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EXECUTIVE SUMMARY

On February 1, 2000, Governor Angus King ap-
pointed the Year 2000 Blue Ribbon Commission on
Health Care by Executive Order, comprising Robert
Woodbury, chair, William Beardsley, Joseph
Carleton, Tom Moser, and Pam Plumb, the commis-
sion had four primary charges:

e identify the cost elements of Maine’s health care
system, taking into account the state’s demographic
profile;

® determine the current allocation of costs and cost
shifting among participants in the health care deliv-
ery system,

o recommend potential strategies for stabilizing
overall health care costs;

¢ identify payment options for health care services,
including the impacts of such options on costs and
utilization.

To meet those challenges, the commission, with ad-
ministrative support from the Maine Development
Foundation, engaged research consultants, held both
working and topic-specific meetings, solicited com-
ments from members of the health care community
and the general public, and held an all-day confer-
ence.

The commission’s first task was to examine the
myths and realities of the state’s health care system.
Among the things we discovered:

e We don’t allow health care delivery to operate as
a market in the true economic sense. Unlike in a
traditional marketplace, we are not prepared to let
those unable to pay go without. Furthermore, the
health care system has no real accountability, con-
tains few incentives to encourage better behavior,

and encompasses no common understanding of ter-
minology. Its consumers and providers are nei-
ther sensitive to—nor in many cases aware of—
price, and its market in Maine is too small and too
sparse to encourage meaningful competition.

e Mainers are not particularly healthy. In fact, and
despite a general belief that there is nothing an aver-
age citizen can do to decrease health costs, Mainers
smoke too much, eat too much, and generally do not
live healthy lives. Thus many of the most expensive
medical procedures stem from individual behavior,

We also examined the social context in which health
care takes place, that is, the importance of health
care in the community, of public health efforts, and
of other government policies and programs. In addi-
tion, we considered the relevance of environmental
and economic development policies to health care.
Some of the conclusions we reached:

e “Health care” is much broader than services in a
physician’s office or hospital. It also encompasses
a great deal of care provided by family members
and communities, as well as public health efforts,
and even recreation and fitness opportunities.

e I'ederal policy drives much of Maine’s health care
delivery system. Approximately one-third of the
state’s citizens are covered by Medicare (federal
program that insures health care for the elderly) and
Medicaid (state program funded mostly from fed-
eral sources).

e Maine has the highest percentage of uninsured
people in New England. On the whole, that group -
40 percent of which earn between $10,000 and
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$15,000 annually - has much higher rates of serious
disease and morbidity than the rest of the popula-
tion. In other words, those individuals need more
acute - and expensive - care than others, and are more
likely to die at a younger age. About 18,000 of
Maine’s children are uninsured (11,000 of these chil-
dren appear to be eligible for government insurance
programs but are not enrolled). The fact that so many
children are uninsured holds serious implications for
the cost of health care in the future: children who do
not receive needed health care often become adults
with serious health problems.

We performed a significant study of the actual cost
of health care in the state. Among its many find-
ings:

e The citizens of Maine spend almost five billion
dollars a year for personal health (an average of
nearly $4,000 per person), an amount representing
nearly 14 percent of Maine’s gross state product.
By 2010, that number is expected to be approxi-
mately $9 billion, with the largest increases coming
in home health care and drugs, and the smallest in
hospital and physician services.

e Compared to the nation as whole, Maine spends
more on home health care, nursing home care, and
insurance administration. It spends less, however,
on hospital care and physician services. It also
spends much less than the national average on pub-
lic health efforts.

e Maine receives less federal reimbursement for
Medicare than most other states: about 80 cents for
each dollar spent. The shortfall—approximately
$100 million—is shifted to other populations for
payment.

e The cost of health services differs widely across
Maine, sometimes by thousands of dollars.

e Charity care and bad-debt write offs account for
about $163 million annually in Maine.

e Drivers of high health care costs include both the
concrete and the abstract: high demand; emotional
considerations; aging population; insensitivity to the
costs of treatments; the price of prescription drugs;

lack of meaningful performance measures; the sheer
complexity of the system; and government mandates
all contribute.

e Cost shifting occurs in many forms and contrib-
utes to system complexity and uneven treatment of
consumers.

With an understanding of the social factors that af-
fect health care in Maine, as well as with data analy-
sis upon which to peg our real work, we arrived at a
three-part statement of the problem with health care
in Maine:

The health care delivery and financing system is
inefficient, unreasonably complicated, and unfair.
Like the rest of the United States, Maine is not get-
ting the most for its health care dollar. The system
is marked by bureaucratic snarls, overwhelming pa-
perwork, duplicative and unnecessary services, in-
efficient means of delivery, considerable finger-
pointing, and nearly incomprehensible financing.
Further, the system does not treat people fairly in
terms of access to services and how much is paid
out-of-pocket.

People in Maine are not as healthy as they could
be, and efforts to improve health status are inad-
equate. There is much evidence that Maine’s health
problems stem in large part from poor personal
choices and behaviors, albeit that the choices of many
are limited. To the degree that behaviors change,
the overall cost of health care will decrease. Fur-
ther, Maine’s public health endeavors could be more
effective.

Many in Maine are unable to obtain health care
of the type and quality that they need. “Access”
is a significant problem in health care in Maine:
access to insurance; access to physicians; access to
hospitals; access to relevant data and information of
all kinds; and access to sustained, systemic public
health efforts. Access in all those areas depends
greatly on geography and socioeconomic status, as
well as on an ability to comprehend the system.
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Prior to identifying various approaches to affect the
long-term costs of health care, we determined a set
of principles we believe should serve as a starting
place for discussion:

e All Maine citizens should have ready access to
basic health care regardless of income, location, or
pre-existing or chronic conditions.

e Maine’s health care system should be character-
ized by excellence, zero tolerance for medical er-
rors, and appropriateness of care in accordance with
outcome-based evidence.

e An increasing portion of the state’s health care
expenditures should go directly to disease preven-
tion and public health efforts.

In the context of all we have learned, we offer a set
of approaches worthy of serious consideration, even
though we do not each fully support each approach.
These approaches are aimed at stabilizing overall
health care costs and improving the value of the
health care delivery system.

Health Status

1. Encourage healthy communities via improved
integration of social, economic and political factors.
2. Establish a network of public health physi-
cians to identify and react to public health threats.
3. Improve youth health via school based health
centers and coordinated school health programs.

Public Policy

4. Create a Maine Health Policy Council to es-
tablish consensus objectives and monitor progress.
5. Improve information for consumers and
policymakers via improved reporting and data avail-
ability.

Efficiency and Quality

6. Improve medical records in terms of portabil-
ity and personal involvement,

7. Improve clinical information for better physi-
cian decision making.

8. Improve administrative efficiencies via
streamlined claims forms and credentialing.

Access

9. Change Medicare reimbursement policies
through a number of avenues.

10. Expand insurance coverage among individu-
als and small groups via one or more of the three
following approaches:

a. Encourage and facilitate private insurance com-
panies to cover small businesses and individuals.

b. Create a mutual health insurance fund to pro-
vide coverage to the uninsured, small businesses, and
individuals,

c. Create a universal, single payment program that
protects all citizens from catastrophic financial loss
as a result of sickness or accident.

11. Expand health care insurance coverage for
all children via increased enrollment in, and expan-
sion of, current government programs.

12. Expand Medicaid coverage to more disadvan-
taged people and review reimbursement rates.

13. Advocate for a national financing system that
is centrally financed but delivered via decentralized,
market-based mechanisms.

Lastly, we each offer our own final comments that
serve to emphasize various aspects of the report, and
in some cases, register disagreement with certain
aspects. We came together with vastly different, and
in many respects, relatively uninformed opinions
about the cost of health care in Maine. While we
learned a great deal together, and developed many
shared perspectives, we none-the-less developed
some individual opinions we thought worth sharing.

At our website, www.mdf.org/chc, one can find a
bibliography for this report, background papers and
much other information related to our work.
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Chapter 1
INTRODUCTION

In late 1999, the health insurance market in Maine
was beset by trouble and change. Specific problems
included:

e Significant underwriting losses reported by the
major health insurance companies in the state;

e A decision by Tufts Health Plan, a major provider
of insurance to small employers, to cease operations
in the state;

e Uncertainty as to the continued operations of
Harvard Pilgrim Health Plan;

e The acquisition of Maine Blue Cross Blue Shield,
the state’s largest not-for-profit health insurance
company, by Anthem Blue Cross, a mutual insur-
ance company headquartered in Indiana;

e The decisions of a number of smaller, indemnity
insurance plans serving the individual market to
cease operations;

e Dramatic increases in premium costs among those
companies still writing insurance in the state.

In response to those issues, and the rising cost of
health care in general, Governor Angus S. King, Jr.
appointed the Year 2000 Blue Ribbon Commission
on Health Care on February 1, 2000. Comprising
Robert Woodbury, chair, William Beardsley, Joseph
Carleton, Tom Moser, and Pam Plumb,! the com-
mission had four primary charges.

e Identify the cost elements of Maine’s health care
system, taking into account the state’s demographic
profile;

e Determine the current allocation of costs and cost
shifting among participants in the health care deliv-
ery system;

e Recommend potential strategies for stabilizing
overall health care costs;

e Identify payment options for health care services,
including the impacts of such options on costs and
utilization.

To meet those daunting challenges, the commission
members have worked diligently for nine months.
With administrative support from the Maine Devel-
opment Foundation, we commissioned research and
reports; held four regional meetings, six topic-spe-
cific exploratory meetings, and 18 working meet-
ings; heard 17 presentations by experts; and solic-
ited both general and specific comments from count-
less physicians, scholars, administrators, patient ad-
vocates, health-care providers and public interest
groups, as well as from many of Maine’s citizens.
We also held an all day conference on our prelimi-
nary findings, one that encouraged participants to
help us refine our thinking and our recommenda-
tions. (The minutes of our meetings, along with back-
ground reports, presentations, and public comments,
are on-line at www.mdf.org/chc.)

Any report of this scope owes a considerable debt to
many. The members of the commission wish to
thank the myriad able, committed, conscientious
health care professionals who took the time to com-
ment on our efforts, attend our sessions, provide us
with relevant information, increase our understand-
ing, and point out our errors. Their assistance was
invaluable as we struggled to craft a useful, credible
document for the governor, the legislature, and the
citizens of Maine. We are grateful for their aid to
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our deliberations.

In addition, it is very important that the commission
acknowledge that we saw and learned many excep-
tionally good things about Maine’s health care sys-
tem. Maine leads the country in some critically im-
portant measures of community health, such as child-
hood immunizations and low rates of teenage preg-
nancy. In addition, the state has made impressive
progress in insuring children. Within the state, car-
diac, oncology and other sophisticated acute care
services rival those of the nation in quality and, in
some cases, in cost effectiveness. Maine’s system
of providing home and community-based long-term
care services is commendable.

And there are dedicated people working diligently
to improve health care in our state. For example,
national recognition is attaching to efforts in Franklin
County to enhance community health. In addition,
a program in cenfral Maine is attempting to better
coordinate free physician and pharmacy services
provided to the uninsured.

As a commission, we acknowledge and compliment
those efforts. We wish to build on them by identify-
ing additional opportunities for improvement.

Before focusing on the specifics of our findings and
our options for further consideration, we summarize
here, from a broad policy perspective, our observa-
tions.

Maine spends a large amount of money on health
care. Personal health care expenditures in 1999 are
estimated to be $4.7 billion. At nearly 14 percent,
Maine’s health care spending, as a proportion of to-
tal gross domestic product, is larger than that of the
United States as a whole (US health care spending
is about 12.3% of gross domestic product). Further-
more, the cost of health care and health insurance
has risen far faster than inflation in recent years.

In many ways, health care enterprises are an enor-
mously positive part of the Maine economy, In gen-
eral, they have many of the employment and eco-
nomic characteristics that we welcome and prize in
other business activities. The health care system
offers productive, meaningful employment for thou-

sands of the state’s citizens: one in 10 Maine jobs is
tied to health care; hospitals are the state’s fourth
largest employer.? To the extent we tinker with the
health care system, we may significantly affect the
prosperity of many of our neighbors.

Maine lags behind other states in important mea-
sures of health. Mainers live three fewer years than
our neighbors in New Hampshire, for example.* Dr.
Dora Mills, director of the Bureau of Health, indi-
cates that cancer, diabetes, heart disease, and lung
disease are responsible for 70 percent of the health
care problems in Maine. While all four of those can
strike people who take care of themselves, they af-
fect more often those who have not done so. Thus
some of our most chronic and costly health prob-
lems are preventable: results of our own choices.

Given those observations, does Maine’s health care
system provide a value commensurate with a $4.7
billion investment? We believe that better value can
be achieved.

Health care may be the most complex domestic
issue that faces Maine and the country. As this
report reflects, there are no easy answers or “silver
bullets” Maine can adopt to ameliorate health care
costs. As professionals in areas other than health
care, the commissioners were impressed with the
complexity and interdependencies of the industry as
awhole. It became very clear that factors contribut-
ing to higher costs are often linked to other underly-
ing social and economic priorities.

Rural hospitals provide a ready example. In some
cases, those institutions are underutilized, or utilized
inappropriately, and are expensive and financially
at risk. Thus one might make an objective argument
that such institutions should be closed and replaced
with other, less capital-intensive facilities. However,
for many communities hospitals offer, in addition to
nearby health services, the largest concentration of
well paying jobs, are a source of pride and commu-
nity identification, and, like good schools, represent
an opportunity to attract new business and jobs to
the area. In such cases, local economic consider-
ations, not health care concerns alone, may drive op-
position to closings.
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Our values and culture often do not allow “com-
petitive market forces” to operate when it comes
to providing health care. The commission heard
and read a great deal about the relative advantages
of a market-based approach to allocating health care
resources. And indeed, in some cases, the market
works very well.

Our societal values and culture are not prepared to
deny health services to individuals in need. Simi-
larly, we believe that an individual should receive
whatever services are necessary and appropriate in
times of need. Yet a traditional market-based sys-
tem does not accommodate such a birthright to health
care. Thus our culture is unlikely ever to accept
market dynamics alone to resolve fundamental is-
sues as they relate to access, availability, and
affordability-particularly in times of medical need.

Indeed, the health care market has a near-complete
nontraditional dynamic. While an exhaustive analy-
sis of medical economics is outside the scope of this
report, the members of the commission believe some
of the differences are important to our work.

Traditionally, demand is tempered by price. In health
care, however, many consumers are largely protected
from price through either public or private insur-
ance arrangements. Thus they usually do not con-
sider price when they consent to a particular diag-
nostic test or therapeutic treatment suggested by their
physicians. Neither do physicians have sufficient
price information to make recommendations based
on cost of treatment. Finally, most physicians and
consumers do not face direct financial consequence
of their purchasing decisions.

In addition, traditional markets also presume that
consumers have information adequate to exercise
rational and efficient purchasing decisions. Health
care consumers, however, will probably never
achieve that level of knowledge. While there have
been laudable attempts to provide more information
to consumers in recent years, scientific advances in
medicine and treatments will undoubtedly outpace
individual understanding. Technology has certainly
facilitated more understanding of the practice of
medicine, but in fearful and anxious times, consum-
ers find it easier and more comforting to trust their

doctors.

Then, too, meaningful measures of quality health care
are primitive—and exceptionally complicated. It will
be difficult for an average consumer, for instance,
to ever understand what “age-adjusted death rate”
is.

The question of barriers to entry is also different in
the health care system. In a true “market” the only
barrier to entry is one of money or ideas. In health
care, however, providers face licensure requirements,
as well as myriad other government regulations.

Finally, traditional markets are supposed to create a
financial stake for their participants. That approach
is approximated in health care as “managed care,”
wherein providers are put at risk of losing reimburse-
ment for “unnecessary” procedures. As is well
known to all, however, Americans find “managed
care” unacceptable. They are quite vocal in their
opposition to participating in health care where their
providers have a financial interest in the outcome.

That said, there are clearly some opportunities for
elements of the market to be part of the delivery and
financing of health care. Empowering consumers
through information, as well as through measures of
accountability, can and should be, fostered when-
ever possible. Providers should be encouraged to
compete on price and quality for business in those
service areas where consumers can reasonably make
decisions.

Insured medical care is only one part of health
care. As noted above, concerns as to the availabil-
ity and affordability of medical insurance led the
governor to create and charge this commission.
However, we came to learn and appreciate that in-
sured medical services represent only one, albeit
important, part of a health care system that touches
Maine citizens in many and often subtle ways.

Within the broad context of health care, policymakers
must consider Maine’s investments and policies with
regard to:

e Environmental Health, The state of our water, our
air, and our soil critically affect the health of our
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communities. Environmental factors, both natural
and man-made, contribute to diminished health sta-
tus and increased costs. Lead-based paint, polluted
water supplies and soil, increased exposure to chemi-
cals of all kinds: all have serious negative impacts
on a community’s health. Developmental sprawl is
another culprit; an increase in vehicle-miles-traveled
has meant an increase in smog and a corresponding
increase in certain debilitating health conditions.

e Public Health. Immunizations, food handling,
sanitation, school health, alcohol and tobacco edu-
cation, and community clinics might be all consid-
ered within the domain of the state’s public health
system. In some cases, that system provides ser-
vices to uninsured populations who would otherwise
do without. In many other cases, public health ser-
vices complement the activities of the insurance-
based health care system.

e Family Supports. Much of the care provided to
the elderly, disabled, and children is provided
through families. While generally considered to be
“free” services, they do have costs: time lost from
work as well as the constraints imposed on
caregivers.

Within an even broader scope, issues related to pub-
lic safety, parks and recreation, housing, nutrition
and education affect a community’s health costs—
and extend beyond physician and hospital services.

Government plays an enormous role in how
health care is provided and financed. While the
state’s role is not insignificant, the federal govern-
ment is the dominant player. The Medicare and
Medicaid programs offer insurance coverage to
nearly one in three Maine residents. That popula-
tion accounted for more than one-half of the 1999
personal health care expenditures in Maine.

Federal programs have undergone tremendous
change in the last few years, driven by changes in
national public policy. On one hand, they have put
forth new initiatives such as the Medicaid expan-
sion for children, known in Maine as Cub Care. On
the other, faced with mounting costs, and under the
mandate of the Balanced Budget Act of 1997, fed-
eral reimbursement to Maine hospitals has been es-

pecially problematic. In the private insurance mar-
ket, federal regulations, as they apply to companies
that have self-insured arrangements, preempted state
laws and effectively put such schemes outside state
control. Finally, federal support for medical research
and education is a significant force in both the pub-
lic and private sector.

Given the particular role of the federal government,
some conveyed to the commission that the debate
about a national health care program is moot: the
nation is almost there. Others noted the reverse: it
is government’s involvement in financing health care
that has caused many of the today’s health care prob-
lems.

What is clear to the commission, however, is that
the federal government is an integral player—— and
will continue to be. Decisions made in Washington
as to who receives services, how those services are
provided, and how much is paid for them, profoundly
affect the costs of health care financed by state gov-
ernment, by private employers, and by consumers.

The employer-based system of health care is un-
der tremendous pressure, and may be at risk of
failing. Nearly 60 percent of Maine’s citizens have
some of their personal health expenditures covered
under an employer-based insurance program. The
degree to which the United States relies on private
employment for health insurance is unique to this
country, and is facing significant problems.

As discussed later in this report, cost shifting by
government and uninsured groups, as well as con-
sumer demands for unimpeded access and compre-
hensive coverage, are placing enormous pressures
on the private insurance system. Those pressures
are typically manifested in the form of cost increases
significantly larger than increases in other business
expenses. Given present labor shortages, however,
employers are reluctant to reduce medical benefits
or require higher employee cost sharing. But should
the economy soften, many experts predict that health
care benefits will be the first cost-cutting priority.
Indeed, some national companies are questioning the
underlying structure of their commitment to medi-
cal benefits. Instead of a defined benefit approach,
they are suggesting a fixed financial health care com-
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mitment to their employees. Employees, in turn,
could use that set amount to identify and purchase
health insurance on their own.

It is very difficult to accurately sort out price,
charge, and cost for health services. Tradition-
ally, cost is the amount it takes to develop, produce,
and sell a product; price is the amount a consumer
must pay to purchase that product. In the realm of
health care, however, there is no generally accepted
financial lingua franca: the terms cost, charge and
price have no clear meaning. They are affected sig-
nificantly by many factors: government reimburse-
ment, charity care, and write-offs, for example. There
is often no real relationship between the actual costs
of health care provided to the prices that are ulti-
mately charged for it and ultimately to the reimburse-
ments that are made to providers.

