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I. INTRODUCTION

In 1978, the Maine Legislature passed and the Governor
signed the Maine Certificate of Need Act (PL1977, <.687).

This action was necessary to comply with Federal mandates
established in the National Health Planning and Resources
Development Act of 1974 (PL93-641). That law requires review
by a state agency of hospital expenditures for capital develop-
ment, purchase of equipment and development and provision of
new services. In addition to meeting the Federal requirement,
the Maine Legislature intended this law to provide for quality
health care at the lowest possible cost, to avoid duplication
of health facilities and health services and to assure the

most effective and appropriate use of State funds.

The review process established in the Certificate of Need
law (CON) requires participation by wvarious groups recognized
(or required) by the Federal government: the State Health
Planning and Development Agency (SHPDA) a bureau within the
Department;of Human Services, the Health Systems Agency (HSA)
and the State Health Coordinating Council (SHCC). All three
have statutorily established state or federal components and
tasks; the SHCC and the HSA groups include citizen participation,
with representation from both consumer and provider sectors.
The SHPDA has both planning and review functions: the SHCC is
primarily a planning group; and the HSA also does both planning
and review.

The 1978 law established the process, the criteria for
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tients according to primary diagnosis, secondary di-
agnosis, age, and factors employed in the process of
care, such as surgical procedures.*® In the New Jersey
experiment, which involves over 20 hospitals, a dollar
value has been set for each of the DRGs, and the hos-
pital is paid the predetermined flat rate for each type
of admission, regardless of the actual services pro-
vided or the costs incurred.’** Except to the extent
that a hospital’s own costs are included, the average
rate of reimbursement for a given DRG is based on
the average costs of all hospitals in the system.??* The
revenue limits imposed by the DRG payment con-
strain the hospital’s expenditures.

Despite the many attractive features of the DRG
system, important criticisms can be leveled against
it.**% Several examples illustrate this point. First of
all, a single DRG includes patients whose illnesses
may vary greatly in severity and who may require care
of widely differing intensity. Thus, all patients with
myocardial infarction are classified under one heading

‘and are covered at the same rate. This can lead

to great inequities: the sickest patients may be
“dumped” on urban and university hospitals, for ex-
ample. Secondly, the system encourages an activist

“approach to surgical operations and other procedures

because they alter the DRG classification and lead to
higher payments. Thirdly, it gives the hospital an in-
centive to maximize revenues by manipulating the se-
quence of diagnoses or otherwise classifying the ill-
ness in a way that is financially most advantageous.?’
Fourthly, it imposes heavy costs of data collection and
processing that yield no medical benefits. Such issues
must be faced before the value of the case-mix ap-
proach to cost control can be adequately evaluated.

An Overall Limit on Hospital Expendltures

Rochester, New York, is implementing a strategy in
which each hospital agrees to accept an overall reve-
nue limit within which it must live.’®* The revenue
base for the area was arrived at by summing the ex-
penditures of each hospital for the base year 1978, An
adjustment was then made to account for expected in-
flation, and a further 2 per cent was added to cover in-
creases in the volume of patients and the costs of new
and improved technology. This aggregate pool of
money (minus a reserve) was then divided among the
various hospitals: each hospital received its 1978 base
revenue plus adjustments for inflation, for its particu-
lar workload, and for approved new projects. The in-
dividual hospital must operate within its revenue limit
and is thereby stimulated to find ways to produce
services as efficiently as possible. A hospital that
spends less than its allotted revenues can keep the sav-
ings. During the first year of operation, expenditures
by the Rochester hospital group rose by 9 per cent —
a few tenths of a per cent less than that for New York
State hospitals as a whole, and far below the national
average for hospitals.*® The long-term effectiveness of
this effort remains to be determined.

The voluntary effort in Rochester is similar to the
strategy embodied in the cost-containment bill sub-

CONTROLLING HOSPITAL COSTS -~ SCHWARTZ 1253

mitted to Congress by the Carter administration.'
The Carter bill took the approach of setting a binding
budget limit based on the hospital’s current expendi-
tures. If real expenditures were anticipated to increase
by 5 per cent in the coming year without cost con-
straints, for example, the government might set a
2 per cent limit on the real increase in hospital
revenues. N

Constraints on revenues can be used not only to
deal with inefficiencies in the production of services
but also to reducé the availability and quality of care.
If policy makers so desire, they can set rates of reim-
bursement or overall budget limits at a level that
forces hospitals to eliminate care that yields small
benefits relative to costs. However, patients who be-
lieve that they have been cheated out of promised serv-
ices may attempt to remedy the situation by applying
political pressures. Teaching hospitals can also be ex-
pected to complain, arguing that their special charac-
teristics are not being adequately taken into account.
Disadvantaged hospitals will also protest; those in the
southern or rural parts of the country, where expend-
itures are low, will argue that the system locks them
into an inferior position. All this can be anticipated to
induce a rash of administrative appeals and court ac-
tions contesting the fairness of the regulatory actions.
The prospects are dismal: delay, political turmoil,
high administrative and legal costs, and dissatisfac-
tion among a generation of patients accustomed to re-
ceiving whatever care may have value. Policy makers
must clearly reckon with these issues if they contem-
plate expenditure restrictions that are severe enough
to reduce benefits.

The Eftect of Rate Setting on Hospital Costs

Studies using statistical methods to control for rele-
vant variables (e.g., demographic differences) all show
unequivocally that states that have introduced pro-
grams of mandatory prospective reimbursement have
a slower rate of increase in hospital costs than that of
states that do not. Such limits on reimbursement have
reduced the rate of growth in expenditures by ap-
proximately 3 to 5 percentage points, relative to no
regulation at all.?2:%! The effect of prospective reim-
bursement has been seen only in programs that have
been in place for at least three years.?

