
It’s time to reassess the new federal-
ism—the shift of responsibility for
social programs from the federal

government to the states. Medicaid
managers must now, in limited ways
and in certain areas, make a place at
the table for county governments.

As Medicaid managed care expands
to the disabled and others traditionally
served by county social services, a
growing number of communities see
Medicaid as part of a local, integrated
care system for their constituents.

“We are where it all comes
together,” asserts Mary Mahoney,
director of integrated care manage-
ment for Minnesota’s Ramsey
County. At what some consider

ground zero of the managed care rev-
olution, the St. Paul-Minneapolis
metropolitan area, Ramsey County
has seen managed care plans serve the
local Medicaid population since
1993. Now county officials want to
contract for and organize the county’s
Medicaid services themselves.

“It has one and only one purpose,”
says Ms. Mahoney: “better long-term
outcomes for clients.” Under state law
allowing county-based purchasing of
Medicaid services, Ramsey County
officials are negotiating with an orga-
nization to handle the paperwork,
developing a request for proposals for

Legislative proposals related 
to external review of medical
or coverage determinations 

by managed care organizations 
currently are pending in 27 states.
But a draft proposal released on
March 16 by the Washington, DC-
based National Committee for
Quality Assurance (NCQA), which
accredits about half of the nation’s
HMOs, could set the standard for
external reviews related to medical
appropriateness.

“NCQA sets a high bar for any
health plan that wants to distinguish
itself from the pack on quality,” 

says Alan Hoops, chief executive offi-
cer of Pacificare Health Systems in
Santa Ana, CA. “The new Accredi-
tation 2000 requirements put the
focus exactly where it should be: the
consumer.”

Four states—Alabama, Iowa,
Ohio, and Tennessee—currently
require NCQA accreditation of the
managed care plans they purchase
services from. Twelve states accept
NCQA accreditation as a licensing
standard. More than 75% of the
nation’s HMO subscribers are
enrolled in NCQA-accredited plans,
with 315 plans either NCQA-

accredited or awaiting accreditation.
If the NCQA standards go into

effect as planned in July 2000, they
will have tremendous weight when
NCQA inspectors review and score
HMO operations. Regardless of
state laws governing external review,
plans that fail to meet NCQA exter-
nal review standards could be
denied accreditation, which is con-
sidered a plum by many in the
industry.

NCQA officials likely are hoping
their proposal fares better than a
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recent National Association of
Insurance Commissioners (NAIC)
attempt to develop a model law that
states could use as a guidepost in
developing their own external review
legislation.

Alexandra Thomas, policy direc-
tor for Maryland Insurance
Commissioner Steve Larsen, who
chairs a NAIC working group on the
issue, says the model law was on the
fast track for approval until the
group’s March meeting. However,
members now have reconsidered the
proposal. They are concerned that
the model legislation would give
state insurance commissioners near-

total control over the external review
process, as Maryland’s law does.
Among other things, the legislation
would have left it up to the commis-
sioners to determine whether a claim
was based on medical necessity and
whether an independent review
organization (IRO) decision should
be left standing.

The NCQA’s Accreditation 2000
draft, which is expected to be com-
pleted in early June, would require
NCQA-accredited plans or plans
applying for NCQA accreditation to
make available an independent exter-
nal review process for medical
appeals. IROs demonstrating appro-
priate medical expertise and adminis-
trative capability would be certified

by NCQA or an as-yet-undetermined
entity.

Under the proposal, the plan
would require internal review pro-
grams to include evaluation by a spe-
cialist in the same or a similar
specialty as the physician making the
initial determination. 

“External appeals should help
restore consumer trust in managed
care plans,” says Andrew Webber,
senior associate with the Washington,
DC-based Consumer Coalition 
for Health Care Quality. “In an
NCQA-accredited plan, consumers
will be in a position to turn to an
independent and expert appeals sys-
tem when they feel that medically
necessary services are being denied,
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Partly in response to calls for liability reforms, the
California Association of Health Plans (CAHP)
last year became the first industry association in

the nation to urge its members to set up independent
external review procedures. “We all believe the
Legislature should do it,” says CAHP president Walter
Zelman. “The public needs to be absolutely certain
they will get the care they need.” If the state and federal
governments fail to mandate external review this year,
he adds, all CAHP member plans, which cover about
95% of California HMO enrollees, voluntarily will
move in that direction.

One plan, Woodland Hills-based Health Net,
already has an independent external review mechanism
in place. Health Net’s 2.2 million subscribers don’t even
have to request the external review; it’s automatic for all
denials, and decisions are binding on the HMO. Since
the program began last May, about 5,000 denials have
come up for review. Thirty percent of the denials are
overturned, and a like number are upheld. But 27% are
resolved through an alternative treatment plan accepted
by the member. Eighty percent of all reviews are com-
pleted within 20 working days, and expedited review is
available in life-threatening situations.

The cost to Health Net: about $300,000 annually,
which no doubt pales in comparison to the threat of a
single liability award.

So have California’s HMOs been swept up in a tide
of consumerism? Or do their calls for independent
external review stem from a desire to derail liability
reforms, as some cynics suggest?

“I think all industries change,” says Mr. Zelman,
“and obviously this industry is trying to respond to
consumer concerns.”

