  t o t a l  
e s t i m a t e d  a m o u n t  t o  b e  p a i d  i n  t h a t  f i s c a l  y e a r  t o  s u c h  p h y s i c i a n s '  s e r v i c e s .  

R e p e a l s  p r o v i s i o n s  w h i c h  g i v e  p r i o r i t y  f o r  a s s i s t a n c e  t o  HMOs w h i c h  s e r v e  
m e d i c a l l y  u n d e r s e r v e d  p o p u l a t i o n s .  T h e  m e a s u r e  a l s o  r e g e a l s  p r o v i s i o n s  w h i c h  
r e q u i r e  a s e t - a s i d e  o f  a p p r o p r i a t i o n s  f o r  H M O s  s e r v i n g  n o n m e t r o p o l i t a n  a r e a s .  

Amends t h e  c u r r e n t  l a w  r e q u i r e m e n t  t h a t  S a s i c  s e r v i c e s  b e  a v a i l a b i e  a n d  
a c c e s s i b l e  t o  a n  H M O ' s  m e m b e r s  w i t h i n  = h e  a r e a  s e r v e d  by  t h e  HMO p r o m p t l y ,  i n  
a m a n n e r  w h i c h  a s s u r e s  c o n t i n u i c y ,  a n d  when n e d i c a l l y  n e c e s s a r y ,  a v a i l a b l e  2 4  
h o u r s  a d a y .  A l l o w s  a n  HMO w h o s e  s e r v i c e  a r e a  i s  l o c a t e d  w h o l l y  i n  a 



nonmetropolitan area to make a basic health service available outside its 
service area if the service is not a primary or emergency health service and 
if there is an insufficient number of providers of the service in the area 
served by the HMO. 

Amends the requirements specifying that an XMO assume fcll financial rlsk 
on a prospective basis for the provision of basic health services to provide 
that an HMO may make arrangements with physicians or other health 
professionals, health care institutions, or any combination of these to 
assume all or part of the financial risk on a prospective basis for the 
provision of basic health services. 

Amends requirements for financial disclosure by qualified HMOs. Amends 
Title XV of the Public Health Service Act, Eealth Planning, sec. 1527, which 
prohibits a State from requiring a certificate-of-need for the institutional 
health services offered by an HMO, or combination of HMOs, which has more 
than 50,000 members. Amends this section to prohibit a State, effective July 
1 ,  1982, from requiring a certificate-of-need for the institutional health 
services of an HMOl regardless of the number of members of the 3MC. 

E.R. 3393 intrcCuced May 1 ,  1981; referred to Conmitcee on nergy and 
Commerce. Ordered to be reporced May 12, 1961. Included in che House 
Omnibus Reconciliation Act of 1981, H.R. 3982, passed by the House June 25, 
l96i. 

S. 1029 (Hatch) 

Continues Federal assistance only for those applicants which receivec. 
funding under Title XIII prior to Oc:. 1, 1981. Specifically ertends t h ~  
authorities for grants, contracts, and loan guarantees for the planning and 
initial development of HMOs which received assistance prior to Ocz. 1, 1981. 
Continues for such applicants the authority fcr loans and loan guarantees for 
the initial costs of operation and allows the interest rates for such loans 
to vary from tine to time so as to reflect changes in the rate of interest 
prevailing for marketable obligations of the United States with comparable 
maturities. Authorizes for such grants and contracts $15 million and for the 
HMO lcan fund $35 million. Deletes provisions which give 2riority for 
assistance to HMOs which serve medically underserved populatirns. Also 
deleces provisions which require a set-aside of appropriations for HMOs 
serving nonmetropolitan areas. 

Repeals the community rating and open enrollment requirements f3r Federal 
qualification. 

Adds a "contractual modeiv to the staff, group ?ractice, and +.ndependent 
practice association models already delineated in Title XIII =o be eligible 
for Federal qualification. Specifies that under the contractual -odel, the 
HMO could contracc with individual physicians to provide 3asic health 
services so long as these physicians agreed not to hold members of the HMO 
financially and personally liable for payment of services provided Sut nCk 
paia for by the HMO in the event of the HMO's eefault. 