To summarize, the available evidence suggests that
prospective reimbursement can be used effectively to
slow the rise in hospital costs. A word of caution is in
order, however. Prospective reimbursement has been
used in only a handful of states, and it cannot be con-
fidently concluded that the program would be equally
effective in the rest of the country. The political and
legal environment in some states might not be as re-
ceptive to the imposition of severe constraints. Fur-
thermore, states in which mandatory rate setting has
been imposed are generally those in which costs per
admission have been highest*? and in which there has
presumably been a greater intensity of care. This set
of circumstances may have facilitated the effective im-
plementation of a belt-tightening effort. Despite these
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caveats, it seems fair to say that prospective reim-
bursement is the only regulatory mechanism that has
shown real promise to date.

Experience with the Medical and Social Costs of
Rate Setting

The actual consequences of a severe constraint on
expenditures are illustrated most dramatically by the
experience in New York State, where rate setting has

" been imposed most rigorously and effectively. Nine of

10 voluntary hospitals in the state operated in the red
for at least two of the five years from 1974 to 1978.+3
Moreover, during this period, 90 voluntary hospitals
suffered operating losses that amounted to more than
8500 million in the aggregate. As a result, from 1974
to 1978, $0.5 billion of the $2 billion equity of com-
munity hospitals was used to underwrite operating
losses.*?

State Medicaid payments to New York City hospi-
tals are said by the Greater New York Hospital Asso-
ciation to be more than $265 million in arrears, sharp-
ly cutting the flow of cash to many institutions* and
compounding operational problems. In New York
City, which has been hit the hardest, 25 hospitals with
a total of 4000 beds have been forced to close because
of the financial difficulties encountered in caring for
Medicaid patients, working poor who could not afford
insurance, and illegal aliens.** There are widespread
complaints that equipment is scarce and poorly main-
tained, that basic supplies are often unavailable, and
that there are critical shortages of nurses and other
personnel.*’ Morale and the quality of care are said to
be low, and tempers short. Teaching hospitals have
apparently fared better than others, either because
they are liquidating their endowments to meet their
deficits or because they have few indigent patients.*
The consumption of endowments cannot continue in-
definitely, however, and a day of reckoning with
further cutbacks in the quality or quantity of services
must eventually occur.

Hospitals in New York State have also been sub-
jected to numerous changes in their rates during the
course of a single year. For example, over a three-year
period, Medicare and Medicaid rates for inpatient
care changed more than seven times per year, adding
to the difficulties in hospital planning and opera-
tions,*¢

All these problems have led to a large number of ap-
peals and lawsuits, which have led in turn to further
rate changes.** Hospital appeals have alleged that the
rate-setting authorities made arithmetical errors in
their calculations. Even more often, hospitals have
argued that apparently inadequate levels of use can be
explained by extenuating circumstances. Suits have
also been brought on the grounds that rate-setting
bodies did not comply with due process or exceeded
their legislative authority. Hospitals have further com-
plained that the trend (inflationary) factor used by the
payer was not appropriate.* As the state review proc-
ess has become more stringent, lengthy and costly ap-
peals and court cases have become ever more numer-
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ous. Thus, as of January 1, 1978, there was a backlog
of 2400 appeals before the rate-setting bureau.?®

In addition, important political problems have
emerged. Opposition by the black and Hispanic com-
munities has been intense when attempts to close
inner-city hospitals have been made as cost-cutting
measures.***7#* Money has been saved, to be sure, but
only at considerable political and social cost.

The situation in New York City has been com-
pounded by the large number of indigent and chron-
ically” ill patients with whom hospitals are con-
fronted. However, even a community not facing such
difficulties can be expected to arrive at the same
straits, provided that the reimbursement strictures are

Pl

made severe enough. The ultimate determinant of the -

stress on the delivery system is the overall revenue
made available to hospitals for care. If the financial
squeeze is sufficiently tight, problems analogous to
those in New York can be anticipated. A painless reg-
ulatory strategy that effectively controls cost is thus
almost certainly out of reach. ’

I am indebted to Dr, Paul L. Joskow of the Massachusetts Insti-
tute of Technology, Dr. Frank A. Sloan of Vanderbilt University,
Drs. Robert H. Brook, Mark Chassin, Robert L. Kane, and Joseph
P. Newhouse of The Rand Corporation, and Dr. James D. Bentley
of the Association of American Medical Colleges for their helpful
comments on this paper.
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DRUG THERAPY
Jan KocH-WEseR, M.D., Editor

Drugs to Decrease Alcohol Consumption

Epwarp M. SeLLeErs, M.D., Pu.D.,
Craubio A. Naranjo, M.D.,
anND Joun E. PeacHeEy, M.D., M.Sc.

MANY drugs have been used with the expecta-
tion of reducing alcohol consumption. A few
seem to be associated with a reduction in alcohol use
for up to three to six months in some patients, but
none is associated with a reduction in alcohol con-

From the Clinical Pharmacology Program, Addiction Research Founda-
tion, Clinical Institute, and the departments of Pharmacology, Medicine,
and Psychiatry, University of Toronto. Address reprint requests to Dr. Sei-
lers at the Clinical Pharmacology Program, Addiction Research Founda-
tion, Clinical Institute, 33 Russeit St., Toronto, ON M5S 2St, Canada.

sumption for longer periods.!? In spite of uncertainty
about efficacy, over 90 per cent of physicians in pri-
vate practice prescribe drugs for the treatment of al-
coholism.? The effectiveness of drug therapies for al-
cohol-related problems is seriously compromised by
the difficulty of characterizing patients according to
the cause of their alcohol problems, by the large
number of nonpharmacologic modulators of alcohol
consumption, by the lack of general agreement on the
definition of a successful treatment outcome, and
finally by the lack of specific and potent drugs direct-
ed at the primary neurochemical antecedent of per-
sistent excessive drinking. Even if a drug has been
proved effective during controlled testing, failure of
drug treatment to be effective in practice can often be
attributed to poor compliance, use in an inappropri-
ate alcoholic population, the lack of a predefined and
systematized treatment strategy, or a failure to opti-
mize the conditions under which the drugs are ad-
ministered.