Still, the association’s move seems shrewd in view of
pending state legislation that would hold health plans
and/or their medical directors liable when medical
determinations result in injury to subscribers. Unlike
last year, when then-Gov. Pete Wilson pledged to veto
civil liability legislation if it passed, Democrats now
control the governor’s office and both houses of the
Legislature.

Assembly Speaker Antonio Villaraigosa is sponsor-
ing AB 1380, which sets forth “findings of fact” hold-
ing that, among other things, the current $250,000
cap on non-economic damages needs to be increased.
And while Gov. Gray Davis has suggested that he will
exercise caution as he evaluates liability bills that come
his way, CAHP’s Mr. Zelman predicts “there’s still
quite a good chance” that a reform bill will make it
into law.

Contact Mr. Zelman at (916) 552-2910 and Health
Net spokeswoman Kelli Davis at (818) 676-8259.  ■

Facing tough liability reform proposals, California HMOs push voluntary reviews

Legislators consider call for increase in noneconomic damages



reduced, or terminated.”
But Mr. Webber, who served on

the NCQA Standard Committee,
which developed the plan, acknowl-
edges that important details remain to
be hammered out, including how and
by whom IROs will be accredited. 

For its part, the Washington, 
DC-based American Association 
of Health Plans (AAHP) in late
February publicly called on its 1,000
member plans to adopt binding
independent review programs that
would allow patients to “quickly
challenge health plan coverage deci-
sions based on medical necessity.”
Says AAHP president and CEO
Karen Ignagni, “Consumers want to
resolve these disputes when they’re
happening, and not months or years
later.”

Ms. Ignagni says adoption of bind-
ing independent review programs by
association members would have a
“profound effect” on improving con-
sumer satisfaction and confidence
nationwide.

Meanwhile, at press time, lawmakers

in 27 states were debating proposals
that would beef up existing state exter-
nal review programs or create them
where none currently exist.

Georgia lawmakers approved HB
732 in late March, which includes the
Patient’s Right to Independent
Review Act. The new law, which was
supported by Gov. Roy Barnes,
requires managed care organizations
to foot the bill for the full cost of
external reviews. To qualify for review,
treatments or services denied as not
medically necessary or as “new or
experimental” would be required to
carry at least a $500 price tag. 

Independence required
The Georgia law provides that

independent review organizations will
be certified by the State Health
Planning Agency. Physicians making
review decisions are required to be
experts in the treatment of the med-
ical condition at issue, hold a nonre-
stricted license, and have no history of
disciplinary action or sanctions. IROs
cannot be a subsidiary or in any way

owned or controlled by a health plan,
a trade association of health plans, a
managed care entity, or a health care
provider professional association. As
with most state plans, review of a life-
threatening condition is put on the
fast track.

Significantly, managed care orga-
nizations in the state cannot be held
liable for abiding by IRO decisions,
but they can be sued for damages
caused by their initial determination
regarding the proposed treatment.
Punitive damages cannot be
awarded, however. The health plan-
ning agency is authorized to imme-
diately begin IRO certification, but
the effective date of all other provi-
sions is July 1.

Proposals at the state level run the
gamut. They vary regarding the types
of disputes subject to review; whether
members are required to complete
internal appeals procedures prior to
external review; whether they specify
minimum values of denied services;
who will pay the costs associated with
the external review; review standards;
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In 1978, Michigan became the first state in the
nation to set up an external review process for man-
aged care decisions. But is it working?
In a state with more than 2.9 million people enrolled

in managed care plans, the Michigan Department of
Health’s HMO Task Force received only 63 grievances
from 1995 through 1998. Of those cases, 12 were
resolved before the hearing, and 41 had an airing before
the task force. The task force upheld HMO decisions
in 28 cases and found in the member’s favor in 13
cases. Ten cases remain pending.

It could be argued that Michigan’s HMOs are making
few bad decisions. Or perhaps, as Rep. Laura Baird (D-
East Lansing) asserts, most HMO enrollees are unaware
that an external appeals mechanism exists. Subscribers
may believe that, as the name implies, their plan is com-
mitted to maintaining health, she says, and “may take 
a refusal by an HMO to be tantamount to a medical

opinion that they don’t need that treatment or care.”
Ms. Baird has introduced HB 4127, which would

extend civil liability to HMOs. Under current
Michigan law, HMOs may be sued only for the value
of the service or treatment not provided. She complains
that subscribers “can’t recover the cost of the harm that
occurred as a result of the HMO’s interjecting itself into
medical decision-making,” but is the first to acknowl-
edge that her bill likely won’t be given a hearing in a
Republican-controlled legislature.

Ms. Baird says she welcomes the National
Committee on Quality Assurance’s external review ini-
tiative, but adds that it doesn’t remove the need for her
civil liability bill. “People still need some muscle in their
disagreements with their HMOs.”

Contact Ms. Baird at (517) 373-1786 and Janet
Olszewski of the Michigan Department of Community
Health at (517) 335-5182.  ■

What if Michigan set up external review and virtually no one took advantage of it?

Consumers unaware of appeal process, says legislator



panel selection and composition; and
whether decisions are binding.

AAHP reports that laws in nine
states currently apply external review
requirements to disputes over adverse
medical necessity determinations.
The Vermont rule applies only to
adverse coverage decisions involving
mental health, an AAHP summary
of state laws and regulations says.
Laws in California and Ohio apply
only to disputes over experimental
treatment coverage for terminally ill
individuals with a life expectancy of
two years or less. In Virginia, Gov.
Jim Gilmore recently signed a bill
that allows coverage appeals to an
independent board but does not
include earlier proposals that would
have allowed Virginians to sue their
HMOs for negligence when their
decisions contribute to a patient’s
injury or death.

