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This sessionwill teach the ABCs of HMOs and PHOs. Many actuariesare not
knowledgeable about the basics of HMOs and similaritiesto PHOs.

MS. LYNETTE L. TRYGSTAD: As everyone knows, there has been a very high level
of interest in managed care over the last few years and certainly in the current
political environment we think that is going to increase. There are two areas that we
think are going to be increasing: the formation of new HMOs (in which we predict
there will be a high level of activity) and from the provider perspective, the develop-
ment of PHOs. Jeff Smith is going to give you some introductory information on
HMOs. Jeff is a vice president of Actuarial Services at United Health Care. His
background includes 20 years at the Blue Cross Plan at Columbus, Ohio. During the
last five years, he was the chief financial officer. He then went to PHP of Ohio to
form a managed care insurance company, and when he had done the job correctly,
United Health Care came in and acquired him. He now works for most of the United
Health Care Plans by providing medical cost analyses, trend projections, and some
compliance work; he also supports their underwriting department.

After he has finished his presentation on HMOs, I am going to present a section on
PHOs. I am a consultant with the firm Reden & Anders in Minneapolis. We special-
ize in health care consulting primarily in the managed care market. When we started
four years ago, that was not the case, but it has grown steadily over the last few
years. The other aspect that has grown steadily is what we do for providers. I
started out as a life insurance consultant, and after I finished exams and had two
kids, I said, well, now what is there to do, so I switched to health insurance consult-
ing, which I have been doing for seven years.

John Stiglich is also from my office. He is an ASA in the Society and I found out he
has never had the pleasure of being a recorder. I could not deny him that experience.
Also, I want to just warn you that this is geared as an entry-level presentation and we
are going to start out at that level. If we use some terminology that is not familiar to
you, please call us on it. Also, if there is more you want to know in addition the
basics please bring it up at the end of the session. We would be happy to talk about
those kinds of issues.

MR. JEFFREYL. SMITH: As Lynette said, we are going to at least start out with
some of the basics and some introductory, preliminary information, but we will leave
plenty of time for questions if you want to elevate the discussion.

How many of you work for an HMO? (One.) I knew that the number would be
small, but I anticipated more than that. Back in the early and mid-1970s, when I was
involved in starting up an HMO from scratch, there really were not such things as
managed care actuaries. Kaiser had economists, marketing people and financial
people, but as far as I knew, it did not have actuarial talent and staff, and there were
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few HMO actuaries involved in the other start-up operations. They did not have the
money because they were not large enough, and, there was not a body of knowl-
edge that could be classified as HMO actuarial expertise. Although, as we will hear,
that is rapidly changing and there are quite a few staff actuaries as well as consulting
actuaries who are primarily, if not exclusively, in managed care work. That is how
things have changed over the 20 or more years in which HMOs have been growing.
Even though Kaiser has been around for probably 40 or 50 years, the real emphasis
on HMO formation really started in the early-to-mid-1970s.

So let us talk about the four major characteristics that describe an HMO. One of the
things that you think about in concert with an HMO is a provider network. Provider
networks can be very narrow or very broad depending upon the model and the nature
of the HMO. Related to that is the provider contracting mechanism. The second
major characteristic is, as the name implies, promoting health maintenance and
prevention rather than reimbursement for claims, losses due to illness and disease.
The third major characteristic is utilization controls and the fourth one is the actual
organizational structure itself.

In the early 1970s, when the HMO Act was passed, it created the concept of an
HMO at the federal level and states created their own levels of enabling legislation
giving both privileges as well as responsibilities and regulation for formation of HMOs.
HMOs were formed primarily as non-profits, and especially in those early years were
sponsored/owned by either hospitals, physicians, Blue Cross/Blue Shield plans, or
freestanding entities that were sponsored by coalitions or joint ventures, etc.