In defining a successful treatment, one or more of
the following variables are used: the amount of alco-
hol consumed, retention of the patient in treatment,
improvement of social and family relations, and finan-
cial or employment status. Some therapists and pa-
tients believe that abstinence is the only acceptable
criterion for therapeutic success.** However, this goal
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", (oD EVENING LADIES AID GENTLEMEM, THANK YOU FOR INVITING VE

TO PARTICIPATE IM THESE pnccr:f:mms. | ,
THESE ARE DIFFICULT TIFES .., TINES VHICH DEIAND VE COHFRONT

A RUVDER OF ISSUES THAT HAVE REMAINED UMRESOLVED FOR FAR TOO LONG,
I APPRECIATE THIS OPPORTUMITY JO DISCUSS MY VIEWS. RECARDING SEVERAL
OF THESE.ISSUES WITH YOU, "I KI0v THEY WILL NOT BE SUCCESSFULLY
RESOLVED UMLESS THE PECPLE OF THE STATE - AMD THE PLBLIC A'D PRIVATE
INSTITUTIONS VHICH HAVE BEE!! CREATED TO SERVE THEM = ARE WILLING
AD ABLE TO FCRGE A PRODUCTIVE RELATIONSHIP AMD WORK TOGETHER
TONARD THAT END, [T IS My HOPE THAT THE COMMENTS | WILL SHARE WITH
YOU THIS EVENING WILL HELP TO DEVELOP THE MUTUAL UIDCRSTANDING D
RESPECT UPGH WHICH SUCH A RELATIONSHIP MUST BE DASED,
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. ,
" LET ME BEGIN BY STATING THAT | FULLY RECOGHMIZE AID APPRECIATE

THE MAIY STRENGTHS OF OUR EXISTING IEALTH CARE SYSTEM, VlE ARE SERVED |
BY MAHY FILE INSTITUTICHS STAFFED BY WELL QUALIFIED AYD COMAITTED
PROFESSIONALS THOH WE HAVE EQUIPPED WITH INCREASINGLY SOPHISTICATED
TOOLS WITH WHICH TO DIAGUOSE AMD TREAT OUR AFFLICTIONS, ['EDICAL
SERVICES HAVE BEEN EXTEIDED TO MANY OF THE MORE REHOTE A'D
IMPOVERISHED AREAS OF THE STATE, PRIVATE HEALTH INSURNICE AMD
PREPAYVENT PROGRAMS, ALONG WITH MEDICARE AND 'EDICAID, HAVE REMOVED
THE FINANCIAL BARRIERS VHICH ONCE PREVENTED MALY FROM RECEIVING THE
CARE THEY NEEDED, |



PAGE 3

'VHILE WE CAN TAYE JUSTIFIACLE PRIDE 1M MHAT WE HAVE ACCCHPLISHED
WE 1UST ALSO RECOGHIZE THAT THE PRICE OF OUR PROGRESS HAS BEEN STAGGERING,
THE COST OF PROVIDING HEALTI! CARE STRVICES TO I'AINE PEOPLE 1HCREASED
FROM LESS THAH $300 MILLION TO MORE THAM $1 RILLICH DURING THE PAST
DECADE AD, UNLESS THE PRESENT RATE OF INCREASE 1S DIMINISHED, CAN
DE EYPECTED TO EXCEED 42 BILLION WITHIN FIVE YEARS, |

SUCH IMCREASES 11! SPEMDING HAVE BROUGHT US TO THE POINT AT WHICH
WE MUST CONFROHT THE MOST FUIDAMENTAL LAW OF ECONQIMICS - NAMELY, THAT
WHILE THE WAYS IN WHICH VE MIGHT ENHANCE THE STRENGTHS OF OUR HEALTH

CARE SYSTEN AND SHORE UP ITS WEAKIESSES ARE ALMOST WITHOUT LIMIT,
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" THE RESOURCES AVAILADLE TO US TO CONTINUE CUR PROGRESS ARE MOST
DEFINITELY LIMITED, .

A, GIVEN THE DRIVE TO REDUCE rtDcPAL SPEIDING TO DI11N1°H
THE MASSIVE DEFICITS VHICH /RE NOW PROJECTED, THERE IS EVERY REASON
70 BELIEVE THAT THE DISPARITY BETWEENM OUR LEGITIMATE NEEDS AD
DPECTATIONS AND OUR RESOURCES WILL GROW IUCH LARGER = SO MUCH SO
THAT IT MAY SOOM BE NECESSARY TO REDEFINE THE CHALLENGE BEFORE'US AS
THE PRESERVATION OF THAT JHICH WE HAVE ALREADY ACHIEVED RATHER THAN -
THE COMTINUATION OF OUR PROGRESS' TOHARD A FAIRER, FORE COMPASSICHATE
AND MORE ESFECTIVE HEALTH CARE SYSTEM,