Amends the separate corporate e n t ~ t y  requlremenc of Tltle XI;I to allow an 
HMO =o be part of another cor?orate entrty ~f that e n t ~ t y  p r o v ~ d e s  assurances 
s a t ~ s f a c t o r y  to the Secretary that the HMO wlll remaln f i n a n c ~ a l l y  v ~ a b l e  for 
the duratzon of ~ t s  c e r t ~ f  Zatlon for Federai qU&l~flCatlOn. 

Requires HMOs to assure chat members would nct be held liable for :he 



c o s t s  o f  s e r v i c e s  p r o v i d e d  b y  h o s p ~ t a l s  r e g u l a r l y  u s e d  b y  t h e  XMC. P r o v i d e s  
t h a t  t h e  H M O  c o u l d  e i t h e r  e n t e r  I n t o  " h o l d  h a r m l e s s w  c o n t r a c t s  w ~ t h  s u c h  
h o s p i t a l s ,  o r  s e c u r e  d e f a u l t  l ~ s u r a n c e  f o r  s u c h  p r o t e c c i o n ,  o r  m a l n t a ~ n  
a d e q u a t e  f ~ n a n c ~ a l  r e s e r v e s ,  o r  t a k e  o c h e r  s u c h  m e a s u r e s  a s  t h e  S e c r e t a r y  
c o n s i d e r s  a p p r o p r i a t e  f o r  s u c h  2 u r p o s e s .  S p e c i f - e s  c h a t  t h i s  r e q u l r e m e n c  
w o u l d  n o t  a p p l y  I n  S t a t e s  w h e r e  l a w  a l r e a d y  r e q u i r e s  a n  H M O  t o  t a k e  " h o l d  
h a r m l e s s "  m e a s u r e s  t o  p r o t e c t  i t s  m e m b e r s .  

R e q u i r e s  t h a t  H M O s  p e r i o d i c a l l y  d e m o n s t r a t e  t o  t h e  D e p a r t m e n t  of  H e a l t h  
a n d  Human S e r v i c e s ,  b u t  n o  m o r e  f r e q u e n t l y  t h a n  e v e r y  2  y e a r s ,  t h a t  t h e y  a r e  
i n  c o m p l i a n c e  w i t h  r e q u i r e m e n t s  s p e c i f i e d  f o r  q u a l i f i c a t i o n .  A l l o w s  t h e  
S e c r e t a r y  t o  d e l e g a t e  t o  t h e  S t a t e s  t h e  r e s p o n s i b i l i t y  f o r  t h i s  a c c r e d i t a t i o n  
b u t  o n l y  t o  t h e  e x t e n t  h e  f l n d s  t h a t  a  S t a t e  i s  a b l e  a n d  w i l l i n g  t o  d o  s o .  

E x t e n d s  t h e  a u t h o r i t y  f o r  t h e  N a t i o n a l  H e a l c h  M a i n t e n a n c e  O r g a n i z a t i o n  
I n t e r n  p r o g r a m  a n d  f o r  t e c h n i c a l  a s s i s t a n c e  t o  H M O s .  A u t h c r i z e s  f o r  t h e s e  
p u r p o s e s  $1 n i l l i o n  f o r  e a c h  o f  t h e  f ~ s c a l  y e a r s  1 9 8 2  t h r o u g h  1 9 8 4 .  

S .  1 0 2 9  i n t r o d u c e d  A p r .  2 9 ,  1 9 8 1 ;  r e f e r r e d  t o  C o r n m i c t e e  on L a b o r  a n c  Human 
R e s o u r c e s .  R e p o r t e d  w i t h  a m e n d m e n t s  f a v o r a b l y  Kay 1 5 ,  1 9 8 1 .  A u t h o r i z a t i o n s  
f c r  S .  1 0 2 9  w e r e  i n c l u d e d  i n  t h e  c o m m i t t e e ' s  R e c o n c i l i a t i o n  p a c k a g e  f o r  t h e  
S e n a t e  B u d g e t  C o m m i t t e e  a n d  i n  t h e  S e n a t e  O m n i b u s  R e c o n c i l i a t i o n  A c t  o f  1 9 8 1 ,  
S .  1 3 7 7 ,  p a s s e d  b y  t h e  S e n a t e  J u n e  2 5 ,  1 9 8 1 .  