Back to the drawing board
The Kansas Legislature at press

time was debating SB 80, which
would expand its existing patient pro-
tection law to include external review.
Kansas insurance commissioner
Kathleen Sebelius, who chairs the
NAIC Health Committee, says
“states must be allowed to fashion
patient protection measures applica-
ble to their own marketplaces.”

The NAIC’s false start on setting a
national standard seems to bear out
Ms. Sebelius’ point. “It became
apparent that the states all want dif-
ferent things,” says NAIC’s Ms.
Thomas. So it’s back to the drawing
board for the working group, which is
expected to deliver two model acts. 

Those proposals won’t come up 
for final approval until October at 
the earliest, says NAIC associate
counsel for health Jolie Matthews.
“Everything is up in the air. Nothing
is set in stone.”

Contact the AAHP at (202) 778-
3200, NCQA at (202) 955-5104, and
Ms. Thomas at (202) 624-7790.  ■
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health services, and, like the state
itself, awaiting approval of the whole
idea from the Health Care Financing
Administration. (See related story, 
p. 6.)

Ramsey County is among the
dozens of local governments in a
small but growing number of states
pursuing and obtaining more control
over the Medicaid program that
serves their residents. The move is dri-
ven by the expansion of Medicaid
managed care, particularly to popula-
tions that traditionally have received
social services from counties: the dis-
abled, the mentally ill, and children
with special needs. County officials
hope that integrating these social ser-
vices into the delivery of care for
Medicaid clients will, in the long run,
improve the quality of care and lower
health care expenditures.

A longer time horizon
“At the county level, you’re looking

at a different time horizon and a dif-
ferent range of responsibilities,” says
Ms. Mahoney. “We have any number
of consumers who come into our sys-
tem and are going to be with us for
years, whether or not they change
health plans every year. So when
you’re looking at issues of clinical
necessity or even cost-effectiveness,
you look across a different time hori-
zon than if you’re looking at it from
the standpoint of a health mainte-
nance organization.”

Some officials also say county con-
tracting will allow them to serve the
twin masters of quality care and
responsiveness to local providers. They
say ensuring traditional safety-net hos-
pitals and physicians are in a Medicaid
plan will enhance beneficiaries’ quality
of care while protecting important
health care and economic resources
for the rest of the community.

At the same time, state legislatures
are wary of passing the Medicaid
baton to local governments that,
however willing, are largely untested
in the complexities of designing and
administering a Medicaid program.

“If they had their druthers, they’d
rather not,” says Jim Verdier, JD, a
Mathematica Policy Research senior
fellow who is analyzing the role of
local governments in Medicaid man-
aged care for the Center for Health
Care Strategies in Princeton, NJ.

Mr. Verdier, former director of
Indiana’s Medicaid program, never-
theless says tapping local governments’
special sensitivity to local providers
and local beneficiaries can add a “sig-
nificant amount of value” to a
Medicaid program. He says the ques-
tion of who should administer a pro-
gram depends upon who can remain
responsive to local providers while
meeting the clinical and administra-
tive demands of a managed care plan.

“The issue is, is it easier for com-
mercial managed care organizations
to go out and buy care coordination,
case management, and social services
capabilities? Or is it easier for those
entities that have got that care coordi-
nation, case management, and sensi-
tivity to local concerns to buy
administrative, financial, and man-
agement capabilities? That will vary
from state to state and it will vary
over time and it will vary with the
individuals involved,” he says.

The move toward county contract-
ing for Medicaid services is most
advanced in California and Minnesota.
California gives counties three models:
a county-organized health system in
which the county is the sole contractor
with the state; a local initiative model
in which a commercial plan and quasi-
governmental entity each sponsor a
plan; and the geographic model, which
resembles the county-specific licensing

Counties seek role as Medicaid contractors
Continued from page 1



most states use to implement Medicaid
managed care. 

Minnesota gives counties the option
of providing care on their own or as
part of a consortium of counties.
HCFA’s response to Minnesota’s appli-
cation for a modification of its Section
1115 waiver will provide direction to
other counties contemplating local
contracting, says Mr. Verdier.

While New York City does not
directly contract with plans, officials
there have extensive oversight and
monitoring responsibilities in the
process. Problems with the plan’s
enrollment broker and issues have
slowed the city’s rollout of Medicaid
managed care. (See related story, State
Health Watch, September 1998, p. 3.)

Regardless of the state laws under
which they operate, counties contem-
plating local purchasing of Medicaid
services are likely to confront the fol-
lowing operational and administrative
issues:

• Plan size. Whether counties can
make a local plan work depends first
upon whether the number of
enrollees is actuarially stable, taking
into consideration such factors as the
health risk in the population and the
nature and degree of medical risk-
sharing in the plan.

For example, counties in rural
Minnesota banded together to pool
risk and share costs in areas where
each county’s Medicaid population
could not support separate plans.
There’s no such “regionalization” in
California’s version of county
Medicaid purchasing, although several
single-county systems are pursuing the
development of multiple-county plans
with their neighbors.