Cost shifting is varied and pervasive. Typically,
cost shifting refers to situations in which low-income
individuals receive charity or low-cost care from
physicians or hospitals, care covered by higher costs
paid by those financially better off—or with better
insurance: a clear case of the rich subsidizing the
poor. It also refers, however, to cases where higher-
income individuals pay for their health care with pre-
tax dollars or employer-based insurance, options not
open to all. In such cases, it is the less advantaged
who are doing the subsidizing. Furthermore, reduc-
ing monies available for charity care increases the
burden on the poor. Finally, large corporations have
considerable leverage in purchasing insurance for
their employees, which results in lower costs to them,
and often to their employees. Thus the cost to a pa-
tient can vary dramatically, depending on whether
she is poor, whether she works for a large or small
employer, and whether she purchases her insurance
on her own.

Much of what’s wrong with our health care sys-
tem is reflected in the uninsured population.
There is, justifiably, a great deal of attention focused
upon the uninsured and underinsured.* Health care
provided to those groups is often too late, frag-
mented, episodic and expensive.

Based on different sources, the commission learned
that in Maine:

e 34 percent of the uninsured report never having
had health insurance of any kind; seven percent of
the currently insured population reported not hav-
ing any kind of health insurance for six months or
more within the last three years.

e 71 percent of uninsured adults are employed on a
full or part-time basis. 40 percent of the uninsured
earn between $10,000 and $15,000 a year; five per-
cent earn more than $50,000 annually.

e Adults most likely to lack health insurance are
between the ages of 19 and 34 years of age, and 53
percent of them are male.

e With approximately 15.7 percent of its 18-64 popu-
lation uninsured, Maine ranks 25" in the country,
but highest in New England.

Nationally there is good evidence that care for the
uninsured is sub-optimal. 30 percent of the unin-
sured do not fill prescriptions because of the cost®
and uninsured individuals are three times more likely
to die in the hospital than the insured.

And while cost shifting is clearly a phenomenon,
tightening reimbursement policies by government
and private payers are creating less flexibility for
providers in their pricing and in turn contribute to
making health care even less affordable to those in
need.

Many Mainers hold fundamental—and incor-
rect—beliefs about their own health and their
health care system. Contrary to popular opinion,
however:

e Maine residents are less healthy than other Ameri-
cans: we smoke too much, exercise too little and do
not eat well.

e Maine’s population is older than average, and its
proportion of elderly is expected to continue to-ex-
ceed that of other states.

e All Maine’s children do not have health insurance.
Approximately 18,000 children still lack coverage.
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e Maine does not spend more than other states on
all aspects of health care than do other states. Ex-
penditures for prevention and public health are lower
in Maine than in the rest of the country. The state’s
emphasis is on medical treatment, not consumer be-
havior or preventative programs.

e A national, single payer system may be the only
approach that will work to control costs, assure ac-
cess and rationalize the delivery of health services.

We believe that this report can serve as the founda-
tion for sound health care policymaking in the fu-
ture. It is designed to be the basis of a long-term
strategy, not merely a presentation of quick and easy
“fixes.”

' See inside front cover for brief biographies of the commission mem-
bers.

2 Steven R. Michaud, Maine Hospital Association, presentation to the
commission, March 13, 2000.

* National Institute for Health Care Management, NICHM Health Care
System DataSource, 1999.

* For purposes of this report, the term “underinsured” refers (o those
individuals who have only catastrophic health insurance, i.c., policies
that take effect only when some high personal deductible—typically
$5,000 per year—has been reached. Such policies are, of course, better
than no health insurance at all, but individuals covered by them often
cannot afford preventive care.

3 Consumer Reports, “Second Class,” September 2000.

¢ American College of Physicians and American Society of Internal
Medicine, No Health Insurance? It’s Enough to Make You Sick.
www.acponline.org.
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Chapter 2
COST PROFILE

Introduction

This is the centerpiece of the Commission’s work:
a thorough analysis of who spends what money for
what services in what categories of health care in
Maine. Its focus is upon personal health expendi-
tures: those goods and services associated with di-
rect prevention and cure of disease, as well as treat-
ment of physical injuries. It comprehensively esti-
mates the cost of personal health care in the state,
and identifies factors contributing to those estimates.

The chapter estimates 1999 personal health expen-
ditures for the citizens of Maine across five popula-
tion subgroups, broadly defined by their primary in-
surance programs, and according to eight major cat-
egories of services that parallel reporting schemes
adopted by the U.S. Office of the Actuary, Health
Care Financing Administration (HCFA). Also dis-
cussed are indications of geographic variance in
costs, the nature and impact of cost shifting, cost
drivers, and recommended areas for additional and
future investigation, analysis, and refinement of per-
sonal and total health care costs in Maine.

Findings of this chapter indicate:

e Health care is a large part of the state’s overall
economy: one out of every seven dollars spent in
Maine is related to health care. Expenditures cov-
ered by federal dollars under Medicare and Medic-
aid are very significant and represent “imported”
revenue; that is, money coming into Maine from
away.

e The largest service expenditures are for institu-

tionally based services, namely hospital care and
nursing home care. Those two service categories
represent 50 percent of all non-administrative ex-
penditures.

e Cost shifting can have dramatic impacts. While
the degree of cost shifting by Medicare as a result of
the Balanced Budget Act was not independently con-
firmed in this study, it is clear that any reductions in
federal expenditures not absorbed by providers will
represent significant increases for other payer groups.
In regard to the uninsured, cost shifting has been
estimated to be on the order of $160 million in 1999.

e Health care expenditures have increased—and will
continue to increase—at a faster rate than other goods
and services. Expenditures related to pharmacy ser-
vices and other personal health care are projected to
represent the largest contributors to future increases.
As aresult, health care will be an increasingly larger
part of Maine’s economy.

e Health care costs vary geographically. These vari-
ances are due to local competition—or lack thereof—
and local community planning, as well as to service
volume. The latter factor may be particularly sig-
nificant in rural locations where hospitals often main-
tain under-utilized infrastructure.

e Expenditures related to administering insurance
claims are significant—and represent only one part
of the non-clinical overhead costs of providing ser-
vices in Maine.

e Other states share many of the same issues and
challenges with Maine.

10
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Personal Health Care
Expenditures

Approach

This study uses a population-based, rather than pro-
gram-based, approach. That is, personal health ex-
penditures are reported for major populations groups
as defined by predominate insurance arrangements.
Those expenditures include insurance payments, as
well as out-of-pocket expenditures for services and
insurance premiums. For example, Medicare (ex-
cluding persons who also had Medicaid insurance)
covered approximately 173,000 Maine residents in
1999. While it was the principal insurance program
for those individuals, they incurred expenses beyond
those covered by Medicare. Such expenses include,
but are not necessarily limited to, pharmacy costs,
co-payments, and deductible expenses, which may
have been covered by supplemental insurance pro-
grams or paid directly by the beneficiary. The re-
ported estimates for personal health expenditures
include all those different amounts.

Total personal health expenditures were tabulated
from actual claims experience, supplemented by sur-
vey and other information that permitted approxi-
mations for each identified population.

Finally, the approach of this study differs from the
one used by HCFA, which is based on estimates of
provider receipts from different payment sources—
and considers out-of-pocket expenses as a single,
combined payment source. As a result, HCFA does
not report such expenditures by specific population
groups.

Limitations

In reviewing the data and findings, a reader must
consider a number of limitations.

e Aggregated data and findings are the most valid.
The greater the specificity in terms of population and

service category, the less valid the data.

e This study estimates personal health expenditures

11

for calendar year 1999. Although data were col-
lected for the most recent period available, in many
instances it was necessary to extrapolate available
information from earlier years to 1999,

e The health care market is very dynamic; it has a
constant inflow of new—and sometimes contradic-
tory—developments. For example, the study reports
an uninsured population of approximately 13 percent
of the total population. Anecdotal information indi-
cates that number has increased in recent months,
particularly in the small group and individual mar-
kets as a result of increasing insurance premiums,
and decisions by a number of carriers to leave the
state.

In late September 2000, however, the Census Bu-
reau reported a large decline in uninsured Ameri-
cans, noting that the strong employment economy
was positively affecting the number of persons pro-
vided health insurance through place of work. For
Maine, the bureau estimated an uninsured rate of
nearly 12 percent in 1999, and a three-year average
uninsured rate of slightly more than 13 percent.

While troublesome, the material impact of those dis-
crepancies is thought to be small within the context
of total expenditures, and of the application of the
information to broad policymaking in Maine.

e Whenever available, data specific to Maine were
utilized. For example, the study uses Medicare and
Medicaid data, as well as a significant proportion of
the private insurance information, specific to recent
Maine experience. When state-specific information
was not available, the study relied on national data
and experience. That is particularly true for esti-
mated personal health expenditures related to the un-
insured population.

e There is an underreporting of expenditures in-
curred in certain service locations and among cer-
tain populations, i.e., public health clinics, school
care programs, prisons, veterans programs, and the
Indian health services.

e Dental services are not included in this profile.
While HCFA identifies dental care as an explicit ser-
vice category in its inventory of personal health ex-
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penditures, sufficient data, particularly for persons
with private insurance, were unavailable. Private
dental insurance is typically underwritten separately,
and there are no indications that the availability of
dental insurance has been materially affected by re-
cent turmoil in Maine’s private insurance markets,

e Detail with regard to important services and costs
are often masked in aggregate data. For example,
personal expenditures for mental health services are
included within Hospital Care, Physician Services,
Other Professional Services, as well as
other categories. Itis, however, not possible
to segregate such expenditures for separate
analysis.

e Personal health expenditures do not in-
clude very significant indirect subsidies. For
example, employer-sponsored health insur-
ance programs enjoy preferential tax treat-
ment to the extent that the cost of the benefit
represents tax-free compensation to employ-
ees. Similarly, the nonprofit status of all
Maine hospitals and many other health care
organizations creates a subsidy funded by
other taxpayers.

e Finally, informal and usually free care, in-
cluding that provided by family and friends,
is not included in the estimates. A recent sur-
vey by the Maine Development Foundation

13% Uninsured

59% Private
Insurance

Findings
For Maine

Figure 1 shows how Maine’s population breaks down
by insurance program: Medicare recipients; Medic-
aid recipients; those beneficiaries who have both
Medicare and Medicaid insurance (the term “dual
eligible” is used to refer to such individuals); those
who have private insurance; and uninsured citizens.
(See also Table 1 in Appendix A)

Figure 1
Estimated % of Total Population In Maine By

Population Groups (1999)

14% Medicare

11% Medicaid

3% Dual
Eligible

determined that 14 percent of the respon-

dents were helping care for an older family member
and 10 percent for someone with a disability or dis-
ease.! The median commitment for the former group
was reported to be between five and 10 hours per
week, more than 11 hours per week for those caring
for someone with a disability or disease. Moreover,
the survey reported that 12 percent of the respon-
dents routinely took time off from work to care for
an elderly person. Clearly, those informal services
would represent very real additional costs if com-
pensated providers were utilized.

The recent Maine Development Foundation survey
also identified some characteristics of the uninsured.
They had lower incomes than the insured, for ex-
ample: 78 percent reported incomes of less than
$35,000 per year. While 63 percent of the unin-
sured had an educational level of high school or less,
one third reported college education. Respondents
with a community or technical college education
were most likely to have insurance (only three per-
cent of that population indicated that they were not
currently covered by a health care plan).

The most frequent reason given for not having in-
surance was high premium costs (66 percent). While
20 percent of all respondents reported that their em-
ployer did not offer a sponsored health insurance
plan, only 11 percent of those uninsured noted that
as the reason that they do not have coverage.

12
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Figure 2

Estimated Percent of Tolal Personal Expenditures By
Population Groups In Maine (1999)

represent approximately two
percent of all children through
age 18.

e—— 41% Private Insurance

17% Medicaid

As Figure 2 shows, personal

Note: Bad debt and charity amounts are implicitly included in Private Insurance, which increases o 43%.
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20% Medicare public school teachers, mu-

nicipal workers, and state uni-
versity employees are in-
cluded. Contrary to common

understanding, possibly 60
percent of all expenditures are

-Figure 3

grounded in programs sup-

Estimated Total Personal Expenditures By | ported by public money.
Population Groups In Maine (1999)

The coverage and reimburse-

54706 ment policies adopted by
Medicare and Medicaid have

immense implications for the
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financial viability of provider
groups, as well as for cost
shifting to persons insured pri-
marily through a private plan.
U Hospital administrators in
Maine claim that Medicare

Note: For the uninsured, the amount reporled in this charl represents the total personal health expenditures.
Actual amounts expended directly by the population are estimated to be about $107 million. The difference
between those two amounts are the estimated charity and bad debt, implicitly included in the expenditures of
other populations (particularly those with private insurance). In order to avoid a double count, the total reporled

shortfalls are in the amount of
$100,000,000 per year’ To
the extent that claim is valid,

above includes only the estimates for actual expenditures by the uninsured.

those shortfalls are either ab-

A recent survey by the Muskie School of Public Ser-
vice reported additional insights specific to uninsured
children (age 0 through 18 years).? The number of
Maine children without health insurance is estimated
to be nearly 18,100. Approximately 11,000 of those
children reside in households with incomes that are
less than 200 percent of the federal poverty levels,
and therefore would be eligible for either Medicaid
or Cub Care. In those cases, the problem is not lack
of access to coverage, but that their parents have
failed to enroll them. The remaining 7,000 children
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sorbed by institutions or
shifted to other payers, principally those persons with
private insurance.

As Figure 3 shows, estimated personal health ex-
penditures of all groups totaled about $4,706 billion,
representing nearly 14 percent of Maine’s gross state
product. That figure stands in contrast to the U.S.
where it is estimated that personal health expendi-
tures represent 12.3 percent of the gross domestic
product.?
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As shown in Figure 4, per-person expenditures on
health care range widely, from a low of $1,636 for
the uninsured (actually, $647 per-uninsured person
after charity care and write-offs for bad debts are
considered) to a high of $21,064 for dual-eligible
beneficiaries. (See also Table 2 in Appendix A.)

amounts paid for care by the uninsured totaled $107
million, or nearly $650 per person. Out-of-pocket
expenditures by the uninsured are highest for physi-
cian and pharmacy services. Approximately 60 per-
cent (or more than $163 million annually) of per-
sonal health expenditures incurred by the uninsured

is estimated to be “covered” under

Figure 4
Estimated Per Capita Personal Health

Expenditures By Population Groups in Maine (1999)

charity and bad debt provisions made
by providers.

Notwithstanding the above estimates of

25000

charity and bad debt, estimates for the
uninsured suggest a lower rate of ex-
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penditures than those made by the pri-
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vately insured.  That difference may

Out-of-pocket

Dollars

0000

portion estimated to
be $647 per person
per year of the total

be attributable to two factors: the cost
of health care prevents the uninsured,
as well as the underinsured, from seek-
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ing services; or more-healthy popula-
tions with lower expenditures volun-
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tarily decline insurance coverage. The
latter population appears to be small.
Only five percent of those respondents

For persons with either Medicare or Medicaid cov-
erage, personal expenditures are similar: approxi-
mately $5,800 per person in 1999, or slightly more
than twice the expenditures of those persons with
private insurance (nearly $2,700). That is not sur-
prising. The higher morbidity associate with age,
poverty and/or disabilities (all conditions associated
with eligibility for either Medicare or Medicaid) will
have higher accompanying expenditures.

Expenditures for persons with both Medicare and
Medicaid are more than three and one-half times
greater than persons with either Medicare or Medic-
aid alone. Approximately 70 percent of the com-
bined amount is covered by the Medicaid program.
While most of the dual-eligible beneficiaries are the
frail elderly, adults with significant disabilities are
also included. More than half the expenditures for
that population is associated with Home Health
Care and Nursing Home Care, reflecting the sig-
nificant utilization of long-term care services.

Personal health expenditures for uninsured Maine
citizens are estimated to have totaled about $271 mil-
lion, or $1,636 per person, in 1999. The actual

without health insurance reported in the
Maine Development Foundation survey that they
were healthy and did not feel they needed coverage.

Based on a recent Market Decisions survey, it ap-
pears that uninsured Mainers do receive hospital care.
The report notes: “hospital care is not deferred be-
cause of a lack of health insurance.” That observa-
tion is consistent with our findings that estimates of
personal health expenditures for hospital care are ap-
proximately equal to the amount that hospitals re-
port for charity and bad debt. In other words, the
uninsured go to hospitals when they perceive a need,
but costs associated with such utilization are largely
written off as bad debt or charity care.

14
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Figure 5

Estimated Percent of Out of Pocket Share of Personal
Health Expenditures in Maine (1999)
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Figure S shows that the amount of personal health
expenditures directly paid out-of-pocket by individu-
als also varies widely. Excluding the uninsured, out-
of-pocket expenses include direct contributions to
health insurance premiums, cost-sharing provisions
at the time services are rendered, and expenditures
for services not covered by an insurance program.
In 1999, out-of-pocket expenditures averaged about

of personal health ex-
penditures paid out-of-pocket was 20 to 29 percent.
In terms of dollars, the median response was in the
range of $1,000 to $1,999.¢

Figure 6 reports the personal health expenditures in
Maine according to major service categories. While
providing some insights, the categorization provides
little information as to personal health expenditures
based on care needs.

Figure 6

Estimated Percent Of Total Personal Health Expenditures By Service in

Maine (1999)

Administration
8%

Other

70/0

Nursing Home Care
11%

Vision Prod & Other Med.
Durables
3%

Drugs & Other Med. Non
Durables
10%

Home Heaith Care
5%
Other Prof. Service
50/0

For example, it is not
possible to identify
personal health expen-
ditures related to be-
havioral diagnosis.
Such expenditures are
included among dif-

ferent provider types.
Hospital Care
34%

"

Physician Service
17%

15



Chapter 2 - Cost Profile

Since 1994, as shown in
Figure 7 and Figure 8,
health care costs in Maine

Estimated Total Personal Health Expenditures in Maine for Select
Years (without Insurance Administration)

Figure 7 ;

$4,335

have increased faster than
the consumer p1'1ce.1ndex. 10,000
(See also Table 5 in Ap- | __.

. . 1]
pendix A.) The largestin- | § 8,000
crease has been in Drugs |= 6,000

- £ $3,454

and Other Medical Non- | c 4,000 :
Durable Services. Asthe Je 5 90
figures also show, total an- 0
nual personal health ex- 1994
penditures (without Insur-

1999 2009

ance Payer Administra-
tion) are estimated to al-
most double in ten years, to
nearly $8 billion. The ser-
vice categories estimated to
increase the most are:
Home Health Care, Drugs
and Other Medical Non-

Estimated Per Capita Personal Health Expenditure in Maine
for Select Years (without Insurance Administration)

Figure 8

Durable Services and 7,000

Other. In contrast, Hospi- oo

5,000
tal Care and Physician

Dollars

4,000
Services are estimated to |8 9%
make relatively modest con- fﬂgg
tributions to future personal
health expenditures.

1994

1999 2004 2009

Notwithstanding the magni-
tude of the expenditures re-
flected in the projections, they do not include the
impact of aging baby boomers. That population be-
gins to reach age 65 in 2011, and will further accel-
erate increases in health care expenditures in subse-
quent years.

National Comparisons

As mentioned earlier, about 12.3 percent of the na-
tional gross domestic product is spent on health care,
whereas the amount in Maine is about 13.9 percent.
The difference between Maine costs and U.S. costs
relative to GDP reflects, in part, the smaller Maine
economy. Still as a measure of relative priorities,
Maine devotes a larger share of its gross domestic
product to health care than does the country as a
whole. A comparison of the actual costs, however,

looks very similar: health care spending in Maine is
about $3,732 per person (including insurance admin-
istration), while U.S. health care spending is about
$3,798.

As Figure 9 shows, the distribution of health care
expenditures for Maine and the United States varies
notably among service categories (See also Table 2
in Appendix A). As a percent of total expenditures,
Maine’s allocation to Home Health Care, Vision
Products and Other Medical Durables, Nursing
Home Care, Other Personal Health Care and In-
surance Payer Administration is larger than that
of the United States. The proportionally smaller al-
locations for Hospital Care and Physician Services
in Maine, as compared to the nation, are notewor-
thy.

16



Year 2000 Blue Ribbon Commission on Health Care

Figure 9

Per Capita Estimates of Personal Health Expenditures,
by Services, Maine and USA (1999)
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Idaho has a larger proportion of
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young people—32 percent under
age 20, as opposed to Maine’s 26
percent——and a smaller elderly
population. Some 11 percent of Ida-
hoans are older than 65. Idaho’s

Interstate Comparisons

Figure 10 compares Maine’s costs with those of
North Dakota, Wyoming, West Virginia, and Ver-
mont: states identified by the State Planning Office
as similar to Maine in demographic and income char-
acteristics (See also Table 4 in Appendix A.)