H E A R I N G S  

U.S.  C o n g r e s s .  H o u s e .  C o m m i t t e e  o n  E n e r g y  a n d  C o m m e r c e .  
S u b c o m i n i t z e e  o n  S e a l t h  a n d  E n v i r o n m e n t .  3 e a l t h  m a i n t e n a n c e  
o r g a n i z a t i o n s .  H e a r i n g s ,  9 7 t h  C o n g r e s s ,  i s t  s e s s i o n .  
Mar. l E  a n d  1 9 ,  1 9 8 1 .  W a s h i n g t o n .  N o t  y e t  p r i n t e d .  

U . S .  C o n g r e s s .  S e n a t e .  C o m m i t t e e  o c  L a S o r  a n d  Human 2 e s o u r c e s .  
H e a l t h  m a i n t e n a n c e  o r g a n i z a t i o n s .  H e a r i n g s ,  9 7 t h  C o n g r e s s ,  
1 s t  s e s s i o n .  A p r .  2 2 ,  1 9 8 1 .  W a s h i n g t o n .  N o t  y e t  p r i n t e d .  

C H R O N O L O G Y  OF EVENTS 

0 8 / 1 3 / 8 1  -- H . R .  3 9 8 2  was s i g n e d  i n t o  law a s  P.L. 9 7 - 3 5 .  

0 7 / 1 1 / 6 1  -- S e n a t e  p a s s e d  c c n f e r e n c e  r e p o r t  o n  5 . 2 .  3 9 8 2 ,  t h e  O m n i b u s  
B u d g e t  X e c o n c l l i a t i o n  A c t  o f  1 9 8 1 .  

0 7 / 3 0 / 8 1  -- H o u s e  p a s s e d  c o n f e r e n c e  r e p o r =  o n  H . 3 .  3 9 8 2 ,  t h e  O m n i b u s  
3 u d g e t  B e c o n c i l i a t i o n  A c t  o f  1 9 8 1 .  

0 6 / 2 6 / 8 1  -- H o u s e  p a s s e d '  O m n i b u s  R e c o n c i l i a t i o n  Ac: o f  1 9 8 1 ,  H . R .  
3 9 8 2 ,  a s  p a s s e d ,  c o n t a i n i n g  p r o v i s i o n s  o f  H . R .  3 3 9 8 .  

0 5 / 2 5 / 8 1  -- S e n a t e  p a s s e e  O m n i b u s  Z e c o n c i l i a t i o n  A c t  o f  1 9 8 1 ,  S .  
1 3 7 7 ,  c o r ' t a i n i n g  a u t h o r i z a t i o n s  f o r  S .  1 0 2 9 .  

0 6 / 1 0 / 8 l  -- S e n a t e  L a b o r  a n d  Human R e s o u r c e s  C o r n m i c t e e  r e p o r t e d  
R e c c n c i l i a t i o n  p a c k a g e  c o n t a i n i n g  a u t h 3 r i Z a t i O n s  f o r  
S .  1 0 2 9 .  

0 5 / 1 2 / 9 1  --  H o u s e  C o m r n i t z e e  03 E n e r g y  a n d  Commerce  a a r k e d  o s  E . R .  



3 3 9 8  a n d  o r d e r e d  :he S i l l  f a v o r a 5 l y  r e p o r r e 5  w i t h  
a m e n d m e n t s  ( 5 . R e p t .  9 7 - 8 8 )  . 

0 5 / 0 6 / 8 1  -- S e n a t e  Committee on L a b o r  a n d  Human R e s c u r c e s  m a r k e d  
u p  S .  1 0 2 9  a n d  o r d e r e d  t h e  b i l l  f a v o r a b l y  r e p o r t e d  
w ~ t h  a m e n d m e n t s  ( S . R e p t .  9 7 - 1 2 7 ) .  

0 4 / 2 9 / 8 1  -- H o u s e  E n e r g y  a n d  Commerce  S u b c o m m i t t e e  o n  H e a l t h  a n d  
E n v i r o n m e n t  m a r k e d  u p  H . R .  2 4 8 0  a n d  o r d e r e d  a  c l e a n  
b i l l  f a v o r a b l y  r e p o r t e d  w i t h  a m e n d m e n t s .  