On the other end of the spectrum,
political pressure to ensure competi-
tion among plans can subdivide a
large Medicaid population in a single
county. In California, for example, the
two-plan model approved for 12 large
counties requires that at least one of

the plans be run by a quasi-govern-
mental entity; the other can be a con-
ventional HMO. L.A. Care, the
so-called local initiative in Los Angeles
County, doesn’t actually perform con-
ventional plan functions, but further
subcontracts to seven plans.

Welfare reform complicates the
actuarial assumptions on which many
California counties based their plan
projections, notes Crystal Hayling,
director of the Medi-Cal Policy
Institute in Oakland. Unanticipated
declines in Medicaid enrollment have
presented financial and administrative
challenges to some of the smaller
plans in the state, she says.

• Local politics. County-based con-
tracting is, almost by design, a way to
introduce local political preferences
into delivery of care. This month, for
example, members of L.A. Care are
electing two consumer representatives
to the plan’s Board of Governors.

The two-plan model itself, though,
is not universally admired.

“Why do we have a two-plan
model? Quite simply, it was politics
and to protect the providers,” says
Peter Abbott, acting deputy director
for health information and strategic

planning in the California Depart-
ment of Health Services.

In some of California’s two-plan
counties, local governments were not
up to fielding a local initiative.
Medicaid services there are delivered
through independent commercial
plans or commercial plans that county
governments have contracted to serve
as the local initiative. For example,
Wellpoint Health Networks, the for-
profit descendent of the California
Blues, is the contracted local initiative
in Stanislaus and Tulare counties.

• Administrative expertise and
network access. Local governments
will need extraordinary financial and
administrative skills to operate a
county Medicaid program, regardless
of whether those skills are developed
in-house or purchased. For their part,
Ramsey County officials anticipate
that they will contract with local
HMOs for, at a minimum, access to
their provider networks.

“The difficulty in getting some-
thing like this off the ground in terms
of the investment in information sys-
tems and staff and the provider con-
tracting and all that is monumental,”
says Michael Scandrett, executive
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director of the Minnesota Council of
Health Plans.

“I think the counties have been
thinking that if they can get health plan
partners to do that, they are more likely
to be more successful. That’s what leads
them to say, ‘Okay, once we have the
health plan doing everything, why are
we doing this in the first place?’”

The failure in the mid-1980s of a
county-organized health system in
Monterey County, CA, provides a cau-
tionary tale for local governments.
Researchers noted the system’s failure
to generate reliable financial and uti-
lization data, a shortcoming that prob-
ably proved fatal. An analysis in the
January 1987 issue of Medical Care
also blamed the system’s failure on
overly generous fees to case managers
and insufficient utilization controls.

Widespread implementation of
Medicaid managed care in California is
only about five years old, generally
allowing county initiatives there insuffi-
cient time to develop a track record.
The Kaiser Foundation and the Santa
Barbara Regional Health Authority
stood out in a baseline assessment of
clinical services in 1996 (see chart on
p. 5), but their performance may sug-
gest the value of longevity rather than
the particular model under which they
deliver care.

“The experiment continues,” says
Ms. Hayling. “There are counties that
are beginning to look around and
become restless with the models they’ve
got. If, in the future, the state is going
to be moving other populations into
managed care, I think the counties are
rightly going to question whether the
model they have now is going to be
appropriate not only for the population
they’ve got but also for the population
they’ll anticipate having in a few years.”

Contact Mr. Verdier at (202) 484-
9220, Ms. Hayling at (510) 587-311,
Ms. Mahoney at (651) 523-7955, and
Mr. Scandrett at (651) 603-2692.  ■

The long-awaited inauguration
of county-based Medicaid
purchasing in Minnesota will

be even longer in coming. Federal
permission allowing Minnesota coun-
ties to broker Medicaid services for
their residents is not yet in hand, forc-
ing state lawmakers this spring to
consider legislation that would float
the statutory implementation dead-
line until some time after the Health
Care Financing Administration
(HCFA) gives the go-ahead.

Local officials have not let the lack
of a waiver slow their progress in
implementing the 1997 state legisla-
tion that authorized county-based
purchasing.

“We are going to get this waiver,”
predicts a confident Mary Mahoney,
director of integrated care manage-
ment for St. Paul’s Ramsey County.
Already she is interviewing finalists to
serve as the county’s administrative
services organization and writing
requests for proposals for health ser-
vices. Ramsey County officials late
last year gave the green light to pursue
county-based purchasing after years
of studying the issue.

A little foot-dragging?
State officials didn’t apply to mod-

ify Minnesota’s 1115 Medicaid waiver
until January 1999, leaving insuffi-
cient time for HCFA to approve a
waiver modification and for counties
to respond to it before lawmakers’
original Oct. 1, 1999, implementa-
tion deadline. Some local officials are
less patient with the state than Ms.
Mahoney.

“We’re ready to go,” says a com-
missioner from one of the Minnesota
counties that spearheaded the devel-

opment of county-based purchasing
three years ago. “The state’s holding
us back. They’re costing us money,”
says Renville County Commissioner
Bob Ryan.

Will shift increase cost?
State officials are concerned with

adequately justifying the shift to
county-based purchasing and assuring
federal officials that the proposal
won’t increase overall Medicaid costs.
Jim Chase, director of health care
purchasing within Minnesota’s
Department of Human Services,
notes that the waiver caps the aggre-
gated cost for medical care and
administrative services at what it
would have been under a fee-for-ser-
vice model.

He concedes that the project
appears to add “another layer 
of administration,” the additional
costs of which must be offset by 
savings from service and utilization
efficiencies.