The percentage distribution of personal health ex-
penditures in Maine is generally consistent with
other, similar states. The same can be said for total
personal health expenditure as measured by dollars.
There are some exceptions, however. Hospital Care
represents a smaller percent of personal health ex-
penditures in Maine. To a lesser extent, the same
can be said for Physician Services and Other Pro-
fessional Services. In contrast, Nursing Home Care

median age is 33, while Maine’s is

nearly 37. Those age differences
have a significant impact on differences in utiliza-
tion patterns.

The overall health ranking averages of the two states
are similar, but there are also significant differences.
Maine has a lower infant mortality rate, one of the
lowest in the country, as well as a higher immuniza-
tion rate. On the other hand, its cancer rate is the
third highest in the nation. Idaho has low chronic
disease and death rates. Hospital wages are quite
similar, as are the costs of practice for physicians.

In the broadest national index of hospital spending,
Maine’s cost per capita is slightly above the national
average (51,159 against $1,143), but Idaho’s is much
lower, possibly the lowest in the nation.

Estimated Per Capita Personal Health Expenditures among
Comparative States for 1999 (without Insurance Adminisiration)

|
Figure 10
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similar to Maine.” The two states N. Dakota

Vermont
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A detailed comparison shows the reasons for the
striking differences in hospital costs.

o Although the two states have about the same num-
ber of hospitals of similar sizes, Maine has far more
hospital beds and physicians, leading to annual rev-
enues about one third higher.

o In 1996, Maine had 3,407 hospital beds, while
Idaho had 2,736.

e There were 3,365 full-time registered nurses at
work in Maine hospitals, 2,274 in Idaho.

e The number of surgeries was about 25 percent
higher in Maine.

o Although the two states had roughly the same num-
ber of general or family practice physicians, Maine
had far more specialists. In other studies, specialists
have been shown to be far more aggressive in the
treatment of various ailments than general practitio-
ners, ordering greater number of tests and procedures
and performing surgery more often.

As various observers of the Maine-Idaho study have
pointed out, the results do not necessarily mean that
Maine has too many hospital beds or physician spe-
cialists. And it is possible that Idaho residents re-
ceive their hospital care out-of-state. In addition,
Idaho has publicly funded county hospitals, while
all of Maine’s hospitals are community-owned, pri-
vate, nonprofit entities. Nonetheless, the compari-
son is useful in considering the questions of how
much care is needed in what settings, and whether
there are possible alternatives for hospitals to con-
sider,

Intrastate Variations

This cost profile does not fully consider price and
cost variation within Maine but there are, however,
a number of indications that the variance between
rural and non-rural areas in Maine is considerable.
Rural hospitals have a larger proportion of Medi-
care and Medicaid patients—payers that, according
to interviewees, reimbursed hospitals at lower rates
than are needed to cover costs.® In addition, those
institutions have more limited labor pools, which may

increase salaries, and thus cost in general. Accord-
ing to Market Decisions, there is also some indica-
tion that smaller hospitals have a larger number of
uninsured patients.’

Maine’s geography also has a powerful effect on
health care prices. A recent study detailed the size
of Maine’s hospitals in relation to their service ar-
eas.!” Intuition would seem to dictate that the num-
ber of hospital beds in any given area would be
closely related to the number of people its hospitals
serve. That is not the case, however: Maine hospi-
tals have as many as 663 people in their service ar-
eas for each licensed bed and as few as 214: a greater
than three to one variance. Population concentra-
tions, or availability of acute care, did not affect that
variance: among small group hospitals doing mostly
routine procedures, one hospital has 613 people per
bed in its service area, another just 223 people per
bed. Hospitals, however, typically have more li-
censed beds than beds that are actually staffed at
any given time.

Furthermore, there is much scientific and anecdotal
evidence that where there are more doctors and more
hospital beds in relationship to the population, there
are higher rates of medical procedures. In 1980, it
was found that in one area of Maine, women were
twice as likely to have a hysterectomy as those liv-
ing elsewhere.'' In 1983, three new surgeons in one
area collectively performed more than 60 percent
more back surgeries than otherwise would have been
expected.’? And in 1999 twenty-one percent of Maine
births took place through Cesarean sections, a per-
centage higher than the national average, which most
health experts agree is itself too high.

Estimates related to the possible state authorization
of six additional catheterization facilities bear out
those findings. If normal utilization rates were to be
met at all those locations, Maine would probably
have the highest rate of cardiac catheterization,
angioplasty, and open-heart surgery in the nation,
even though no extant data confirm a need for that
level of surgical procedures. In such cases, “im-
proved access” would not seem to lower the costs—
or better the outcomes—of health care. The com-
mission is not suggesting that Mainers should be re-
quired to travel long distances to obtain quality care,

18
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or that new catheterization facilities would not im-
prove health care in the state, merely that duplica-
tive efforts do not typically lower the overall costs
of obtaining such care, and that hospital costs are
generally greater at smaller and more rural locations.

An analysis of Medicare cost and charge data re-
vealed regional differences between northern Maine,
southern Maine and the greater Boston metropoli-
tan area.

Changes in bed capacity, price-adjusted reimburse-
ment for Medicare beneficiaries, and HMO penetra-
tion are reported in Figure 12. In both Portland and
Boston, the total number of acute care beds (per 1000
population) declined between 1995 and 1996. The
opposite was true in Bangor. Price adjusted reim-
bursements for Medicare increased less than seven
percent in Portland and Boston, nearly 20 percent in
Bangor. Finally, HMO penetration in Bangor and
Portland was virtually nonexistent in 1996, as com-
pared to nearly 12 percent

Figure 11
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Figure 11 reports the difference between charges
and costs as reported for Medicare beneficiaries for
1995, 1996 and 1997.

competitive market worked
as predicted: less demand resulted in lower prices
and reduced supply.

Those margins are clearly
largest in the Boston re-
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tent the data can be ex- [ 2s0%

Figure 12
Hospital Capacity, Medicare Price Adjusted Reimbursement and HMO
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During those same years, in contrast, Portland ex-
perienced voluntary downsizing via hospital merg-
ers. Rather than competition, Portland hospitals were
attempting voluntary, community planning. Inter-
estingly, that approach seems to have been as effec-
tive as Boston’s competition.

As measured by those indicators, neither a competi-
tive nor planning model appeared to be at work in
the Bangor region. That conclusion may still be
valid. Based on total per-member, per-month costs
for the twelve-month period end-

more costly than larger facilities.

Hospitals in Maine vary significantly in charges for
surgery even when adjusted for case mix. While
small volume hospitals are more likely to charge
more than large volume hospitals, there are excep-
tions in Maine. The average charges of two out of
eight large hospitals are well above expected charges
while charges of nine out of thirty small hospitals
are below expected charges.

ing June 2000, one insurer’s ex-
perience in the Bangor market
was that charges there were 35

Actual vs Expected Charges for Vaginal Deliveries w/out‘Complicaﬁons

Figure 14

(Select Hospitals, 98-99)

percent greater than in the Port-
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8500 ° e. o5 S .
Service volume is an important g ¥ * 7 * o . A S - o
cost factor, in addition to geo- |8 1% .
graphic variation. Because fixed % o
costs represent such a significant 50
portion of a hospital’s overall 82000 e
cost structure, institutions with a $2500

Number of Procedures

larger-than-needed capacity may
have higher costs. It follows,
then, that hospitals in rural locations with smaller
populations and service needs may have higher costs.
Figure 13 supports that conclusion. The data indi-
cate that hospital charges of low-volume (i.e.,
smaller) hospitals are more variable, and frequently
higher, than those of larger institutions.

There are, however, caveats in
that analysis. Charges do not
necessarily equate with actual
reimbursements and the “ex-

Taken together, all the data in this section indicate
that geographic variances, particularly as they af-
fect service volume, appear to be an important con-
tributor to cost differences within Maine.

Figure 13
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{Select Hospitals, 98-99)
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Cost Shifting

There is little consistency among what is paid by
individual consumers for medical services. Neither
is there consistency among the cost, price and charge
for health care services. Like an airline flight com-
prising 78 passengers who each paid a different
amount for passage, health care has nearly as many
“prices” as it has people participating in the system.
Not surprisingly, those inconsistencies have led to
contusion and uncertainty as to the “real” cost of a
medical service, as well as to a complicated patch-
work of cost shifting between and among various

payer groups.

Furthermore, it is impossible to determine if the costs
paid by a patient accurately reflect the costs of de-
livering services. Although hospitals may engage in
serious cost accounting, there are a number of addi-
tional elements that factor into what they actually
charge. For instance, hospitals are guided by the pros-
pects for reimbursement and expected levels of re-
imbursement from both government and private in-
surance programs.

The fact that large employers can negotiate smaller
fees for the insurance they provide to their employ-
ees means that individuals who purchase their own,
more expensive, health care incur more than their
“fair share” of costs. Medicare and Medicaid pay-
ments have also been criticized as shifting costs from
one population to another. Medicare reimbursement
rates to Maine service providers are among the low-
est in the country. Hospital administrators identi-
fied that as the most important cost-shifting factor—
on the order of $100,000,000 annually." Providers
also fault Medicaid, which includes both federal and
state funding for not paying its fair share of the costs
of health services.

To the extent that Medicare and Medicaid fall short
in paying rates in line with costs, the impact is sig-
nificant. Because they pay more than half'the health
care bills in Maine, any shortfalls by the programs
require providers to either reduce their costs or shift
the shortfall to other payers with less purchasing
clout: typically, private insurance programs or indi-
viduals who pay directly for services.
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The political and regulatory policies for cost shifting
by Medicare, and to a lesser extent Medicaid, are
beyond Maine’s ability to control. The issue reflects
the tug of war between federal and state initiatives
and priorities to meet a variety of social needs, to
contain budgets and to respond to political realities.

Thus costs both increase for all and shift among and
between segments of society sometimes borne by
the rich, sometimes by the poor, sometimes by indi-
viduals, sometimes by governments. It is not sur-
prising, then, that potential solutions primarily ad-
dress the margins of the problem: the dilemma it-
self is almost too amorphous to define. Addressing
the essence of the problem will require immense re-
serves of social and political capital, as well as here-
tofore-unknown collaboration among all the actors
on the health care stage.

Cost Drivers

It can be argued that costs are not the problem.
Rather, they are symptoms that reflect a variety of
underlying causes, dynamics, priorities, expectations
and, ultimately, contradictions.

In addition to identifying those facts that shift costs,
testimony and materials provided to the commission
identified a plethora of factors that drive costs. Un-
fortunately, many of those drivers will not be easy
to fix. In some cases, they are largely outside the
control of Maine or any other government jurisdic-
tion. An aging population, for example, cannot be
changed by government fiat. In other cases, solu-
tions will require long-term and far-ranging social,
political, and financial investments.

Use of Costly Procedures and
Treatments

Consumer demand and knowledge factor into rising
costs. The general public is much more knowledge-
able about medical advances than it once was.
Today’s medical consumers insist on the “best, new-
est” treatments. For many, a long and healthy life is
no longer an accident of fate but a right.
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In fact, health care managers interviewed “theorize
that the environment has become competitive due to
consumers demanding access and services as never
before.” Furthermore, “consumer issues such as
convenience, breadth of services, and depth of ser-
vices, long limited to traditional consumer services,
appear to be rearing their heads in the medical
arena.”?

Technological advances, while resulting in improve-
ments in the delivery of care, also contribute signifi-
cantly to increasing overall costs, If useful technol-
ogy is available, it is difficult to deny it to a patient
in need.

Utilization of medical services is largely driven by
physicians. Itis a doctor who orders a test, prescribes
medication, makes a referral, admits to a hospital.
That is particularly true in the case of elective medi-
cal care and procedures such as surgery and tests.
Despite the fact that consumers know there are of-
ten alternative treatments for their conditions, and
despite an increasing interest in shared decision
making, physicians continue to exert a strong influ-
ence on the choices their patients make.

Thus physicians, along with their patients, need more
comprehensive information about the cost-effective-
ness and outcomes of alternative treatments for vari-
ous conditions. When provided with reliable infor-
mation about the risks and benefits of alternative
treatments, patients will often opt for less complex
and invasive treatments.

It is also clear that there are conditions for which
utilization of hospital services is more strongly cor-
related with the hospital bed capacity available to
the local population. Some have argued that where
there is greater local capacity, patients will be ad-
mitted to the hospital for medical conditions that, in
areas with less capacity, are treated in the ambula-
tory setting.

Rising pharmaceutical costs, fueled in large part by
our increasing appetite for new and expensive drugs
to treat a broad range of diseases and to improve
quality of life, is a significant cost driver as well. In
fact, consumers most often identified cost of drugs/
prescriptions as leading the increase in Maine’s health

care costs.'®

The desire of many hospitals and other health care
facilities to attract consumers can also drive up prices.
New services, however, often entail large capital in-
vestments that, in turn, must be recovered through
high utilization. In such cases, supply induces de-
mand.

Finally, while the commission is reluctant to iden-
tify advances in gene technology as a cost driver,
there are indications that genetic mapping may lead
to new possibilities for medical interventions, which
has potentially serious cost consequences.

Lack of Consumer Concern about Price

Because much health care insurance amounts to pre-
paid health care services (that is, it covers many pre-
ventive and discretionary procedures) people are in
effect insulated from the real costs of the care that
they are receiving. They simply do not know how
much many of their drugs, tests, and treatments cost.
And because most of those who have insurance do
not pay a significant portion of their health care ex-
penses, they have no real incentive to choose cost-
effective approaches. And even if they attempt to
do so, they will find little or no link between expen-
ditures and outcomes. Thus it is not surprising that
most Americans know more about what it costs to
run their automobiles than what it costs to keep them
healthy.

In fact, when asked what information would be most
helpful when choosing a health-care provider, only
four percent of Mainers indicated the cost or method
of payment, and only six percent indicated health
insurance coverage as a factor. In contrast, mea-
sures of quality and reputation were listed by one-
third of the respondents.!’

Unhealthy Behaviors and Lifestyles

Avoidable consumer behavior contributes to higher
costs in many cases. Use of tobacco, lack of exer-
cise, poor personal safety decisions, and poor eating
habits often contribute significantly to poor health
status and increased health care costs. While indi-
vidual decision making may be at the root of un-
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healthy behaviors and lifestyles, these decisions are
often made in the context of extremely limited choices
and powerful influences beyond the individual’s con-
trol.

It is likely that solutions to this cost driver are out-
side of the traditional medical system with its em-
phasis on curing illness and repairing injury. Rather,
they reside within the broader context of health care.
Examples range from mandatory seat belt and hel-
met requirements, to developing opportunities for
exercise, such as urban trail systems linking parks
and playgrounds, or swimming pools.

Emotion and Expectations

Finally, high emotion and unreasonable expectations
often drive health care costs. Despite an intellectual
understanding that no nation or state can possibly
provide every possible health benefit to every citi-
zen, individual Americans want their own family
members to receive each of those benefits, regard-
less of cost. And while that may be in the best inter-
est of those individuals and families, it is not neces-
sarily in the best interest of society as a whole, con-
tributing as it does to the increasing cost of health
care.

Aging Population

In part, responsibility for increasing costs lies with
the demography of the state’s population. Like the
rest of the country, Maine has more elderly people
than it once did, but Maine’s proportion of elderly
in future years is estimated to be higher than in most
other states. In a few years, for the first time in his-
tory, more of Maine’s citizens will be older than 65
than will be younger than 18. That elderly popula-
tion, naturally, needs more medical care than most
other segments, which drives up overall costs. Those
older than 75 are particularly costly, and that popu-
lation is expected to grow relative to the population
as a whole.

Administrative Inefficiencies and Program-
matic Oversight

Maine’s health care system is burdened by expen-
sive, duplicative, administrative requirements. Us-
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ing the PaineWebber calculation that 25 percent of
health care expenses go to administration and waste;
this implies that Maine spent more than $1 billion of
its health care dollars in 1999 on administration and
waste.

These inefficiencies were certainly highlighted by
healthcare administrators interviewed by Critical
Insights. Providing some very informal corrobora-
tion of the PaineWebber estimate, Critical Insights
reports that estimates provided by hospital adminis-
trators vary “but anywhere from 15 percent to 20
percent of administrative time and/or costs tended
to be the average estimate.” Interviewees noted the
growing administrative effort that is needed to com-
ply with various business and medical management
requirements imposed by payers: their perception
being that the third party payer system achieves “cost
savings by rejecting claims.”'®

Not surprising, insurance companies challenge those
claims. Their representatives felt that many Maine
providers, and particularly small physician-groups,
exhibited a level of administrative inefficiency that
included “unnecessary duplication of tests, inaccu-
rate coding of procedures, paperwork that is incom-
plete or not completely properly, and lost records.”"”

Finally, human resource directors noted: “the com-
plexity of the billing process for individual payers
has geometrically increased, creating a similar in-
crease in the number of forms required.””

Government Mandates and Regulatory
Oversight

In addition to costs associated with administration
of medical services, mandated benefits as well as
regulatory activities (e.g., government protocols re-
lated to licensure, Certificate of Need), were noted
by payers as well as providers as contributing to
higher costs.?! Of course, not all government man-
dates cost money, many of them actually save it.

In contrast to many of the other cost drivers, a sig-
nificant number of mandates and regulatory over-
sight decisions can be addressed at a state level.
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Poor Quality of Outcomes

Preventable medical errors add costs, as does a lack
of continuity of care. As the health care system be-
comes more fragmented, diagnosis and effective,
ongoing treatment becomes more costly and more
difficult.

Environmental Factors

Environmental factors, both the natural and man-
made, contribute to diminished health status and in-
creased costs. In Maine, second hand smoke and
ground-level ozone increase incidences of asthma
and other lung disorders. Lead paint and asbestos
have been shown to induce health problems in chil-
dren. Lack of upper air ozone contributes to sun poi-
soning and increases the risk of skin cancer. And
workplace injuries and illnesses remain a serious
problem,

Further Research

The cost profile provides an important baseline and
reference for policymakers and administrators in
examining how Maine currently allocates health care
resources, as well as how such allocations might be
made in the future. As is always the case in studies
of this nature, the data and findings create an appe-
tite for additional and more detailed information. The
commission hopes the data in this cost profile will
provide a foundation for updates and refinement.
Specifically, the commission believes that future
study should be directed to:

e Including health care costs that were not addressed
in this study. Those include, but are not limited to,
mental health, dental care, Native American services,
veteran’s services, and school care.

e Developing a companion utilization profile that
reports resource consumption in terms of diagnosis,
hospital days, patient visits, tests completed and other
service measures. Such data would begin to link cost
and clinical information.

e Better understanding the composition of specific
population groups, as well as the differential con-

sumption patterns of each group. In addition to bet-
ter examining the composition of populations, better
differentiation of small versus large privately insured
groups, populations with disabilities, and the frail eld-
erly would provide valuable insights for the future.

e Better differentiating service categories. Those
include but are not limited to: mental health and sub-
stance abuse services; secondary versus tertiary hos-
pital services; primary versus non-primary profes-
sional services; and acute versus long-term care.

e Capturing more complete cost information from
hospitals, physicians and other providers.

e Refining geographic differences within Maine, in
terms of regional county groups and rural versus non-
rural locations.

e Continuing the update, refinement and calibration
of the estimates to reflect the rapidly changing health
care marketplace, as well as new data sources. Do-
ing so would mean an excellent historical record of
changing cost and consumption patterns.
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Chapter 3
THE PROBLEM WITH HEALTH CARE
IN MAINE

Armed with at least a partial understanding of the
myriad social factors that affect health care in Maine,
as well as with data analysis (discussed in the previ-
ous chapter) upon which to peg our real work, we
began to organize our problem statement. Holding
the cost of health as paramount, while recognizing
that it is inextricably entwined with issues of access
and quality, we divided the problem of high health
care costs into three contributory elements, described
below. Taken together, these elements not only drive
up costs, they generate confusion, frustration, and
general dissatisfaction. Such exasperation often pre-
cludes meaningful discussion of possible solutions.
In other words, the sheer enormity of the problems
seems to overwhelm most efforts to fix them.

A. The health care delivery and financing sys-
tem is inefficient, unreasonably complicated, and
unfair.

Whether the nation is spending too much on health
care may be debatable, but markedly inefficient
spending is an integral part of the system. Among
industrialized nations, the United States gets far less
for its health care dollar than do most other coun-
tries. According to the World Health Organization,
this nation ranks only 37" out of 191 countries on
several measures of health system performance.
Although some have criticized the report’s method-
ology, the fact remains that the world’s richest coun-
try does not have the world’s best health care sys-
tem.

Expensive, duplicative administrative requirements
are one of the reasons for poor value in our health
care system. All estimates of administrative costs or
health outcomes as related to expenditures are poor
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in comparison to the rest of the world.! Indeed,
PaineWebber estimates that administration and in-
efficiency account for approximately 25 percent of
the total annual U.S. healthcare expenditures.” Cer-
tain administrative costs are necessary, of course,
but a figure of 25 percent seems high. In Maine
alone, a 25 percent administrative outlay would have
meant more than $7 billion in 1999,

Finally, and perhaps most tragically, a recent report
states that the nation’s health care delivery is prone
to an excessive incidence of medical errors: that
they cause 45,000 to 98,000 deaths annually in the
United States.®> In Maine, that would mean roughly
one person dies each day as a result of medical er-
ror.