What I would like to devote my comments to is how HMOs have changed from the
1970s to the 1990s and especially what those changes mean for actuaries. First, let
us look at provider networks. Originally, and I use the word originally meaning back
about 20 years ago, the provider network was identified with the delivering model of
the HMO. In other words, a staff model and group model HMO generally had a
different provider network characteristic than an individual practice association (IPA)
model. Group and staff models, as the names imply, are either a group of physicians
that the HMO contracted with, or on a staff basis, they were, by definition, employ-
ees of the HMO. In an independent practice association the HMO contracts individu-
ally with hundreds or thousands of physicians.

There has been a great blurring of definition of managed care organizations. Managed
care organizations and HMOs were interchangeable terms 20 years ago. Now they
are certainly not interchangeable terms. I use the word health plans to include HMOs,
PPOs, Exclusive Provider Organizations (EPOs), and PHOs. I don't know what other
acronyms we can define, but the point is that the characteristic of the provider
network has changed quite a bit and it is probably most indicated by the open
networks or the point-of-service products. The HMO, as it originated, was one of
several alternatives offered to employees of larger corporations. That is how the
marketing mechanism started and because of the limited nature of some of the HMO
networks, they could not be a replacement for the commercial insurance product that
the employer offered to all the employees. There were many actuarial implications
such as risk-pool splitting, the inability to really predict the enrollment levels and risk
characteristics that created many of the problems for HMOs. We got into shadow
pricing and other things.
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v_rrththe impetus of carder replacement strategies (that is, the managed care organiza-
tion enrolling all of the employees rather than just a specific subset) some mechanism
had to be provided so care could be rendered to those people who went outside a
limited network. So the provider networks that are associated with the managed care
organizations have certainly changed. Lynette will talk about PHOs so I will not spend
any time there.

Integrated service networks are also relatively new. I am most familiar with Medica,
the half million member HMO, and Health Span, which is a consortium of a number
of hospitals that are going through a corporate merger. They will be both a vertically
and horizontally integrated system of health care delivering and financing and adminis-
tration; everything will be rolled up into one corporation. It is called an integrated
service network, and it will be interesting to see how that figures over time.

Let's discuss provider contracting. Twenty years ago, in the original contracting
mechanism, facility contracts were negotiated as discounts off of billed charges. The
physician component of group and staff models generally were capitated. IPAs were
saddled with fee schedules and those fee schedules also generally had withholds of
as much as 20% or 30% in order to provide some residual capital to the HMO if the
utilization exceeded the expectations in the premium developments. We are moving
more and more away from those limited types of reimbursement. I will use the word
risk arrangements for something that is quite a bit more diverse. This is something
we can follow up on in the question and answer portion because there are so many
different types of reimbursement and risk-sharing mechanisms.

One of the reasons why HMOs stayed with discounts from billed charges rather than
going with diagnostic related groups (DRGs) when they were introduced, is that DRG
reimbursement rates were usually calculated based on average levels of length of
stay. Because of utilization controls and case management, HMOs' lengths of stay
typically were significantly lower. So it cost HMOs, which just reimbursed at a com-
mercial amount or some discount off the Medicare DRG payment, more money
because they were paying more out in DRGs than they would on a discount off of
billed charges basis. Movement is going now toward a per-case or per-stay type of
reimbursement. In some cases reimbursements are a combination of medical,

surgical, obstetrics and even neonates under one per-diem or per-stay rate with some
provision for outlier utilization. In many cases, the contracts are also on a multiyear
basis instead of one-year contracts. There are three-, five-, seven-, and nine-year
contracts either with fixed escalators in terms of percentages Or fixed escalators in
terms of the index that is used to moderate reimbursement from year to year.

Fee schedules are still there in IPA model programs. There has been more constraint
and the fee schedules were modified with the resource-based relative value scale

which has provided more incentives for primary care, (i.e., higher reimbursement for
primary care physicians). In the 1970s, in a group or staff model, there was one
capitation that was for all of the noninstitutional care that was rendered. Now we are
seeing capitations being divided up into many different components. In IPA model
plans, primary care is still reimbursed on fee for service, but specialty care is capitated
with a different and narrower configuration network.
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We also have introduced the gatekeeper concept where the primary care physician
has some responsibility for the care delivered by the specialist. Because of the
resource-based relative value scale (RBRVS) and the sensitivity of the specialist who
has a primary care physician who is not knowledgeable of that particular specialty
directing the care of that member, we now have what is called a care manager.
Either the primary care physician or the HMO contracts with one specialist to coordi-
nate the care and direct the patients to all the specialists within that specialty
category. That is just another area of refinement in terms of both reimbursement and
risk sharing and network configuration.