State officials received before their
April 1 application deadline four pro-
posals to implement county-based
purchasing in 26 counties. The oper-
ational problem for counties is that
they are working under a waiver
application that HCFA ultimately
may want to modify before allowing
Minnesota to proceed. Mr. Chase rec-
ognizes the chicken-and-egg problem
this presents but is confident it can be
addressed.

The state’s own chicken-and-egg
problem is that the waiver application
demanded documentation for how
county-based purchasing would
improve Medicaid services before
counties realistically could hammer
out the local details.

Minnesota waits for HCFA waiver approval
allowing county-level Medicaid contracting
Counties and coalitions prepare to assume local control of Medicaid dollars
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“In fairness, it doesn’t have to be
‘better,’ it has to be ‘as good as,’” con-
tends Eric Snyder, executive director
of Primewest Health System, the 10-
county purchasing coalition that
includes Renville County.

The benchmark for evaluating the
proposals’ costs also seems to be
uncertain. Mr. Chase notes that
because county-based purchasing will
implement mandatory Medicaid
managed care in areas that do not
have it, administrative costs likely 
will be lower than in fee-for-service
Medicaid. On the other hand, Mr.
Chase isn’t sure the administrative
costs for county-based purchasing
would be lower than in commercial
HMOs providing Medicaid services.

If all are approved, the proposals
collectively would add about 31,700
people, mostly rural residents, to
Minnesota’s Medicaid managed care
population. Medicaid managed care
already is well established in
Minnesota, covering about 72% of
the 240,000 beneficiaries who are
elderly, needy, or eligible through par-
ticipation in the Temporary
Assistance to Needy Families pro-
gram.

As described in the 28-page waiver
modification request, county-based
Medicaid managed care in Minnesota
will be able to assume a variety of
forms. Purchasers can be either single
counties or groups of counties orga-
nized under Minnesota’s joint powers
legislation. Counties or coalitions can
keep the risk or assign it to a third
party.

While counties do not have to be
licensed as health maintenance orga-
nizations or “community integrated
service networks”—the state’s concep-
tualization of provider-sponsored net-
works—they do have to meet
virtually all financial and consumer
protection requirements now
imposed on health plans. The
requirements address, among other

things, insolvency, enrollee informa-
tion, and complaint systems. The
county-based plans cannot pledge
their taxing authority to establish
their financial solvency.

A county or county coalition will
receive a predetermined per-mem-
ber-per-month capitation rate for
each beneficiary in its jurisdiction
and be responsible for contracting
with providers. Multicounty plans
can and are expected to apportion
both medical risk and administrative
costs among the counties. In general,
Mr. Snyder likens the administration
of county-based Medicaid purchas-
ing to that of self-insured health
plans.

Representatives from both county
governments and Minnesota’s HMO
trade association acknowledge that
health plans have become much more
responsive to local government con-
cerns in the past two years, but dis-
agree on what is driving the shift.
Renville County’s Mr. Ryan attributes
the greater sensitivity to more county
leverage in the marketplace, but the
executive director of the Minnesota
Council of Health Plans has a more
prosaic explanation: statutory changes
that gave counties a role in the state’s

health plan contracting.
“In the past, the counties weren’t

part of the process,” says Michael
Scandrett, JD. “Because of the state
law change, the plans are listening
more to county priorities and less to
statewide priorities,” he says.

Still, he doesn’t envision that
Medicaid county contracting ever will
challenge the 11 association members
who collectively cover 2.5 million
Minnesota residents. “I think the
health plans know how difficult this is
to do. They know how hard it would
be for a county to be a threat to them
in the sense of somehow taking over
all the business,” he says.

Mr. Scandrett does worry, however,
that allowing more local autonomy
will add to the cost of providing
health services.

“A lot of this is a power struggle
between the state and the local gov-
ernments about what the priorities
are going to be, what we’re going to
pay for, and what we’re going to
require health plans to do under these
contracts.

“It becomes really challenging if
you’re a statewide health plan and
you’ve got to deal with 40 or 50 dif-
ferent local governments setting dif-
ferent public health priorities. We
understand health care is local and
conditions do vary a lot, so we do
want to be sympathetic to that. But
we have to balance that against mak-
ing the whole system fall apart
because of county-by-county con-
tracts that require the counties to do
things differently from county to
county.”

The market concentration that
generates cost savings is precisely what
worries state some state and local offi-
cials. In its modification request, the
state notes that increasing market
concentration among plans has left
purchasers—and presumably provi-
ders—at a “potential disadvantage”
and local markets vulnerable to the
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“It becomes really 

challenging if you’re a

statewide health plan 

and you’ve got to deal

with 40 or 50 different

local governments setting

different public health

priorities.”

Michael Scandrett
Minnesota Council 
of Health Plans



8 State Health Watch May 1999

failure of a single plan. For rural areas,
say state officials, health plans that
choose not to concentrate with all
available providers exacerbate what
already may be limited choice in
choosing a plan.

Furthermore, state officials con-
cede that their attempts to encourage
competition through the develop-
ment of provider-based networks has
been “largely unsuccessful.”

Mr. Snyder says counties in his
organization, which already are
involved in purchasing mental health
and other services, are uniquely capa-
ble of integrating care for local
Medicaid enrollees.

“The hope is that by giving coun-
ties the responsibility for the purchase
of health services and social services,
you’ll have a better delivery system,”
he says.

