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The cns1s of health care costs 1s real, and 1s getbng worse Nabonally and m New Jersey, the 
costs of hospital care, doctor's v1s1ts and health msurance are nsmg at an alanmng rate One mdbon New 
Jersey residents have no pubbc or private health msurance coverage For those with coverage, huge 
mcreases m msurance premmms have become roubne Meanwlnle, the unmsured have few opbons for care 
aside from hospital emergency rooms 

Ibe Crisis 
I 

In a remarkably short penod of ume, the cost of health care for busmesses and mdmduals has gone 
from a relabvely mconsequenual nmsance to a maJor budget item Many New Jersey busmesses are now 
forced to choose between health msurance premmms or Jobs and wages Many are passmg along to 
workers, for the first ume, substantial costs of msurance Many others receive a 50 percent premmm 
mcrease, and simply drop coverage 

Many mdlv1duals face similar choices As astronomical rate mcreases amve, New Jersey residents 
agomze over the ch01ce of foregomg health care coverage or other essenbals The human cost of this 
mflauonary phenomenon can be devastabng 

The Commission believes that these cost mcreases have generated a cycle of cost escalauon that 
must be broken As health care costs nse, some busmesses and mdlVlduals become unable or unwtlhng to 
pay for premmms, or unable to afford the ever-growmg deducbbles and co-payments As people become 
unmsured, they are likely to obtam rouune care m hospital emergency rooms through the Uncompensated 
Care system The Uncompensated Care Trust Fund 1s funded through a httle known tax on all hospital 
bills As the amount of Uncompensated care goes up, the cost of health msurance nses, causmg more 
people to become unmsured The cycle causes more and more people to lose health coverage, and 
consequently places a larger burden of payment on the shnnkmg pool of people who are covered 

The people of New Jersey have long smce determmed that no one should be demed health care 
coverage on the basis of mabihty to pay Fiscal strams on the Uncompensated Care and Medicaid system, 
however, threaten the ab1hty of the mechcally mdigent to gam access to appropnate care, causmg 
unnecessary suffenng and, perversely, forcmg them mto higher cost health care settmgs 

The cycle of higher costs and fewer msured can only lead to further cnsis The Commission 
determmed that soluuons to this cnsis can only be achieved If long-stanchng assumpbons and bamers m the 
system are challenged This Report reflects that philosophy 

The road to cost contamment need not result m reduced access to appropnate health care Rather, 
there are many instances m which lower cost altemabves help improve access to health care The 
Commission attempted to take apart the pieces of the health care system, and put them together ma more 
funcbonal configurabon By movmg from a fragmented, patchwork system toward a more comprehensive, 
umfied system, both goals of cost contamment and adequate access can be served 
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Ibe Solutions 

The Comm1ss10n strongly beheves that the logical conclusion drawn from the evidence presented 
1s that a federal system of umversal health care 1s necessary Such a system would most efficiently umfy 
cost contamment and full access If the federal government fatls to act, the Comm1ss10n recommends that 
New Jersey pursue its own umversal system m the future The Comm1ss1on beheves that the 
recommendations that are made m this Report will s1gmficantly address issues of access, quality, cost 
contamment, and the affordab1hty and avallab1hty of health msurance for the maJonty of those who are 
currently unmsured 

There are no perfect solutions 

There are those who wtll say that we have not reached far enough, and others who will say our 
recommendatmns go too far With an issue as complex as thIS one, that 1s to be expected 

This Report contains over 90 recommendauons that are specific, targeted, and implementable 
Together they represent a comprehensive rather than piecemeal approach to the growmg health care cns1s m 
New Jersey However, much of the Comm1ss10n's work may be lost m the vigorous debate that 1s hkely 
to be generated by the recommendauons surroundmg the reform of the Uncompensated Care Trust Fund 
This would be unfortunate 

This Nauon 1s entenng a penod of economic uncertainty The slowmg down of the economy 1s 
evident This economic pressure represents a compellmg reason to address the oppressive costs of health 
care without substantial delay 

The data regardmg health care costs, most notably the Uncompensated Care Trust Fund, 1s laclang 
m several areas, flawed m others A year from now, we will have better statistics Are these better 
statistics hkely to provide us with a maJor solution for which no money 1s needed -- or a senes of choices 
qmte similar, 1f not 1dentical to those we face today? 

The Comm1ss10n concluded that the evidence dictated that this cnsIS should be addressed as soon as 
possible m as comprehensive a fashion as possible It does not make these recommendations unaware that 
they wtll, and should, generate debate Through this debate, an evaluauon of this Plan, and the offermg of 
altemative approaches and modlf1cauons, we, m New Jersey, can reach the consensus necessary to move 
forward together to resolve this cmis 

The Commission, therefore, recommends the Implementation of the followmg comprehensive 10-
pomt plan 

1 

2 

Reform hospital rate setting to set one farr, adequate, but fmal, rate per year 
Pauents and msurers alike are harmed by the current system, that allows wide 
swmgs of rates dunng each year 

Reform the health plannmg process Only fac1hues and services that are needed 
should be approved for construction, where they are needed. The contamment of 
capital expenditures, through a yearly cap on approved proJects, wtll also serve 
to reduce future operatmg costs by ehminatmg the construcuon or contmuance 
of unnecessary f actlities 
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3 Insutute insurance refonn to requrre commumty rabng, bmit pre-existmg Illness 
exclus10n, and encourage pnmary care and wellne~ coverage 

4 Expand Medicaid to the lumts allowed by federal law, to pennit full ubhzabon of federal 
dollars for health care and enroll all Medicaid pabents mto a managed care system 

5 Encourage managed care for all health benefits plans, to improve "well care" and 
reduce the cost of "sick care " 

6 Spht Blue Cross and Blue Shield to create a large-group enbty, and a new entity 
dedicated to servmg the pubhc purpose of makmg msurance affordable to 
mchviduals and small busmesses 

7 Ehmmate the existmg tax on hospital bdls, now approximately 17 - 19 percent, 
which adds hundred of mtlhons of dollars to hospital btlls each year 

8 Institute a broad-based employer tax (1 percent on the first $14,400) of each 
employee's wages Charge employers who do not provide health msurance at a 
rate of $1,000 per employee 

9 Apply the funds achieved through employer taxes and penalbes toward providmg 
residual uncompensated care and msurance subsiches 

IO Increase the opportumties for mdividuals and small busmesses to obtam 
msurance by creating a low-cost, basic managed care product, avatlable either 
with or without a needs-based subsidy Create more opportumty for coverage 
through a Medicaid buy-m program and the new Blue Cross "pubhc purpose" 
program 1 

These pomts are fully descnbed m this Report At its essence, the recommendation of the 
Comm1ss10n 1s for umung the chsparate pieces of the health care dehvery puzzle around the goals of cost 
contamment and appropnate access to care for all We now provide care for all m New Jersey man 
meffic1ent, haphazard and fragmented way If some tough choices are made, better care can be proVIded m a 
more cost-effecbve, eqmtably financed system 
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OVERVIEW 
The issue of nsmg health care costs are of nat10nw1de importance The need for fundamental 

restructunng at the Federal level 1s obv10us Between 1980 and 1988, the nauon's health care bill more 
than doubled and now exceeds $600 bdhon each year Almost 12 percent of the natJ.on's GNP 1s consumed 
annually by health care costs, putung both large corporations and small busmess at a compeuuve 
disadvantage m the world marketplace 

At the same ume, mtlhons of workmg Amencans are without msurance coverage while vast 
segments of the populatmn, mcludmg the elderly and the poor, are madequately covered 

The nauonal debate over health care cost contamment has been the subject of nwnerous Federal and 
mdependent studies No resoluuons have been enacted 

Total health care costs m New Jersey are at least $17 bdhon annually and may v',, 
be as high as $25 bdhon. Growth can be seen m many areas hospital costs, phys1c1an fees, the 
cost of drugs, medical technology, and the agmg of the populauon The use of outpauent dlagnosuc and 
treatment services may be leadmg the trend, as both the use and cost of these services 1S rapidly mcreasmg 
On the mpauent side, while the number of hospital beds has actually dropped, the total costs associated 
with them have conunued to mcrease Meanwhtle, the number of New Jersey physicians has conunued to 
mcrease, havmg Jumped by about 50 percent from approximately 10,000 m 1975 to over 15,000 m 1987 
All of these cost factors impact the pnce of health msurance 

Small busmesses are the sector of the economy where the high cost of insurance hits hardest 
These compames with few employees have grave difficulties m fmdmg msurance products they can afford to 
provide to their workers One survey of New Jersey small busmesses has shown that 40 percent do not 
offer health msurance to their employees Thus with msurance costs spirallmg, we are faced with a 
s1tuat10n of workmg people and therr dependents excluded from the benefits of health msurance 

For the care or the unmsured, a tax or 17 percent to 19 percent is added to 
most mpahent hospital balls. Through the Uncompensated Care Trust Fund, New Jersey has made a 
commitment to care for those who lack coverage The money needed for the burgeomng ranks of the 
unmsured has also grown -- mdeed, grown twice as fast as the overall cost of hospital care In 1990, this 
tax will collect and disburse $618 mtlhon to New Jersey hospitals through the Trust Fund, but will sull 
not cover the entire costs of treaung the unmsured m our mst1tuuons The rest of the costs will be 
recovered through the hospital's rates We already know that m 1989, the amount for uncompensated care 
budgeted by the Trust Fund was shghtly over $500 mdhon, while the actual amount of uncompensated 
hospital bills m that year exceeded $750 mtlhon Thus, we can only expect the demands on the Fund to 
conunue to grow rapidly If nothmg 1S changed 

The tax to provide hospital care for those who are uninsured is paid by those V 
who pay their hospital bills. Most of these dollars flow from md1V1duals and busmess m the form 
of higher msurance premmms Addiuonally, the tax 1s not added to Medicare bills and Medicare's share 1s 

4 

,,4" 



I , 
I • I 

.1 
I 

.1 
,;)I 
'I; 

instead shifted to the rest of those who pay for hospital care Only a poruon of New Jersey businesses, 
those who purchase msurance for their workers, pay the hon's share of carmg for the uninsured 

The Uncompensated Care Trust Fund remains restricted to paymg for care only 
ID hospital settmgs. These acute-care insutut10ns have assumed an increasmg role m carmg for the 
unmsured and the md1gent due to the lack of available altemauves This 1s not the most effecuve mode of 
pnmary care dehvery in terms of cost and conunu1ty of care Hospital emergency rooms are not the best 
place for chddren with sore throats to be seen The use of commumty-based altemauves to hospital care 
has been given only hm1ted attenuon by pohcy makers m New Jersey as a method to both restram the costs 
of carmg for the unmsured, and mdeed to provide earlier, prevenuve care 

The rapid rise m the health care costs is also based on our dependence on a fee-
for service structure of health care dehvery for most New Jerseyans. Such a system 
contains financial mcenuves for providers of health care to provide more services Whtie managed care 
models have been shown to debver h1gh-quabty care at lower cost, most New Jerseyans are sun covered 
under tradiuonal fee-for-service mdemruty msurance pohc1es 

Programs designed to aid our neediest are also m dire need of reform Medicaid 1s the pnme 
example The costs of this program have escalated sharply m recent years, with expenditures now exceeding 
$2 bilbon yearly Yet a shnnking number of phys1c1ans treat the growmg number of ebg1ble clients 
Fees for a pnmary care office v1s1t are sun at $14 Many of our low-income c1uzens are sull not covered 
by Medicaid despite the availability of Federal matchmg dollars for expansion of Medical Assistance 
programs to cover more pregnant women and children A promising experiment, ID the form of 
the Garden State Health Plan, has shown that 1t is possible to provide reasonable 
payment to doctors, climes and hospitals through a managed care system while 
mamtammg access and controlhng costs. 