Let us talk about utilization controls. In addition to provider contracting, the other
thing that enabled HMOs to succeed and other managed care organizations now
continue to succeed is control of utilization. Initially, utilization controls were (and still
are in some cases) considered a big hassle. Precertification of admissions was
probably the first effort to control utilization. With the claims adjudication there was
also a retrospective nature of utilization review where comparisons with the discharge
diagnosis and the admitting diagnosis were compared. If there were any disagree-
ments and there was no management plan in place and the diagnosis changed there
were retrospective penalties. Providers do not look kindly on retrospective penalty.
As a result, those things are going by the wayside. There was fairly limited concur-
rent utilization review. The big hammer on utilization for those benefits where
utilization review was a little bit more difficult or controversial is just to put benefit
limitations on particular parts of the benefit program. As we move now from
utilization review into care management, we are trying to do more provider profiling
and look at the outcomes of care that are rendered both from a cost and a quality
standpoint. Instead of being a policing entity up front, we look at the financial and
health quality effectiveness of the provider at the tail end and not get in their way at
the front end. Let them do their business but hold them accountable for the results

of their delivery of the health care services. That is what we are going to see as the
centerpiece of utilization/financial controls in managed care organizations.

Structure and accountability. I said that initially the formation of HMOs were primarily
nonprofit or through some sponsor organization. We have seen, certainly in the last
five years, a significant amount of market consolidation where the smaller HMOs have
been acquired by larger HMOs. There's certainly a number of very large, publicly held
HMOs or management holding companies that own or manage HMOs. I happen to
be the employee of one of those. I do not want to indicate that there are no more
nonprofits because there certainly are quite a few, but the nature of that landscape
and capital needs are changing. Capital needs were initially required to gain market
share. Capital needs now are more often required for data. The information process-
ing systems that are necessary to support the needs of solvency regulation and our
needs as actuaries cost money. Only the larger organizations that are fairly well
capitalized can afford to develop those data systems independently. Others have to
rely on either affiliations or purchasing or leasing commercially developed software.

What are the implications for us as actuaries? As we have moved from fairly defined
networks and fairly defined reimbursement and risk structures, the data needs
become critical. As we look to capitate specialty care or capitate beyond what the
traditional group or staff model HMOs have done, we must realize that one of the real
bug-a-boos of providers is the paperwork. As providers want to get more and more
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at risk as they do under PHOs, one of the things they are requesting to do is not
submit paperwork. Some of the larger groups want to do their own claims process-
ing and reimbursement to the specialist and not go through the managed care
organization. While that seems efficient from their perspective, from our perspective,
unless they are required as part of the agreement to continue to send encounter and
claim information, we wonder what happens to our data. It disappears at times
when we are really saddled with the planning, solvency, asset/liability issues, pricing,
and providing increasingly complicated financial reporting mechanisms to employers.
Those of you who at some time down the road may consult either on behalf of
providers or on behalf of insurance companies or managed care organizatior_s them-
selves should realize that the data-needs requirements are going to get tremendously
more complicated and essential. As far as outcomes research, we cannot really
identify and quantify the financial aspects of the different methods of care delivery if
we have no data to support the outcome.

Carder replacement strategies are becoming more and more threatened under a
Clinton-type arrangement where there are two or three, or four accountable health
plans that are mandatory to be offered through Health Insurance Purchasing Coopera-
tion (HIPCs). It appears that we are going back now to those attributes of risk pool
splitting that were effective 20 years ago in a dual-choice or multiple-choice environ-
ment. This is another reason why data needs are extremely important.