Pace 5

. (NDER SUCH CIRCUSTANICES 1T SEENS TO I'E TIAT WE MUST COTAIT
OURSELVES TO A DISCIPLINE WHICH HAS TOO' OFTEH EEEN LACKING IN OUR
EFFORTS, |Y COLLEAGUES AMD [ 1UST, FOR EYAMPLE, ASSUPE THAT EACH
DOLLAR ENTRUSTED TO US FOR THE SUPPORT OF THE PROGRAIS WE ADYINISTER
15 USTD TO ITS MAXINUM ADVANTAGE, :

I CAN TELL YOU THAT THE VAST KAJORITY CF MY TIIE AND THAT OF 1Y
STAFF 1S SPENT TRYI'G TO FIID WAYS TO CO MORE WITH LESS, VHILE VE
CERTAINLY HAVE 1O REASON TO BE COMPLACENT, CUR EFFORTS HAVE YIELDED
A NUFBER COF NOTEWORTHY SUCCESSES, '

THREE YEARS AGO, AT THC TIME VIE ASSUMED OFFICE, PRECICUS LITTLE
ATTENTIOM WAS GIVEH TO THE FACT THAT THE {AINE ['EDICAIL PROGRAM VIAS
FRECUERTLY PAYING FOR SERVICES FOR WICH OTHER PARTIES VERE LEGALLY
RESPOMSIBLE,  THIS YEAR CLR THIRD PArTY L1/81LITY PROGRAM WILL SAVE.
HORE THA $20 MILLIOM, APPRGXIMATELY A THIPD OF WHICI! VICULD HAVE BEEN
DRAMM FROM THE CE EeraL Furo, '
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. SIMILARLY, WE BELIEVE THE SUCCESSFUL 1t PLEEITATICH OF THE
FEDICAID I70AGEHENT THFORATION SYSTON 1AS RESULTED 1t COSIDERABLE
savitGs,  CUR ABILITY TO IDENTIFY DUPLICATE BILLINGS AUD STOP PAYHENT
CF CLAIMS VHICH ARE INCCHSISTENT “IT! OUR POLICIES HAS BEEH GREATLY
ENHANCED - AS HAS BEEM CUR EFFORT TO CHECK FRAUDULENT /D WASTEFUL
PRACTICES, [tD, ALTHOUGH [ A HOT SO HAIVE AS TO BELIEVE THAT ALL
IS I8 PERFECT ORDER, | AM CONFIDENT THAT WE ARE PAYING CLAIMS FASTER
AD MORE ACCURATELY THAN EVER BEFORE WHICH SHOULD-DIMINISH YOUR HELD
FOR SHORT TER4 BORROWING AMD, CONSEQUENTLY, YOUR EXPEMSES AMD OWR
SHARE OF THEM,
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PERHAPS THE BEST EVIDENCE OF THE SUCCESS OF OUR CFFORTS CAN BE
CFOUND IN THE FOLLCWING COPARISOH, MFTER INCREASING BY MORE THAM 25

PER CENT DURING THE LAST T+0 YEARS OF COVERNCR LCNGLEY'S [DMINISTRATION,

e

AND APPROXIMATELY 30 PER CENT DURING THE FIRST TWO YERS OF/(OVERNCR

—————.

BRENHA'S [DMINISTRATION, THE APPROPRIATIONS FROIH THE CEMERAL TUID FOR
THE SUPPORT OF ALL THE PROGRAMS ACMINISTERED BY THE MEPARTMENT OF
Hureast SERVICES WILL INCREASE BY BUT 13% DURING THE CURRENT BIEMNIUM,
[N SHORT, WE HAVE BEEN ABLE TO REDUCE THE RATE OF IMNCPEASE IN STATE
SPENDING FOR THE PROGRAMS WE ADMINISTER BY MORE THAN HALF VHILE AT

THE SA'E TIME EYPAIDING AID STRENGTHENING MANY OF THEN,
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THE SAME REALITIES VHICH MAXE 1T INCUMBENT UPON US TO USE EACH
DOLLAR ENTRUSTED To STATE GOVER!MENT TO 175 MAXIMLH ADVAHTAGE CONERCHT
THOSE OF YOU VO MALIAGE MEALTH SERVICES, OF CCURSE, FACED WITH THE UHDPY
PROSPECT OF At INCRCASED DEMAMD FOR SERVICES AND DIMINISHED RESOURCES -
WHICH ARE THE IMEVIT/ADLE RESULTS OF THE PEAGAN NDIAINISTRATICH'S CURTATUAENT
OF FUIDING FOR NUTRITION AlD PREVENTIVE HEALTH PROGRAMS, I'ERICAID AMD
I'EDICARE - WE ARE. COUPELLED TO SPEND EACH DOLLAR WISELY,

IT IS IN THIS REGARD THAT THE FIMDINGS AND RECCHMELDATIONS OF THE
HEALTH FAILITIES CosT PEVIEW DOARD = WHICH | UNDERSTAND YOU HAVE DISCUSSCD
AT LENGTH TODAY - ASSUME GREAT SIGNIFICAMCE, [N MY JUDGEMENT THE KEY
FINDING OF THE BOARD WAS NOT THAT THE PRESENT METHOD OF FIMANEING
HOSPITAL CARE IN I'AINE FAILS TO ENCOURAGE THAT DISCIPLINE, VE HAVE ALL
BEEN PAINFULLY AVARE OF THAT FACT FOR QUITE SQUE TIME,
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INSTEAD, THE KEY FINDING OF THE DOARD WAS THAT THE VOLUNTARY
EFFORT TO RESTRAIN THE RATE OF INCREASE IM HOSPITAL SPEIDING HAS NOT
PRODUCED THE PESULTS WE ALL HAD REASON TO HOPE WCULD BE ACHIEVED ND,
GIVEN ITS INSUFFICIENCY, THE METHOD BY VMICH WE PAY FOR HOSPITAL CARE
MUST BE ALTERED TO ASSURE THAT THE NECESSARY DISCIPLINE 1S EXERCISED,