Regulatory problems revolve around the lack of any cogent State Health Plan. 
Without such a plan, 1t has become mcreasmgly difficult to decide where new services are needed and not 
needed in the State There is not always a hnk to any obJecUve assessment of need When services develop 
where they may not be needed, the quality of care may suffer when praclllloners do not have enough pallents 
who can benefit from the technology's use Many people may be offered the service because 1t is available, 
not because they need 1t 

Under current regulauons, many costly technolog1es, MRis for example, are regulated for hospitals 
However, others can purchase and operate this eqmpment without any oversight The result 1s the State 1s 
trymg to regulate services by looking at only part of the picture Hospitals are held to a different standard 
than other providers 

In health plannmg, there has been no overall determinauon of Just how much the people of New 
Jersey should be spendmg statewide on costly capital proJects Not only must we recogmze and evaluate 
the spending necessary to bwld a new fac1hty, but we must also be cogmzant of the costs of operaung this 
new service or facility for years after its acqu1S1t1on or construcuon More attenbon must be directed to an 
analysis of whether New Jersey needs to butld, rebwld, or renovate a facility, and whether 1t can afford to do 
so 
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In hospital reimbursement, a structure once designed to contam costs and to 
pay hospitals fairly for the services they provide has become a cumbersome, 
mcomprehens1ble system riddled with exceptions and after-the-fact adjustments. In 
1989, New Jersey hospitals filed over 1,700 appeals This number IS projected to surpass 2,000 m 1990 
Hospital bills mclude a number of surcharges and adjustments which can and do change many tunes dunng 
the year The compleXIty and size of such a system have exceeded the resources of anyone to manage 1t 

There 1s also some quesbon as to how well costs are now bemg contamed m the hospital setbng 
Total hospital costs have Jumped 60 percent since 1983, with mcreases now runmng at least 8 
percent yearly In addiuon to the absolute level of costs, consumers and msurers have concerns regarding 
therr predlctabihty With the current system of monthly changes m hospital rates, msurance companies, 
busmess, and consumers cannot predict therr expenditures on a yearly baslS 

The dilemma of health care costs is more complicated than 1t appears. All of 
the parts are mterconnected, and the system must be viewed in its entirety. 
Addressmg Just one part or it can lead to dislocations elsewhere. Instead, a 
comprehensive approach 1s needed to address the problems of a health care structure for 
which we pay dearly, but which leaves many of our c1t1zens out m the cold. 

COMMISSION MANDATE 

On Apnl 19th, Governor Flono appomted the Governor's Comm1ss10n on Health Care Costs and 
charged the Comm1ss10n to closely examme the components of New Jersey's health care system as they 
related to the cost of and access to health care It was apparent that rapidly nsmg health msurance costs 
were a s1gmficant burden to both the busmess commumty and the labor force m this State with the 
potenual to negauvely affect New Jersey's economy, that the size of the unmsured populauon was 
mcreasmg, rapidly approachmg 1,000,000 New Jersey c1uzens, that the Uncompensated Care Trust Fund 
whlle affordmg access to hospital services was unfarrly financed on the backs of those who had health 
msurance, that our current method of hospital re1mbursement was overly comphcated and burdensome to the 
hospital 111dustry, regulators, and pauents, and that New Jersey could not afford to wait for Nauonal 
soluuons which did not appear to be forthcommg /" ---....._"'1 

(.__ 11 ,,.', 
To address these issues, the Commission was charged with the respons1b1hty to recommend 

strategies to correct the excessive pressures on nsmg health care costs and to develop s~~~!~!?!Y 
ref Q.I"Jl}"'.:J!!~Sl!f~$ and ~~~~!Pl~.~t~!,I_yes to enable government and the pnvate sector to better control 
cost mcreases 

The nature of the problem, a complex mterrelabonship of regulauon, cost and demand, pomted to 
the need for a broad, systemic review of all facets of health care dehvery and financmg Consequently, the 
Comm1ss1on's mandate requrred a broad reVIew of systems and opbons for change 

COMMISSION'S WORK PLAN 

The Comm1Ss1on members took the Governor's charge and challenges very senously Members 
and staff received extensive testunony from mdiv1duals and groups on the problem and proposed solubons 
related to health care reform m New Jersey (L1sung of testunony and documents received are mcluded m 
the Appendices of this Report ) 
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The Comm1ss1on chv1ded itself mto five task forces m preparatmn for the second phase of its work 
plan These task forces were 

Regulatory Reform 
Reimbursement and Fmanc1Dg Reform 
Health Delivery Systems 
Insurance Reform 
Uncompensated Care Reform 

Phase I (OnentatIOn and Analysis) mcluded the ume penod from Apnl 24th through June 26th and 
consisted of an mtens1ve learnmg penod with regard to New Jersey's regulatory, reimbursement, and 
financmg system for health care The purpose of this phase was to provide each Commiss10n member with 
the same level of detatl regarchng how the system works, what the stress pomts are, and to evaluate what 1s 
bemg done m other states to address sumlar problems Dunng this phase, the Commiss10n received and 
dlScussed mynad descnpuons of the problem and suggested avenues for soluuon 

Dunng the months of June and July, the Task Forces held several meeungs ID which they reviewed 
1Dfonnauon and data, received tesumony on their specific topics, and chscussed specific recommendauons to 
be made to the full Commiss10n These recommendatmns were presented to the Comm1ss10n dunng Phase 
II of the Comm1ss10n's Work Plan 

Phase Ill (Refinmg the Plan and Preparauon of the Report) mcluded the two meeungs scheduled for 
September and one add1uonal meeung At that ume, the Comm1ss10n considered the entire package of 
recommendauons, considered other items that had not been addressed, and prepared the Report for the 
Governor 

CONCLUSION OF THE COMMISSION'S WORK 
The Comm1ss1on 1s proud to now present to the Governor Its Report contammg recommendauons 

to improve both the access to and the costs of health care to New Jersey c1uzens 

Included m the Report are several items that wdl requue leg1slat1ve action Several 
recommendauons are expected to reqwre admmistrauve drrecuon by the Governor to the government ID order 
to effect the changes And, flDally, some recommendauons wtll require further development or acuon ID the 
future All recommendallons are preceded by the letters "CR" to designate "Commission Recommendauon" 
and are sequentially numbered 

The Commiss10n has made every effort to consider the mput of all who wish to be IDVOlved ID 
this important process We beheve this Report 1s a reasoned, responsible plan to improve New Jersey's 
health care system and to address the many aspects that have been makmg health care unaffordable to more 
and more of New Jersey's citizens 
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The need for umversal health msurance has been argued penochcally m the Umted States over the 
past 40 years The facts that mtlhons of Amencans have no health msurance, that this leads to poorer state 
of health for these c1ttzens, and that simultaneously the US spends more money than any other nation for 
health care, all pomt to the need for a more comprehensive approach to health care financmg 

Vanous polls over the years have shown wide support m the Amencan pubhc for some sort of 
nauonal health care program Gallup polls report that about 73 percent of Amencans favor such a program 
This number drops shghtly, to 67 percent, 1f the program IS financed by addiuonal taxes Only 30 to 35 
percent mdlcate therr support for a plan which restncts the msured's chmce of phys1c1an Notably the 
greatest div1S1ons anse over the issue of pubhc versus pnvate fmance, with many favonng a system of 
compulsory employment-based msurance combmed with pubhc programs for those not m the work force 

The Governor's Commiss10n reviewed several models of umversal health care m its dehberauons 
mcludmg the Canadian approach, the Pepper Comm1Ss10n's recommendauons, the Massachusetts plan and 
New York's UNY CARE proposal Clearly, the Amencan health care system needs to move m the dlrecuon 
of umversality with cost-control, and Canada's response as well as the other proposals are very prom1Smg m 
both areas 

The current system m New Jersey, and the rest of this country for that matter, 1s fragmented 
Despite ever-mcreasmg expenditures, more and more of the population IS either under or uninsured For 
those who do have some access to care, that care 1s generally onented towards treatment of the episodic 
Illness, not hfe-long prevenuon Some, through Medicaid, are given access to a system with hm1ted 
numbers of physicians willmg to participate A umversal plan can put all c1ttzens on the same plane, with 
equal access to services It can also lead to a prevenuon and pnmary care-onented framework, rather than 
one geared towards the maximum use of costly services 

At the same time, health care costs m our nauon are mcreasmg at an alarmmg rate In a market 
with hundreds of pnvate and pubhc payers, 1t 1s 1mposs1ble to form a umfied front that will hold the lme on 
costs The altemauve model to the US system 1s termed the "monopsony," and 1s muse m Canada and 
proposed m the UNYCARE model A smgle payer authonty would replace the present mulutude of 
paymg parties, and that authonty could bargain with hospitals, physicians and other providers usmg the 
leverage of size and umty Mostly as a result of this smgle payer authonty and a stncter control on the 
regionalizaaon of speciahzed services and eqmpment, Canada's per capita health care costs were $1,483 m 
1987, compared to $2,081 m the Umted States 

Under New York's proposal for umversal health care for Its residents, the smgle payer authonty 
would guarantee payment to all providers All providers would deal with a smgle btllmg procedure The 
payer authonty would m tum bill thud-party payers and recoup any co-payments due This payer would 
negouate reimbursement rates with all providers 