MS. TRYGSTAD: I am going to be presenting physician hospital organizations and
giving you a little bit of background rather quickly on some aspects to consider when
you think of a PHO. I will then get into some elements of a typical development
process and some of the issues to consider once you are into an implementation
phase. We will also review some key issues to watch out for when these organiza-
tions are starting up in terms of their ability to be successful. Finally, we will end up
with some issues on how actuaries fit into the process.

A key question many people ask is why are these organizations starting up? Why are
they becoming so popular? I can tell you from my experience that there is no end to
the possibilities of these organizations. I also think it is primarily driven by the political
environment. Everyone wants to know what this means to them, "Managed care is
coming and I have to be ready." There was an article in Hospital Management
Review in April that had 60 case studies. It reported that integrated delivery systems
produced the following advantages: They improved hospital performance, not only in
terms of market share but also in overall profitability. They produced coat-effective
care. They gave at least the same level or higher level of dollars to primary care
physicians. They improved patients' quality of life. Finally, it allowed the organization
to be well situated to adapt to a changing environment. This is a rather rosy picture
of the environment for PHOs. You will see at least as many articles saying that these
things are doomed to failure because they are starting for all the wrong reasons (that
is, they're defensive).

Physician hospital organizations provide integrated health care. It is a structure by
which the physicians and the hospitals work together in delivery of care. This may
sound like a very simple thing but it is not. These two parties are not used to
working together. They maybe do not even like the idea of being in an arrangement
with each other. It provides them the means of doing collective contracting as a
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single organization either directly to a health plan or directly to employers. To many
of them their ideal is to eliminate the insurance company middleman.

Another reason for their popularity is defensive posturing. The providers see these
organizations as a means of preserving or maintaining their ability to regain control of
their profession and to have autonomy. Some of the things that Jeff discussed make
it a little less difficult for doctors to work with an insurance company if insurance
companies try to be less dictatorial towards them and how they practice medicine, as
well as control or having a say in what their financial incentives and compensation will
be. Ideally, they are going to provide managed care. But the problem with saying
that is what does managed care mean? To a lot of people, it means that you have
precertification. Almost all contracts today have precertification, but this is a very
rudimentary level of managed care and maybe does not get you very far in terms of
both efficient and cost-effective care.

As you move up the continuum you move towards discounted fees. Again, it is an
early level of HMO development in which you at least cut back on the cost of the
care whether you are providing the appropriate care or not. Then you get into autho-
rized referral which is a euphemism for a gatekeeper where you, hopefully, will
eliminate some of the inappropriate care for the specialist. As you move up into
capitation a certain level of care must be managed for a certain fixed dollar regardless
of whether the patients are seen in a certain time period. Generally when you operate
under a capitation it means that your utilization has to be more efficient in order to get
you back to the same level of compensation that you had prior to capitation. One
way to do that is to eliminate inappropriate visits, but another equally important way
is to look at how you can be more efficient. Maybe this means that you hire
physician assistants or nurse practitioners.

Managed care, as it is used today, generally means that we are pushing more and
more of the risk onto the providers in an effort to align the incentives to get efficient
health care services. At the one end (where the environment has been traditionally) is
fee for service. The only risk here for the provider is that the reimbursement he gets
from the health plan is not equal to his charge level. If he balance bills the patient for
the difference, there is not much risk. The middle level is an organization that is just
getting into capitation. There is much uncertainty and skepticism on the part of the
providers so maybe there is a willingness to sat-up capitation with a fee-for-service
guarantee underlying it. And as you move towards full capitation at a higher level of
risk, there is no fee-for-service guarantee. You must control efficient care within the
types of services you may be risk sharing with the referral or hospital pool.

At one end you have the employer/employee going through the health plan. The
health plan contracts with the PHO. The health plan must also provide for nonpartici-
pating providers because no organization can provide all levels of care. They might
not have a chiropractor. They might not have an oncologist.

This structure might not be there. The organization instead might be that the PHO
pays for the nonparticipating providers where the health plan is essentially maybe
capitating the PHO for all services as a percentage of premium or something and the
PHO has to arrange for the delivery of the care outside their network.