A bigger end game
He defends the initiative’s explicit

goal of protecting local providers. He
notes that failure of a local drug store
or departure of a physician weakens a
local economy and reduces choice for
all residents, even those with private
insurance. Furthermore, he says,
counties will exploit their ability to
understand and address the concerns
of the local residents, something he
says commercial managed care plans
cannot do.

“Economic models don’t always
work in rural America. There’s a big-
ger end game than just making a
buck,” he says.

Contact Mr. Scandrett at (651)
603-2692, Mr. Chase at (651) 215-
0125, and Mr. Snyder at (320) 523-
3491.  ■
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Successful county contracting in Santa Barbara
opens door for expansion, Medicare risk product
Providers sign up with ‘hassle-free’ plans

Since it began operations in
1983, the Santa Barbara Reg-
ional Health Authority has

defied the oddsmakers to turn in
consistently stellar performances in
the management, clinical outcomes,
and finances of the health plans it
operates. Running successful health
programs for the poor is difficult
enough; Santa Barbara’s ability to do
it at the local level routinely garners
national attention.

“I refer to it as ‘Medicaid in par-
adise; paradise in Medicaid,’” says
Robert E. Hurley, PhD, a Virginia
Commonwealth University associate
professor who has studied Santa
Barbara’s and other Medicaid systems
around the country.

In addition to administering
California’s Medi-Cal program
locally, the authority serves as the sole
county contractor for the state’s pre-
natal care program and is one of four
providers in Santa Barbara for the
federal Children’s Health Insurance
Program. In this county of about
370,000 people, about one in eight
gets health care coverage from the
authority.

Taking a risk with Medicare
Furthermore, the authority is on

the move. It is investigating the devel-
opment of a Medicare risk product
and negotiating with neighboring San
Luis Obispo County to extend there
Santa Barbara’s Medi-Cal efforts,
known as the Santa Barbara Health
Initiative.

“Our primary concern was access,
especially access to specialty physi-
cians,” says San Luis Obispo adminis-
trative analyst Gail Wilcox. “We
turned to Santa Barbara because

they’ve had tremendous success in
that area,” she says.

While the outcome of the San Luis
Obispo negotiations are mired in
local politics over the county-owned
hospital, Ms. Wilcox says there still is
a pervasive belief that all Medi-Cal in
the state eventually will be delivered
through some sort of capitated
arrangement.

The Santa Barbara Regional
Health Authority is a “county-orga-
nized health system,” or COHS, an
entity created in 1982 by state statute
and operated under several waivers
from the federal Health Care
Financing Administration (HCFA).

The oldest of the authority’s plans
is the Santa Barbara Health Initiative,
the oldest Medicaid program of its
type in the country. The initiative
covers an average of 38,000 members
each month—virtually all residents 
of Santa Barbara County who are 
certified as eligible to receive benefits
under Medi-Cal, California’s Medic-
aid program. The authority receives a
capitated per-member-per-month
payment from Medi-Cal that cur-
rently generates about $90 million
annually in revenues.

The broad enrollment base is cru-
cial to the authority’s ability to man-
age care and resources, says the
authority’s deputy executive director.
“Since we have everybody, we can
reallocate resources,” says Robert
Freeman.

The Santa Barbara Regional Health
Authority was a product of local
providers’ and health officials’ dissatis-
faction with the unresponsiveness 
and sluggishness of both Medi-Cal in
general and the state’s fiscal intermedi-
ary at that time in particular. The
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authority takes seriously its commit-
ment to serving the providers who
serve the Medicaid population.

“We’re dealing with a low-paying
program that traditionally has been a
hassle to providers. We have to
change a lot of viewpoints,” says Mr.
Freeman. “We can’t pay them billed
charges, but we certainly give them
more money when we can, and, if
nothing else, make dealing with the
program as hassle-free as possible.”

The physician panel, open to any
licensed provider in good standing, has
about 90% of the county’s doctors.

“That would not have existed in the
fee-for-service system. We go out and
recruit providers,” says Mr. Freeman.

Pregnancy outcomes in Santa
Barbara and a similar county-orga-
nized health system outshine those in
California’s fee-for-service Medi-Cal
system, according to a recent analysis
in Health Services Research. Even
when controlling for circumstances
when women did not receive care in
the first trimester, women in the
Santa Barbara and San Mateo plans
had a significantly lower chance of
having a low birthweight baby.

Because other research has shown
little difference in pregnancy out-
comes between capitated and fee-for-
service Medicaid arrangements,
researchers speculate that at least part
of the reason for their findings is that
Santa Barbara and San Mateo have
been around long enough to work
out the bugs. At the time of the study,
Santa Barbara and San Mateo had

been in operation for 10 and six years
respectively.

Moreover, the Santa Barbara
Regional Health Authority is finan-
cially sound. For the year ending June
1998, the plan had an operating mar-
gin of $4.4 million, with overall rev-
enues over expenses of $5.8 million.
A the same time, the plan had the
luxury of distributing $2.2 million in
reserve funds, including $900,000 to
contracted hospitals, $840,000 to
specialty physician care, and $75,000
to outreach for the county’s CHIP
initiative. Mr. Freeman says disburse-
ment for the current year is budgeted
for $3 million, contingent upon per-
formance of the plan.