An unemployment msurance surcharge of approximately 13 percent of the workers frrst $14,000 of 
wages would be levied on all employers not providing a certam level of health msurance All mdividuals 
with mcomes below 100 percent of poverty would receive pubhc msurance coverage From 100 percent to 

8 



.. 
I 
-i 

I • I 
) 
I 

.a 
I 

200 percent of poverty such coverage would be subs1d1zed Prevenuve care coverage would be extended to 
all ind1V1duals up to 17 years of age regardless of income There would be a standard benefit package 
includmg catastrophic coverage All New York State residents would carry the same universal enrollment 
card so all would be ehg1ble for the same services and treated altke 

To finance UNYCARE, the current $1 1 btlhon in statewide hospital bad debt and chanty care 
expenditures would be redirected mto msurance purchase The UNYCARE proposal contends that with the 
unemployment surcharge on employers who do not cover their workers and this $1 1 btlhon, httle or no 
addiuonal general revenues will be needed .un.l.e£s, a small-employer subsidy for those newly offenng 
insurance 1s included Such a "bm1ted" subsidy 1s projected to cost New York an extra $250 mdbon 
annually in general revenues 

A universal health care plan can make the costs of health care v1s1ble and exphc1t Many 
businesses and individuals don't know how much they really pay for their own health care or for that of 
others Much of the cost 1s hidden, shifted, or otherwISe obscured For instance, the Commiss10n has 
repeatedly had to wrestle with the fact that few people in New Jersey understand that hospital 
uncompensated care 1s currently financed through a tax on hospital bills A universal health care plan can 
take all revenues and expenses into account By making these costs exphc1t some may reahze that 
universal insurance plans don't necessanly raise total costs Instead, by making these costs apparent such a 
plan can help make cost-contalflment a reahty 

A system of universal care need not mean greater intrus10n on the phys1c1an's pracuce of medicine, 
nor need 1t restnct indlVlduals' selecuon of phys1c1ans and hospitals Indeed, with a single bdhng system 
and a single benefits plan, phys1c1ans would be freed from much of the work and confusion that now arises 
from having to manage patients under muluple bdhng systems and ebg1ble for dtffenng benefits The 
Canadian expenence has succeeded m controllmg costs even though pauents are not restncted m their chmce 
of physician 

In the absence of discernible federal support, however, there are massive obstacles any smgle state 
would need to overcome on the way to universal health care The first set are raised by the Employee 
Retirement and Income Secunty Act (ERISA) of 1974 which prevents a state from mandaung that 
employers provide health insurance This precludes the straight-forward expansion of our current 
employment-based msurance system that could be achieved by mandaung that all employers offer insurance 
to all employees 

In response to tlus, states have proposed "pay-or-play" msurance laws which would tax employers 
who do not provide msurance to their workers The tax would subsidize msurance for the uninsured whlle 
serving as a powerful lflcenuve for employers to provide insurance rather than be taxed The Massachusetts 
Medical Security Act of 1988, which wtll be implemented between 1992 and 1994, includes such an 
employer tax of $1,680 per uncovered employee per year The New York proposal would assess $1,820 per 
year per uncovered employee 

c R 1. The JJmted States Couress should enact Jea1sJation within the next 
year {or a JJmversa) Health Care System to ensure that all Americans 
have access to quahty health care, 

CR2. Should the United States Couress not enact such a plan. the New 
Iecsey should consider the passaae of a JJmyersal Health 
Care Plan that ensures that all New Jerseyans are covered throuih a 
sm2)e payer system and assured access to health care, 
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Adoptmg a single state system of universal health care IS a very difficult process and would reqmre 
a senes of wmvers from the federal government These wmvers would be chfficult to obtam, and bmely to 
pursue Given these facts, the Comm1ss10n found that the s1tuabon in New Jersey could not be allowed to 
conunue on its present course If and unbl such a nabonal or state universal system could be achieved The 
Comm1ss10n, therefore devoted much qf its Ume to developing methods by which New Jersey could make 
immediate progress in allev1aung the pressures that were causing 1ts system to become more and more 
unaffordable to more and more of its c1ttzens 

The Comm1ss1on adopted as its central problem statement in Regulatory Reform the need for a 
comprehensive health care planning process to determine the adequacy of ex1stmg services and the need for 
future services Related issues included the lack of a level playmg field among all providers through the 
Ceruficate of Need process, low Ceruficate of Need thresholds, limned attenuon to the affordab1hty of 
capital investments, and uncoordinated and hm1ted paruc1pauon of the c1bzenry m the health care planning 
process 

Summary of Recommendations 
Plannin2 Reform 

c R 3. A State Health Plan should he developed and have the force and effect or 
State Law. 

The State Health Plan would be revised annually and would give careful cons1derauon to the input 
of the Local Advisory Boards regardmg the specific regmnal and goograph1c cons1derauons of access and 
delivery of health care services The purpose of the State Health Plan would be to 1denufy unmet health 
care needs by service and locatmn The State Health Plan would be the basis upon which CN applicabons 
are reviewed If the State Health Plan 1denufied a need for a specific service m a given area, the 
Comm1ss10ner of Health would then through pubhc nouce, mv1te applicauons for the CN to sausfy the 
need If, however, the State Health Plan found that a given area of the State had sufficient capacity, the CN 
process would not be opened in that area for that type of service 

As an example, 1f the State Health Plan determmed that only Bergen and Ocean Counues had 
unmet need for long-term care beds, the Comm1ss10ner of Health would invite apphcauons to satISfy that 
need m Bergen and Ocean Counbes, alone Apphcabons would not be accepted for long-term care beds m 
other counties in the State unul, and unless, the State Health Plan determmed that an unmet need existed 
Once sufficient ceruficates were issued to meet the need m the named counues, Bergen and Ocean, the CN 
process would be closed unttl addiuonal need was 1denufied Potenbal applicants who felt that the Plan was 
incorrect m the 1denuficat10n of need would submit their arguments and data through the plannmg process 
m an effort to have the plan revised For example, If an apphcant m Burlington County felt, for whatever 
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reason, the Plan chd not adequately consider special crrcumstances m Burhngton County, or that the formula 
was not an accurate measurer of need, the apphcant would make hts case to the Local AdvISory Boards and 
to State Health Plannmg Board durmg the course of the updatmg of the State health Plan The case could 
not be made ad-hoc through submiss10n of specific certificates of need 

Tins change would re-onent the regulatory process to be dnven by health plannmg and not by 
certificate of need It would, as well, remove the potenllal for mappropnate or quesuonable mtervenuon m 
the approvals or denials of certificates of need. 

CR4. Jhe planning process should he 1overned by a new State Health 
Plannmg Board. an unspecified number of J,ocal Advisory Boards, and a 
State Office of Health Plannin1 withm the Health Department, 

The Local Advisory Boards (LABs) would be the successors to the Health Systems Agencies 
They would have a stable fundmg source through State funds The purpose of the LABs would be to 
conduct plannmg acUVIlles w1thm designated regions of the State and to make recommendauons to the State 
Health Plannmg Board and the Commiss10ner of Health concemmg planmng issues reflecuve of local 
condtuons The LABs would also conduct penodtc certificate of Need reVIew m accordance with the State 
Health Plan 

In the miual year (1991), the State Health Department would be requrred to ftle a plan for the 
designatIOn of local plannmg areas throughout the State To assure that health service areas are properly 
designated to reflect local health care patterns, populauon changes, and other relevant cntena, the DOH 
would undertake a review of ex1st1ng boundaries for HSA regions This plan would be submitted to the 
Governor's Office and noufy the presidmg officers of the Legislature The Governor will subsequently 
designate the number and geographic boundanes of the LABs A permanent fundtng source would be 
1denufied and defined m State statute to authonze the creat10n and Implementauon of a statewide system for 
local and reg10nal plannmg 

CRS. A State Health Planning Board should he established whose 
respons1h•btwes would he the development of the State Health Plan in 
concert with the LABs and the State Department of Health, 

The State Health Plannmg Board would be the successor body to the SHCC In addtuon to its 
pnmary purpose for the development of the State Health Plan, the SHPB would also review certificates of 
need and make recommendations m accordance with the State Health Plan 

The State Health Plannmg Board would mclude representallon as follows 

One representauve from each of the Local AdvISory Boards 
The Comm1Ss10ner of Health 
The Pubhc Advocate 
The Commissioner of Insurance 
The Commissioner of Human Services 
The Charrperson of Health Care AdmmIStraUon Board 
The Charrperson of the Hospital Rate Settmg Commission 
The Charrperson of the Pubhc Health Council 
Ten representauves appomted by the Governor 

Staggered terms of office would be estabhshed and at all umes the maJonty of appomted 
representatives must be consumers of health services who are neither providers of services nor who have any 
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f1duc1ary mterest m health care services Included m the pubhc members of the SHPB would be 
representatives of the busmess, labor, provider, and consumer commumties The Department of Health 
should consider placmg rule-malong authonty within the State Health Plannmg Board and/or combmmg the 
SHPB and the Health Care AdmmIStration Board (HCAB) mto one body 

c R6. Both the State Health Plan and each service renlatmn should he 
adopted by the Health Care Admimstration Board and have the force and 
effect of law. The State Health Plan would he re-evaluated each year 
and appropr1Bte revmons made, 

Tius allows the certificate of need process to be governed by the Plan and sets forth a course that IS clear and 
measured m the growth of health care services and costs 

Certificate of Need Reform 
c R 7. The State Certificate or Need activit,es should he directed by the State 

Plann,02: process. 