484



THE ABCs OF HMOs AND PHOs

There are different parties within the PHO. There is the board itself and then the
Management Service Organization. That is an organization that may or may not be
separate. If it exists, it is providing practice and administration support to the
providers or maybe just to the physicians and not the hospital. Then there is utiliza-
tion review. Whether the providers do it all or not they will want to have a say in
what is done. Maybe it is actually done through the health plan, but the providers
must feel an ownership of the process.

In another case we can eliminate the health plan and say that the employer is directly
contracting with the PHO. The only other difference in this case, because the health
plan is gone, the PHO needs to provide all those types of services that the health plan
normally does like claims processing, billing, and marketing. While insurance compa-
nies are used to thinking in these terms, this is a totally new field for the providers.

We are going to discuss the development process. Funding of a feasibility study is
usually done by the hospital. It is easier for them to raise the money. They are also
used to thinking as an institution and thinking of business plans whereas physicians
are out there to practice medicine. Once you get into the implementation phase,
however, you must have all parties contributing to the funding, hospitals and physi-
cians, and at least in the startup you would probably need some type of a loan
arrangement.

Who develops it? Obviously, if the hospital's funding it, you must get the hospital
and its board involved. Sometimes it is the physicians, but whether they are the
instigator or not, if you do not have physicians in the development process, I do not
think it is going to be a successful organization. They typically bring in a team of
consultants to help with strategy or management, marketing, actuarial, and, of
course, legal issues.

I allot a minimum of three months for development, and I feel that is extremely
optimistic. I have a question mark on the maximum development period because I
think it could go on forever. It will depend on the motivation of the group and how
well they get along. If there has been a threat of a Kaiser plan moving in your
backyard, you are pretty motivated and you are going to do it quickly. If the only
reason they do it is to establish a forum to get together monthly, or weekly, and talk
about what is coming then the process is going to take forever. If you stay on target
it is probably going to take nine to twelve months to develop the organization just in
terms of getting the right things done and making everyone comfortable with the
idea. As part of the feasibility stage you are going to do a market assessment in
terms of the population you are dealing with and the competition in your market.

Another important phase is employer interviews. Usually you are going to target large
employers. They often want to eliminate the insurance company and they can
directly contract with the self-funded and large employer. When you deal with large
employers that have multiple locations you must ascertain whether the person in your
particular region has the decision-making power to buy health care. Oftentimes a
Field of Dreams kind of discussion takes place where you must decide, if you build it,
will they come?
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Then, of course, you have the physician interviews. You want to find out why they
are there. What is their view towards managed care? What are their concerns on
reimbursement strategies? Are they interested in going towards capitation? Are they
interested in using only fee for service? Are they there only because they wanted to
know what is being done and maybe thwart any activity so that the organization is
not started? Hospitals and physicians are not natural parties to form this alliance, and
they need to work out what they would be comfortable with.

Then we get into provider reimbursement issues. The organization should be making
basic high-level decisions. What type of reimbursement is it interested in? Is it a
maximum fee schedule or is it capitation? What level is it going to be at? Is the
group you are working with perceived as a higher cost group that the community is
willing to pay for? Do they need to reduce their charge levels to get down to what
somebody in a different marketplace is willing to pay? This discussion should clarify
their market position. Ultimately, it needs to determine the impact on a provider-by-
provider basis. In my opinion, the detail is evaluated all too often at too early a stage
when it probably should be delayed until later in the process, after the higher level
decisions have been made.

You also need to look at business plan performance and express your strategy in a
written format. At this point there is probably a decision whether to go ahead or not
go ahead and what form the PHO is going to take. We also get into some of the
implementation issues. One of the biggest is the structure and governance of the
group. Because of a natural distrust between the parties, there is equal board
representation for both the hospital and the physicians. Sometimes they will be
separate so that you have a physician organization set-up which then forms into the
PHO.

The PHO, the hospital, a physician group practice, or an individual physician can be
the owners of the PHO. The PHO is the one that does the contracting either directly
with the health plan or with the employers.