In addition to both administrative and medical inef-
ficiency, there is considerable variability in how
“fairly” Mainers are treated by the health care sys-
tem. Two people receiving the same treatment might
pay vastly different amounts out of their own pock-
ets depending on their employment status, socioeco-
nomic standing, age, and where they live. Related,
people also have varying degrees of access to health
care services based on demographic characteristics.
The fact that charges are only somewhat related to
cost connotes unfairness.

Providing insurance coverage at lower rates to people
who are less likely to need it is a standard approach
to lower costs. Indeed, insurance premiums cost less
for those who are healthy and less at risk of becom-
ing ill. People who are at greater risk of needing
health care are left in a “pool” which, as a group,
demand higher levels of care which translate into
higher premium costs. As premium costs rise, the
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most healthy in the pool opt out making the residual
pool even less healthy and even more expensive. This
is known as adverse selection and exacerbates the
problem of uneven treatment based on socioeco-
nomic characteristics.

B. People in Maine are not as healthy as they
could be, and efforts to improve health status are
inadequate.

While there are encouraging signs of improving
awareness, such as the recent Healthy Maine 2000
conference and the antismoking campaign, Maine
has numerous public health problems that are not
yet being addressed comprehensively: alcohol and
drug abuse, poor diet, sexually transmitted diseases,
workplace safety, domestic violence, lack of exer-
cise, and obesity, among them.

A survey by Maine Turning Point indicates consid-
erable public support for public health efforts. A clear
majority of respondents indicated that “delivering
preventive medical care to keep people healthy” was
their most important public health concern, and that
they would be willing to pay fees or higher taxes to
fund such initiatives. That willingness would pay
off in the long term. If coronary bypass surgery and
angioplasty—which are often the result of poor
health choices—were reduced by only 20 percent,
for example, the state would save $38.3 million a
year.*

On the other hand, the Market Decisions survey re-

ports:
“When prompted about personal responsibility,
less than a majority (42 percent) of respondents
cited maintaining a health lifestyle as a personal
step to reduce health care costs. Some 53 percent,
say they “can’t do anything or there is nothing that
they can do” to reduce health care costs.™

In fact, of the seven most frequently given responses
by consumers as to what accounts for the high cost
of health care in Maine, greed accounted for three:
on the part of insurance companies, on the part of
pharmaceutical companies, and simply in general.
There is apparently a disconnect between what Main-
ers are willing to pay for and what they are willing
to do themselves.

Among adults, there are encouraging signs; dramatic
examples of how relatively simple, low-cost pro-
grams can have major effects. Beginning in the
1970s, physicians in Franklin County, perceiving the
widening gap between preventive medicine and the
dominant fee-for-service system began offering free
blood pressure screenings in an effort to reach the
entire population. The county’s public preventive
programs have since increased in scope and sophis-
tication. By the late 1990s, they were reporting mea-
surable and significant improvements in cardiovas-
cular health. The implications, both for building a
healthier population, and controlling health care
costs, are profound.

C. Many in Maine are unable to obtain health
care of the type and quality that they need.

“Access” is a significant problem in health care in
Maine: access to insurance; access to physicians;
access to hospitals; access to relevant data and in-
formation of all kinds; and access to sustained, sys-
temic public health efforts Access in all those areas
depends greatly on geography and socioeconomic
status, as well as on an ability to comprehend the
system.

In recent years, medical costs for most people have
risen at a much faster rate than their incomes. Abil-
ity to pay for medical care has become increasingly
difficult for many, and has reached crisis propor-
tions for some,

In fact, Maine (along with Hawaii, Massachusetts,
Wisconsin and Washington) is among the five states
with the highest insurance rates in the nation.® Obvi-
ously, then, a growing number of Mainers cannot
pay for even the most basic health care insurance.
The problem is particularly acute for employees of
small businesses, who comprise the largest working
population in Maine. Smaller employers, faced with
increases in premium costs of between 15 and 40
percent since 1998, are increasingly unable to pro-
vide comprehensive health care for their employ-
ees. Even larger employers saw increases in that
time of 8 to 20 percent.” Contributing factors to
relatively high insurance rates include: poor health
status, low population density, and government man-
dated universal availability.
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High insurance rates have a direct bearing on access
to health care: those without insurance are far less
likely to seek care even if they feel they need it. Ina
recent study of the uninsured, for example, research-
ers found that 25 percent of children without insur-
ance had unmet health needs, and that 15 percent of
uninsured adults were going without needed medi-
cal care®. Such delay—or denial—of health care
often results in more serious health problems. The
result may be death or diminished quality of life, as
well as increased long-term costs to an individual or
to society.

Given the distribution of Maine’s population, geog-
raphy is also a significant factor in access. Those in
more populous parts of the state have more opportu-
nities for care. The southern part of the state simply
has more physicians and more hospitals in closer
proximity to where people live.

The much-discussed problem of pharmaceuticals is
also an issue of access. For a large segment of the
population, both insured and uninsured, paying for
prescription drugs is becoming exceptionally diffi-
cult. The problem is particularly acute for the eld-
erly: in 1998 alone the price of the 50 drugs that
population takes most often rose by more than four
times the rate of inflation.® When one considers that
more than one third of all Medicare recipients lack
prescription drug coverage, that nearly half of them
have incomes below 200 percent of the poverty
level—about $15,500 for an individual, $21,00 per
couple—and that nearly 80 percent of them must
take prescription drugs regularly, it is easy to see
why the situation is of such fiscal and social con-
cern.

Finally, expectations as to the type and quality of
health care to which Mainers are entitled are largely
undefined. Although guidelines for federal programs
such as Cub Care are in place, the state as a whole
has not determined procedures for consistent actual
or prophylactic health care. In addition, Mainers of-
ten lack mental health services, as well as dental care.
Thus, many receive far poorer overall care—and
fewer services— at a higher price than they expect
or can afford.
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Chapter 4
PRINCIPLES

Having identified the societal, governmental, mar-
ket, and personal-responsibility elements of health
care costs, as well as what is driving and shifting
those costs, we attempted a set of principles to guide
future policies and activities. Doing so reminded us
of a dialogue from Lewis Carroll’s Alice in Won-
derland. “Would you tell me, please,” asked Alice
of'the Cheshire cat, “ where to go from here?” “That
depends a great deal on where you want to get to,”
the cat replied. We think that the question of how to
stabilize health care costs is similar; and that the best
way to determine our destination is to develop a set
of principles before beginning the journey.

The commission’s principles are based on deep con-
cern, in part on science, in part on experience, and
in part on our faith on the good sense and compas-
sion of Maine’s citizens. They are not presented as
absolutes, but as a foundation for a statewide dis-
cussion of our public values, our societal priorities,
and our ethics that ought to guide our overall ap-
proach to health policy and finance. We intend them
to be developed further by the citizens of Maine in
cooperation with their elected officials, their non-
governmental organizations, and private sector lead-
ers.

Key Principles
Access
1. All Maine citizens should have ready access to

basic health care regardless of income, location, or
pre-existing or chronic conditions.

Quality

2. Maine’s health care system should be charac-
terized by excellence, zero tolerance for medical er-
rors, and appropriateness of care in accordance with
outcome-based evidence.

Efficiency

3. An increasing portion of the state’s health care
expenditures should go directly to disease preven-
tion and public health efforts.

Supporting Principles
Personal and Community Responsibility

4. Primary responsibility for individual health lies
with each person’s ability to make wise decisions
on individual behavior, as well as informed deci-
sions with regard to preventive care and treatment
of disease.

5. Individuals receiving health care should be
aware of the cost of that care, and make health care
decisions based on their needs and on the quality,

service, and cost of potential treatments.

6. Community norms should greatly affect personal
behavior choices.

The System

7. The health and satisfaction of the individual con-
sumer should be the focus of the system.
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8. Health care delivery and financing should be
relatively simple, transparent, and understandable by
consumers.

9. The health care system should encourage inno-
vation and entrepreneurial approaches to solving
complex problems.

10. There should be a shared sense of fairness about
how costs are allocated and shared.

11. Information about health status, incidence of dis-
ease, treatment outcomes, and costs should be readily
available in formats conducive to policy planning
and individual decision making about behavior and
disease treatment,

Role of State Government

[2. State government should provide leadership and
develop and maintain a statewide, long-term plan
for coordinated health care delivery and financing
based on demographic and economic trends, out-
come performance measures, and citizen input.

3. State government should maximize leverage of
federal government health care resources.

14. State government should streamline regulations
in order to maximize opportunities for efficiencies
and where state government action is necessary and
appropriate, favor behavior incentives over punitive
regulation.

15. State government has a minimum threshold re-
sponsibility to promote and maintain public health.
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Chapter 5
APPROACHES TO CONSIDER

Introduction

In this chapter, the commission outlines a number
of different approaches to stabilize overall health care
costs and improve value within the health care de-
livery system. They are based on our analysis of
the cost profile of Maine’s health care expenditures,
in addition to input received, and were selected from
many ideas that we considered. They are not rec-
ommendations: indeed, some of them do not have
the unanimous support of the commission members.
They represent those approaches the commission
found most worthy of further analysis.

The commission also asks readers to keep in mind
several other considerations:

o The approaches have the potential to help stabi-
lize costs over the long term, but some require an
up-front investment;

e The approaches are described in concept, not in
detail;

e Each approach requires much more analysis prior
to implementation; and

e State government involvement in implementing the
ideas will depend upon budgetary constraints, chang-
ing federal policy, and other compatible initiatives.

Policy Constraints

In the course of our work, we came across a number
of factors that serve as barriers, or at least constraints,
to potentially effective approaches. In many respects,
those constraints served as boundaries within which
we confined our approaches.

The State/Federal System: Health care delivery is
influenced by a complex overlay of federal and state
laws, tax policy, and spending policies. Many fed-
eral laws and budgetary policies constrain what
Maine, or any state, can do. For instance, the federal
Employee Retirement Income Security Act of 1974
(ERISA) governs all employee health plans estab-
lished by private-sector employers, or by employee
organizations such as unions. Furthermore, it su-
persedes many state health care initiatives such as
employer insurance mandates and some types of
managed care plan standards. In addition, Medicare
spending, estimated to be about 20 percent of the
total health care spending in Maine, is governed en-
tirely by the federal Health Care Finance Adminis-
tration. Finally, while Medicaid is largely a state-
run program, it receives two-thirds of its funding
from the federal government, and has strict and com-
plex restraints on access to federal funds.

Employer-Based System: Employers began provid-
ing health care insurance to their employees as a re-
sult of wage caps imposed by the federal govern-
ment during World War II. Today, employers are
profoundly involved in providing health care insur-
ance, and many workers have come to expect and
rely on such benefits. Further, ERISA constrains state
policy that might encourage movement away from
the employer-based system.

Ambiguous Role of “Government:” Government’s
role in health care is not transparent. Unlike public
education, for example, we are not deliberate about
taxing citizens to provide funding for universal health
care. Rather, we require the disadvantaged to be
served through deeply entrenched, piecemeal gov-
ernment mandates, many of which promote cost
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shifting and uneven distribution of the financial bur-
den.,

Cultural Norms and Values: As Americans, we
expect exceptional health care delivered by the best
doctors and best technology in the world. We are
generally unwilling to accept less than that when a
foved one is in need. That cultural expectation stifles
our ability to consider rationing care.

Because of those and related constraints, the com-
mission did not pursue certain options, notwithstand-
ing their appeal.

For example, many testified that a universal health
care program represented the ultimate solution to
providing cost-effective, quality health care. Sug-
gestions ranged from a “nationalized” single payer/
provider system to a single payment program. Ex-
cept for a modest adaptation of that concept (see
Approach 10c¢), the commission concluded that a
universal health care program was beyond the ca-
pacity of an individual state, requiring federal ac-
tion.

Some advocated for comprehensive community rat-
ing, which requires insurance companies to apply
similar rates to large groups of people, regardless of
varying characteristics within the group. Although
Maine currently has limited community rating, the
commission concluded that expanding its scope
might drive even more insurance companies from
the state—and contribute to rising health insurance
costs.

A related concept put forward is known as “pay or
play,” under which all Maine employers would be
required to provide health insurance coverage for
their employees, or to pay a tax that would allow the
state to provide coverage. Federal preemption, con-
cerns about further erosion in the private insurance
market, and concern about negative impacts on eco-
nomic development caused the commission to not
pursue that approach.

The commission was very aware and sensitive to the
impact of rising pharmaceutical costs on all Maine
residents, particularly on the elderly and uninsured.
Concurrent to the commission’s deliberations, a great
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deal of legislative activity was focused on that issue.
Thus we concluded that the state is paying adequate
attention to the issue, and that there was probably
little it could add.

Finally, there were a number of suggestions regard-
ing purchasing alliances, the forming of large groups
of people capable of negotiating volume discounts.
There is evidence to suggest that such alliances have
had only limited success in other states, and that the
state could not form a large enough pool to make a
substantial difference. In addition, a legislative com-
mittee and other groups are currently exploring the
feasibility of alliances. None-the-less, we have in-
troduced a modified version (see Approach 10b).

Policy Guidelines

The commission feels that to stabilize health care
costs over the long run Maine’s policymakers should
agree on a common set of guidelines for future policy
development. Doing so would ensure that policies
are not in conflict with each other, and that all ap-
proaches are at least moving us in a common direc-
tion—toward cost stabilization. The commission
urges that all health-care policies consider the fol-
lowing guidelines, which are presented in no par-
ticular order.

Promote Informed Choice

In the absence of a system of health care in which
neither regulation or the free market is successtully
stabilizing costs, we suggest a third way: informed
choice. The notion rests on the premise that more
complete information invariably results in better
choices and better decisions by consumers, provid-
ers, and policymakers.

If consumers knew how much every procedure cost,
the price of every prescription, every test, every
therapy, it would affect the health care choices they
made, even if it did not change their own out-of-
pocket contributions. In other words, total transpar-
ency and full reporting of health care costs would
have a significant cost-stabilizing effect over the long
run.

If providers knew the cost of every procedure and



Chapter 5 - Approaches to Consider

drug they prescribed, or how their treatments com-
pared to those of other providers, or if they were
more aware of risks and benefits of certain proce-
dures, that knowledge might have an effect on the
choices they make.

Further, full reporting of utilization rates, health out-
comes, and health status by region and demographic
factors would greatly assist policymakers in deter-
mining where to direct scarce resources.

Thus future policies should not further shield con-
sumers and policymakers from knowing actual costs
of specific procedures, but should move toward to-
tal transparency and full reporting.

Target Prevention

Poor health drives health care costs. To stabilize costs
over the long run, we must invest in preventing poor
health. Short-term investment in prevention will
return better health and lower health care costs in
the long term.

Prevention investment should be targeted towards
those populations where it will have the largest ef-
fect on future health care costs: among children and
poor adults. And public health efforts should be
delivered at the community level.

Collaborate for Mutual Gain

The Maine health care market is too small, its ser-
vices too costly, and health care itself too precious
for us not to collaborate to provide the highest qual-
ity, most cost-effective services possible.

Collaboration for mutual gain might take the form
of consolidating facilities and other aspects of ser-
vice delivery; pooling groups of people to purchase
insurance, health care services, and pharmaceuticals;
consolidating the processing of claims and billing;
sharing information; and collaborating with other
states.

Future policies should move in the direction of in-
creased collaboration, not toward proliferation of
duplicative services. While collaboration may at
times reduce access, as a state we need to ponder

what level of access we can afford.
Encourage Personal Responsibility

Assuming greater individual responsibility for per-
sonal health would result in better understanding of
the risk factors and health outcomes of certain be-
haviors. It would mean better understanding of treat-
ment options, as well as and making health decisions
in collaboration with medical care professionals. It
would mean taking responsibility for personal medi-
cal records, and making them available to health care
professionals when needed. It would also mean tak-
ing steps to provide financially for unforeseen trag-
edies.

Future policies should encourage people to take
greater responsibility for their personal health and
health care, and should not encourage unreasonable
shifting of responsibilities.

Discourage Cost Shifting

Some cost shifting is legitimate and perfectly ap-
propriate. At its best, it recognizes that although not
everyone has the same ability to pay, no one should
go without health care. Indeed, insurance itself is a
form of cost shifting in which most of us voluntarily
participate.

But health care cost shifting has evolved to a point
of unreasonable complexity and unfairness. Despite
its aim to provide basic health care to all, it lacks a
deliberate, equitable means to cover its costs. Asa
consequence, some people pay far more for services
than those services cost, while others pay less than
actual costs. In other words, charges for services
often have little relationship to the actual costs of
providing them.

The system is complex, frustrating, and unfair, From
a policy perspective, it is very difficult to determine
where to direct efforts to stabilize costs, because
actual costs, un-shifted, are often not discernable.
Future policies should discourage cost shifting and
move toward a more honest system of redistribution
of health care dollars among various classes of
people.
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Approaches

We have tried to provide enough information on each
of the approaches below to judge its usefulness and
feasibility, but we have not delved into the details of
implementation, thinking that best left to others.
While the long-term cost impact of each approach is
discussed in general terms, we have not done any
modeling or forecasting of long-term savings or re-
turn on investment. Precise cost estimates are not
provided: neither are specific funding sources. And
for the most part, specific implementing organiza-
tions or agencies are not identified. They are not pre-
sented in priority order.

Health Status

Of all the approaches the commission is proposing,
none are more important over the long run than strat-
egies aimed at improving the health status of Maine’s
citizens. Focus on health status is critical because it
is at the root of future health care costs. “An ounce
of prevention is worth a pound of cure.”

We put forth three integrally related approaches: fo-
cus on communities; shore up the state’s obligation
to protect the public health; and concentrate on youth.
Of all the suggestions we have heard on this issue,
we feel that community-based efforts with a special
focus on children is the most practical, cost effec-
tive avenue., We are suggesting the “healthy com-
munities” approach that brings into account all so-
cial, economic, geographic and political elements that
affect life for all citizens, accompanied by integrated
service delivery. Responding to evidence that
Maine’s public health capacity is lacking, we offer
an approach to build capacity in a modest way scaled
to Maine communities and Maine needs. Lastly, we
suggest consideration of more attention to children
in schools, where the infrastructure already exists
and the returns on investment the greatest.
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1. Encourage Healthy Communities

Approach

Promote the Healthy Communities approach, which
has the following characteristics:

a. Focus on the total community: Involve private
citizens, nongovernmental organizations, govern-
ment, business, and health care providers in consid-
ering local social, economic, geographic, and politi-
cal factors relevant to health,

b. Integrate several systems: The formal and in-
formal community systems that contribute to
“healthy communities” include: education, learning,
and skill building; safe and adequate housing; recre-
ation and culture; public safety; youth mentors;
voluntarism; the workplace; wages; family; non-
profit organizations; health promotion and preven-
tion services; the faith community; the media; and
government,

c. Institutionalization: Identify and empower a lo-
cal entity in each community, one that is account-
able for monitoring, planning, and evaluating popu-
lation-based health indicators and other essential
public health services. Perhaps the geographic areas
served could be based on the public health districts.
Consider redefining the role that hospitals play in
local communities.

d. Implementation: The lead entity’s staff coordi-
nates local public health needs assessments, data col-
lection, and health planning activities in coopera-
tion with all members of the coalition; develops so-
lutions and finds the financing to implement the
plans; and facilitates communication among the part-
ners. The staff normally does not provide direct clini-
cal services. In each community, the work is coordi-
nated with local school health programs and the lo-
cal public health provider (see other approaches be-
low).

Rationale

Research has shown that health status depends 50
percent on lifestyle and behavior, 20 percent on en-
vironment and socio-economic class, 20 percent on
heredity, and only 10 percent on medical care and
access.'
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Healthy environments that support shared responsi-
bility enhance healthy choices and thus lessen the
impacts of disease. Changes in societal attitudes
toward smoking, drunk driving, and wearing
seatbelts are good examples of encouraging better
personal health choices.

Investing in promotion of healthy behaviors at the
community level is extremely effective at reducing
overall costs over the long run. Reducing risks posed
by preventable conditions is the most cost-effective
approach.

Once an individual takes on a healthy lifestyle, it
doesn’t take long to see substantial savings in health
care costs. Forinstance, a 1999 Journal of the Ameri-
can Medical Association study, examined health care
costs of individuals over an 18 month period and
found that total costs for physically active nonsmok-
ers with a healthy weight were half those incurred
by overweight and physically inactive smokers.