] AM SURE THAT MOST OF YOU HAVE ALREADY HEARD THAT TOVERMOR DREMNAM
HAS IMFORMED THE LEGISLATURE THAT HE VIILL SURIAIT A RESPCHSE TO THE
RoARD'S FINDINGS AMD RECCHMEMDATIONS FOR ITS COMSIDERATIOM, NLTHOUGH
THE EXACT NATURE OF THAT RESPONSE HAS MOT YET DEEM DETERMIH@,.  FuLLY
EXPECT THAT IT WILL REFLECT I~V.\NY‘ OF TE KEY ELEMENTS OF THE APPROACH

PROPOSED BY THE ROARD,
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I EXPECT, FOR EXN"PLE‘, THAT 1T WILL INCLUCE PROVISICH FOR THE
BoARD, OR A PUBLICLY APPOINTED BODY VERY MUCH LIKE IT, TO ESTAELISH
| A ANTIUAL ST/\TE‘#HDE PAXTIMGA REVENUE /\.UTHORIZATIOH. THIS BODY %WOULD
DIRECTLY AEMINISTER CR OVERSEE THE ESTABLISH-ENT OF A PROSPLCTIVE
PAYIEI'T SYSTEM FOR HOSPITAL SERVICES, [ ALSO EXPECT ‘TW\.T PARTICIPATICH
IN THAT SYSTEM WOULD .RE MADATORY FCR HOSPITALS AMD PAYERS ALIKE,
AD THAT EVERY EFFORT WILL BE MADE TO PRESERVE THE ABILITY OF HOSPITAL
~ TRUSTEES AND MANAGERS TO USE THE AMOUNTS APPCRTICHED ;YO THEIR
RESPECTIVE INSTITUTIONS IN WHATCVER IMANNER THEY DEEM TO BE IN .THE
BEST IMTEREST OF THOSL THEY SERVE,
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THERE ARE ASPECTS OF THE Loard's RECOMAEIDATIONS VHICH DO GIVE
ME REASON FCR PAUSE, FOR BXAMPLE, | REMAIL! TO BE CONVINCED OF THE
NEED FOR THE CONTIMUED ItNOLVEMENT OF THE VoLunTArY DUDGET REVIEW
OrG/HIZATION, I‘T‘SEEMS TO ME THAT THERE ARE SERIOUS QUESTICHNS REGAPDING

THE DELECATION OF SIGMIFICANT PUZLIC AUTHORITY TO A .PRIVATE CORPCRATICI,
QUESTIONS WHICH HAVE NOT BEEH FULLY EXPLORED OR RESOLVED,

| UNDERSTAID THAT YOU ALSO ARE CONCERNED BY THE FACT THAT A NURER
OF KEY QUESTIONS, SUCH AS THE MANNER IN WHICH YOUR FINANCIAL REQUIPEMENTS
WILL BE DEFINED, HAVE NOT BEEM RESOLVED AND WOULD, THEREFQRE, BE
ADDRESSED M THE DEVELOPHENT OF REGULATIONS RATHER THAH CODIFIED IN
LAV, | -

FRAHKLY, | SHARE THOSE COMCERNS, THERE IS AS GREAT A RISK THAT

THEY WOULD RE RESOLVED I A MANNER WHICH IS NOT TO MY LIKING AND THE
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BENEFIT OF THE ['EDICAID PROGRAM AS THERE 1S THAT THEY VOULD BE
RESOLVED 11! WIAYS THAT YOU MIGHT CONSIDER TO BE DETRIMENTAL TO YOUR
INTERESTS, THAT UNCERTAINTY 1S UNCCHFORTABLE,

HOWEVER, AFTER REFLECTING UPOH THE DOARD'S REPORT | HAVE COMHE
TO BELICVE THAT IT IS MECESSARY, WE SIMPLY DO MNOT MAVE THE TIME FOR
A PROTRACTCD DEBATE IN VIEW OF THE URGENCY OF THESE 1SSUES,

AcTioN 1S HECESSERY DURING THIS Sess1oM, VE NCED TO CREATE THE
FRAVEVIORK WITHIN WHICH THE UNAMSHERED QUESTIONS CAM BE THOUGHTFULLY
AND FAIRLY PESOLVED, MlE MEED TO SET IN MOTION THE IMPLEMEMTATICN OF
A PROSPECTIVE PAYMENT SYSTEM CPERATING WITHIN A DEFINED SET OF LIMITS
VHICH WIE CONSIDER REASOMABLE GIVEN INFLATION, CUR CHANGING POPULATION

AND OUR MUTUAL DESIRE TO CONTINUE TO IMPROVE HOSPITAL C/\RE',
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. UMLESS SUCH ACTION 1S TAKEN | BELIEVE IT WILL BE MECESSARY FOR
Us TO ACT UMILATEMLLY. \IE HAVE ALREADY LOST MORE THAH $6 MILLION OF
FEDERAL SUPPORT FOR THE ['EDICAID PROGRAM, PRESIDENT PEAGAM HAS MADE
IT CLEAR HE INTENDS TO PURSUE FURTHER REDUCTIONS IN THE FEDERAL
GOVERMMENT'S PARTICIPATICH IM THE PROGRAM, |