0 4 / 2 7 / 8 1  -- S .  1 0 2 9  i n t r o d u c e d  by  S e n a t o r  H a t c h  a n d  r e f e r r e d  t o  
C o m m i t t e e  o n  L a b o r  a n d  Human R e s o u r c e s .  

0 3 / 1 7 / 8 1  -- B . R .  2 5 5 0  i n t r o d u c e d  by R e p r e s e n t a t i v e s  M a d i g a n  a n d  
B r o y h i l l  a n d  r e f e r r e d  t o  t h e  C o m m i t t e e  o n  E n e r g y  a n d  
C o m m e r c e .  

0 3 / 1 1 / 9 1  -- H . R .  2 4 8 0  i n : r o d u c e d  S y  Z e p r e s e n t a i i v e s  Waxman a n d  
Grarnrn a n 8  r e f e r r e d  2 0  t h e  C o m m i t t e e  o n  Z n e r g y  a n d  
C o m m e r c e .  

0 3 / 1 0 / 8 1  -- T h e  R e a g a n  A d m i n i s t r a t i o n  p r o v i d e d  d e t a i l s  a S o u t  i t s  
9 Y 8 1  a n d  PY82 B u d g e t  P r o p o s a l s  f o r  H M O s  a n d  i n d i c a t e d  
i t s  i n t e n t i o n  t o  i n t r o d u c e  l e g i s l a t i o n  a m e n d i n g  t h e  
t i t l e  XI11 a u t h o r i t y .  

i u f t ,  H a r o l d  S .  A s s e s s i n g  t h e  e v i d e n c e  o n  H Y 3  p e r f o r m a n c e .  
M i l b a n k  M e m o r i a i  F u n d  q u a r t e r l y .  S p e c i a l  i s s u e :  SMC 
p r o m i s e  a n d  p e r f o r m a n c e ,  v .  5 8 ,  n o .  4 ,  F a l l  1 9 8 0 :  5 3 1 - 5 3 6 .  

----- How d o  h e a l t h  maintenance o r g a n i z a t i o n s  a c h i e v e  c h e i r  
" s a v i n g s v ?  Z h e t o r i c  a n d  e v i d e n c e .  New E n g l a n d  j o u r n a l  o f  
medicine, v .  2 9 8 ,  1 9 7 8 :  1 3 3 6 - 1 3 4 3 .  

----- T r e n d s  i n  m e d i c a l  c a r e  c o s t s :  d o  HMGs l o w e r  t h e  r a t e  o f  
g r o w t h ?  M e d i c a l  c a r e ,  v .  1 8 ,  1 9 8 0 :  1 - 1 6 .  

U.S.  G e n e r a l  A c c o u n t ~ n g  G f f ~ c e .  Can h e a l t h  m a l n t e n a n c e  
o r g a n i z a t i o n s  S e  s u c c e s s f u l ?  -- a n  a n a l y s i s  o f  1 4  f e d e r a l l y  
q u a l ~ f i e d  "YMGs"~; r e p o r t  c o  C o n g r e s s  b y  t h e  C o m p t r o l l e r  
G e n e r a l  o f  t h e  U n i t e d  S t a t e s .  W a s h ~ n g t o n ,  U . S .  G o v t .  P r i n t .  
O f f . ,  J u n e  3 0 ,  1 9 7 8 .  ( ? u b l ~ c a t ~ o n  No. HRD-78-125)  

U . S .  D e p a r t m e n t  o f  H e a l t 3  a n d  Human S e r v i c e s .  J u s t i f i c a t ~ o n  o f  
a p p r o p r i a t i o n  e s t i m a t e s  f o r  C o m m i t t e e  o n  A p p r o p r ~ a t i o n s ,  
f i s c a l  y e a r  1 9 8 2 .  v .  4 ,  a m e n d e a  M a r c h  1 9 8 1 .  

2 . .  D e p a r t m e n t  o f  B e a l t h  a n d  Zuman S e r v i c e s .  O f f i c e  o f  H e a l t h  
M a i n t e n a n c e  G r g a n ~ z a t i o n s .  5 t h  a n n u a i  r e p o r :  t o  t h e  C o n g r e s s ,  
f i s c a l  y e a r  1 9 7 9 .  W a s 3 i n g t o n ,  U . S .  G o v t .  P r i n t .  Cfi., i 9 8 1 .  
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