2. Establish a Network of Public Health
Physicians

Approach

The Bureau of Health should engage a public health
medical director for each of the 30 recently estab-
lished Health Districts. Each director might be a prac-
ticing local primary care physician, and might work
about a day a week. Those individuals would not
provide patient care, neither should they be confused
with the current notion of a ““health officer.” Rather,
they would have responsibilities in the following
three areas:

a. Emerging Infectious Diseases: Assist in disease
surveillance and provide local public health leader-
ship for dealing with emerging infectious diseases;
b. Practice Standards: Promote clinical implemen-
tation of evidence-based health promotion and dis-
ease prevention interventions.

c. Community Health: Provide linkages for health
coalitions on primary prevention, and promote cli-
nician cooperation.

Rationale

In the absence of a formal public health infrastruc-
ture, Maine has neither the ability nor a vehicle to
effectively identify and react to important public
health threats. For example, the Bureau of Health
can probably not provide adequate surveillance for
emerging infectious diseases such as Lyme disease,
West Nile virus, and Group A streptococcus.
Whether it has the capacity to provide clinical guid-
ance and public health leadership in the case of wide-
spread disease is also questionable.

Failure to propagate physician knowledge and use
of evidence-based health promotion and disease pre-
vention interventions results in less-effective health
care provision, which ultimately increases costs to
the health care system.

Communities with effective long-term community-
based health promotion coalitions that also include
clinical providers with public health responsibilities
are likely to succeed in reducing rates of chronic
disease and other health problems that in turn will
result in long term cost savings,

3. Improve Youth Health

Approaches

A. Support school-based health centers. They
should coordinate with the Healthy Community coa-
litions and the public health medical directors (see
above approaches), and affiliate with a community-
based provider such as a hospital or physician prac-
tice. Services provided by the centers might range
from treatment of acute illness and minor injuries to
screening, referrals and counseling.

B. Support creation of a health council in each
school district to focus on:

e Encouraging the participation of parents and youth
in policy development and school involvement; in-
cluding the integration of community providers with
schools;

e Supporting the implementation of Maine’s Learn-
ing Results in the area of Health and Physical Edu-
cation;
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e Providing physical health and behavioral health
services including substance abuse services;

e Serving balanced and nutritious food and snacks;
e Promoting work-site health activities that support
healthy behaviors and lifestyles; and

e Providing safe and aesthetic physical structures,
school grounds and transportation.

Rationale

It has been demonstrated that early intervention and
prevention has enormous long-term pay-offs in a
society’s overall health status. Further, learning
health behaviors in childhood translates into healthy
habits later in life.

Inactivity and poor nutrition among our youth is a
well-documented public health problem. Twelve and
a half percent of children between the ages of six
and 17 are already seriously overweight,? twice as
high as the rate 30 years ago. In addition, about 60
percent of overweight children between five and 10
years of age already have high blood pressure or el-
evated insulin levels, which puts them at risk of heart
disease.’

Maine’s children have unequal access to preventive
care in their schools. Some have excellent health
programs, but most do not. In fact, only twenty of
the state’s elementary and secondary schools have
school-based health centers.

The long-term overall cost impact of early disease
prevention and development of healthy behaviors is
significant. There are also immediate cost savings.
For instance, Maranacook Community School has
had a school-based health center for the past several
years and Medicaid costs related to patients in that
school district have typically been between 10 per-
cent and 20 percent lower than statewide averages—
a discrepancy for which socioeconomic factors do
not otherwise account.

Public Policy

Public policies have a major influence on the health
care system in Maine. To ensure that those policies
are adequately informed by the best possible infor-
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mation and analysis, the state should improve infra-
structure for providing useful information and should
consider establishing a health policy council to pro-
vide leadership, analyze information, develop ideas,
and issue reports. Such analysis and data reports
would assist the health-related decisions of state and
local governments and non-profit organizations.

To improve information not only for policy makers
but for consumers, so they can make better choices
in consultation with their providers, we suggest con-
sidering the establishment of an all claims database,
accessible via the worldwide web, that would include
charge and paid data, utilization information, and
quality indicators.

4. Create a Maine Health Policy Council

Approach

Establish a health policy council to serve as com-
mon ground for developing ideas and reporting in-
formation useful to policymaking. The council
would not regulate activities or control investments
in health care services. Its functions would include:

a. Developing health goals for the citizens of Maine
to address: health status (perhaps using the Healthy
Maine 2010 goals); service capacity and distribu-
tion; access and quality of health care; and other is-
sues. The goals could be both quantitative and quali-
tative, and achievable in five to 10 years.

b. Developing health-related objectives that, if
achieved, would reach the stated goals;

c. Preparing a biennial report card on the health
status of Maine citizens, as well as on the results of
efforts to achieve the council’s goals and objectives;
d. Identifying, analyzing, and evaluating alterna-
tive approaches to the delivery of health promotion,
risk reduction, or health care service programs;

e. Reviewing and revising the commission’s prin-
ciples (see Chapter 4), and using citizen input to
determine their most appropriate use;

f. Establishing what constitutes “reasonable ac-
cess” to health care facilities and recommending re-
visions to the Certificate of Need process so that it is
more proactive, provides incentives, considers a
wider range of factors, and is implemented in the
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context of a larger vision;

g. Serving as a forum for innovation and emerging
approaches, and for researching issues that affect
health care costs. Issues the council might consider
include analysis of health care staffing with regard
to scope of service and impact of shortages in cer-
tain disciplines, developing a comprehensive infor-
mation improvement strategy (which might include
the commission’s approaches 5, 6, 7, and 8), and
emerging questions related to long-term care and
death with dignity.

The council might comprise up to fifteen members,
a majority of whom should be employers and con-
sumers, 1.e. not affiliated with providing health care
or insurance. The governor, the speaker of the House,
and the president of the Senate should appoint the
members.

The council should sunset in six years, its perfor-
mance evaluated, and reconstituted with appropri-
ate modifications. The council should have a small,
nonpartisan staff to provide management and re-
search support. Professional research support should
also be provided from a variety of sources. Funding
should allow the council to support core expenses
and contracts with organizations to fulfill the man-
date in a high-quality, professional manner. The
council could also be given authority to seek and
accept grants from foundations and other sources.

A review should be made of existing efforts with
similar missions to achieve consolidation and avoid
unnecessary duplication of effort.

Rationale

Nearly five billion dollars is spent on medical care
each year in Maine—a majority of that amount paid
by government—and there is no comprehensive set
of goals and objectives to guide spending priorities
and policy decisions, or measures to assess progress
toward those goals.

While a regulatory commission does not seem de-
sirable in charting Maine’s health care policy, nei-
ther is a dearth of organized thought. The commis-
ston therefore deems it prudent to suggest a middle
ground: a council with power vested in the infor-

mation it produces.

The council has the potential to reduce replication
of endeavors, foster public/private collaborations,
and galvanize objectives among diverse interests,
thus improving the state’s collective ability to achieve
goals. Any of those effects would result in slowing
the growth of rising health care costs.

5. Improve Information for Consumers and
Policymakers

Approaches

A. Develop and maintain an all-payer claims data-
base system that will include charge and paid data,
utilization information, and quality indicators. The
information should be provided from the database
on the worldwide web in a user-friendly format ac-
cessible and understandable to consumers, provid-
ers and policymakers, and should comply with rel-
evant patient confidentiality laws. Facilitating col-
lection and provision of those data would best be
accomplished by working through existing organi-
zations.

Data of at least the following types should be avail-
able: charges for procedures; utilization rates; mea-
sures of patient satisfaction and quality of outcomes;
and patient demographics.

The data should be accessible with breakdowns by
provider (hospital, physician practice, etc. — perhaps
differing degrees of specificity depending on size of
organization), insurance carrier, region (perhaps by
public health district), and for the state as a whole.

B. Require all health plans and third-party admin-
istrators to provide all claims data on their member-
ship.

C. Require hospitals and physicians to provide in-
formation regarding the costs of specific procedures.
a.Hospitals and physicians should be involved in
determining appropriate levels of detail, as well as
the appropriate format for data reporting.

b. A state agency should be given regulatory author-
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ity to establish rules and enforce compliance.

D. Increase the sample size of the Behavioral Risk
Factor Surveillance System (BFRSS) survey to make
data statistically valid at the county level.

Rationale

Health care consumers and health care policymakers
do not have adequate information to make good de-
cisions. Consumers are unable to evaluate providers
in terms of cost of procedures, quality of outcomes,
and patient satisfaction. And opportunities for com-
munity involvement in nonprofit governance are
often unknown and or/unclear.

Policymakers often do not have enough relevant data
to guide Certificate of Need decisions, formulate
insurance regulations, or make other planning deci-
sions. In addition, policymakers are not able to as-
sess the BFRSS data on a regional basis, or by vari-
ous demographic characteristics, because the sample
size is too small.

Improved availability of data would allow individu-
als and policymakers to consider cost as part of their
health care decision making. That would invariably
result in lower-cost choices, which would serve to
stabilize overall costs. Furthermore, having those
data would facilitate the analysis and development
of cost stabilization policies.

Efficiency and Quality

Having learned a great deal about how much of the
health care system is caught up in administrative-
type activities, and having learned that the sheer com-
plexity of the system contributes to medical error,
we suggest considering a number of approaches to
combat inefficiency and poor quality. Because the
current system contains both specific and general
inefficiencies, the commission’s suggestions encom-
pass both narrow and broad reform.

Among the first steps toward making the system
more responsive to the needs of patients and provid-
ers would be conducting a statewide pilot of soft-
ware designed to make individual medical records
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portable, private, comprehensible and accessible.

Another approach is the establishment of an on-line
medical reference system available to all providers,
one that would provide state-of-the art, best-prac-
tice information to assist with diagnosis and treat-
ment.

Finally, the commission suggests approaches to re-
duce paperwork requirements for patients, provid-
ers, and hospitals: support for the State Uniform
Billing Committee; and an examination of the feasi-
bility of third-party certification.

6. Improve Medical Records

Approach

Launch a pilot study of an integrated health infor-
mation system that allows for individual medical
records to be entirely portable among providers, be
private, and be accessible by the patient.

The multifaceted pilot project should be imple-
mented as follows:

a. Install VistA/CPRS, or a similar software pro-
gram, as an integrated health information system for
a Maine hospital. That would demonstrate its feasi-
bility, and would provide credible data on cost and
effectiveness.

b. Install VistA/CPRS, or a similar software pro-
gram, for an organization with multiple outpatient
sites. That would demonstrate the feasibility and
cost-effectiveness of a system that makes patient
clinical information available across sites.

c. Develop and test a secure remote medical con-
sumer interface. That project would be the first dem-
onstration of cross-institutional access and control
of medical data by medical consumers.

d. Consult with an information-security firm to
analyze potential security and privacy problems and
the influence of HIPAA (the Health Insurance Port-
ability and Accountability Act).

e. Conduct an independent audit of institutional im-
pact on clinical functioning, billing, and cost effec-
tiveness.

f.  Bring together, perhaps through a statewide con-
ference, those interests that are crucial for long-term
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effective implementation to examine medical infor-
mation and privacy issues.

This approach is not intended to tell any health care
provider what services to provide or how to provide
them; the only requirement of providers is to par-
ticipate in a shared expectation of how consumer
health information is communicated.

Rationale

There is little continuity and uniformity regarding
medical records. Patient information is often entered
multiple times, contributing to errors and ineffi-
ciency. Health care providers have difficulty access-
ing a new patient’s medical history. Consumers do
not feel personal responsibility for, or control of, their
own medical records. But new models of financing
health care, such as “defined contributions,” depend
upon informed consumers. In addition, new efforts
to combat medical morbidity associated with lifestyle

issues and chronic illness must involve medical con-
sumers more effectively.

While the feasibility of exchanging health informa-
tion and improving consumer access to it still needs
demonstrating, it has great potential. If successful,
it would not only prevent medical errors that result
from duplicating information, but would allow con-
sumers to take more individual responsibility for their
health. Simplified record keeping would also allow
the anonymous aggregation of data, allowing for
more relevant research on health issues. A pilot
project would provide a wealth of data on cost-ef-
fectiveness, safety, and consumer acceptance, as well
as useful information for community health efforts
and research.

It is estimated that a 20 percent increase in medical
productivity would result from installation of effec-
tive integrated clinical information systems in health
care providing institutions.* The epidemiological
database created would be extremely important in
detecting and addressing new health threats in our
communities. As clinical information to support bill-
ing becomes more reliable, more consistent in for-
mat, and cheaper and faster to submit, the expendi-
tures for administrative costs should decrease. The
proposed system would also lead to a significant re-

duction in preventable patient deaths.

Providing consumers with effective access to infor-
mation would allow them to take life-style and pre-
vention issues seriously at home—mnot just at a
doctor’s office—providing one of the most effec-
tive ways to reduce a category of health care costs.

7. Improve Clinical Information

Approach

Improve useful information for clinical decision
making, and to allow comparison regarding practice
styles and utilization rates. Effective research should
be conducted in order to nurture shared decision
making, improve quality of care, and advance the
scientific basis of clinical practice. Examples include:
a. Develop programs in lifetime learning for health

professionals.
b. Focus on population-based monitoring of prac-
tice patterns and outcomes of care; as well as on the
development and maintenance of an infrastructure
for quality, outcomes research, and lifetime learn-
ing at the local community level.

c. Disseminate information about clinical practice
patterns, successful quality improvement ap-
proaches, appropriate evidence-based practice guide-
lines, and research findings through a database pro-
viders could access in their offices.

d. Assist in the development of innovative meth-
ods to educate patients, and support shared decision
making between providers and patients thus enhanc-
ing the patient’s role in determining treatment,

Rationale

Physicians and other health care providers have dif-
ficulty keeping up with the latest medical develop-
ments and information. In many instances, they do
not have access to state-of-the-art information tech-
nology, which could inform them of diagnostics and
outcomes. Even if access to information technology
is not a barrier, there is simply not adequate avail-
ability or dissemination of information about state-
of-the-art quality improvement.

Furthermore, it is often difficult for physicians and
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other health care providers to ascertain what is “ap-
propriate care.” Such doubt often leads to the pre-
cautionary approach of over-prescribing procedures.

A 1992 study estimated that 20 percent of all health
care dollars were spent in that year on unnecessary
procedures and services.> There are also consider-
able variations in the use of health services across
relatively small geographic areas both within Maine
and across the nation. Research has shown that pro-
viding physicians and patients with accurate infor-
mation regarding treatment options, fosters shared
decision making and results in decreases in varia-
tion and improvements in the quality of care.®

The approach described above, often implemented
by quality improvement foundations, has proven to
stimulate moderation in the variations in practice
patterns associated with many disease conditions.
That, in turn, results in an improvement in the qual-
ity and appropriateness of care, as well as in the as-
sociated cost of care.

8. Improve Administrative Efficiencies

Approaches

The commission found already underway several
promising endeavors that deserve support. We sug-
gest that those interested in reducing health care
costs:

A. Endorse and encourage the work of the UB-92
State Uniform Billing Commiittee to standardize the
way in which the UB-92 is filled out.

B. Create a HCFA 1500 Uniform Billing Commit-
tee to establish uniformity among medical profes-
sionals and insurance companies that use the form.

C. Bring together licensing boards, insurance com-
panies and hospitals to explore uniform credentialing.
Specifically, examine the feasibility of third party
certification and examine increasing state licensing
standards such that insurance companies and hospi-
tals could accept a licensed person with no further
credentialing. The work should build on previous
similar efforts.
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D. Examine the feasibility of sunset review of regu-
lations relating to scope of service for specific pro-
fessions.

Rationale

Asdiscussed elsewhere in this report, the health care
delivery system is fraught with administrative waste.
The Critical Insights survey reported that some prac-
tice managers claim that “15 minutes out of every
patient hour” is spent on paperwork protocols and
administrative tasks.” In that same survey, hospital
administrators estimated that waste and duplication
amount to between 15 and 20 percent of all hospital
costs. Adding to the administrative burden is the fact
that many small providers do not file claims elec-
tronically.

Reducing duplicative efforts and streamlining claims
and credentialing will achieve savings in the long
run without reducing quality of care. In particular,
increasing the number of claims filed electronically
will increase efficiency.

A note on the Health Insurance Portability and Ac-
countability Act (HIPAA): This is a federal law that
will require use of a single form for billing among
all those who file claims electronically. However,
there are questions about the long -term costs sav-
ings of HIPAA. Although the federal government
estimates that HIPAA will save $30 billion over 10
years, others estimate that implementing HIPAA
could cost that much.

Access

Improved access to health care insurance results in
more people getting treatment sooner for existing
conditions, and in more people getting preventive
care for conditions that may be avoided. In both
cases, early intervention is more cost effective than
treating illness at a later stage. Furthermore, increas-
ing the pool of insured individuals spreads risk and
reduces cost shifting,

An important effort to consider should be to attempt
to change federal Medicare policy so that Maine hos-
pitals and other providers get better reimbursements.
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The commission suggests that Maine lobby for a
more equitable distribution of Medicare funds, im-
prove its submission of data to HCFA, and support
efforts to reduce administrative requirements—all
of which would increase Mainers’ access to hospi-
tal care, and would cut costs.

Another aspect of access lies in the ability of indi-
viduals to obtain affordable health insurance. For
those that are most unable to afford coverage, the
commission suggests the state consider expanding
Medicaid coverage. We also suggest studying the
possibility of making coverage mandatory for chil-
dren. To make health insurance more affordable, we
offer three options: encouraging and facilitating the
ability of private insurance companies to cover small
businesses and individuals; creating a mutual health
insurance fund; and establishing a universal, single-
payment program for catastrophic sickness or acci-
dent. Lastly, we suggest considering stepping up
advocacy for a national financing system.

9. Change Medicare Reimbursement Policies

Approaches

A. Support federal advocacy efforts to improve
Medicare reimbursement through changes to federal
policy. Work to increase the reimbursement rate for

currently covered services, and to expand reimburse-

ment to services not currently covered.

B. Support efforts to improve wage-index and case-
mix information submitted to the Health Care Fi-
nance Administration (HCFA).

C. Work with HCFA and the Fiscal Intermediary to
improve handling of Medicare cost report data.

D. Support efforts to achieve administrative simpli-
fication and reduce the financial impact of
Medicare’s administrative requirements

Rationale
Because rural hospitals are compensated for Medi-

care services at a lower rate than urban hospitals
providing the same care, and because 58 percent of

the state’s hospitals are classified as “rural,” state-
wide Medicare returns only 80 percent of the ex-
penses incurred in treating those covered by the pro-
gram. In turn, of course, those hospitals—along with
other health care providers such as nursing homes—
shift that 20 percent shortfall to other payers.

Increasing Medicare reimbursement rates and ex-
panding the scope of reimbursable procedures would
have a substantial effect on cost shifting. It would
increase the amount of funding that comes into
Maine. And simplifying administration of Medicare
reimbursements could result in lowering overall
health care costs.

10. Expand Insurance Coverage among Indi-
viduals and Small Groups

Approaches

The commission identified three approaches for fur-
ther study and analysis. While the commission feels
it important to take steps to expand insurance cover-
age among people who are either not covered or have
policies through individual or small group markets,
the members differ on what approach to take.

10-A: Use three avenues to encourage private in-
surance companies to cover small businesses and
individuals:

The intent of these approaches is to foster the avail-
ability of more insurance products and encourage
more young and healthy people to voluntarily ob-
tain coverage.

1.Increase flexibility (in rating and otherwise) in the
individual and small group markets.

Allow greater rate variations to provide carriers flex-
ibility in addressing health behavior and health prob-
lems, and allow greater variation based on age and
geographic area. Permit the Maine Bureau of Insur-
ance to allow variations in rate and geographic ac-
cessibility standards for a limited provider network
when an enrollee has access to a larger provider net-
work that meets current geographic standards. Elimi-
nate “standard” and “basic” health insurance plans
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required under the Maine Insurance Code. While
those required plans are technically available, and
do facilitate comparison among plans, their relative
cost has resulted in the sale of very few.

Current rate regulations were designed to provide
cross-subsidies wherein individual insurance pur-
chasers would subsidize high-cost users. High-cost
users are less likely to be concerned about the pre-
mium rate than about having access to an individual
health insurance policy. Lower rates for younger and
healthier individuals should attract more of them to
the market, thereby lowering rates overall.

2.Establish favorable state tax treatment of’

e Health care premiums paid by individuals.

e Medical savings accounts (MSA’s) and similar
instruments that allow funds to be accumulated for
health care expenditures on a federal tax-favored
basis, presuming that Congress extends those ben-
efits beyond 2000. Consideration should also be
given to requiring carriers in the individual and small
group markets that offer high deductible plans to
offer MSA’s.

3.Collaborate with other states to:

e Pool the individual small group market and enter
into joint purchasing alliances. In order to allow
maximum flexibility, such a pool may exclude
Maine-specific benefit mandates when the mandate
is not present in all participating states.

e Streamline insurance regulations and statutes in
order to make it easier for carriers to enter the “New
England” market.