Once a need 1s estabhshed m the State Health Plan, the Comm1ss10ner of Health will mvite 
apphcauons to sausfy the need Apphcants would be requrred to file apphcauons concurrently with therr 
regmnal LAB and the Department of Health The apphcauons will be reviewed by the staff of the 
Department of Health and that staff analysis wtll be dtstnbuted to the LABs pnor to therr review of the 
apphcation The LABs will be requrred to make recommendauons consistent with the State Health Plan 
In other words, the LAB s cannot ask for an excepuon to the Plan m order to approve services that are 
mcons1stent with the Plan Should the LAB conclude that the Plan needs to be changed, that case must be 
made through the plannmg process 

For example, let's assume that the State Health Plan detennmed that there was a need for 350 long-
term care beds m Ocean County Once the Comm1ss10ner opened the ceruficate of need process to mvite 
apphcauons to satISfy that need, the Local AdvISOry Board would be compelled to hm1t the number of beds 
they recommend for approval to 350 If they perceived a need for 600 beds mstead of 350, they would have 
to provide sohd proof for amendmg the State Health Plan to recognize theu need Only after the 
amendment was adopted and the Comm1ss10ner opened the process to recogmze the need for 600 beds, 
would the Local AdvISOry Board be empowered to recommend approval of the 600 beds 

The recommendauons of the LABs are forwarded to the State Health Plannmg Board and to the 
State Health Plannmg Office The State Health Planmng Board reviews the apphcatmns and makes 
recommendatIOns m accordance with the State Health Plan under the same proce~ as 1dentified above for the 
LABs The recommendauons of the LAB, SHPB, and the State staff are forwarded to the Comm1ss10ner 

CR8. The Commissmner should review the apphcations and recommendations 
or the recommendin hod1es, The Comm1ssmuer 1s empowered to make 
(mal dec1smns on certificate oC need approvals and/or demals ,r her 
dec,si0us are consistent wJth the State Health Plan. An apphcation 
which 1s demed has appeal ri&hts to the HCAB, 

Where the Comm1ss10ner of Health's findmgs and mtended acuons are contrary to the State Health 
Plan, she would be reqmred to submit the entrre record mclus1ve of the specific reasons for her mtenbon to 
act contrary to the State Health Plan to the Health Care Admm1strat1on Board who would have authonty to 
make a final dec1s10n on the Ceruficate of Need apphcauon(s) m quesuon If the HCAB agreed with the 
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Comm1ss10ner's fmdmgs and recommendat10ns, 1t would drrect the State Health Planning body to amend 
the State Health Plan to reflect its Judgment and determmatmn 

As an example of the above, let us assume that the State Health Plan identified a need for 90 
rehab1htat1on beds ma specific reg10n and that five apphcants filed CNs, requesting a total of 230 beds If 
the Comm1ss10ner determined that the approval of 90 beds would not provide sufficient access to care and 
elected to act contrary to the State Health Plan, she could not act on any of the apphcatlons m the batch 
Rather, she would submit her arguments for acting contrary to the State Health Plan as well as her 
recommendations for cbspositlon of the apphcauons m the batch to the Health Care Adrmmstratlon Board 
She might, for example, wish to approve 120 beds and deny 110 beds In such a case, she would be 
reqmred to convmce the Health Care Admimstratlon Board that the current State Health Plan cbd not 
adequately reflect need m the area m question If the Board supported the eXISbng Plan, therefore not bemg 
convmced of the Comm1ss10ner's arguments to act agamst the Plan, the batched appbcat1ons would be 
returned to the Comm1ss1oner for approval of no more than 90 beds If, on the other hand, they agreed that 
the State Health Plan cbd not adequately reflect need m the subJect situation, the Board would drrect the 
Plannmg process to amend the State Health Plan accorchngly The HCAB would then act on the batched 
apphcatlons m accordance with the Comm1ss10ner's determmatlons The actions of the Board would be 
final subject to drrect appeal to Supenor Court 

CR9. As regmnal recommendmg agents on matters related to Certificates or 
Need, the LABs should not have an appeal nght should the 
Comm1ssmner act contrary tn their recnmmendatmns, Qnb the State 
Health Plannmg Board. the apphcant and other parties of standmg 
would retam the nght tn appeal the Comm1ssinner's determinations, 
The State Health Plannmg Board. representmg the public prncess, 
could appeal the Cnmm1ssmuer's decision thrnugh the Administrative 
Law procedures, thereby estahlishmg a separate record tn he presented tn 
the HCAB oc tn the courts In such case, the State Health Planning 
Board would he cepcesented hy the Pnhhc Advocate, suh,ect tn the 
determmatmn hy the Puhhc Advncate that the appeal has merit and is m 
the puhhc mtecest, 

For example, usmg the same case as above, 1f the CommISsioner were to detennme that the 90 
beds to be approved were CNs 2, 3, and 6, and the LAB or SHPB had recommended 90 beds consisbng of 
CNs 1, 2, and 4, the SHPB would discuss whether they wIShed to appeal the Comm1ss10ner's decision 
This appeal might be based on a cbfference m interpretation of the State Plan or a determmatlon by the 
SHPB that the issues mvolved were of sufficient import to warrant an appeal The SHPB would then 
present the ISsue to the Pubhc Advocate who would represent the SHPB m the appeal process subJect to Ins 
determmauon of the ments of the appeal 

Apphcants who are demed m favor of another apphcant would retam therr nght to appeal as exISts 
under the current process 

Certificate of Need Applications 

c R 1 o. The defimtJou oC a health care Cacihty should he changed tn include 
under certificate oC need requirements any services which is the subject 
oC a State-adopted health planning regulation nr any service nr 
acquh;atJou with a total project cost exceedmg $1 milhon. 
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Currently, only a hm1ted number of health care provtders are covered by State planmng regulabons 
To effect cost contamment, the defimuon of a health care factl1ty must be broadened so that all providers 
compete on a level playmg field 

c R 11. The Certificate of Need thresholds [or ma1or movable egmpment and [or 
modermzation, renovation, and new constructmn will he raised to SJ 
m1lhon with an annual adrnstment [or inflation, 

This would allow rout.me purchases to proceed without Ceruficate of Need review and allow the 
resources of local and state planmng boches to remam focused on more s1gmficant proJects 

c R 12. There should he an annual cap on capital projects, 

For example, m a penod of 11 months, the Health Care Fac1hues Fmancmg Authonty has or 1s 
scheduled to issue almost $1 btlhon dollars m hospital bonds for capital projects and refinancmg A maJor 
determmant of the nse m health care costs mcludes the amount that the msured are paymg for bncks and 
mortar The system must set a yearly level of affordab1bty agamst which all requests for capital 
expenditures must be measured 

The annual cap level would be estabhshed for a penod of five (5) years and will be contamed m the 
State Health Plan If, for example, that level 1s set at $200 mtlhon per year, the regulatory system must 
ration its expenditures among competing proJects each year so as to cause no more than $200 mtlhon to be 
approved on maJor capital proJects per year 

CR 13. The Department of Health should conduct a review or the statewide 
plant conditmns and develop cate1mnes of prmrity 32am5t which capital 
expenditures will he JVd&ed, This ana1n1s will he reviewed by the 
plannm& process and mcorporated m the State Health Plan. 

For example, a hospital that 1s m 1990 1ssmng bonds to rebutld Its entrre physical plant would be 
expected to end up as a very low pnonty for capital proJects over the next several years On the other hand, 
a hospital that has 1950 and 1960 vmtage buddings, with s1gmficant bcensure problems, and beds that are 
unable to be used but needed, and with debt capacity, would end up as a high pnonty If the annual hrmt 
were $200 mtlhon, the second hospital would clearly be a higher pnonty expenditure This forces the 
system to consider overall affordabihty, and for capital proJects to be Judged based on therr relatl ve need m 
accordance with other capital proJects It, therefore, ends the current pracuce of assummg an unhm1ted 
affordabtl1ty for capital mvestment Hospitals would be mcluded m the development of the mformauon and 
analysis 

c R 14. In order to allow suCCicwent time to develop the above, and to eliminate 
a potentJally counterproductive window. the capital hatches sc;he4vJe4 
[or January J. J22J and July t, J29J should he eliminated, 

This wtll allow the regulatory process to complete the re-evaluauon of physical plant needs 
statewide and allow a better review of Certificate of Need apphcatlons for ma.1or capital expenchtur~ 
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CR 1s. The Department of Health would have the authority to decertify paper 
beds based upon the utthzation °[ those beds over time, 

For example, 1f a hospital is hcensed for 400 beds, but over the past two years has only staffed and 
operated 350 at 80 percent uuhzauon, the Department would have the authonty to amend the hcense of the 
hospital to reflect 350 beds 

Likewise, 1f the State Health Plan showed an underutthzauon of beds m a hospital or service area 
that conunued to show a downward trend, the Comm1ss1oner would have the statutory authonty to reduce 
the hospital's hcense for such beds to the level which would allow the hospital to comply with 1denufied 
utthzauon standards On a yearly basis, the State Health Plan would identify those hospitals and services 
which fail to meet uuhzauon standards, and/or are expenencmg significant financial or bcensure problems 
These hospital$ would be placed m a Special Morutonng Category The staff of the State Health Planning 
Office would develop a team whose charge would be to assist the hospital m developing a plan to bnng 1t 
w1thm utthzauon standards, correct its financial s1tuauon, and/or correct its hcensure problems Such 
acuons could mclude a recommendauon to the Comm1ss10ner to reduce the hospital's hcensed capacity, to 
examme opuons for merger or phasmg out of all or part of the hospital's acute care services, or other 
appropnate acuons that meet the needs of the populauon m the hospital's service area The goal would be 
to ad Just the services to meet the actual needs of the populauon, to reduce overcapacity, and to discourage 
the unnecessary expenditure of addiuonal health care dollars 

c R 16. Each certt[icate of need issued should have a discrete period or time for 
implementatrnn, 

For example, 1f expenence shows that 1t takes an average 2 5 years to unplement a certificate of 
need for rehabihtallon beds, then as part of the State Health Plan that ume would be 1denbfied as the hfe of 
the certificate of need If, on the other hand, outpauent services can realisbcally be unplemented m 1 year, 
that would be the hfe of that CN 

Ceruficates of need that are not unplemented withm the regulatory time frame would exprre 

This ehmmates the bureaucrauc paper work of revtewing extens10ns of ume after only 1 year when 
1t 1s recognized that 1 year IS not a reahsuc ume frame 

CR 17. A Statute proh1hitm2 any physician from ceferrim: to a service in which 
he, h•s partners, or h1s family have a fiduciary interest should he 
proposed, 

In a Congressionally-mandated study of medical business pracuces, the Umted States Department 
of Health and Human Services found that when pauents saw phys1c1ans who had a fmancial mterest in 
mdependent chmcal laboratones, they received 45 percent more laboratory services In order to contain 
costs, whlle ensuring that pauents do not receive inappropnate care, 1t may be necessary to prohibit 
phys1c1ans from refemng pauents to services in which they, therr partners, or family have a f1duc1ary 
interest Whlle the federal government has enacted legISlauon m thIS area, 1t will apply only to Medicare 
pabents referred to chrucal laboratones 
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The Comm1Ss10n determmed that New Jersey's Mechcm.d program was m ne.ed of review to address 
both cost and access issues The second maJor issue was the complexity of hospital payment system 
mcludmg the presence of vanous mark-ups and surcharges, mcomprehensible patient btlls, a cumbersome 
and retrospective rate appeals process The Commissmn was also concerned about the exposure of New 
Jersey's elderly mcreasmgly burdensome out-of-pocket costs 

Summary of Recommendations 
The Commissmn recommends the use of managed care m the Medlcm.d program as well as for all 

pubhc and pnvate employees m their health benefits programs Sufficient mcentives are needed to 
encourage people to shift from mdemmty type and fee-for-service health plans to managed care, health 
mamtenance organizations (I™Os) and preferred provider organizations (PPOs) Pubhc and pnvate 
employers should foster maximum use of wellness programs 

The Garden State Health Plan should be expanded and pnvate HMOs should begm parucipatmg m 
the Medicaid program The large number of persons without health msurance must be brought mto the 
health dehvery system m appropnate community based settmgs HMOs domg busmess m the State should 
be required to submit a plan on how they will enroll Medicm.d members The Department of Human 
Services will formulate a five-year plan for a maJor managed care expansmn withm Medlcm.d, mcludmg 
phasmg m mandatory enrollment m the Garden State Health Plan and other HMOs and managed care 
systems for Mechcaid eligible, except for msututionahzed persons, and for openmg the Garden State Health 
Plan to participation of pnvate small employers through a Medlcm.d buy-m 

The Medicaid program and pubhc and pnvate employees m their health benefits programs need to 
expand the use of non-msututional services, such as home health and personal care, as a way to help 
contam costs and to maximIZe health services m the commumty Greater efforts must be made to mcrease 
physician participation m the Medicaid program and to foster mcreased use of school based health chmcs 
and comprehensive community health centers 

The Comm1ss10n recogmzes that many of these recommendations wdl reqmre appropriate 
transition and planmng penods for implementation 

Medicaid Reform 
CR ts. Garden State Health Plan enrollment of Med1ca1d chents should be 

expanded usmg every means possible. 