The Authority is governed by an
11-member Board of Directors,
appointed by the County Board of
Supervisors and comprising providers,
consumers, and government. All
board meetings are open to the pub-
lic, a feature some public health care
entities would consider a handicap.
Perhaps because it doesn’t have any
competition for local Medicaid trade,
the authority can consider such open-
ness an asset.

“We think it’s important to be
accessible to the community,” says
Mr. Freeman. “You give the commu-
nity the sense you’re not this disem-
bodied voice in a faraway town.
You’re a local resident.”

In their analysis of risks and oppor-
tunities in Medicare capitation,
authority officials identify less with
commercial HMOs leaving the mar-
ket than with the provider-sponsored
organizations struggling to maintain
clinical and financial control over
their work. 

The authority is unfazed by the
recent shakeout in the market and 
the fact that Santa Barbara’s Medicare
capitation rate for the elderly, about
$400, is not even two-thirds that 
of nearby Los Angeles County.
Authority officials in January created

a separate committee to investigate
developing a Medicare risk product.

Contact Mr. Freeman at (805) 685-
9525 and Ms. Wilcox at (805) 781-
5011.  ■

Robert Wood Johnson
Foundation offers funding
to community projects

More than 800 callers
have responded to the
announcement of a

new Robert Wood Johnson
Foundation program to help local
communities provide health care
coverage to low-income residents.

Applications were due April 30
for the foundation’s Communities
in Charge program, a $16.8 mil-
lion initiative that will award
planning and development grants
to help communities manage
care, promote prevention and
early intervention, and integrate
health care services.

Up to 20 communities will be
awarded one-year, $150,000
planning grants to help in
researching the problem of the
uninsured, developing local con-
sortia, evaluating potential strate-
gies, and redesigning the
financing and delivery system.
Upon successful completion of
the first phase, up to 15 of the
communities will then be
awarded three-year development
grants of up to $700,000.

The program is open to com-
munities with at least 250,000
residents and at least 37,500 low-
income, uninsured individuals.

More information is available by
accessing the project’s Web site at
www.communitiesincharge.org or
by contacting national project direc-
tor Terry Fox Stoller at (216) 736-
7940.  ■
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“Since we have everybody,

we can reallocate

resources.”

Robert Freeman
Santa Barbara Regional 
Health Authority
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Market research and policy
direction from the mayor’s
office are sending New

York City officials to the private sec-
tor to help the city’s growing unin-
sured population.

A partnership between the city’s
Health and Hospitals Corporation,
two of the city’s five provider net-
works, and insurer Group Health
Incorporated is offering a low-cost
preferred provider product to
employers in the city’s poorest neigh-
borhoods. The plan is limited to
employers with two to 50 employees
and is targeted to employers who cur-
rently do not offer insurance.

Taking their cues from extensive
market research and mistakes made in
similar efforts throughout the nation,
New York City officials designed their
product to resemble a conventional
employer health insurance plan as
much as possible. The Small Business
Insurance Program is available to all
businesses, regardless of whether they
currently offer insurance, and is mar-
keted through brokers. No direct gov-
ernment or private sector subsidy is
used to keep the rates modest.
Officials specifically rejected targeting
strategies such as requiring businesses
to prove financial need to qualify for
coverage.

“They don’t want to feel this is a
handout. They’re very proud,” says
Rosa Gil, DSW, chair of the New
York City Health and Hospitals
Corporation (HHC) Board.

After about a month of marketing,
the product has signed up seven
employer groups with a total of some-
thing less than 100 covered lives. The
target enrollment for two years out is
3,000 covered lives. City officials esti-
mate that there are 26,000 small busi-
nesses eligible for the project in the

zip codes served by the three hospital
networks, about half of which cur-
rently do not offer health insurance to
their employees.

Monthly premium rates range from
$99.80 for an individual employee to
$235.22 for an employee, spouse, and
children. HHC market research in
1997 showed that the average pre-
mium for an employee in a small busi-
nesses was $255, surpassing the typical
HMO individual premium of $150
to $200.

City officials hope the plan’s severely
restricted provider panel—three public
hospitals in two networks and their
affiliated physicians and clinics—will
be attractive only to employers who do
not currently offer insurance. While
the plan is structured as a preferred
provider organization, it resembles a
health maintenance organization in
that coverage benefits outside the net-
work are limited to emergency care
and services not available in-house.

The plan does not have a gate-
keeper, but does assign each member a
care manager. One of the primary
goals of the care manager will be to
reduce inappropriate emergency
department use among plan members.

The provider networks in the plan
are located in some of New York
City’s poorest neighborhoods: north
Brooklyn, East Harlem, and the
South Bronx. The hospitals, clinics,

and physicians in these networks have
agreed to accept modest reimburse-
ments as a way to offset their charity
burden. Uncompensated care at the
three hospitals ranges from 7.5% to
10% of discharges and from 19.1%
to 27.5% of outpatient visits.

City officials are kicking off the
project at a time when New York City
is dealing with an eight-year run of
declining private sector health cover-
age and instability in the city’s
Medicaid market. (See story, State
Health Watch, November 1998, p.
1.) On the agenda for New York City
is sponsorship of a private-sector pur-
chasing alliance that will attempt to
increase provider choice among those
with employer-based coverage, Ms.
Gil says.

Contact Ms. Gil at (212) 788-
2888.  ■

New York City hopes to attract small businesses 
with public-private health insurance partnership
Plan offers low premiums, restricted network in some of the city’s poorest neighborhoods

“They don’t want to feel

this is a handout. They’re

very proud.”