10-B: Create a mutual health insurance fund to
provide coverage to uninsured children, small
businesses, and individuals.

This approach intends to provide guaranteed issue
in a very visible way, provide an umbrella program
which includes Medicaid and thus would minimize
any stigma associated with Medicaid coverage, and
to create a large, financially stable risk pool with
bargaining leverage that would replace, in part, the
loss of a major not-for-profit insurance company in
the state.

Such a fund might be established as follows:
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1. Seek a waiver from the federal government to
include the Maine Medicaid program. Use state and
federal Medicaid funds: premiums for those popu-
lations would reflect differences in expected utiliza-
tion paid by the state. To the extent that the eco-
nomic circumstances of Medicaid-covered individu-
als change, beneficiaries could pay all or part of the
premium, and continue participation. In addition to
expanding the population base, that approach may
serve also to reduce the stigma attached to the Med-
icaid program, particularly in the eyes of providers.

2. Make the mutual health insurance program open-
ended enough so that the state could elect it for cov-
erage of state employees, and so larger corporations
and institutions could move into the program if it
proved financially attractive. By doing so, the mu-
tual fund might stimulate healthy competition in the
insurance market.

3. Seek possible expansion of the program into
other states, particularly in New England where in-
terest may exist in making coverage available to simi-
lar populations.

10-C:Create a universal, single payment program
that protects all citizens from catastrophic finan-
cial loss as a result of sickness or accident.

This approach has several intents: to provide cata-
strophic coverage for all Maine citizens, increase
affordability for catastrophic coverage, rationalize
health care insurance by pooling catastrophic losses,
reduce cost shifting caused by bad debt and charity
care, encourage standardization of administrative
procedures among all health insurance programs,
encourage healthy behavior, and yet allow the com-
petitive market to operate.

It is the most far-reaching of the three approaches,
and includes the following:

I. Creating a non-profit company that assumes the
risk for medical expenses in excess of a catastrophic
limit for all Maine citizens, except those covered by
Medicare.

2. Requiring all citizens to have coverage through
place of employment, Medicaid or direct purchase.
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Because this approach requires an individual, rather
than an employer, to have catastrophic insurance, it
may avoid constraints imposed by ERISA. The anal-
ogy is one of owning a car and requiring the owner
to have a certain level of automobile insurance. For
those who purchase directly, premiums would be
collected annually through state income tax filings
and subsidized for qualified, low income persons.

3. Complementing a competitive health insurance
industry. Under a catastrophic deductible, the in-
surance market will be free to develop and promote
benefit programs for employers as well as individu-
als.

4. Increasing affordability of small group and in-
dividual insurance programs that underwrite for ser-
vices below the catastrophic deductible limit.

5. Developing educational and risk management
programs that manage health care costs.

Rationale

The recent turmoil in the private insurance market
that led to the formation of this commission is in
part a market adjustment. In the latter half of the
1990s, health insurance organizations engaged in
aggressive markéting and pricing: initial premium
costs and increases were very attractive and, as sub-
sequently demonstrated, unrealistic.

In addition, many of the cost reduction strategies
employed in out-of-state markets were not as effec-
tive in Maine. The absence of competitive pro-
vider— particularly hospital-——markets in most
Maine locations, as well as sophisticated provider
organizations that could effectively bargain with in-
surance companies, contributed to that situation.

While it is clear that recent premium increases are
grounded in those factors, there are other structural
characteristics of the insurance market in Maine that
contribute to costs. Those include:

1. Mandated benefits. Notwithstanding the merits
of specific benefits or services, required coverage
levels contribute to the cost of health insurance.

2. Prescribed operational requirements. Similar in
impact to mandated benefits, requirements imposed
on managed care organizations with regard to any
willing providers, minimum travel distances, mini-
mum length of stay, and other operational activities
represent a regulatory cost to the organization.

3. Segmentation of the insurance risk. Any insur-
ance plan works best when risk is pooled across large
numbers. While all insured participants are afforded
financial protection, the very high claims incurred
by a relatively few number of people are “spread”
among all persons who pay an equal and modest
premium amount,

That fundamental concept breaks down when sub-
sets (and particularly subsets who have a better ex-
perience) of a large pool leave and create their own
insurance arrangement. In such cases, the cost of
insurance for the residual population in the pool in-
creases, potentially leading to another round of “ad-
verse selection.” Those dynamics are at work when
large groups of employees select out of a pool under
experience-rated or self-insured arrangements; in-
surance companies selectively market to the better
risk; and healthy individuals decide not to buy in-
surance.

Such segmentation creates significant variances in
the cost of health insurance among different popu-
lations: typically small groups and individuals rep-
resent the residual populations that have been shifted
against. To the extent that individuals and employ-
ees in small groups defer insurance because of cost—
and then incur the need for services—a very signifi-
cant financial liability is incurred, as is bad debt and
charity care for providers. Those latter costs are of-
ten shifted to other private insurance payers.

Generally speaking, more Maine people with ad-
equate health insurance coverage would result in
lower long-term health care costs because people
with coverage are more likely to seek medical care
earlier, which most prevents the need for more costly
treatments.

To the extent that each of the three approaches would
result in increased coverage, the cost impacts vary.
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11. Expand Health Care Insurance for All
Children

Approaches

The commission puts forward two complementary
approaches.

A. Improve Medicaid and Cub Care coverage of
children in the following ways:

1. Improve enrollment in existing programs. This
could be done by continuing efforts that have re-
sulted in recent positive enrollment trends, as well
as by increased outreach and awareness at places
frequented by children such as schools, pre-schools,
hospitals, and the offices of health care providers.

2. Expand Medicaid coverage to maximum levels
allowed by federal law. This could be done by
amending the state plan to cover children in families
that currently earn too much money to be eligible.

B. Mandatory coverage of all children, with an em-
phasis on prevention. Codified in law, all Maine
parents would be responsible for providing health
insurance for their children. . An affordable policy
should be available: one that covers basic screen-
ing, immunizations, and preventive services. The last
should be available through school-based programs
where possible and reimbursable.

Rationale

Many Maine children are not receiving appropriate
preventive care because they don’t have health in-
surance, their parents are otherwise unable to pay
for care, and free care is not available to them. Ac-
cess to insurance would dramatically increase
children’s access to health care, especially to pre-
ventative measures that prevent funther illness and
associated health care costs.

Even if Maine has the second largest percentage of
insured children in the nation, 18,000 children with-
out insurance is still too many. Furthermore, Maine
children are not as healthy as they could be, and many
have poor health care habits. Teaching them healthier
ways of living now would result in individual and
societal rewards later. Investing in them results in a
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greater long-term return than investing in other
groups. And the infrastructure, namely the public
schools, already exists to facilitate deliver of pre-
ventive services.

The cost of covering Maine’s uninsured children is
small relative to future cost savings as a result of
early screening, disease prevention, and development
of good health care habits. Investing in the protec-
tion of Maine’s children from disease would mean
the state would need to spend much less money down
the road to ensue a healthy workforce. And that is
an investment from which the entire society benefits.

12. Expand Medicaid Coverage

Approaches

A. Amend the state plan to provide Medicaid cov-
erage for all adults below the federal poverty line,
based on a reasonable timetable in light of budget-
ary constraints.

B. Increase Medicaid reimbursement rates of cer-
tain under-funded procedures.

Rationale

Data shows that lower income people are dispropor-
tionately in poor health and are less likely to be able
to obtain insurance in the private sector. In a recent
survey covering three Maine counties, 21 percent of
adults with incomes below the poverty level reported
“fair” or “poor” health, compared to 5 percent of
adults with incomes between 201 percent and 300
percent of the poverty level .®

Other studies consistently confirm that health insur-
ance for low-income people is a critical factor in their
health status.” Thus providing health insurance for
the uninsured is an important factor in stabilizing
costs in the private sector.

When asked the most effective way to extend health
insurance to the uninsured, absent a complete over-
haul of the system, experts who spoke to the com-
mission invariably responded that Medicaid was the
most realistic and cost-effective route. The com-
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mission also heard that low Medicaid reimbursement
rates cause providers in some disciplines (e.g., speech
and occupational therapy and durable medical equip-
ment) to refuse service to Medicaid clients, thus ex-
acerbating the access problem faced by low-income
individuals.

When low-income people obtain free care in hospi-
tals, or from other providers, those costs are passed
on to insurers, and ultimately, to payers of insur-
ance premiums. In 1998 Maine hospitals spent $29
million on charity care and another $71 million in
bad debt.’® Coverage for all the uninsured-—and
underinsured—would eliminate the shift of those
costs to the private sector. The expenditures would
be covered and would ameliorate the inefficient and
expensive system of treating the uninsured in the
emergency room—often after a minor health prob-
lem has progressed to a major one. By investing
$5.2 million state dollars per year, Maine would gain
an additional $10 million in federal matching dol-
lars—and would provide coverage for those who
qualify for charity care, and are least likely to be
able to pay their bills.

13. Advocate for a National Financing System

Approach

Advocate for a national health care financing sys-
tem with other states. Such a system should have the
following characteristics:

a. Universal health care coverage.

b. A decentralized delivery system, governed by
states, but based in the market to allow for consumer
choice.

c. A single nonprofit payment source, though per-
haps decentralized claims administration.,

Potential activities:
1. Convene the state’s congressional delegation,
and perhaps special interest groups, to develop an

agenda and strategies to use at the federal level.

2. Convene New England governors to discuss
strategies and develop a common agenda.

3. Encourage passage of proposed legislation cur-
rently being considered by congress that would al-
low a limited number of states to experiment with a
single-payer system.'!

Rationale

The commission came across several problems with
the current system, all contributing to increased costs,
that would be addressed with the establishment of a
system of central financing and universal coverage.
Such a system would:

¢ Reduce cost shifting

o Shrink administrative waste

e Provide transparency

e Improve fairness

¢ Increase access

e Provide for true shared risk (community rating)
e Aggregate data

e Allow for global budgeting

The commission found, as did the Health Care Re-
form Commission of 1995, that it is not feasible for
a single state such as Maine to establish such a sys-
tem alone. Butthe members do feel that Maine could
join with others to promote a national system.

To the extent that a central financing system would
reduce redundancy and administrative waste, reduce
cost shifting, improve access, and fairly distribute
risk, the cost impact could be enormous.
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Chapter 6
FINAL COMMENTS

We each offer the following final comments because,
while we learned a great deal together and devel-
oped many shared perspectives, we none-the-less
developed some individual opinions we thought
worth sharing. These individual comments empha-
size various aspects of the report, and in some cases,
register disagreement with certain aspects.

Final Comments of Pam Plumb

Serving on the Blue Ribbon Health Care Commis-
sion has been an extraordinary education on the state
of health care in our state and country. Dozens of
thoughtful, committed health care professionals and
experts in the field have patiently served as our teach-
ers, sharing their knowledge and opinions. They
brought us mountains of information and a wide
spectrum of opinions.

After all the presentations, reading and discussions
a few things, in particular, stood out for me. First,
Americans pay far more for their health care per
person than the nearest competitor for the title of
most expensive, Canada. Most of the world spends
less than half of what we do. We cherish the myth
that we are getting much better health care for our
money. In some areas, such as advanced medical
technologies, we are. However, when it comes to
the general health of the whole population, we are
lagging well behind. It is not acceptable that we are
spending so much and still not keeping the Ameri-
can people as healthy as the residents of many other
nations.

Second, although there are some distinct features to
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the health care in Maine, such as its rural nature, the
aging of the population and the number of smokers,
the causes that make health care so expensive in
Maine are the same as those for the rest of country.
The systemic problems are national in scope. The
state of Maine alone will be unable to make the kinds
of systemic changes that are needed to significantly
impact costs. The need for national change is my
greatest frustration with this report, which is, of ne-
cessity, focused on Maine with less than .005 per-
cent of the nation’s population. We have recom-
mended what we felt could impact and improve the
cost of health care in Maine, but the real opportuni-
ties for change lie at the national level and we should
become active advocates for change.

Third, in our current health care system, where 1)
the person receiving the service most often does not
pay directly for it and often doesn’t know the cost,
2) providers often compete on how much modern
equipment they have rather than price, 3) fees for
service are related to reimbursement schedules rather
than cost, 4) the services are generally a mystery to
the patient and often overlaid with the emotions of
life and death, 5) marketing drives demand for ser-
vices or medications which may not be necessary or
appropriate, the private market system doesn’t have
a chance to work. Contrary to the normal laws of
economics, in Maine at least, competition is gener-
ally driving costs up, not down. There are certainly
a few areas in health care where market competition
may work, but unless we change the system dramati-
cally, it won’t work generally. We are the only coun-
try in the world trying to run our whole health care
system on the private market system and the only
industrialized country not insuring health care for



Chapter 6 - Final Comments

the entire population.

Last, even though our charge was to find ways to
reduce costs in health care, it is impossible to dis-
cuss the subject without running into questions of
access and quality. In fact, one of the ways to re-
duce costs is to force everyone in the pool, which
would better spread the risk and reduce the number
of people not getting preventative care. But, it is
more than a question of cost for me. It seems mor-
ally unacceptable to me that we cannot find a way to
provide basic health care for everyone. This coun-
try has looked more than once at national systems to
accomplish this basic task, but has not had the po-
litical will to carry it off. We must make the issue
central to the political debate so that it is resolved.

Final Comments of Thomas Moser

At our first meeting on February 4, 2000 we were
told by Dr. Robert Keller, the chairman of the last
commission to study health care in Maine, that nor-
mal market forces don’t work in healthcare and all
must be covered for insurance to be effective. Asa
champion of Adam Smith and a strong advocate of
the free market I didn’t buy it at the time. Now,
eight months and 22 meetings later T have come to
see certain wisdom in this.

One hundred and fifty year’s ago public education
in Maine, as in the rest of America, came to be seen
as a right of citizenship. Our political leaders came
to realize that only an educated electorate can make
informed choices and our democracy could not pre-
vail without such public funding to augment private
schooling. Although we may argue over public
schools versus vouchers, nobody of sound mind
would argue against public funding for universal
education.

That moment in our history was pivotal and set the
course for an economic and cultural journey
unimagined in the Old World where privilege deter-
mined access. Might we now be at a similar mo-
ment vis-a-vis healthcare? Might we as a people be
ready to fund and define universal healthcare? Do

not confuse fund with deliver, they are vastly differ-
ent, for the former uses principally the power to tax
while the latter performs the service. Look how close
congress is to funding pharmaceuticals for those over
65; this would not have happened 10 years ago. Its
called “readiness” and we are getting ready.

In the early pages of this report we assert that...”Our
values endorse the notion that an individual has the
right to receive whatever services are necessary in
times of need.” The phrase “whatever services are
necessary” is arguable but who is so bereft of spirit
as to take issue with this concept of compassion?
What is at issue is the means of provision, not the
necessity for providing.

Then a bit later we write...” A national single payer
system may be the only approach that will work to
control costs, assure access and rationalize the de-
livery of health services.” As a strong advocate and
practitioner of free enterprise it came as quite a rev-
elation that we are over halfway toward the single
payer system already when one factors in the reality
that employer funded medical insurance premiums
are paid with pre-tax dollars.

Throughout this report we speak of administrative
expense which we believe consumes one-quarter of
every dollar spent. Of the two billion dollars paid
into the system by insurance companies 15% goes
to their expense ratio. It cost these carriers at least
$300 million to collect the premiums; the IRS, on
the other hand, spends about 2% to collect the rev-
enue to fund both Medicare and Medicaid. Nobody
disputes the cost effectiveness of the IRS. The leg-
islative challenge, however, will be in crafting a set
of laws for the distribution of these funds by federal
and state agents that will be less onerous than the
whipping boy known as the HMO. We have to craft
Federal and State programs that allow sufficient regu-
lation to guarantee equitable coverage while at the
same time providing for differences of access, based
upon the individuals ability to pay. This same sys-
tem must also be able to leverage behaviors, i.e.,
destructive life style choices should result in some
negative consequences while wholesome life style
choices should reward the individual with more than
just longevity.
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In the meantime, there is much that Maine can do to
address many of the issues we’ve raised. Ultimately,
however, our salvation is in a National single-payer
system.

Final Comments of Joe Carleton

1 would like to thank my fellow Commissioners, es-
pecially our Chair, for the collegial manner in which
we were able to conduct our work. We have learned
much, and although we do not agree on everything,
I think we can advance public understanding of this
very complex issue.

People look for magic bullets to save our health care
system. There are no magic bullets. There are, how-
ever, magic words. Words like “competition” or
“single payer” or “HMO” magically cause minds to
close, tempers to rise and voices to shout. We need
to forget magic bullets and magic words and go way
back, back to some of the basics, to get our bearings
about what health care means in this country, what a
health care system can and cannot do and where it
should fit in our lives, What follows are things that I
think get too little attention. Our ignorance about
these things is the single biggest impediment to a
good health care system, in my view.

1. Health care reform needs to be undertaken very
carefully. During its meetings, the Commission heard
and frequently referred to the “balloon theory” of
health care. Health care is like a balloon, the theory
goes, because poking the balloon in one place will
simply cause it to expand out someplace else. The
health care “system” is many different systems act-
ing independently, interacting with each other in un-
predictable ways. Poke it in one place and some-
thing strange happens somewhere else.

2. Private insurance and government benefits in-
crease costs. Ten friends dine out, intending to share
an inexpensive meal and good conversation. To make
things simple, they ask for one bill and agree to split
it equally. A waiter, hearing this and knowing he
will make more money by serving an expensive meal,
leans down and whispers to each patron in turn, en-
couraging the diner to order a filet mignon or a lob-
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ster dinner. The waiter explains to each person that
since the total bill is split ten ways she will pay only
a small portion of the extra cost - 90% will be paid
by others in the group. All people in the group make
an individual decision to order costly meals. Pool-
ing the bill has led to expenditures that no one of
them would have chosen had they acted alone. As
former Surgeon General C. Everett Koop once said
about the bill pooling device known as health insur-
ance, “It’s like saying to someone, ‘We are buying
you a new car. Now what do you want, a Cadillac or
a Chevy?””

3. Health care is a business to the providers of health
care. We all know that our medical care providers
are caring people, but hospitals and doctors and other
health care providers are not immune from the eco-
nomic incentives that affect everyone else. This is
true even for “non-profit” institutions who, after all,
need resources to continue provide their services.
We oftentimes forget that the usual economic incen-
tive in health is to provide treatment. This frequently
results in care which is costly, not medically neces-
sary, and perhaps even harmful.

4. Providers of health care are fiercely protective of
the turf carved out for them by licensing laws. This
fragmentation increases costs. Many providers wage
huge battles among themselves, played out in the
Legislature, over the scope of practice allowed to
them by the state. State boards are made up mostly
of practitioners in the fields they regulate, and they
have an incentive to keep a monopoly. A few years
ago Medical Care Development Foundation spon-
sored a study of licensing laws, This field ought to
be looked at again.

5. Health care will drain every available public and
private dollar unless restrained. This is so because:

a. Health care is more art than science. Therefore,
health providers have wide discretion in treatment,
Different health care providers do prescribe widely
varying treatment. The first witness before the Com-
mission, Dr. Robert Keller (who chaired the previ-
ous health care commission) emphasized how some
medical treatments are much more common in some
geographical areas than others. All this is well known
and has been extensively studied. Many of the pio-
neering studies have been done right here in Maine.
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Furthermore, the type of treatment prescribed by
health care providers varies widely with the health
care provider. Chiropractors will generally prescribe
chiropractic for back problems, M.D.’s will prescribe
treatment within their scope of practice, and so forth.

b. Demand for health care is potentially limitless.
Should an expensive diagnostic test be performed if
there is a very small likelihood that it will be help-
ful.? How small is “very small”? One in a hundred?
One in a thousand? One in a million?

c. Increased supply of health care providers creates
increased usage of those services. Health care pro-
viders determine how much health treatment and
what kind of treatment should be given. They have
much discretion about this because health care is
more art than science and the patient doesn’t mind if
the bill is covered by insurance (public or private).

Here are some summary thoughts about common
myths:

a. Beware those whose solution to the high cost of
health care is to have someone else pay for it.

b. Beware those whose solution to the high cost of
health care is to put themselves into a group likely
to have low health care needs, resulting in lower costs
for them but higher costs for everyone else.

c. Beware those who judge our health care systems
solely in terms of the numbers of people with or
without health insurance. These statistics can be
misleading and are often selectively used.

d. Beware those who demonize the insurance com-
panies, or drug companies, or the government as the
cause of problems with our health care systems. The
truth is much more complex. The nearest culprit can
be found by looking in the mirror.

