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Several of these comments have addr :
requlrements for- pharmacy and other health care service
contracts.®

II. Description of H. 1109.

H. 1109 requires that "every carrier . . . providing or
offering any group medical or other group health benefits
contract or insurance which also provides or offers coverage for
pharmaceutlcal services"” must provide those pharmaceutical -
services through one or more of four types of arrangements
specified in the bill: (1) direct provision of those services
"in-house” by employees of the carrier; (2) contracts with groups
of pharmacy services providers, with the proviso that "all
eligible" providers be given an opportunity to participate on the
same basis; - (3) contracts with "select provider{s],” but with the
requirement that the carrier also must offer subscribers an
alternative whereby they may obtain pharmaceutical services from

"a participating provider organlzatlon or group, which gives all .
tangible pharmacy providers’ an opportunity to participate"; and
(4) use of an "affiliated non-profit clinic pharmacy."

3(...continued)
competitive and beneficial activities of HMO's and deny consumers
the improved services that such competition would stimulate.
See, e.g., letter from Bureau of. Compet;t;op to David A. Gates, -
Commissioner of Insurance, State of Nevada (November 5, 1986).

6 The staff has submitted similar comments-on similar --
legislation to Massachusetts (letter from Bureau of Competition
to Representative John C. Bartley (May 30, 1989, commenting on
S.B. 526)), New Hampshire (letter from Office of Consumer and
Competition Advocacy to Paul J. Alfano (March 17, 1992,
commenting on H.B. 470)), California (letter from Office of
Consumer and Competition Advocacy to Senator Patrick Johnston
(June 26, 1992, commenting on S.B. 1986)), New Jersey (letter
from Office of Consumer and Competition Advocacy to New Jersey
Assemblyman E. Scott Garrett (March 29, 1993)), and Pennsylvania
(letter from Office of Consumer and Competition Advocacy to
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Pennsylivania oSenator Rogerx Madigan (April 19, LI3TI) e

letter from Office of Consumer and Competition Advocacy to

Montana Attorney General Joseph P. Mazurek (February 4, 1993), __
commenting on a broad "any-willing-provider" requirement on .
PPO's.
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Options (1) and (4) describe the ways that group or staff
model HMOs -- which provide services to subscribers only at a fe
centralized locations -- typically operate. Thus, these types o
HMO programs probably would be largely unaffected by H. 1109.%
Most prepaid health care programs, however, do not provide o
covered services at only a few locations, and thus would be
affected.

III. Competitive importance of programs using limited provider
panels.

Over the last twenty years, financing an =1 =) P
that provide health care services through a limited panel
health care providers have proliferated, in response to
increasing demand for ways to moderate the rising costs
associated with traditional fee-for-service health care. These
programs may provide services directly or arrange for others to -
provide them. The programs, which include HMO's and preferred or
contract provider panels under other kinds of plans, typically
involve contractual agreements between the payor and the
participating health care providers. Many sources now offer
limited-panel programs. Even commercial insurers, which in the
past did not usually contract with providers, and Blue Cross or
Blue Shield plans, which do not usually limit severely the number
of providers who participate in their programs, now frequently
also offer programs that do limit provider participation. - -

The popular success of programs that limit provider
participation appears to be due largely to their perceived
ability to help control costs. Economic studies have confirmed
that, under health care arrangements that permit selective
contracting, competition helps to moderate cost increases.’ -

8 gome of these HMO's could be affected if, for example,
they provide pharmaceutical services through an affiliated clinic
pharmacy that is not non-profit.

9 gtudies have examined the competitive effects oOf selective

contracting, in particular California's experience with'
permitting hospitals to contract selectively. See, e.g., J. C.
Robinson and C. S. Phibbs, i icai 3

tracti in California, 8 J. Health Econ. 437 (1989). This
study found that shifting from cost-reimbursement to permitting
selective contracting moderated -increases--in hospital costs, - -
particularly in more competitive local markets. This study
concentrated on Medicaid experience; however, further studies. . = __
based on private health--insurance experiences confirm these .. ...
findings.'~S§e,f§1grr—DrrQranoveﬂetfal1,szigg‘andéggﬂgggggggigg,,W
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providers whose records must be reviewed is limited. And lower
prices and additional services would help make the payor's
programs more attractive in the prepaid health care market.

Consumers too may prefer programs with limited or preferred
provider panels, if the competition among providers leads to -
lower prices (which may take the form of lower premiums or
deductibles) or other advantages.  -Consumer preference for such
programs would presumably mean that, in the consumers' view,
these advantages would outweigh the disadvantages of limiting the
choice of providers, such as reduced convenience or the
occasional need to use a provider that is not part of the payor's
contracted service. Limitations on choice are unlikely to be so
severe that consumers' access to providers is inadequate. For
Jjust as competitive forces encourage providers to offer their
best price and service combination to a payor in order to gain
access to its subscribers, compeii.i.. .ould also encourage
payors to establish service arrangements that offer the level of
accessibility that subscribers want. To the extent that
consumers can change programs or payors if they are dissatisfied
with service availability, payors have an incentive to assure
that the arrangements they make for delivery c

care services-satisiy con.umers.!!
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IV. Effects of "any willing provider" requirements on limited-
panel programs.

"Any willing provider" requirements and bans on exclusive or —-
preferential contractin 7 limit firms' ability to reduce the

a
cost of delivering health care without providing any substantial
public benefit. They may make it more difficult for third=party —

payors to v e cost savings and cther - -
advantages discussed above.

Because the bill would require that pharmacy services be
available from any pharmacy willing tc meet the plan's terms, it
would make it impracticable to enter exclusive contracts with a
panel of particular pharmacy providers. Thus the bill would deny
a means of ensuring that a contracting pharmacy would obtain a
substantial portion of subscribers' business. Without that
volume, a would-be contracting provider may be unable to achieve
economies of scale and offer lower price terms or additional

services.

! For consumers in employer-provided health care programs
that offer no choices of different levels of service
availability, changing programs could require changing jobs. But
employers have an incentive to add options if their employees are
dissatisfied.
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x
consumer choice without providing any substantial public benefit.
We hope these comments are of assistance.