The Commissmn believes the GSHP has the potential to dehvery high quality accessible care, 
moderate program costs, and mcrease provider parucipabon It wtll also be able to mcrease reimbursement 
to selected providers m a controlled, cost-effective fashion 

The Garden State Health Plan should be part of an effort that would see all appropnate Medicaid 
.... chents enrolled ma managed care plan by 1995 This would entail a multi-year phase-m of the Garden 
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State Health Plan and other managed care m1uat1ves, as provider networks and adrmmstratlve structures are 
developed The Comm1ss1on reahzes that maJor mvestments m plannmg, markeung and provider 
recnntment and relauons efforts will be requrred for the Garden State Health Plan to achieve these goals 
The Department of Human Services will formulate a five-year plan detailmg a maJor managed care 
expansion within Medica1d 

c R 19. Expansion of Medicaid eh21hJlity 2rovps should he tied into a man32ed 
care or case mao32ement environment, 

To expand Med1ca1d to the optional ehg1b1hty groups without any attempt to manage the 
appropnateness of care or its costs would only exacerbate the ex1sung meffic1ent Medlca1d fee-for-service 
system which has expenenced a 10 percent annual mcrease m expenditures smce 1985 Any expans10n of 
Medlca1d should be hnked with managed care or case management, such as the Garden State Health Plan, a 
preferred provider such as HealthStart, or a pnvate HMO or PPO, However, smce the development of a 
full managed care program requires a trans1uon penod, expansion of Medicaid ehg1b1hty to optional groups 
should not be delayed because of its s1gmficance m unprovmg health care services 

CR20. New Jersey HMQs should submit a plan on how they will accept apd 
eornlJ Med1ca1d members, 

Smee managed care as pracuced by HMOs has reduced hospital uuhzatlon and m some cases 
provided greater pnmary care services at lower costs than tradluonal fee-for-sernce and msurance mdemmty 
type plans, these benefits should be shared by the pubhc as well as the pnvate sector By askmg HMOs to 
submit a plan to enroll Med1ca1d ehg1ble, the obJecUve of expandmg opuons for managed care services 
under Medlca1d wtll be better achieved with a level playmg field for HMOs 

In New York, HMOs have been requrred to demonstrate a willingness to execute Medicaid contracts 
to obtain therr Ceruficates of Authonty Currently over 47,000 Med1ca1d enrollees are m HMOs m New 
York State, mcludmg over 25,000 m one HMO alone 

The Comm1ss10ner of Human Services should report to the Governor one year after HMOs are 
required to develop such Medicaid enrollment plans, and mdlcate whether this voluntary strategy 1s 
successful 

CR21. Medicaid win expand the vse of alternatJve health care deJJvery sites and 
health proCessmnaJs, 

Alternative sites of health care dehvery will be estabhshed, mcludlng the expans10n of the current 
network of school-based centers These have the potenual to provide not only health care access, but also a 
full range of psychosocial services to all the state's chlldren A part of this expans10n, a full evaluation of 
the outcomes generated by these centers must also be conducted 

Home health care IS another mode of dehvery which must be expanded. It can serve as an effecuve 
alternative to mstltuuonal care Several wa1ver programs withm the Department of Human Services have 
demonstrated both the efficacy and cost savmgs found m home health care These models must be 
expanded. 

Whenever possible, the use of non-phys1c1an providers,such as nurse pracuuoners and phys1c1an 
assistants, will also be mcreased m a vanety of service settings These profess10nals have the ability to 
dehver high-quality care at much lower cost Nurse pracuuoners have already been successful m the school-
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based centers Phys1c1an assistants have pracuced ma number of setungs m 49 other states and should 
soon be able to pracuce m New Jersey The leg1slauve branch of government should review the poss1b1hty 
of estabhshmg separate hcensure gwdehnes for both nurse pracuuoners and phys1c1an assistants 

CR22. Reimbursement to seJected Medicaid proyidecs who demonstrate 
commitment to a manued care system should he increased, 

Medicaid reimbursement must be mcreased 1f we are to have any sort of workable medical 
assIStance program The current fee schedule IS woefully madequate 

However, a simple across-the-board mcrease m fees may only serve to mcrease expenditures 
without leadmg to greater provider part1c1pat1on or better quahty services A fee mcrease must only take 
place in the context of Medicaid managed care, with providers agreeing to the respons1b1bues of such an 
arrangement m return for greater payment Furthermore, pnmary care providers (e g, pedlatnctans, famlly 
pracuuoners, obstetnctans) should be targeted under thIS 1muauve 

CR23. Other steps should he taken by Medicaid to encourue provider 
parh<;ipatrnn, 

Reimbursement alone will not msure the v1ab1hty of managed care Successful health 
maintenance organizauons mcorporate a number of features to guarantee some selecuv1ty m choosing 
provtders, to aid m recruitment, to mamtain quality standards, and to respond to pauent mqumes Medicaid 
will, as part of its managed care efforts, establISh a formal system of provider relauons and momtonng, and 
seek to reduce the admlDlstrauve burden now facmg Medicaid provtders 

CR24. County and/or State Med1ca1d workers should he placed on-site at 
commumty health centers and hospJtaJs seryin2 Jane md12ent 
popuJatmns to (acihtate ehe;1hihty determmahons, 

The current Medicaid ehg1b1hty process 1s very difficult for c1uzens to negouate, and 1s not 
conducted on provider premises Every effort must be made to move the locus of enrollment to the most 
frequently used pomts of entry mto the health care system For many, this means hat ehg1b1hty should be 
determmed at the hospital site This will mcrease access to Medicaid, msure the state and its c1uzens 
receive their fair share of federally funded semces, and cut mappropriate charges agamst the Uncompensated 
Care Trust Fund 

In order to keep thIS as Slffiple as possible, the state and counues should consider the use of on-site 
ehg1b1hty systems which do not require the stauomng of an ehg1b1hty worker, but which can sun lead to 
rapid on-site enrollment This would mclude the use of electromc data hnks between the 
hospitaVcommumty health center and county offices, to be used by hospital/center personnel m enrollmg 
chents 

CR25. The potential for 1mmedrnte on-site ehe;ihihty determination should he 
considered, Presumptive eJie;ihihty should aJs0 he expanded, The 
ehe;1h1hty and enrollment processes must he streamlined, 

Whtie the expansion of the use of presumpuve ebgibihty should be expanded, other states now 
conduct full ehg1b1hty determmauons at the hospital site This promises to cut the admm1strauve 
complexity and burden of ehgib1hty It would also obviate the need for a two-step process of presumpuve 
determmauon followed by fully ehg1b1hty determmauon 
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The current Mech.crud apphcation process IS extremely cumbersome, mvolvmg the use of a 16-page 
form W1thm the bounds of federal law, this paperwork should be reduced to an absolute m1rumum 

c R 2 6. Jhe Garden State Health Plan should he used to provide health coyer32e 
for small employers and as a HMO option for public and private 
employees on a seJf financm& has1s, 

" • 
Use of the Garden State Health Plan to provide a basic package of health care services for small 

employers and as an option for pubhc and pnvate employees should be fully explored as part of the overall 
managed care m1uauve and to help reheve the uncompensated care trust fund burden The Department of 
Human Services wtll formulate a plan to implement and phase m this obJecUve as part of its five-year plan 
The Garden State Health Plan will be used to allow a low cost buy-m of a health benefits package for small 
employers and pubhc and pnvate employees This requires State legislauon 

The proposed miuauve would provide small employers with the opportumty to purchase affordable 
health coverage for their employees through the Garden State Health Plan (GSHP) The basic strategy 
would be bmlt upon the GSHP's ex1sung network of providers and admmistrauve structure to offer 
unmsured workers and their dependents a basic and affordable health benefit option not currently available to 
them m the pnvate market 

Two enrollment opuons could be available (I) a basic plan that covers mpauent services, 
physician services (pnmary and specialty care), prescnpuon drugs, laboratory and x-ray services, and (2) a 
supplemented basic plan that covers podiatry, optometry, opucal apphances, prostheucs and medical 
supplies, m addit10n to the basic plan A $3 00 co-payment was not mcluded, but could be added to make 
the buy-m plan more financially attracuve to the employer 

The esumated premmm schedule has been established to fund the projected costs of the plan The 
attached contains the approxtmate annual premmm esumates for non-Medicaid enrollment m the GSHP 

CR27. A "HealthStart Plus" prouam shonld he created usm& a two-tiered 
rnsurance approach to insure comprehensive med,cal and support 
services to prenant women up to 3QQ percent of the poverty level, 

One third of all hospital admissmns covered by the Uncompensated Care Trust Fund are related to 
maternity The fact that so many episcxles of childbirth are among the unmsured reflects larger problems m 
our State New Jersey conunues to be challenged by the complex problems of lowermg high mfant 
mortality rates and reducmg the mcidence of low birth weight babies In 1988, there were 117,485 hve 
births m New Jersey and m 1989, births were estimated to be 119,000 Currently, the low birth weight 
rate for whites is 5 4/1,000 and for non-whites 12 1/1,000, and the mfant mortahty rate for whites 1s 
7 8/1,000 whlle for non-whites 1t 1s 18 0/1,000 The mabihty to narrow the disparity m mfant mortality 
and low birth weight rates reflects a vanety of socially complex factors mcluding socioeconomic status, 
envrronment, hfe style and lack of access to needed health care services 