~ |NDER SERICUS CONSIDEPATICN ARE FURTHER REDUCTICHS IM THE FEDERAL

MATCHING RATE, ARBLTRARY LIMITS ON THE INCREASED AMOUIT OF FEDERAL
SUPPORT SUCH AS THE FIVE PER CENT "cAP” viHjcH WAS PROPOSED BY THE
PRESIDENT A YEAR AGO AND SO SOUIDLY REJECTED BY THE (ONGRESS, AMD THE
DEVELOPMENT OF A LONG=TERM CARE BLOCK GRACT, _

THE COMMON DENGIMINATOR OF THESE PROPOSALS 1S THAT THEY WILL
DEPRIVE US OF THE REVCMUE VE WILL NEED TO SUSTAIN THE ['EDICAID ROGRAM
IN ITS CURRENT FCR4, [OR EXAMPLE, HAD EITHER THE FIVE PER CENT CAP
PROPOSED BY THE PRESIDENT OR THE LESS RIGOROUS NINE PER CENT CAP PROPOSTD
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BY THE SEHATE RECM ADOPTED VE VIOULD HAVE BECH COLPELLED TO DISCONTILLE
THE I'EDICALLY HMEEDY PROGRAM WIICH IHSURES FORE THAN TWENTY-THOUSAID
LOV=INCOME 1IDIVIDUALS, |

As A PRACTICAL MATTCR, THERE 1S NO REASON TO BELIEVE THAT HE WILL
DE EITHER WILLING OR ABLE TO REPLACE THE FEDERAL FUITS WHICH ARE LOST,
CVERY PROGPAM VIE ADMINISTER HAS ALREADY DEEH AFFECTED, | COMSIDER
MAMY OF THEM TO BE EVERY BIT AS IMPCRTANT TO THE HEALTH AMD WELFARE OF
THE PEOPLE OF I'AINE AS THE ['EDICAID PRocRAM,

CERTATHLY OUR EFFORTS TO PROTECT ABUSED AMD NEGLECTED CHILDREM, .
TO 1MPROVE THE VOEFUL CIRCUSTANCES IN WHICH MANY OF THOSE VHO HAVE
BEEN DISCHARGED FROM QUR MEHTAL MEALTH msnmﬂ:s FIND THEMSELVES AMD
TO DEVELOP A SYSTE' OF SERVICES EMABLING GREATER NUBERS OF ELDERLY AMD
DISABLED ITDIVIDUALS TO REMAIN AT HOME WILL CONTINLE TO DEMAND THEIR
RIGHTFUL. SHARE OF ANY ADDITICHAL STATE FUITS VAIICH CO SECCME AVAILADLE,
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- Stiice 1 po NOT PELIEVE THAT COVERNOR TREMNAIL 1S PREPARED TO |
EITHER SEEK OR ACCEPT A TAX IMCREASE, AUD 1 At LOT PREPARED TO CONSIDER
A RETURN TO THE TIME WHEN THE FINANCIAL REQUIRCIENTS OF THE FEDICAID
PROGRAM VERE MET AT THE EXPENSC OF EVERY OTHER SOCIAL SGRVICES MD
PLELIC HEALTH PROGRA WE ARINISTER, THE I'EDICAID PROCRAM WILL HAVE
TO STA'D ALONE,

PEDUCTICHS 1N FETERAL SUPPORT MILL IWAVE TC BE ACCON‘ODATED BY
REDUCIHG THE MUMBER OF IMDIVIDUALS ELIGIBLE FOR ASSISTAICE, N/RROWILG
THE SCOPE OF THE SERVICES WE COVER OR PAYING LESS FOR THEM, [ WOULD
DE LESS THAN CAMDID IF | DID NOT TELL YOU THAT | COMSDER THE FIRST OF
THOSE CPTIONS, REDUCING THE MUWDER OF INDIVIDUALS ELIGIBLE FOR ASSISTAICE,
T0 BE THE LEAST ACCEPTABLE OF THE THREE AD WILL PURSUE IT ONLY AFTER

THE OTHERS ARE XHAUSTED,
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THOSE SERVICES VHICH VIE MUST COVER, PLUS HURSING HOVE CARE ND
PRESCRIPTICH DRUGS, TQGETHER ACCOUNT FOR tore THA S8 PER CFIT OF THE
COST OF THE Procra,  THUS, THE POTEHTIAL SAVIHGS TO BE RCALIZED BY
PURSUING THE SECCND OPTION - MARROMWING THE SCOPE OF SERVICES - PALE M
COPARISCH TO THE MAGHITUDE OF THE FIMAHCIAL PP.OBLEH' VE ARE LIKELY TO
FACE, WE ALSO KOY THAT THE ELTAIMATION OF CERTAIMN OF THOSE CPTIONAL

SERVICES WOULD BE LIKELY TO INCREASE, RATHER THAM DECREASE, OUR EXPLISTS,

THAT, OF COURSE, LEAVES ONLY THE THIRD OPTION, REDUCING THE AMCUNTS
WE PAY FOR THE SERVICES VWE CONTIMUE TO COVER, IN THAT REGIRD | \';’OULD‘
LIKE TO N/\Ki: TWO POIMNTS,

[-IRST, \\E WOULD MUCH RATHER ACT AS PART OF A SYS'IU HIDE RESPOISE
TO THE PRQBLL‘J‘I THAN ACT ALCNE, WE RECOGMIZE “THAT WE ARE DUT A SMALL
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PART OF THE SYSTEM, ACCOUNTING AS WE DO FOR AS LITTLE AS 10 PER cENT
OF YOUR PLVENUES, MNEVERTHELESS, WE ALSO UIDERSTAIM THAT A CHANGE IM
ANY OF 1TS PARTS CAN HAVE A SIGNIFICANT EFFLCT ON THC ENTIRE SYSTEHM,