Another organizational approach has the physicians organized into an IPA or a PPO
first before joining the PHO.

The last example of a PHO structure is called the foundation model. This model is
gaining a great deal of interest. The foundation model in legal terms is a 501 (c)(3)
trust which means it is nonprofit and tax exempt. The hospital and the group
practice would be corporate members of the foundation. The foundation owns all the
assets of the members and agrees to provide care through the foundation.

They also need to make staffing decisions to set-up the infrastructure of the organiza-
tion. The most important one is the executive director who ideally would have been
an acting person during the development stage. They should have an insurance
background or maybe a hospital or contracting background, and the ability to work
with people and get them to work together as an organization. They need to find the
medical director. They might need other staff members in such areas as utilization
review or billing. They need to look at all the typical insurance services or systems.
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They can either make their own medical guidelines or obtain them. There are
organizations that sell guidelines or they can get them from their particular college
specialty of practice. You get greater buy-in if you develop your own or modify some
that you get. It might not be practical from a time standpoint to develop your own.
Above all, whatever they come up with, you have to decide ahead of time what your
ability to monitor them is. If you set up a guideline and never evaluate whether you
have achieved it, you are getting nowhere.

Then you get into the provider payments. This is very much like what Jeff went
through in terms of discounting fee schedules or capitations. A key feature for the
providers is understanding when they are big enough for risk acceptance and what
they are getting exposed to in accepting risk. There is a balancing act between
getting into capitation when the size is too small to be predictable with a high degree
of confidence, and minimizing the exposure through a small membership so the dollar
amount lost is not as large.

There are different ways of paying providers with either an incentive or a penalty
approach. A penalty approach might be the withhold type of approach. An incentive
might be a bonus approach tied to patient satisfaction surveys. There is alsothe
whole idea of risk pools and risk-sharing between different kinds of providers.

Some PHOs decidethis is the way medicineshouldbe practiced. In that case they
might decideto file for an HMO licenseto get the certificate of authority in which
case they need to do such things as developunderwriting guidelinesand rating
methodologies.

One of the issuesyou need to watch out for when developing a PHO is distrust
between the parties. Disruptionin the processcan occur between not just hospital
and physician(becauseideally you aregoing to be reducinghospitalstays) but also
between the primarycare physicianand the specialistbecause you may be disrupting
traditionalcommunity referralpatterns. The worst case scenariois if you are in a
relativelysmall community and there are not enoughPCPsor there are not enough
doctors in general. Initially, it is highlyunlikelyyou are going to end up in a gatekeep-
er model inthat kind of environment. You need strong leadershipduring the develop-
ment processand it needs to come from both sides--physician and hospital,

You need to determine what the market wants from the consumer standpoint.
Maybe they are totally uninterestedin a network that does not allow them to go to
outside providers. You need to educate the providersin what it means to accept a
risk. The physiciancommitment is requiredthroughout the process. If you set-up a
structure where it only cost the doctor $200 to join this organization,he would be a
fool not to join. So he joins but it is unlikelythat he is reallysubscribingto the
philosophyof the group. And as Jeff mentioned, setting up a network is very
expensiveand you need many systems to do thingsright. They shouldbe aware
that this is probablygoing to cost them a great dealof money in terms of claims
management systems, utilization review, referral tracking, utilizationprotocols and
outcomes analysis.

Jeff mentionedthat it is important for physicianhospitalorganizationswho want to
do their own claims processingto keep their data. From the providerstandpoint it is
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equally important that they have an ownership of the data, particularly if the health
plan is going to capitate them in some manner. The health plan no longer carries the
risk and maybe there is a certain fear of them not caring enough to do what needs to
be done. As a result, the providers need to have that same data. In many ways,
when you form a correct, fully managed care physician hospital system, you have all
the aspects of a health plan whether you actually have the health license or not.