This program would respond to these problems and mm to 

• 
• 

reduce poor birth outcomes 

reduce long-term morbidity and developmental problems among children born followmg 
improperly managed pregnancies 
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reduce unacceptably high expenchtures for technology-mtens1ve care of sick or low-birth 
weight newborns, and for fragmented services provided to pregnant women without case 
management 

* support the development of much needed commuruty-based services 

focus not only on mechcal problems, but the accompanymg psychosocial mtl1eu as well 

The first part of the program would provide expanded Mechcaid ebgib1hty for health and support 
services funded by 50 percent federal dollars and offered through the Mechcaid-funded HealthStart program to 
women and children up to age 6 between 133 percent and 185 percent of the federal poverty level Recent 
legislauon requires Mechcaid coverage of pregnant women and young children up to 133 percent of the 
poverty level, and permits such coverage up to the 185 percent mark The new program would max1mtze 
the federal contnbuuon to the costs of prenatal health support services and prevenuve pedlatnc services 

The second part of the program would provide all women between 185 percent and 300 percent of 
the federal poverty level the ab1hty to buy mto the Garden State HMO for health support services for 
pregnant women and children up to age 6 The fee to buy mto the program would be set by the Garden 
State Health Plan and would be low enough to ensure its affordab1hty This approach would effecuvely 
assure the umversal avatlab1hty of such prenatal services for low-mcome people who are urunsured 

Both parts of this proposal would provide poor pregnant women with nutnuonal counselmg, 
gmdance, home v1s1ts when necessary, and other educauonal and supporuve services that help lead to 
healthy and high-birth weight babies In adchuon, both parts of the proposal rely on case management for 
effective and efficient coordmauon of services 

In add1uon, the plan should mclude additional benefits mtended to prevent future problems Access 
to certam services should be factl1tated, mcludmg educat10nal programs to give each paruc1pant a chance to 
obtam a high-school diploma or G E D , treatment slots for substance abuse, vocauonal trammg and famlly 
plannmg services Interdepartmental resources m state government should be pooled on a pnonty basis to 
provide these add1uonal benefits Expanchng the emphasis of this program beyond trachuonal mechcal 
services enhances its long-term benefit to mother and child, as the problems of madequate prenatal and chtld 
care extend far mto the spheres of education and family relauonsh1ps 

Medicaid Expansion 

CR28 Jhe state should develop and implement a statewide network of managed 
care providers for the Medicaid program . 

At the same ume, the state should examme whether 1t needs to also mcrease the ex1sung fee 
schedule to a level sufficient to s1gn1ficantly mcrease the number of phys1c1ans treatmg Mechcaid pauents, 
espectally children 

CR29. Le21slahon should he enacted which expands the Medicaid eligibility 
1roups to rncJude all optional croups for whic:h federal J financial 
parhcipatmn is ayaJJahle 
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CR30. The state should explore and monitor on an ongoiu basis addJtrnnal 
categories for Medicaid ebgihd1ty under waivers from the Health Care 
Fmanc1a1 Admm1stration CUCFA} or new 1eg1sJatrnn. and should expand 
the Med1ca1d pro2ram on an °Hoiua: basis to maximize the use 0( 
federal funds, 

CR31. Optional services provided under the Medicaid program should he 
reexammed for cost-effectiveness and necessity. and reductions or 
ehmmatmns should made when apprapnate, 

CR32. The State should consider ways to expand home health care services, 

The State of Inchana has requested a federal wmver to reimburse relauves of Mechcaid ebg1ble 
trained to provide homemaker and personal care services 1f provtdmg the sernces creates a financial hardship 
for the relabve Under federal law, personal care services provided by a relabve are not reimbursable under 
Medicaid 

CR33. The state should explore a federal waiver for the inclusion °f wellness 
benefits m the Medicaid program. 

CR34. The state should 51mph[y possibly centrahze the admimstratmn or the 
Medicaid prouam. Medicaid payments to providers should he timely 
DJ..ilJUa 

Community-Based Services 

CR3S. Comprehens1Ye community health centers should he supported and 
expanded, 

As a means of extenchng the network for health services, especially m underserved urban and rural 
areas, the State should encourage the growth and v1ab1hty of comprehensive commumty health centers, 
especially smce federal leg1slauon, effective Apnl l, 1990, reqmres the centers to be reimbursed by 
Medicaid on a cost basis These centers are m ideal opuon for the poor m areas where access to physician 
office care 1s lackmg A method needs to be developed to provide reimbursement to these centers for non-
paymg chents 

CR36. BeJationsh1ps between community health centers and hospital outpatient 
{ac1hties should he established and nurtured, 

Commumty health centers can provide quahty, ongomg care to many New Jerseyans at lower cost 
than prov1dmg ep1sochc care m hospital emergency rooms and outpabent centers With appropnate tnage, 
many patients now seen m emergency rooms could be redirected to health centers funcuonmg with expanded 
chruc schedules 

21 



.. 
I , 
I ·, 
.• 
I .. 
I 

~1 
I .. 
I • I 

•• I .. 
I , 

At least one site in New Jersey serves as a demonstrallon of a pnmary care relallonsh1p between a 
hospital and a community health center The expenence gamed m this expenment can be used m designing 
addlaonal arrangements which emphasize the advantages of usmg community-based services This will 
reduce use of the most expensive settings for many clients, whlle allowmg our c1t1zens to form more stable 
ongoing relat10nsh1ps with health centers which can provide greater contmmty of care 

CR37. Greater empha515 on the use of school-based health chmcs should he 
made as a means of improviu early disease prevention and health 
promotmn for all children startin& at the elementary school ieveJ. 

The Department of Human Services 1s operallng a school-based youth services program which 
offers a comprehensive range of services, mcludmg employment assistance, Job development, drug and 
alcohol counselmg, family cns1s and academic counselmg, recreauon and health and social services With 
29 sites covering 21 counaes, the program 1s being expanded to several middle school sites Whlle 
pursuing this obJecllve, the Department of Human Services should evaluate the effecaveness of the use of 
school based centers for lDlproving the overall health and well bemg of children and adolescents 

The current program should be expanded usmg the school-based model and extended to the 
elementary level of educauon In reference to health care 

(1) 

(2) 

(3) 

(4) 

(5) 

Demographic areas of greatest poverty and health needs should be targeted for the 
expans10n of school-based health chnics to promote health educallon and disease 
prevenuon 

School-based health chmcs should be hoked with greater EPSDT (Early Penodlc 
Screerung and Diagnosuc Testing) outreach and treatment programs funded by Medicaid 

Uniform standards should be established for school-based chmcs with greater phys1c1an 
and school nurse mvolvement and emphasis on pnmary medical care The Department of 
Educallon 1s currently workmg on an expanded cumculum and should consider this area, 
along with expanding clm1cal and health care services At present, school nurse resources 
and requirements are restrlcllve and should be redefined However, this may be coupled 
with hab1hty and legal issues 

Phys1c1an staffing should be provided by persons who parac1pate m the Umvers1ty of 
Medicine and Denllstry of New Jersey State tmllon aid refund program, as well as other 
community health centers 

A stronger relallonsh1p should be developed between school-based chnic staff and the 
health educauon department of the school 

CR38. Reimbursement or uncompensated care should he extended to out-of-
hosp1ta1 settmn, 

The reimbursement of uncompensated care only m hospital-operated fac1hlles will not lead to the 
provision of efficient pnmary and prevenave services to the state's umnsured S1mllarly, 1t makes httle 
sense to propose expandmg such commuruty-based services without extendmg reasonable relDlbursement to 
pay for them 

22 



.. 
I , 
I 
•• 
.• 
I 

.I 
I 

1 
I .. 
I • I 

•• I .. 
I 

Uncompensated care dollars should begm to flow to community-based centers m a controlled and 
lnmted fashmn through specific pilot programs, with opportunities to expand that flow should it be deemed 
appropnate Only then will uncompensated care become less of a hospital-fiance tool, and more of a fund 
to provide care to those who can least afford it 

CR39. Greater vse or ambulatory svuen: centers should he encovra2ed m 
keepiQ2 wtth State health care needs, 

Ambulatory surgery centers perform less complicated surgical procedures in a commuruty 
setting at lower costs than the same procedures performed m a hospital setting The centers are subject to 
State licensure and mspectlon standards, but Medicaid procedures should be adJusted to conform with 
Medicare levels of surgical procedures Currently, Medicaid reimbursement is based on Medicare's four 
payment groups On March 12, 1990, Medicare revised therr payment methodology from four to eight 
groups based on the complexity of the surgical procedure They range from mmor procedures m Group 1 to 
maJor procedures m Group 8 Medicaid should change from four to eight groups for consIStency as soon as 
possible 

Hospital Rate Settine Reform 

CR40. Benchmarks should he determined by which the Crnancial performance 
and productmty of the health care nstem and specific hosp,taJs can he 
measured rn relation to the nation and ovr own expectatmns, 

Currently there are no accepted cntena by which to Judge our performance m cost-containment or 
productlvity Other states have instituted certain target measures, such as expense per adJusted admission, 
to gauge whether their hospitals are becoming more or less efficient, and whether they are following 
nauonal trends It is imperative that such measures be selected m New Jersey, and that such data be 
collected at least annually and pubhshed Data on hospital occupancy and utilizauon must also be collected 
and compared to both our own targets and national figures 

c R 41. Hospital rates should he set once a year • 

Fluctuauon m hospital rates on a monthly basIS is unfair to consumers and msurers Consmners 
are often faced with paying dramaucally more for a hospitalization m one month relative to another month 
Insurance companies are unable to project premiums for an entire year because they are unable to predict 
their hospital expenses 

Hospital rates will be set once per year on a prospecuve basis Rates will reflect automatic 
adJustments and any other adjustments that result from statutes and regulations affecting the dehvery of 
health care m one or more hospitals, talc.mg mto account the effectiveness and efficiency of the he.alth care 
delivery system as a whole 

CR42. An all-mclus1ve payment system should he implemented. 