THERE 1S A CLEAR DANGER I THE SCATTERGUH APPROACH TO REDUCITG
THE COST OF THE ["EDICARE AMD ['EDICAID PROGRAMS WHICH 1S ETRODIED IN
e Qatinus CupeeT PecorciuiaTion Acts oF 1620 arm 1921, DBy owr
COUNT THEY CONTAIN AS MANY AS FORTY DIFFERCMT PROVISIONS VHICH AFFECT -
YOUR REINDURSEMENT, SCANT ATTENTION HAS BEEN PAID TO THEIR CUYULATIVE
IMPACT,  WE WOULD PREFER OT TO HAVE TO ADD TO THAT PROBLEM,

FOR JUST THAT REASOM WE HAVE NOT IMPLENMENTED CUR PROPOSAL TO
LIMIT THE RATE OF INCREASE IM OUR REIMBURSEMENT FOR YOUR SERVICES TO
10 PCR CONT PER AHMUM, [T 1S OUR EXPECTATION THAT THE (onGRress'
DECISICN TO REDUCE THE ESTADLISH IED LIMITS O YOUR REIMDURSEIELT
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FOR ROUTIME SERVICES AS OF CcToBer 1,1961, wiLl Have POUGHLY THE SAHE
IMPACT ON CUR EXPENSES AS THE IMPLEMCHTATION OF OUR PROPOSAL YIOULD HAVE
HAD, 1E SAW 10 MEED TO PROCEED AND COU'PCUND YOUR LOSSES, VHETHER WE
CAM CONTIHUE TO HOLD SUCH AN ACTION IN ABEYANCE REMAINS TO BE SEEN,

"ThE SECOND POINT | VIOULD LIKE TO MAKE IS THAT WE ARE NOT
INSENSITIVE TO YOUR NEEDS AHD CONCERNS, N | 71 SURE YOU WILL RECALL,
LATE LAST su"r%ER WE SOUGHT COMMENT ON THE POSSIBILITY THAT I'EDICAID
RENEFTCIARIES WOULD BE REQUIRED T0 MAKE SMALL CONTRIBUTIGNS TO THE
COST OF THE CARE THEY RECEIVE, WHILE THAT SUGGESTION VAS STRONGLY SUPPCRTED
IN PRIMCIPLE, MANY CCMMENTERS, INCLUDING YOUR REPRESENTATIVES, POINTED
OUT THAT ITS IMPLEMENTATION WOULD CREATE A SUBSTAITIAL ATHINISTRATIVE
PROBLEM WITH 1TS OGN ATTEMDANT COSTS, ME CONCLUDED THAT THE CONCERNS
WHICH HAS DEEN EYPRESSED WERE VALID AMD ELECTED NOT T0 PROCEED,
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SHOULD THE PEAGANM ADMINISTRATION FOLLOM THROUGH O ITS COYMITHEIT
TO RELAX THE RULES VWMICH STILL SEVERELY RESTRICT THE STATE'S AUTHORITY
TO IMPOSE COST SHARILG REdUIREME:-sz, YIHICH VIE cc:mr:ué T0 DELIEVE
REPRESENT SCUID PUBLIC POLICY, WE IMTEMD TO ACCEPT YCUR OFFER TO VIORK
WITH US TO DESIGN AN APPPOACH VHICH MINIMIZES THE POTENTIAL ACMINISTRATIVE
BURDEN, E WOULD LIKE TO FOLLOW THE SAME COOPERATIVE APPROACH TO OTHER
ACTIONS VIE MIGHT TAKE TO COPE WITH THE CONTINUED EROSION OF FFCDERAL SUDDORT.

LET ME CCHCLUDE THIS DISCUSSION VITH A FEM COMMENTS REGARDING THE
FUTURE OF HEALTH PLAMNING IN MAIKE AND OUR ADIAIMISTRATION OF THE CERTIFICATE
oF HEED PROGRAM, NS YOU KIlOW, THERE ARE SOME IM VASHIMGTON VHO WOULD
SEEK TO ELIMIMATE THE HEALTH PLANNING PROGRAM AND TS REGULATCRY RESPONS[31LITIES
IN (RDER TO ALLOW UNFETTERED “COMPETITIVE FORCES” TO RESHAPE THE HEALTH
CARE SYSTEM, IN MY OPIHIOM, SUCH THINKIHG 1S EXTREMELY HAIVE,
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] SEE NO REASC! TO DELIEVE THAT SUCH FQRCES WILL ASSURE THAT CfiLY
NEEDED SERVICES ARE DEVELOPED AMD RESTPAIN COST IMCREASES,  IN FACT,
| SEE LITTLE REASCH TO BELIEVE THAT SUCH COMPETITIVE FORCES CAN RBE -
INTRCDUCED TO CUR HEALTH CARE SYSTEM, AT LEAST NOT TO THE DEGREE YHICH
VCULD BE HECESSARY FOR THEM TO HAVE AtlY APPRECIABLE IMPACT, THIS SEES
ESPECIALLY TRUEIIN RURAL STATESlLIKE ["AINE WHICH ARE CHARACTERIZED BY
MARKETS THAT ARE DOMINATED BY A SIIGLE INSTITUTICH A'D THE ME'BERS OF

ITS MEDICAL STAFF,

Tie HEALTH PLANING PROGRAM HAS BEEN CRUCIAL TO CUR EFFORTS TO
FORMULATE A HEALTH POLICY MHICH 1S RESPONSIVE To THE NEEDS OF
THOSE WE SCRVE, THE THOUGHTFUL APPROACH TO THE EXPLORATION OF PROBLEHS,
AND THE CHARTING OF THE BEST CCURSE OF ACTION VHICH IT EVRODIES, IS EVEH
MORE MECESSARY 1M THESE DIFFICULT TIMES THAM IT HAS DEEN IN THE PAST,
- For THAT REASOM ALCHE ] A4 CONFIDENT THAT IT WILL BE CONTIMUED AND
STRENGTHENED RATHER THAN DIMINISHED,
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W1t THE LAWSUITS ¥MIICH CLOUDED THE FIRST VERSIOH OF THE STATE
HeALTH PLAN DERIND US A'D A STRONG, HEALTHY RELATIOHSHIP BETWEEN THE
(Matne) STATE llealmi CoorninaTing CouNcIL AMD THE DEPARTMENT WE ARE
PREPARED TO MOVE AMEAD, WE NEED AMD WELCOME YOUR THVOLVENENT IN THAT

i : ' .