I wanted to close with some of the actuarial things that we can do. The most
important one is that we need to educate the providers. One of the speakers at
another session said that providers are becoming aware that there are actuaries and
they need actuarial input. However, oftentimes they do not know what we do.
They do not know what it means when we give them information and they do not
know exactly what it is they need from us. We need to educate them in terms of
their risk and in terms of the terminology. Some do not understand what a capitation
is. Others do not fully understand what conversion factors are. Many of them do,
but you always have to start at a very basic level until you find out what the group
you are working with understands.

There is also a big issue related to relying on the actuary. Many providers think we
own some kind of crystal ball. We do our detailed statistical analyses, but there is no
way of knowing how it is going to turn out at the end of the year. They need to
have an understanding of how much results can vary.

Contract evaluation is not just an up-front analysis. You need to help providers
research through proposals and translate them into charges. There is also ongoing
evaluation. The fee schedules are going to change from year to year. If there are
incentive pools to be paid out, how should they be allocated between the different
providers? There is also a very big market for provider reinsurance.

We would like to open the discussion up to questions.

MR. STEVEN P. ZOLDOS: Under the PHO model where the health plan is eliminated,
would they be able to market to a small employer base in a large city, and if so, how
would the state insurance department fit into that picture?

MS. TRYGSTAD: I think that might vary by state. I would recommend against it. I
think there is too much volatility for them to deal with if they are not anticipating that
in their capitalization structure. Many want to do that especially in the smaller areas.
It is a big potential market for them but it is a very risky market and they need to
understand that.

FROM THE FLOOR: Could you talk about HEDIS and what it is and also what the
acronym stands for?

MR. SMITH: It is the Health Employer Data Information Set (HEDIS). It is a joint
venture of a number of organizations to provide some uniformity on what the data
elements are that are going to be collected in order to do the outcomes assessment.
It encompasses a wide variety of things including employer/employee satisfaction with
the benefit plans. It includes claim and diagnosis information so they can track people
and look at survival rates of transplantation, for example. It is a fairly broadly defined
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vehicle for data collection, and it is my understanding that they are in either the
second or the third evolution of what that data's going to look like. It is essentially
going to provide both employers and employees an information set that they can use
to evaluate which health plan they want to join in a multiple choice environment as
well as perhaps whether they want to go to a particular hospital where their surgeon
is going to admit them for a particular procedure. So it is an informational tool for the
patient as well. Does that get to your question?

FROM THE FLOOR: Is it providing primarily customer satisfaction or provider effi-
ciency data?

MR. SMITH: It was mainly put together for provider outcomes data. Member
satisfaction is an important thing to consider, but one of the primary motivations was
to be able to perform outcomes research and get outcomes information on the
medical and financial efficacy of medical care delivery.

FROM THE FLOOR: I am wondering at what size providers start looking at an HMO
or a PHO type of arrangement. Would it be a small group? When do we start?

MS. TRYGSTAD: What size do they look at it for?

FROM THE FLOOR: Would you look at dollars or how many people are in an area
when you start considering an HMO or a PHO?

MS. TRYGSTAD: I will talk from the providers' perspective first. There is a wide
range of thoughts on how big you should be to be fully capitated. You can obviously
be a PHO at any size if you are going to be paid fee for service. If you are going to
accept risk and have some predictability on the cost, I have seen a great deal of
commentary that at the primary care level you should have between 150 and 500
members. It is a wide range so it tells you that people do not necessarily agree. As
you move into specialty categories, you are going to see a need for more members
before you can accept full capitation and that will depend on the specialty. If you are
an obstetrician/gynecologist, you need fewer members than if you are an oncologist.
It is probably between 1,000 and 3,000 members, and I would give the same kind of
range for a hospital capitation.

MR. SMITH: I think much of that depends also on the level and degree of risk that
the plan has the capacity to accept. For example, for an HMO or a health plan to be
stable (I use stable in the context of being able to maintain an adequate level of
surplus), the numbers are in the 20,000-30,000 member range. Obviously, for a
PHO, if they have adequate reinsurance for transplant cases and the AIDS cases and
all those other things that as a health plan you need surplus for, then certainly the
numbers are going to get down into the range that Lynette mentioned.
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