Rosa Gil
New York City Health and
Hospitals Corporation

AHCPR study: Health
insurance not enough to
eliminate barriers to care

Declines in health insurance
coverage were responsible
for only one-fifth of the

drop in access to health care ser-
vices experienced by Hispanic-
Americans and young adults ages
18-24 between 1977 and 1996,
according to a new study by
researchers at the Agency for
Health Care Policy and Research.
The study was published in a spe-
cial supplement to Health Services
Research (1999; 34:271-279).

Other factors associated with
the decline in access were decreases
in the usual sources of care and
demographic characteristics. ■
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Georgia legislature approves independent HMO
review, expands consumer choice

ATLANTA—Georgia legislators have approved a
package of bills that will create an independent health
care consumer advocate, allow patients to sue HMOs for
improperly delaying or denying care, and expand a man-
aged care patient’s choice of provider.

“This is the most sweeping health care reform that has
been done by any state in this country,” Gov. Roy Barnes
said after Senate approval cleared the way for his propos-
als to become law.

Currently, patients in Georgia typically can sue only
doctors for poor care. Gov. Barnes wants to let them
seek compensatory, but not punitive, damages against
insurers.

The consumer advocate will represent people who
complain to the state Insurance Department that they
were unfairly denied coverage or who have other com-
plaints about an HMO or insurer.

The bill expanding doctor choice sets limits on the
extra amount HMOs can charge patients who go outside
their regular networks to get physician care.

“We were certainly more happy with the final result
than what first came to us,” said James Purcell, executive
director of the Georgia Managed Care Association.

Legislators also approved the creation of a new supera-
gency to oversee Medicaid, state employee health bene-
fits, state health planning, tobacco settlement
negotiations, and physician regulation as well as a new
office devoted to women’s health. The state’s Division of
Public Health may eventually be moved into the new
Community Health Department as well.

—Atlanta Journal Constitution, March 21; Chattanooga
Times and Free Press, March 25.

Guam wins approval to expand Medicaid 
with CHIP funds

WASHINGTON, DC—A proposal from the terri-
tory of Guam has won approval as the 51st plan to be
approved in the federal Children’s Health Insurance
Program (CHIP).

Up to $375,000 in new funds are available to Guam,
which will use its CHIP allocation to expand its
Medicaid program to children receiving services through
a territory-funded program.

The local government will not expand income limits,
but instead will expand the number of children served.
The regular Medicaid benefits package will be provided,

and there will be no cost to the families participating in
the program.

—Health Care Financing Administration release,
March 29.

Montana, Magellan agree on June 30 departure
for behavioral health contractor

BALTIMORE—The rocky relationship between the
state of Montana and Magellan Behavioral Health, its
Medicaid managed health care contractor, will end offi-
cially on June 30.

Under an agreement announced in March, the state
will assume financial risk for its Medicaid managed health
care program beginning May 1, and Columbia, MD-
based Magellan will provide care management and claims
services through June 30.

The split cuts short Magellan’s five-year, $400 million
contract to provide Medicaid managed behavioral health
care to Montana residents. Legislators and other state
officials are developing a bid process for a revamped
regional system for such care. (See related story, State
Health Watch, April 1999, p. 10.)

—Magellan release, March 27.

Smoking among Florida teens plummets, 
but cessation campaign faces budget cuts

ST. PETERSBURG, FL—Amid uncertainty over con-
tinued state funding for Florida’s smoking cessation
efforts, the program reported the largest decline in teen
smoking anywhere in the nation since 1980.

The declines represent “the most glorious success we’ve
seen in 20 years,” said Michael Eriksen, director of the
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Centers for Disease Control and Prevention’s Office on Smoking and Health.
“Florida is kind of a national trend-setter right now. I don’t think it would be
wise to change the program just for change’s sake.”

The results even prompted former Surgeon General C. Everett Koop to
pressure the Florida House of Representatives to preserve the program.

“This outstanding program serves as a model for other states to follow,” Mr.
Koop said.

From 1998 to 1999, smoking among middle school students dropped from
18.5% to 15.0%, the CDC reported. The decline among high school students
was from 27.4% to 25.2%. The proportion of middle school students who
smoked cigars and used smokeless tobacco products also decreased significantly.

—St. Petersburg Times, April 2; Morbidity and Mortality Weekly Report, April 2.

Chicago townships turn to Lloyd’s of London 
for protection against health claims

CHICAGO—Five townships in northern Cook County are protecting
themselves against the cost of indigent health care with an insurance policy
from Lloyd’s of London.

Under state law, townships must pay for the living costs and medical
expenses of residents who need public assistance but don’t qualify for federal or
state aid, or are waiting for applications to be approved. The insurance policy is
designed to protect the townships’ limited budgets, which typically run about a
few million dollars annually.

Tax caps passed by the General Assembly in 1991 and expanded in 1994
limit the ability of townships to raise taxes to meet expenses. Most taxing bod-
ies in Chicago’s Cook County and the five surrounding counties may not raise
annual property taxes by more than 5% or the annual increase of cost of living,
whichever is lower, without voter approval.

The townships—Maine, Wheeling, Elk Grove, Schaumburg, and
Northfield—together pay a premium of $15,000 per year. The deductible is
$25,000 and coverage is for up to $1 million for each claim.

—Chicago Tribune, March 2.  ■
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