Much of the deserved cnt1c1sm of the present DRG system 1s its complexity and 
incomprehens1b1hty Instead of mark-ups and surcharges, we need to move to a smgle prospective rate for a 
single disease 
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To achieve this, mdirect costs will be allocated to each DRG rate dependmg on the esumated 
legiumate presence of those costs m each DRG This wdl end the current highly meqmtable system m 
which the mdrrect reimbursement IS the same for a two-day adm1Ss1on for chdd brrth as 1t 1s for a two-week 
adm1ss10n for a heart attack The mix of standard versus mdlv1dual hospital costs w1thm each DRG wdl 
change to reflect the mclus1on of mdirect costs m the payment rate (see Recommendauon #5, below) 
Capital costs will also be mcluded m the rate 

The current pass-through of cert.am costs, mcludmg collecuon agency costs, wtll also be 
termmated Pass-throughs essenually reimburse a hospital for whatever 1t spends, reqmre eventual 
retrospecuve adjustments, and run counter to the pnnc1ples of cost contamment Collecuon costs should be 
reimbursed on a prospective basis 

CR43. A tanet-defmed automatic prnspectiye pdinstment o( 2 percent o{ 
prmected 1rnss revenues should he provided to an hospitals. 

Hospitals expenence cost mcreases which cannot be captured m annual mflauon factors, and which 
are beyond their control Some adjustment is also necessary to allow hospitals to bwld equity which can be 
used to finance necessary and appropnate projects This adjustment wtll replace the several currently 
provided adjustments m the reimbursement system, and wdl assume the establishment of adequate 
prospecllve rates The adequacy of the 2 percent adjustment wdl be reviewed after 1t has been m place 24 
months This adjustment will not constitute a guaranteed operaung margm 

CR44. The use or "standards" <statewide avernesl in caJcuJatmz rates should 
he mcreased, 

To calculate each DRG rate, both the statewide average costs of treatmg patients m that DRG, and 
each hospitals mdividuals costs of treating patients m that DRG, are used The mix of these two 
components has changed over the years, so that mcreasmgly, each hospital's DRG rates are based less on 
the statewide averages (standards) and more on its mdlviduals costs Thus high-cost, less efficient hospitals 
have their rates mcreased, whtle low-cost, efficient hospitals see rate decreases 

The movement towards more of a standard rate has long been an unfulfilled goal of hospital rate 
settmg The federal Medicare DRG system has achieved some success through use of its own highly 
standardized rates The amount of standard m New Jersey DRGs should be mcreased to encourage efficiency 
and cost contamment 

To mcrease thIS proportion of standard, the followmg table wtll be used 
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DAG 
Coefftc1ent of Variation 

0 - 19 
20 - 39 
40 - 59 
60 - 79 

80+ 

Proportion of Standard 

100% 
80% 
60% 
40% 
20% 

NOTE The term "Coefficient of V anatIOn" serves as a measure of the vanauon m the costs among all 
pabents m the State with the same chagnosis 

CR45. Better measures or case-mix to pay hospitals more appropriately should 
he utthzed, 

Many hospitals, especially those m mner-ciues, report treaung sicker and more costly pauents 
Current DRG case-mix systems may not, for example, be able to differenuate between pauents with the 
same d1agnos1s but different seventy of Illness For mstance, 1t may cost more to treat a pauent with 
severe pneumoma than a mtld case, but our DRG system would pay the same amount for each 

In order to dlfferenuate between pauents with varymg seventy and burden of Illness, and to pay 
hospitals more appropnately on this basis, the newly developed Yale Refined DRGs should be considered as 
the measure of pauent classificat10n m New Jersey This system has the abihty to capture these differences, 
and 1t wtll not pose a maJor new admm1strauve burden on either hospitals or regulators Federal Medicare 
regulators are expected to also adopt a more refmed DRG system m 1991 

CR46. High cost and potentially msolvent hosmtals should be identified • 

Hospitals which either have consistently very high costs, or are m fmanc1al distress, will be 
officially 1denuf1ed The Hospital Rate Setung Comm1ss10n wdl then work with those hospitals to 
develop plans for cost contamment or return to solvency These plans will mclude a review of all available 
sources of revenue such as foundauons and for-profit subs1diar1es and suspens10n of all certificates of need 

Further acuons 1f a hospital remains distressed may mclude a reducuon m the hospital's size, its 
merger with other msutuuons, or its bqmdat1on This process will work hand m hand with health 
planmng There will be no rronclad guarantee to protect the solvency of every hospital regardless of the 
need for that msutuuon, its efficiency or its ubhzabon 

CR47. Methods to increase Medicare revenue collected by hospitals should he 
pursued more aggressively, 

Evidence pomts to s1gn1ficant under-collecuon of Medicare dollars by New Jersey hospitals With 
the current stnfung of 100 percent of the Medicare payment chfferenbal to non-federal payers, hospitals may 
have bttle mcenuve to collect every Medicare dollar possible To provide that mcenuve, less than 100 
percent of the dlfferenual should be cost-shifted, leavmg hospitals at nsk for a poruon of that amount 
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Addtuonally, hospitals should be allowed to keep at least a portion of Medicare overages m order to 
encourage them to aggressively pursue legittmate and deserved Medtcare reunbursement 

CR48. The Hospital Rate SeUiu Commission should he reon;anized, 

Currently there is no true payer voice on the Hospital Rate Setting Commission Similar bo<hes 
m other states have busmess representabon with very posiuve results As the maJor purchasers of health 
care, labor and busmess need to part1c1pate m health care payment dec1S10ns Insurance companies and other 
health benefit orgamzabons are specifically excluded from thIS defirubon of a "payer " 

After review of the current functions and compos1uon of the Comm1ss1on, 1t 1s recommended that 
a payer seat be created on the Hospital Rate Setting Comm1ss1on, and that both the Comm1ss1oners of 
Health and Insurance be removed from the Comm1Ss10n Furthermore, 1t 1s recommended that the "public 
members" of the Comm1Ss1on should m reality represent the c1uzenry of the state, not JUSt speclal mterests 
Fmally, the Pubhc Advocate must play a more vital role with the CommISsion The Department of Health 
should examme the feas1bihty of placmg rule makmg authority for rate setting only within the Hospital 
Rate Setting Commiss10n 

CR49. Reasonable reimbursement for hospital-based spec,ahsts should he 
rehundled into hospital rates, rather than the current practu:e of separate 
hllhn2 for these professional services, 

Many hospital-based spec1ahsts (e g, pathologists, anesthes10logists, rad10logists, emergency 
physicians, etc ) now bill pauents separately from hospitals In large part, this 1s due to Medicare 
regulauons However, thIS can remove physicians from cost contamment mechanisms The status quo 1s 
therefore mherently contradictory, with hospitals havmg an mcenuve to reduce the mtens1ty and volume of 
services while specialists at those hospitals are paid under a fee-for-service method which encourages 
maximal utihzauon and high charges For non-Medtcare pauents hospital cost-containment should be 
extended to mclude more of the services provided m that hospital, mcludmg those rendered by these 
speclal1sts 

The task force IS cognizant of the fact that rebundlmg w1ll lead to an mcrease m mpatient hospital 
rates, but beheves that overall real cost savmgs will be achieved as total hosp1talization bills (mcludtng 
specialist fees) will decrease 

CRSO. A reform of the patient hlll should he exammed and implemented, 

The current pauent bill is extremely confusmg Consisung of a Jumble of numbers such as 
itemized charges, DRG rates and "payer factors," 1t 1s Justifiably mcomprehensible to the consumer Indeed, 
some may have no relevance to the consumer The btll must be understandable so that people know how 
much the owe 

Hospital Rate Appea1 Reform 

c Rs 1. A full review of a hospital's cost base should he required as part or an 
appeal, 

The Courts have ruled that the Hospital Rate Setting Comm1ss1on may hear a hospital appeal 
without cons1derauon of the hospital's entire cost base This has helped lead to a s1tuation where hospitals 
appeal hundreds of items without havmg therr entrre fmanc1al and cost expenence reviewed The mcenbve 
for hospitals aims not at efficiency, but rather revenue enhancement through appeals and other adJustments 
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ClanficatIOn 1s necessary to return to the ongmal mtent of the full rate reviews as part of Chapter 
83 statues regarchng hospital appeals Changes m hospital rates other than automauc penochc adJustments 
and adJustments for statutory or regulauon changes will requrre a full review of the hospital's prehmmary 
cost base or certrlied revenue base This review wtll take mto account all hospital affihated orgaruzat10ns 
A full rate review wtll msure that a hospital's entire financial condiuon 1s considered before 1t 1s allowed 
mcreased revenues 

CRS2. A fixed dollar threshold for hospital appeals should he set, 

Currently the hospital payment system frequently hears appeals which, m dollar terms, are 
vrrtually tmmatenal ThIS contnbutes to a complex and untimely system To msure that the efforts of all 
parues are well-spent, a standard of matenal1ty will be set for appeals The sum dollar value of any appeal 
must exceed that hospital's annual target operaung margm be entertained by the Hospital Rate Setting 
Comm1ss10n 

CRS3. Any automatic rate adjustments such as the annual inOation factor and 2 
percent prospechye adrnstment should he ehminated for those hospitals 
appealm1: thelf rates, 

Hospitals deciding to pursue a rate appeal will forego those automatic rate adJustments calculated 
prospecuvely In a full rate review, a hospital must demonstrate that the automauc adJustments are not 
sufficient to meet reasonable and necessary expenses The outcome of the rate review wtll supersede the 
automauc adJustments 

c Rs 4. The hackJo1: m hospital appeals should he addressed before institnhn& 
reforms, 

Hundreds of mtlhons of dollars m hospital appeals are outstandmg These must be settled qwckly, 
otherwise we may be faced with years of future retrospective rate adJustments as these are adJudicated 

One way to address the appeal backlog 1s to have hospitals, the Department of Health, and the 
Pubhc Advocate negouate settlements on each hospitals consohdated appeal backlog after review of each 
hospitals issues by the Department of Health staff Interest costs will not be considered m these 
settlements Unquantified appeals will not be recogmzed Settlements wtll be reviewed by the Hospital 
Rate Setung Comm1ss1on 

Hospitals failmg to reach settlement wtll have their consohdated appeals adJudicated by an 
adnumstrauve law Judge, with review of hospitals' entrre cost base, w1thm a fixed ume frame Tesumony 
would be given by parues mv1ted to the proceedmgs AU recommendauons would then go to the HRSC 
to consider with any wntten obJections 

Rate mcreases from the adJudicated appeal backlog should not mcrease any hospitals rates by more 
than three percent Should a hospital not be able to recoup the amount owned m one year with thIS three 
percent cap m place, then its rate adJustment will conunue for greater than one year and unul the hospital 
recoups the total amount 