LFFORT,

The .CEP.TIFIC/\TL;. OF 1.CED PROGRAM 1S ONE CF THE MOST IMPORTANT TOOLS
VE HAVE TO ASSURE THAT OUR HEALTH CARE SYSTOM EVOLVES Itf A MAPINER
VAICH 1S COMSISTENT WITH THE COURSE WE HAVE CHARTED, IT 1S A TOOL
WHICH HAS SERVED THE PUBLIC VELL, | - T

TWo YEARS AGO, 1M ANl ADDRESS TO THE LOARD AMD CORPORATORS OF THE
VoLuntaRy CUDGET PEVIEM CReANIZATION, | IIMICATED THAT WE INTEMDED TO
SEGREGATE THOSE PROPOSALS WHICH WERE TRULY NECESSARY FROM THOSE VWHICH
WERE MERELY DESIRABLE A'D APPROVE ONLY THE FORUER, SINCE THAT TIME CUR
DECISIONS HAVE HELPED TO HOLD THE STAGGERING AND UNPLANNED GRO:MH OF
THE NURSING HOME IMDUSTRY AND SAVED MILLIONS OF DCLLARS; DOLLARS
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{AICH DID NOT MEED TO BE SPENT A'D REMALU AVAILADLE FOR TIE SUPPORT OF
THOSE PRCGRENS AID SERVICES WE DO IEED, |

ALTHouGH | WILL BE TE FIRST TO ADMIT THAT THERE ARE TIMES W:EN
IT 1S BREELY DIFFICULT TO MAKE THE DISTINCTION BETUCEN NECESSARY
AND DESIRASLE, ] BELIEVE THAT THE TIMES DEMAMD THAT OUR DECISICHS
CONTINUE TO REFLECT THAT DISCIPLINE,  THUS, YOU CAfl BXPECT THAT WE MILL
CONTIHUE TO SUSJECT CERTIFICATE OF HEED PROPOSALS TO RIGOROUS AMALYSIS -
AND WE WILL STREHUCUSLY OPPOSE ALY ATTEMPTS TO MODIFY THE PRESENT LAY
[N HAYS SHHICH WOULD DIMINISH THE STATE'S ABILITY To EFFCCTIVELY
DISCHARGE ITS RESPONSIBILITIES TO THE PUDLIC,

T ‘IN. CLOSIhC.S,. I HOPE THESE CQMMENTS HAVE HELPED CLAI 2IFY OUR PERSPECTIVE, -
:‘SUCH AN U‘D"RQTNIDI ‘G IS ESSCHTIAL TO THE ESTABLISHENT OF THE PRODUCTIVE
"RELATICHNSHIP | DESIRE AR BELIEVE 1S CRUCIAL IM OUR MUTUAL EFFORTS TO
- “IMPROVE SERVICES FOR THOSE %iHO ARE OUR CQ“‘J‘@N COHCERN,

THANK YoU,



Memorandum

TO: Members, Study Group for Certificate of Need
FROM: Tom Gorham, Blue Cross and Blue Shield of Maine
DATE: January 25, 1982

SUBJECT: Remaining Issues

Below are what we consider to be the important issues yet to be

resolved.

They are listed in the order in which we feel they should

be addressed.

1.

Should the purchase of existing health care facilities
be reviewable under the CON law?

Should the Taw retain a role for the Health Systems Agency
(or a private agency which would replace it)?

How should the provisions in the law about public participation
be changed? In other words, what should the public hearing
process be? '

How should the criteria for review, or principles governing
CON reviews, be changed? How specifically should such
criteria be_ set forth in the law?

What should happen, under the Maine CON law, in the event of"
a repeal of the federal health planning law?

Should the State of Maine continue to participate in the
Section 1122 program?

Tof Gorham

TG/kh
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MAINE HOSPITAL ASSOCIATION

January 25, 1982

Christine Holden

Legislative Assistant )
Committee on Health & Institutional Services
State House

Augusta, ME 04333

Dear Chris:

The following is our response to Senator Gill and Representative
Melson's request that each party to our CON Study Crder Committee
submit a 1ist of those issues which have not yet been resolved
with an indication of our priorty as to their level of importance
to our undertaking:

~——1. Public Participation and Hearing Requirements
2. 1122 Program
3. Role of Health Systems Agency
—4., Criteria and Standards for Review
——25. Determination of Completeness of Application
6. Relationship between Maine CON Taw and Federal law
7. Sunset of Maine CON Act
8. Role of State Health Coordinating Council (SHCC)
9. Batching of CON Applications

Let me know if I can be of any further assistance,

Sincerely,

___-7’;/
Ted Hdssey

Senjor Vice Preggident

TH/bab
cc: W. Grant Heggie, Jr.
John P. Doyle

151 C° STREET AUGUSTA, MAINE 04330 TEL. (207) 622-4794
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