¢. Beware those who argue that health care decisions
should be solely between a doctor and a patient. This
statement has an appealing ring to it and would be
true if the patient paid the entire bill, but this is rarely
the case. Insurance payments represent the pooled
resources of many policyholders and public benefits
come from taxpayers. They have a stake in making
sure the financial resources they provide are used
wisely.

f. Beware talk about people getting all the health care
they “need”. Need can be a very slippery concept in
health care. We can probably all agree what health
care is needed in some circumstances, but beyond
that, need has to be tempered by the finite resources
available.

Here is my reaction to two common approaches to
control health care costs.

1. Let the competitive free market work! Competi-
tive markets, which work so wonderfully in other
areas of our economy, do not work very well in health
care for several reasons. Insurance (private or gov-
ernment) insulates the consumer from much of the
cost. In addition, the complexity of health care means
that the health care providers instead of consumers
make most of the decisions. The provider has an
economic incentive to increase services and there-
fore increase costs. We are unwilling to place limits
on what the provider can prescribe. Also, personal
health is a matter of such high personal priority that
we want health treatment, no matter how unlikely it
is to help and no matter what the cost is. We will-
ingly accept the price charged. Finally, supply cre-
ates demand, as Dr. Keller suggests.

Health care providers do not advertise their prices.
This is an excellent clue that free markets don’t work
in health care. There are no newspaper or radio ads
saying that the hospital or doctor offers great prices.
Although hospitals and other health care providers
compete, they don’t compete on price. Perhaps mar-
kets can be adjusted to provide better price competi-
tion, as Commissioner Beardsley suggests, but it
hasn’t worked so far and it will be difficult to do.

2. Health care needs to be regulated! When a patient
and a doctor are in the examining room discussing
treatment, neither of them cares about cost. The in-
surance company and the government (who will be
paying all or a portion of the bill) are not in the room.
The doctor has considerable discretion in treatment.
The field of medicine is very complex. Patients feel
very strongly about their right to care. Medical tech-
nology is changing rapidly. This means that regula-
tions (either by the government or an insurance com-
pany) are complicated. General rules will necessar-
ily have loopholes and exceptions, which in turn re-
quire more rules to deal with them. These in turn
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give rise to further loopholes and exceptions. What
can result, and has resulted, is an army of clerks bat-
tling each other over mind boggling minutiae as well
as forests of paper filled with incomprehensible jar-
gon, some of which must necessarily be labeled
“THIS IS NOT A BILL.”

Inadequacies of the market and regulatory ap-
proaches mean that we ought to look for other mod-
els. The Commission report has listed a single payer
system as an alternative to look at. Some Commis-
sioners have gone further and recommended that a
single payer system should be enacted on the na-
tional level to address the inequities of the present
systems.

In light of the charge given to us by Governor King
to address costs, I suggest that one approach, known
as global budgeting, allows us to make a conscious
decision about the resources we spend on health, so
that we don’t end up like the friends who paid more
for their restaurant meal than any of them intended.
The decision about how much to spend on health
should be under our collective control, as it is not
now.

Providers of health care under global budgeting need
not be subject to detailed rules and regulations set
by insurance companies or the government. A des-
ignated sum of money is collected and allocated for
health care expenditures within their geographical
area. Health care providers make decisions about
how this money is to be spent, keeping within the
budget, without detailed regulations.

Commissioner Beardsley and I strongly disagree with
inclusion of the approaches set forth in paragraphs
11 and 12 in the Commissions’ report, relating to ex-
pansion of Medicaid programs, for the following rea-
sons:

1. Medicaid expansion may reduce costs in individual
cases where discovery of a health condition in its
early stages will prevent more expensive treatment
later on. This does not mean that it will stabilize or
reduce overall costs, short term or long term. 1 am
sure that it will not.
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2. Although the scope of Medicaid programs is a
significant issue, there is already wide public debate
about it. There is much value in a report that focuses
solely on the cost of health care. Paragraphs 11 and
12 blur that focus.

3. Medicaid has a significant impact on the state
budget. It is presumptuous of the Commission to
suggest how the myriad demands on the state bud-
get should be prioritized. This is the job of the Gov-
ernor and Legislature.

Final Comments of Bill Beardsley

A Minority Report by William H. Beardsley is at-
tached to this report.

Final Comments of Robert
Woodbury

The five members of the Commission, over hundreds
of hours, shared good will, much learning, vigorous
debate, and uncommon commitment. We sometimes
differed and sometimes changed our minds. But I
will always be grateful to all my colleagues, and
Governor King, for providing a very special oppor-
tunity. 1 hope our collective thinking will be helpful
in the larger debate about health policy in Maine.

One issue, finally, stands out for me amongst all oth-
ers: the extent of inequity and unfairness in our health
care system. The uninsured and other people of lim-
ited means, numbering in the many tens of thousands
in Maine, receive second class health care at best
and experience tragic denial at worst. This reality
not only diminishes our values as a community but
inflicts extra costs on our health care system as a
whole.

Some have suggested that proposals for the expan-
sion of Medicaid or other health services lie outside
the scope of our charge. Considerable evidence ex-
ists, however, that delayed medical attention, inad-
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equate preventive steps, and treatment sought in hos-
pital emergency rooms escalates costs. Removing
financial barriers for the less advantaged may dimin-
ish overall costs to the system and lessen cost shift-
ing. Expenditures by state government in the short
run, therefore, whether for Medicaid or public health
or information gathering, may bring some long run
stabilization to health costs as a whole. There is much
we can do in Maine to diminish unfairness that is
wholly consistent with controlling costs.

But the best strategy for addressing fundamental in-
equities in the system lies at the national level. Iam
persuaded, as | was not nine months ago, that only a
national and universal financing system “with broad
pooling ofrisks and progressive financing”, as Con-
sumer Reports concluded in its September 2000 is-
sue, can both ameliorate the consequences of un-
fairness in our current system and address some of
its most wasteful aspects. That would still leave a
large agenda for Maine and its communities, as we
have suggested throughout our report, in making the
system work in a cost effective and humane way.
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Minority Report

A MINORITY REPORT
OF THE YEAR 2000 BLUE RIBBON

COMMISSION ON HEALTH CARE

William H. Beardsley
November 15, 2000

EXECUTIVE SUMMARY

The Report of the Maine Blue Ribbon Commis-
sion on Health Care is comprehensive. It is based
on broad input and substantive analysis. It proposes
a significant increase in public expenditures and
public sector involvement rather than cost stabili-
zation. Coststabilization was the charge to the Com-
mission. This minority report is focused on cost sta-
bilization.

The minority position is that Maine can and should
take steps to stabilize health care costs by moving
towards a consumer based, market driven, health
care system. Policies recommended include:

- Tax credits or deductions for premiums on cata-
strophic insurance

- Replacement of the employee state single payer
system with a federal style multiple payer system

* Elimination of, or significant curtailment of, the
certificate-of-need process

* Elimination of barriers to entry for qualified pro-
viders

- A sunset review of state licensing procedures

- A comprehensive review of barriers-to-entry regu-
lations

- Targeting of data collection on epidemiological
studies

- Consolidation of health boards and commissions
- Acceleration of moves towards standardization of
billing and authorization

- Establishment of a task force to develop a multi-
stage strategy to move Maine towards a consumer
based, market driven health care system.

A MINORITY REPORT

Governor Angus S. King, JIr., established a com-
mission to identify cost elements of Maine’s health
care system, how cost are allocated, and to “recom-
mend potential strategies for stabilizing overall health
care costs”... and “payment options for health care
services.”

Collectively, the policies recommended in the
majority report propose an expanded public plan-
ning, policy, and regulatory role, an increase in
Medicaid expenditures, and an expanded role for
quasi-public and private health policies agencies.
Rising insurance premiums, the contraction of
HMO’s, the need for more health information and
effective policy formulation, the chronic under-cov-
erage of Maine’s population, shortfalls in reimburse-
ments and the perceived value of health education
have given the Commission a rationale for propos-
ing an array of policies that lead to a significant in-
crease in public expenditures.

Further, the cost analysis of health care in Maine,
as presented, is a valuable building block and the
discussion of cost drivers and principles reflect the
views of various constituencies with whom the com-
mission met across the state. The final report pro-
vides a frame of reference for policy discussion and
a broad database upon which to build in future years.

The minority member of the commission has the
highest regard for fellow commissioners, the open
process, the in-depth background cost analysis and
the discussion of cost shifting, cost drivers, and the
need for future research. The recommended major-
ity policies, however, do not fully reflect commis-
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sion deliberation. At the most fundamental level,
the report states that “our culture is unlikely ever to
accept market dynamics alone to resolve fundamen-
tal issues as they relate to access, availability, and
affordability...” (p.6) This underlying philosophy
permeates the report and has necessitated a minority
report.

At the outset, while the primary purpose of the
minority report is to set forth recommended steps to
stabilize health costs, there are other concerns that
should be mentioned.

e The report recommends that Maine schools be-
come a major vehicle for delivery of health care ser-
vices. Given current funding problems and the sheer
complexity of providing quality education, legisla-
ture should be very cautious in adding another ma-
jor function to an already burdened school system.

e The report recommends a significant expansion
of Medicaid services while at the same time docu-
menting the massive growth of, magnitude of, and
high cost per recipient of the Medicaid system. Leg-
islature should weigh very carefully the allocation
of additional state resources to Medicaid vis-a-vis
other citizen needs.

e Cost differentials and trends in different geo-
graphic locations, as presented, leave inferences
about the effect of over-capacity, competition and
HMO’s on costs that are questionable and overlook
such explanations as the percent of a provider’s cli-
ent base that is on Medicaid and Medicare, case mix,
and differentials in Medicaid wage indices. To date,
there is not enough analysis to legitimately set forth
conclusions.

e There is a staff propensity to include such advo-
cacy terms as “‘health is a birthright,” “environmen-
tal health,” and that “a national, single payer system
may be the only approach that will work to control
costs.” These positions were not fully addressed or
resolved by the commission,

In general, it is a minority belief that recommended
policies of the report fall well outside the charge to
the commission, at best, and could exacerbate the
very cost problem the commission was established
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to address. The charge was to stabilize health cost,
not to set forth a plan for expanded public expendi-
tures. This minority report offers no “elegant solu-
tion.” Rather, it proposes a very different array of
policy recommendations for consideration, recom-
mendations which could help to stabilize costs and
lead towards a more consumer oriented, market
driven, health care environment in the long run.

General Observations

1. Health care costs in Maine are higher than in the
past and not unlike the national statistics both in lev-
els and in trends. Similarly, Maine’s health care
challenges are numerous and similar to other states:
costs are rising faster than incomes, cost shifting
leads to inequities, and segments of the population
are under-served.

2.There is a highly regulated, evolving, expansive
system of providers, payers, consumers, policy ad-
vocates and regulators with very complex interrela-
tionships, operating in a quasi-free-market/quasi
command-and-control environment. The vested in-
terests are extraordinary and persuasively argue for
more public funds injected into the status quo, off-
set by public policy groups and soft money consult-
ants who offer an extraordinary array of ideas, ide-
ologies, and services.

3.Currently, there are very positive trends concern-
ing Maine’s uninsured. The percentage of Maine’s
children that are uninsured has declined from 16
percent in 1995 to 5.9% in 1999, placing Maine
among the top four states in the nation in terms of
child coverage. The percentage of overall uninsured
has also declined significantly. The general public
is more informed about health care costs, healthy
living, insurance and public subsidies than in the past
and appears to be making ever better choices, as are
providers and payers. The system appears to be
improving.

4. There is little evidence that health care costs as a
percent of the gross state product (at about 14%)
should decline. However, there is considerable evi-
dence that partially funded federal mandates, state
regulations and policies, and an array of “soft money”
organizations and the vested interests of the status
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quo providers and payers, have collectively made
change in the direction of a cost effective, consumer
based market driven system very difficult.

POLICY RECOMMENDATIONS FOR
STABILIZATION OF HEALTH CARE
COSTS IN MAINE

| HEALTH CARE PREMIUMS

Background: Lower income and elderly consum-
ers benefit from Medicare and Medicaid but reim-
bursement levels are largely below provider costs.
Large employers have negotiated very competitive
services. That leaves individuals and small busi-
nesses as the residual consumers. The resulting eco-
nomics dictate that providers therefore must load up
these “residual consumers” with most of the over-
head costs. This drives up premiums to a point where
the lower income self employed and employees of
small firms are priced out of the market. These un-
insured/under-insured consumers may go without
care and/or go to hospital emergency rooms for char-
ity service which hospitals are required to provide.
These hospital charity costs are then passed on to
individual policyholders and small businesses in the
form of yet higher premiums. One solution is to
take steps to help make the market work more effec-
tively by more closely tying costs to benefits for the
paying and charity consumer alike.

Policies to Stabilize Health Insurance Costs
and Reduce Cost Shifting

1.Establish a state personal income tax credit or de-
ductions for the purchase of high deductible cata-
strophic insurance, targeted to those most in need.
The goal is to use incentives, not prescriptive mea-
sures, to help consumers meet their greatest insur-
ance need. This would make insurance more afford-
able to at least one segment of the uninsured.

2.Eliminate the single insurer policy for public em-
ployees and replace it with a federal-employee style
array of choices thereby establishing a large insur-
ance pool for competitive insurance plans. This new
markets will attract insurers. The goal is to create a
greatly expanded individual insurance market, pro-
mote competition and economies of scale.

3.Seek Maine’s fair share of Medicare funds and
apply it, first and foremost, to adequate reimburse-
ment levels. The goal should be to reduce provider
cost shifting and, hence, reduce insurance premiums
to non-Medicare/Medicaid consumers. This Med-
icaid shortfall may be as high as $100 million.

Il MARKET FORCES

Background: Barriers to entry for health providers
exist at all levels in Maine. The resulting collective
inefficiencies are significant. Each barrier, however,
has a strong constituency and vested interest; hence,
the array of constraints-on-trade is often presented
in the guise of consumer protection.

Policies to Reduce Constraints-on-Trade

4.Eliminate the Certificate-of-Need process. It has
failed in Maine; it stifles innovation, limits competi-
tion, restricts entry, and discourages creativity.
Greater Lewiston/Auburn has the same population
as Rochester, Minnesota (75,000) yet there is little
doubt Maine’s CON process would never allow a
Mayo Clinic. Direct and indirect costs of the CON
process are significant. If CON is eliminated, it is
also critical to eliminate such mandates as charity
care/24 hour care that have historically accompa-
nied CON approval or cost inequities will occur.

5.Enact “all qualified clinical provider” legislation.
For each consumer’s clinical need, Maine should
remove regulatory and other barriers to provision of
such services by the least expensive “qualified” ser-
vice provider be it nurse practitioner, medical assis-
tant or whomever. For example, only Anthem will
reimburse many allowed nurse practitioner services
rendering it difficult for an N.P. to establish a free
standing rural practice. Harvard Business School
studies and economic principles suggest that such
artificial barriers to entry are a major cause of health
cost inflation and lack of access in rural areas.

6.Enact “consumer protection” licensor legislation.
There is evidence that the licensing process in Maine
has evolved into a “professional-protection” system
rather than a system to “encourage entry” and “con-
sumer protection.” A comprehensive sunset review
of all state licensing statutes and regulations related
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to health care is recommended for consideration.

7.Enact “constraint-of-trade” review legislation.
State laws, regulation and practices are rift with ar-
tificial barriers to competition and entry. To illus-
trate:

e the state offers education loan forgiveness to vet-
erinarians but not to nurse practitioners and physi-
cians’ assistants in shortage areas.

e medical assistants may report to physicians but not
to qualified nurses and may not carry out such du-
ties as making beds in hospitals without redundant
CNA qualifications.

e new regulations offer dentists in shortage areas
loan forgiveness but only if they agree to provide
“free” service, a policy which favors salaried pub-
lic-clinic dentists over fee-based private dentists.

e physicians and nurse practitioners are limited in
their ability to develop partnerships, as they are “un-
like-professions.”

8.De-massification of health care. While Maine is
fairly progressive, there are barriers to telemedicine,
mobile health services, non-traditional (often un-re-
imbursed) services, especially in rural areas where,
isolation magnifies the cost of traditional service. The
state should be proactive in establishing incentive
rather than prescriptive legislation/regulation that

oversight council. The minority report would prefer
further consolidation,

Policy Recommendation in the Area of Effi-

ciencies

9.The state should consider significant health agency

consolidation and overhaul of its health responsibili-

ties. Areas for consideration:
A. The state should consider having Medicare/Med-
icaid administered by a neutral third party much as

FAME administers student loans. The goal would
be to build a firewall between allocation and advo-
cacy.

B. Basic data collection should be centralized in an
existing central planning function such as the State
Planning Office. The goal is to “mainstream” here-
tofore i1solated and non-comparable health and de-
mographic data.

C. While Maine has done a good job consolidating
health departments and bureaus, boards and com-
missions should undergo a sunset review with a view
to consolidation. This could be mandated by legis-
lation or encouraged through an informal Governor’s
Kitchen Cabinet for Health not unlike the Kitchen
Cabinet for Children.

10. A comprehensive review of opportunities for cost
efficiencies should be undertaken. Areas showing

would minimize barriers-to-entry for decentralizing
technologies, especially for rural Maine. FAME style
loan guarantees and/or subsidized loans should be
considered as an incentive for investment in new
technology.

Il EFFICIENCIES

Background: There is a wide array of government
agencies, licensing boards, commissions and other
quasi-government entities with health care respon-
sibilities and/or interests. There is limited formal
interface between these groups. There are separate
data collection efforts, limited standardization of
procedures, challenges of redundancy and overlap.
Much of the public session input to the commission
was lobbying for contracts and more funding for
planning, analysis, data collection and staffing rather
than cost relief for consumers. The majority report
addresses this by proposing the addition of a new
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promise include:

A. Protocols for standardizing the way uniform bill-
ing forms are filled out with a focus on U.B. 92 forms
hospitals fill out for insurers and the federal HCFA
1500 Uniform billing procedure.

B. Protocols and incentives to replace pre-certifi-
cation with post-certification by insurers for approved
providers. For example, addressing this issue could
be a positive consideration in bids for state insurance
contracts.

C. Develop standardized application procedures for
statewide approval for practice privileges and uni-
form credentialing. Such standardization does not
limit a hospital or clinic’s right to withhold privi-
leges but it could reduce bureaucratic obstacles in
the process.
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IV.LONG TERM COMPLEX STRUCTURAL
CHANGES

The State of Maine should consider a strategic long-
term objective of moving towards a consumer based,
market driven health care insurance system as a pro-
totype for the nation. At the heart of the transforma-
tion would be very difficult but worthwhile shifts
including, but not limited to:

11. Elimination of tax deductions for health insur-
ance premiums for corporate income tax but only if
there is a concurrent revenue-neutral shift of respon-
sibility and resources to the consumer. Since corpo-
rations usually have community rating policies, cur-
rent employees have very diverse health benefits.
Those diverse levels of benefits would probably have
to be passed on to individuals at the outset to avoid
adverse selection and the transferred funds would
probably have to be used for insurance. Federal
ERISA regulations must also be addressed. A task
force to address such a potentially bold solution
should be established.

12. The practice of mandated charity obligations for
some but not all health providers creates massive
- cost equity distortions and should be phased out con-
current with direct consumer-based-assistance cen-
tered on consumer need and responsibility.

Finally, the market works best when information and
price signals are available. Too much information,
however, especially if mandated, can be counter pro-
ductive and add expense. If one were to use tobacco
settlement money to collect information that would
most likely improve the functioning of the market,
that investment could well be for much needed epi-
demiological studies.

13. Epidemiological Studies. The state should es-
tablish and annually update a detailed epidemiologi-
cal report that is geographical, socio-economical, and
demographically specific. It should be produced
independently of any advocacy agency or group and
must be of sufficient quality to provider, payer and
public policy interests to be useful in substantive de-
cision makers. The State Planning Office, as a can-
didate for this work, offers many advantages as it
also collects, analyzes and reports on non-health data.

14. Pricing Information. Legislation should be en-
acted and some funding should be made available to
industry associations to establish a voluntary, formal,
yet understandable, pricing disclosure system for
consumers. Failure by the providers and payers to
achieve such a standardized disclosure system could/
should lead to a government action to do the same.

15. Medicaid Reimbursement. Under-reimburse-
ment in Medicaid appears at the root of cost shifting
in Maine. Medicaid can be improved with no in-
crease in funding. The state should mandate that
Medicaid reimbursement cover what the state deems
to be reasonable direct costs of service, adding funds
where too little reimbursement is currently available,
cutting back on marginal consumers if that is the
only way to achieve at least “minimal reimburse-
ment.” The entire administration of Medicaid in
Maine needs an in-depth review. In Maine, Medic-
aid expenditures exceed $800 million. This does
not imply there are known problems but rather its
rapid growth and sheer size needs to be assessed and
rationalized for the citizenry’s peace of mind.

Signed by:

Ll ttamp S W November 15, 2000
Williaf H. Beardsley Date
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Appendix A
Cost Profile Technical Notes and Tables

Table 1
|  Summary of Estimated 1999 Personal Health Expenditures in Maine
sommsima s
for populations whose primary insurance is:
Medicare Medicaid Dual Eligibles |Private Insurance Uninsured Total
Population 173,333 138,420 37,667 746,180 165,440 1,261,040
Subtotal Adjusted
Hospital Care $ 427,977,317 | $ 298,452,056 1 $ 150,043,097 | $ 741,445,832 % 115,073,252} % 10,073,252 | $1,627,991,554
Physician Services $ 189,085,161 1% 33,683,403 |% 43,568,947 | $ 496228250 |% 77,015199|$ 38,507,600 $ 801,073,361
Other Professional Services $ 34434350|% 66,053,356|% 16,637,368} % 102270,755|% 15872540 |% 7,936,270 | $ 227,332,099
Home Health Care $ 57,970935|$% 61810456 ($ 111,012,353 |$ 11,259,474 | § 1,747,483 |$ 1,310,613 | $ 243,363,830
Drugs & Other Medical Non-Durables [ $ 87,174,548 [ $ 55,306,164 [ § 71,941,979 { $ 223,854,000 [ $§ 34,742,400 | $ 34,742,400 | $§ 473,019,091
Vision Prod & Other Med Durables $ 61,299,376 | $ 7,504,189 [$ 15741932 | § 35,099,270 | $ 5,447,447 | $ 4,085585( $ 123,730,352
Nursing Home Care $ 95947810 | $ 129,894,304 [ $ 292,722,168 | $ 1,908,941 | $ 296,425 | $ 222,319 ( $ 520,696,543
Other Personat Health Care $ 24392051|% 100,639418}{% 51,175129 |$ 131,815035}% 20,457,846 (3% 10228923 [ § 318,250,557
Sub Total $ 978,281,549 | $ 753,343,346 | $ 752,842,973 | $ 1,743,882,558 | $ 270,652,592 | $ 107,106,961 | $ 4,335,457,386
Insurance Payer Administration $ 21,247130|$ 51,428,821 (% 40,592,255 $ 257,073,870 % - 3 - $ 370,342,075
Total $ 999,528,678 | $ 804,772,167 | $ 793,435,227 | $ 2,000,956,428 | $ 270,652,592 | $ 107,106,961 | $ 4,705,799,462

NOTE: For Uninsured, two amounts are reported. "Subtotal” represents the estimated personal health expenditures for this population. The "Adjusted”
amounts are the estimated, out of pocket payments made by this population. The difference between these two amounts are the estimated
charity and bad debt, implicitly included in the expenditures of other population groups (particularly the Privately Insured), is $163,545,631.

In order to avoid double counting, The Total for the entire population includes the Adjusted amount for the Uninsured.

-Pct of ME GDP 13.9%
-Pct of US GDP 12.3%

Technical Notes for Table 1

1.1  Total population for Maine provided by State
Planning Office, Richard Sherwood, July 25, 2000,
including estimated undercounts. Medicare popula-
tion based on 1999 AARP report, Reforming the
Health Care System and reduced for number of dual
eligible persons. Medicaid only and dual popula-
tion based on 1999 client-count reported by Muskie
School, August 30, 2000. Privately insured popula-
tion based on 1998 EBRI study reporting that 68.8
percent of non-elderly persons in Maine had employ-
ment-based coverage (website, EBRI).

1.2 Personal health expenditures for persons prin-
cipally covered by Medicare are based on 1997
Medicare claims data for Maine as reported by the
Muskie School, August 30, 2000. The data were
trended to 1998 based on national trend rates by ser-
vice category (HCFA website, June 2, 2000). No
increases were projected for 1999, based on prelimi-
nary and aggregate reports as to the impact of the
Balanced Budget Act. The claims estimates were
increased for out-of-pocket expenses based on data
in the March 2000 MEDPAC Report to the Con-
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gress: Medicare Payment Policy , “Out of pocket
spending on health care by category for all benefi-
ciaries, 1992-1996, adjusted for inflation” (page 41).
These data were trended to 1999 and inflated. Re-
sulting amounts were allocated to the reported ser-
vice categories based on a consensus of the Data
Advisory Group. These national estimates were
adjusted to Maine based on ratio of per capita Maine
personal health expenditures (EBRI Health Benefits
Databook, 1* Edition, Wash. D.C. 1999, pg. 21) for
1993 (by service category) to the US (HCFA website,
July 11, 2000).  Per capita amounts were multi-
plied by the Medicare population in Maine to deter-
mine total expenditures. HCFA estimates adminis-
trative expenses to be 3.2 percent of claims (HCFA/
OACT, August 1998).

1.3 Medicaid Paid Amounts and Patient Liability
for calendar year 1999 provided by the Muskie
School, August 30, 2000 in specified service cat-
egories. Drug expenditures reduced 2.1 percent for
rebate, based on rebate history for state fiscal year
1998 and 1999 (State Medicaid Report). Third-party
liability costs were not removed, since they are le-
gitimate expenditures of this population. Combined
state and federal administrative costs for the Medic-
aid program is estimated to be 6.5 percent of claims
(personal communication, HCFA, 8/00). That
amount is reduced slightly by including out-of-
pocket expenditures in the denominator to calculate
the percentage of total personal health expenditures.

1.4  Medicare, Medicaid and out of pocket personal
health expenditures for dual eligible beneficiaries
were calculated as described above in notes 1.2 and
1.3 except that out of pocket expenditures related to
Medicare coverage was not included. Only patient
liability expenses associated with the Medicaid pro-
gram were included.

1.5 Except for that about drugs and other medical
non-durable services, private insurance data are
grounded in claims information provided by the
Maine Health Information Center for the twelve-
month period ending September 1999, and for a
population of 136,211 employees and dependents
associated with the Maine Health Management Coa-
lition (private communication, June 12, 2000). Those
data were trended 1.5 percent to a full calendar year.
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Because Coalition members represent principally
large employers in Maine, an adjustment was needed
for small employers. The 1997 Medical Expendi-
ture Panel Survey (MEPS website) reported that 45
percent of Maine employees receiving insurance
were employed in firms of less than 50 employees.
Based on discussions with Bureau of Insurance, it
was estimated that health insurance costs for small
groups are 25 percent greater (R. Diamond, personal
communication, August 11, 2000). Based on these
data, a weighed average was calculated for large and
small employers. This amount was reduced by 25
percent, representing average employee share of pre-
mium expenses in 1998 (EBRI Databook, ibid.) and
grossed up 63 percent reflecting the amount of total
health expenditures covered by private insurance in
1998 (EBRI Databook, ibid.) Completion factors
for personal health expenditures outside of those
covered by insurance were based on a consensus of
the Data Advisory Group. Finally, personal health
expenditures for Drugs and Other Medical Non-
Durable Services were based on a separate analy-
sis (G. Nalli, personal communication, May 2000).

1.6 Insurance Payer Administration was esti-
mated based on filings made with the Maine Bureau
of Insurance by major HMO and indemnity carriers
providing insurance coverage for 370,000 persons,
for the calendar year ending 12/31/99 (G. Griswold,
6/14/00). Given very significant administrative lev-
els in 1999—related in part to reorganization by some
companies—an average of 1998 and 1999 levels was
used.

1.7 It is estimated that personal health expendi-
tures for Uninsured approximate 70 percent of the
expenditures for Private Insurance (Long, S.H. and
Marquis, M.S. “The Uninsured Access Gap and the
Cost of Universal Coverage”, Datawatch, Health
Affairs, Spring 1994, pp. 211-220). That factor was
consistently applied across all service categories.
Resultant amounts were reduced for bad debt and
charity. Personal health expenditures for Hospital
Care were reduced $105 million based on 1999 es-
timates provided by Maine Hospital Association (T.
Butts, personal communication, June 19, 2000).
Except for Drugs and Other Medical Non-Durable
Services, reductions in the order of 25 percent to 50
percent were applied to all other services based on
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anecdotal information and personal communications.  Assuming a mid point in these estimates and a factor
No bad debt and charity reductions were taken for  of approximately 5.65 percent as the difference be-
Drugs and Other Medical Non-Durable Services.  tween total personal health expenditures and those
Based on those approximations, the total reduction  expenditures represented by the identified insurance
in estimated personal health expenditures for the  programs in this study, an amount of $270 million is
uninsured population was 60 percent, an amount  estimated as expenditures related to other payment
noted in the literature (Young, R.A., “Third part fund-  activities, such as veterans administration, Indian
ing of health care services for the uninsured of  health service, public health clinics and the like.
Tarrant County”, Texas Medicine, 95:8, pp. 50-54).

1.9 Gross domestic product for US calculated -
1.8 In October 2000, HCFA release an update to  based on data reported at HCFA website, June 6,
its estimates of personal health expenditures, by state. ~ 2000. Gross domestic product for Maine provided
Comparing comparable categories of expenditures by Maine State Planning Office (G. Rose, personal
and trending 1998 data to 1999, estimates in this  communication, August 1, 2000).
study vary by 7.9 percent with the HCFA estimates.

Table 2
Estimated 1999 Health Personal Health Expenditures in Maine
as Compared to US

Medicare Medicaid Dual Eligible Private Insurance Uninsured Total
Annual % Annual % Annual % Annual % Subtotal Adjusted Annual Per Persor] % Distribution
Per Person Distrib{Per Person Distrib|Per Person Distrib|Per Person Distrib| Ann'¥Per  Pct  Ann'Per Pct | Maine US |Maine US

Hospital Care $ 2,469 428%|$ 2156 37.1%|$ 3,983 18.9%}$ 994 37.1%($ 696 425%|$ 61 9.4%} $1,2901 $1,417 |346% 37.3%
Physician Services $ 1,091 18.9%|% 243 4.2%|$ 1,157 55%|3% 665 248%|$ 466 2B8.5%|$ 233 36.0%}$ 635 $ 853 [17.0% 22.5%
Other Professional Services | $ 199 34%| % 477 8.2%i % 442 2.1%i$ 137 51%|$ 96 5.9%|$ 48 7.4%$ 180 $ 255) 48% 6.7%
Home Health Care 334 58%| % 447 7.7%} % 2,947 14.0% % 15 0.6%|$ 11 06%;$ 8 12%|% 193 $ 119| 52% 3.1%
Drugs & Other Med. Non-Dur 503 B.7%|$ 400 6.9%% 1910 9.1%|$ 300 11.2%|$ 210 128%}$ 210 324%|$ 375 $ 468 [10.1% 12.3%

$
$
Vision Prod & Other Med Dur| $ 354 6.1%| % 54 0.9%| % 418 2.0%
$
$

$ 47 1.8%|$ 33 2.0%; $ 25 3.8%|$ 98 $ 51} 26% 1.3%
Nursing Home Care 554 96%|$ 938 16.1%|$ 7,771 36.9%| % 3 01%|$ 2 01%|$ 1 02%|$ 413 § 318[11.1% 8.4%
Other Personal Health Care 141 24% $ 727 12.5%|$ 1,359 6.4%| 3 177 6.6%|$ 124 76%|$ 62 96%|3 252 $ 127| 6.8% 3.3%
Sub Total $ 5644 97.9%|$ 5442 93.6%|$ 19,987 94.9%|$ 2,337 87.2%|$ 1636 100%|3$ 647 100%| $3,438 $3,608 [92.1% 95.0%
Insurance Payer Admin. $ 123 24%| % 372 64%|% 1,078 51%|$ 345 12.8%| % - 0.0%|% - 0.0%|% 294 $ 190| 7.9% 5.0%
Total $ 5767 100%|$ 5814 100%|$ 21,064 100%|$ 2,682 100%|$ 1,636 100%|3$ 647 100%|$3,732 $3,798 | 100% 100%,

NOTE: For Uninsured, two amounts are reported. "Subtotal” represents the estimated personal health expenditures for this population. The
"Adjusted" amounts are the estimated, out of pocket payments made by this population. The difference between these two amounts are
the estimated charity and bad debt, implicitly included in the expenditures of other population groups (particularly the Privately Insured)
On a per capita basis, this amount is estimated to be $989.

In order to avoid double counting, the Total for the entire population includes the Adjusted amount for the Uninsured.

Technical Notes for Table 2

2.1 Except for Medicare, annual per-capitaexpen- 2.2 Aggregate Insurance Payer Administration
ditures were calculated by dividing personal health  for the U.S is based on EBRI data (Health Benefits
expenditures for each service category by the popu-  Databook, 1999, Table 1-2).

lation. Per-capita U.S. expenditures were based on

HCFA data (website, July 11, 2000)
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Table 3
Estimated 1999 Out of Pocket Expenditures for Health Care in Maine

NOTE: Total amounts for Uninsured are estimated to be:
expenditures of other population groups (and particularly the Privately Insured), are estimated to be $989.

Medicare Medicaid Dual Eligible

Annual % Outof| Annual % Outof| Annual % Outof

Per Person Pocket | Per Person Pocket | Per Person Pocket

Hospital Care S 2,469 109%|%$ 2,156 0.0%]|$ 3,983 0.0%
Physician Services $ 1,001 29.3%|$ 243 0.0%{$ 1,157 0.0%
Other Professional Services ; $ 199  69.5%($ 477 0.0%]| $ 442 0.0%
Home Heallh Care $ 334 54%] $ 447 0.0%|$ 2,947 0.0%
Drugs & Other Med. Non-Dur | $ 503 98.7%| $ 400 0.0%|$ 1910 0.0%
Vision Prod & Other Med Durj $ 354 45.0%| $ 54 0.0%| $ 418 0.0%
Nursing Home Care $ 554 58.2% % 938 3.7%s 7,771 12.3%
Other Personat Health Care | $ 141 64.0%| $ 727 0.0%| % 1,359 0.0%
Sub Total $ 5644 321%|3$ 5442 0.6%|$ 19,987 4.8%
Insurance Payer Admin. $ 123 32.1%| % 372 0.0%]$ 1,078 0.0%
Total S 5767 321%|S 5814 0.6%| $ 21,064 4.5%

Private Insurance
Annual % Out of

Per Person Pocket

3 994  30.8%
S 665  39.6%
$ 137 43.2%
$ 15 30.0%
3 300  40.0%
$ 47  492%
$ 3 29.3%
3 177 56.4%
$ 2337 375%
3 345  37.5%
S 2682 375%

Uninsured

Annual

$ 61
3 233
3 48
S 8
$ 210
$ 25
$ 1
$ 62
$ 647
3

$ 647

% Out of
Per Person Pocket

nfa

n/a

Totat ifo uninsured
Annual % Out of
Per Person Pocket

$ 1,477 17.0%
$ 686 33.0%
$ 200 31.1%
$ 221 2.7%
% 400 40.1%
$ 109 37.5%
3 475 18.6%
$ 281 29.2%
$ 3,859 23.9%
3 338 27.9%
$ 4,197 24.2%

$ 1,636 Charty and bad debt, implicitly included in the

Total column does not include Uninsured expenditures or population count.

Technical Notes for Table 3

3.1 Adjustments to principal insurance payments
discussed above explicitly determined out-of-pocket
expenditures. Those amounts are reported as per-
centages of the total personal health expenditures
for each population group and service category, ex-
cept Uninsured. Because 100 percent of estimated
expenditures are paid by an uninsured individual,
there is no differentiation in out-of-pocket expendi-
tures. As suggested in the footnote, approximately
60 percent of the total expenditures for that popula-
tion are offset by charity and bad debt considerations.
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Table 4
Maine Compared to ldentified Benchmark States for 1999
North Dakota Wyoming West Virginia Vermont Maine

Annual Percent Annual Percent Annual Percent Annuat Percent Annual Percent

Per Person Distrib |Per Person Disfrib |Per Person Distrib | Per Person Distrib |Per Person Distrib
Hospital Care $ 1480 409%i$ 1,291 41.7%] ¢ 1,623 43.2%($ 1,208 358%| % 1,347 38.1%
Physician Services $ 790 21.8%] $ 563 18.2%] $ 702 18.7%| $ 616 18.2%] $ 630 17.8%
Other Professional Services | $ 219 6.0%| $ 246 8.0%| § 272 72%| $ 308 9.1%] $ 265 7.5%
Home Health Care $ 34 0.9% $ 88 2.8%| $ 122 3.2%| $ 128 3.8%| $ 117 3.3%
Drugs & Other Med. Non-Dur | $ 414 11.4%] $ 397 12.8%] $ 521 13.9%| $ 462 13.7%} $ 440 12.4%
Vision Prod & Other Med Dur | $ 49 1.3%| $ 48 1.6%{ $ 51 1.4%| $ 50 1.5%| $ 45 1.3%
Nursing Home Care $ 477 13.2%] $ 238 77%| $ 267 71%| $ 336 9.9%| $ 460 13.0%
Other Personal Health Care | $ 155 4.3%| % 222 7.2%| $ 200 5.3%| $ 271 8.0%{ $ 233 6.6%
Sub Total $ 3817 100.0%| $ 3,093 100.0%{ $ 3,758 100.0%} $ 3,380 100.0%| $ 3,537 100.0%
NOTE: Amounts for Maine vary modestly from earlier amounts, reflecting different methodology used to make State comparisons.
While previous estimates are considered more accurate, state comparisons are better made utilizing similar methodology.

Technical Notes for Table 4

4.1 Based on demographic and income character-
istics, the State Planning Office ranked the forty nine
states as to their similarity to Maine, based on de-
mographic and income characteristics (R. Sherwood
to C. Freshley, personal communication, July 13,
2000). The three most similar states were North
Dakota, Wyoming and West Virginia. Because there
was interest in comparing another New England state
to Maine, Vermont was also included. Vermont
ranks seventh to Maine based on this index.

4.2 Personal health expenditures by state were re-
ported in a 1993 HCFA analysis. Per capita expen-
ditures were calculated with 1993 population data
provided by the US Census (website, July 22, 2000).
Based on national trends, these data were inflated
on a service specific basis to 1999. Adjustments for
inter-state expenditures were provided by HCFA and
made on a service-specific basis (personal commu-
nication, August 2000). Based on 1999 populations,
total personal health expenditures were calculated
for each state.
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Table 5 ‘
Change in Estimated Personal Health Expenditures in Maine
(without Insurance Administration) for Select Years

Per Cagit:igng‘otal 000) |% Chg-PC Per g:zgg?ta Total (000} |% Chg-PC Per gggo;:a Total (000} |% Chg-PC Perz(?(,)aoggita Total (000
Hospital Care $ 1,130 $1,407,518 14.3% $ 1,291 $1,627,992 271% $ 1641 $ 2,111,190 21.8% $ 1,998 $2,642,845
Physician Services $ 531 $ 661,444 196% $ 635 $ 801,073 30.7% $ 830 $ 1,068,389 245% $ 1,034 $1,367,369
Other Professional Services | $ 131§ 163,800 3714% $ 180 $ 227,332 36.9% $ 247 $ 317,451 27.0% $ 313 $ 414418
Home Health Care $ 154 $ 191,917 25.3% $ 193 $ 243,364 353% $ 261 $ 335943 36.0% $ 355 $ 469,855
Drugs & Other Med. Non-Dur | $ 236 § 293,535 59.2% $ 375 $ 473,019 50.0% $ 563 $ 723,938 385% $ 779 $1,030,696
Vision Prod & Other Med Dur | $ 88 $ 110,241 10.9% $ 98 $ 123,730 23.5% $ 121 $ 155,947 195% $ 145 $ 191,649
Nursing Home Care $ 341 $ 425234 21.0% $ 413 $ 520,897 25.5% $ 518 § 666,594 252% $ 649 $ 858,196
Other Personal Health Care | $ 161 $ 200,507 56.8% $ 252 $ 318,251 622% $ 409 $ 526,701 614% $ 661 $ 874,183
Sub Total $ 2,773 $3,454,197 24.0% $ 3,438 $4,335457 335% $ 4590 $ 5,906,153 29.3% $ 5934 $7,849,210

Consumer Price Index: 12.3%

Note: 1999 is the base year for all the above projections, as adjusted by national trends on a service specific basis For 1994, 1999 estimates
were reduced by the per capita percent reported in 1999. 1999 per capita estimates were increased by the 2004 percent to project 2004
expenditures. 2004 per capita estimates were increased by the 2009 percent to project 2009 expenditures.

Note: PC means per capita

Technical Notes for Table 5

5.1 Estimates for 1994,2004 and 2009 werebased 52  Consumer price index information based on

on national

trends reported by HCFA on a service-  data reported by the Bureau of Labor Statistics for

specific basis (website, July 11, 2000). The adjust-  US (website, July 22, 2000).

ments were
for Maine.

applied to the 1999 per capita estimates
Population estimates were provided by

the State Planning Office to calculate total expendi-
ture levels (R. Sherwood, personal communication,
July 25, 2000).

The work of the Commission was supported by the Office of the Governor,
the Department of Human Services, and the Department of Professional and
Financial Regulation.
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