The process of cleanng out old appeals would thus be expedited Cons1denng all the appeals at 
once would allow us to quanufy the total effect of therr adJudicauon on the rates HRSC dec1S1ons, as 
always, could be taken on appeal to the appellate divtsion 
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Balanced Billiu1: 
CRSS. New Jersey should take •n•s•ative achoo to mandate Medicare 

assumment to protect senior citizens from the escalating costs °C health 

Tius leg1slauon should mandate that phys1c1ans who treat Medicare beneficianes, must accept the 
Medicare approved rate as payment m full 

In 1989, New Jersey Semors paid $129 million out-of-pocket for phys1c1an bills In a study 
compiled by the Health Care Fmancmg Adnurustrabon m Washmgton, DC, 1t was determmed that only 25 
percent of all New Jersey phys1ciaI1s accepted the Medicare rates as payment m full Semors on a fixed 
mcome often fmd 20 percent of their mcome IS spent on costs related to health care The average mcome 
for seniors m New Jersey 1s $14,500 which means that an eswnated $2,900 IS spent on health care costs 
annually by each of New Jersey's semor c1uzens 

Although Medicare's reimbursement to doctors 1s based upon "customary and prevaihng charges" 
m each regmn, only 29 percent of New Jersey doctors will accept these rates as their fees As a result, the 
average semor 1s forced to pay up to 60 percent of the doctor's charges whereas he/she should have to pay 
only the 20 percent copayment as set forth under this program These overcharges are proJeCted to exceed 
$130 million m 1990 m New Jersey 

Based on a Bureau of Labor Stausucs 1988 Annual Report, as publIShed m the June 1989 ISsue of 
Consumers Union, the Consumer Pnce Index rose 50 percent from 1980 to 1989 while doctors' charges 
rose 180 percent Semor mcome dunng this same penod chd not keep pace with the Consumer Pnce Index 
Fifty percent of seruors have no pnvate msurance or employer insurance to cover out-of-pocket costs High 
out-of-pocket costs lead to delays m seekmg medical attenuon, resulung m emergency room expenses and 
acute care problems, muluplymg costs 

The federal government has passed leg1slauon which will requrre physicians to accept Medicare 
payment for services delivered to those eligible under Medicare as payment m full by 1996 In January of 
1992, the current payment system under Medicare wtll be replaced by Relauve Value Scale, (RVS) This 
new scale wtll place an mcreasmg role m determ1rung what physicians are paid unul all payments are based 
on the mandated fee schedule The Governor's CommISs10n on Health Care Costs believe that New Jersey's 
semor c1uzens can not afford to wait unul 1996 

Health Professions 

CRS6. A program or medical school loan forgiveness should he instituted to 
encourage primary care physicians to practice rn medically underserved 
areas or the state. 

Phys1c1ans could be attracted to areas of health manpower shortage through a program of loan 
forgiveness The federal government, real1zmg the potenbal for such programs to enhance access, plans to 
revive the Nauonal Health Service Corps as part of the Mmonty Health Imtiatlve New York State, 
through its Board of Regents, mamtams us own separate program to encourage phys1c1an practice m these 
areas With or without federal cooperation, New Jersey may be able to create its own mnovabve program 
m tins area. 
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CRS7. The current structure of medical educatmn rn New Jersey should he 
exammed to determme if it •s best serxin& the state's needs, 

The task force beheves that the concept of the "umversity without walls" embocbed m the 
Umversity of Medicme and Dentistry of New Jersey deserves further exammabon The current system of 
undergraduate and graduate mechcal educauon has been 10 place for approximately fifteen years We need to 
review it, to msure that it serves the needs of New Jersey 

CRS8. Chmcal Outcomes and Cost-Effectiveness educatmn 
unden:raduate and Kraduate medical cvrncula. 

should he in 

Physicians-m-trammg are not generally taught how to use the results of Chmcal Outcomes 
research m order to pracbce ma cost-effecbve manner Some portion of the medical school currtculum 
should be devoted to these issues, allowmg practitioners to develop the habit of carefully evaluating 
competing modes of chagnosIS and therapy, m order to dehvery effective and not wasteful health care This 
educabon should contmue past mechcal school mto residency and fellowship 

CRS9. Physmans Assistants should he considered for hcensure rn New Jersey, 

Forty-nme states currently hcense Physician Assistants Only New Jersey does not, though 1t 1s 
home to one of the nation's finest Physician Assistant trammg programs Physician Assistants have the 
potential to mcrease access to needed services m mechcally underserved areas 

c R 6 o. Efforts to address the nvrsrnK shortQKe should he contmued, 

The nursmg shortage contmues One effect has been to force hospitals to turn to expensive 
contract labor to fill nursmg needs Positive steps have been taken to alleviate this problem One umque 
mnovauve approach, the Nursmg Incentive Reimbursement Award Program, has supported creative 
strategies to enhance the work envrronment for nurses m New Jersey ThIS proJect mcludes a detailed cost-
benefit evaluation component New Jersey should continue to seek new ways to confront the nursmg 
shortage 

The Commission recognized as the central problem m Health Systems Dehvery Refonn the need 
for wider, drrected dehvery of pnmary care services to promote a "health care" system rather than a "sick 
care" system Related ISsues considered mcluded the lack of managed care options and the underuttl1Z8tlon 
of commumty-based services 
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c R 61. Consideration should he &ixen {or a crihcal evaluation of the State-
mandated health and phnical education curncu1 11m by a panel °C 
pedrntricians, adolescent medicine speciahsts, mental health 
pro[essrnna)s, and phnical educahon and other professionals to 
determme its effectiveness in terms of today's environment and needs, 

Greater health promouon should be butlt mto the health educauon and physical educauon 
cumculum with greater chance for real changes m healthy behavtor, especially m underserved urban and 
rural areas 

Other Health Delivery Recommendations 
CR62. shouJd he enacted which wouJd chaue the format vsea for 

prescnptions to enconra&e the use of &eneric drn&s, 

Consumers pay between 55 percent and 234 percent more when purchasmg brand name drugs 
mstead of genencs Legislauon has been mtroduced which would adopt a one-lme prescnptlon form for all 
prescnpuons wntten m New Jersey The one hne form would allow genenc drugs to be utlhzed, unless the 
physician specifically wntes "brand medically necessary" The leg1slauon still allows the phys1c1an the 
ab1bty to prescnbe brand name drugs, but the phys1c1an would have to md1cate that on the prescnptlon 
form 

This would bnng substantial savmgs to mdtv1dual c1Uzens, as well as savmgs to the Medicaid and 
PAAD programs These programs represent 25 percent of all prescnpuons ISsued m New Jersey Currently 
under the federal gu1dehnes, Medicaid receives fundmg for prescnptlons at the cost of the genenc eqwvalent, 
unless "brand medically necessary" 1s wntten on the prescnpuon In 1991, the Medicare program will 
begm the same procedures for those prescnpuons covered by Medicare In attempung to find ways to 
control health care costs and spectf ically costs borne by c1Uzens and msurers, this represents yet another 
step at reducmg costs 

CR63. The Commission heheves that there should he legisJatmn enacted which 
prohibits physicians from dispensrn& prescuptmns for profit except in 
hmited tlfcumstances, 

It 1s not unusual for phys1c1ans to provide therr pauents with 1mual doses of medication unul the 
pauent can have therr prescnpuon filled by a hcensed pharmacist However, some physicians are now 
sellmg prescnpuon drugs dtrectly to therr patients from therr offices 

Pendmg legislauon would address this issue The leg1slauon would proh1b1t phys1c1ans from 
dispensmg any drugs for a profit for longer then a five-day penod This provides the opponumty for 
physicians who receive samples of drugs to conunue to give those without costs to therr pauents, as well 
as to address the emergency cases that may ame that requrre the phys1c1an to dispense the drug because the 
pauent 1s unable to obtain the drug from the pharmacist for whatever reason The Commission supports 
this concept and beheves this wtll protect consumers 

CR64. The Commission recommends that the reexamine the 
poss1h1hty 0f allowrn& the prousmn of discounts on prescription 
dl:Jw. 
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New Jersey 1s the only State m the Nauon where current law prohibits pharmacists from 
chscountmg prescnpuon drugs Smee such chscounung has the potenual to save consumers sigmficant out-
of-pocket costs, this prolnbiuon should be reexammed 

CR6S. Le2,sJatJve and educahonaJ imtiatJves should he pursued to encourue 
people to deyeJop hvm2 wins, 

L1vmg wills establish ones wishes with regard to the use of extraordinary mechanical and mechcal 
mtervenuons Smee an extraordinary amount of health care dollars are expended m the last year of hfe, such 
measures as bvmg wills will not only address quahty of bfe issues, but also health care costs 

High insurance rates are caused m part by the costs to the health care system of treatmg those who 
are unmsured These costs are passed along to the msured either through higher medical costs, as health 
care providers shift uninsured costs to those who can pay, or through increased social costs as government 
programs such as Medicaid and Mechcare pay for some of the cost Increasmg insurance premmms cause 
more md1v1duals and busmesses to drop coverage, leadmg to more cost shifting to those who are msured 
More cost shifung leads to higher premmms, furthenng a cycle of hmitauon of health care access and of 
concentration of the burden for payment on a shnnkmg group of mdiv1duals and businesses The 
Commiss10n approached this problem with two goals m mmd to increase access to health msurance and to 
contain the cost of health insurance 

SUMMARY OF RECOMMENDATIONS 
Subsidized Pro2rams to Improve Access to Insurance 

The Comm1ss10n set a goal that every person in New Jersey should have access to basic health 
care services includmg therr own pnmary care phys1c1an, prevenuve services, acute care, ancillary services 
and managed care nus goal 1s best met through the introducuon of a comprehensive program of umversal 
coverage, preferably insututed on the federal level Failing the msutuuon of a umversal health care model, 
the goal must be pursued by expanchng the rate of insurance coverage through a combination of subsiches 
and mducements 

The Comm1ss10n determmed that the goals of improved access and cost containment are best met 
in the near future by workmg within the current system of employment-based insurance The reforms 
recommended below combme several strategies calculated to serve the above goals while preserving the 
State economy from unnecessary dlSrupuon 

In New Jersey, approximately two-thrrds of the uninsured are employed or dependents of the 
employed The employed umnsured are disproporuonately concentrated m small busmesses Coverage of 
this group of uninsured can be increased frrst, by strongly encouraging the use of managed care programs, 
second, by developing and encouraging low-cost, managed care insurance products, thrrd, by prov1chng 
subs1d1es to small businesses choosmg to provide msurance to therr employers, and fourth, by mducmg 
employers to provide msurance through the creauon of penalties 
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This program of employment-based msurance expans10n 1s coupled with s1mtlar efforts to make 
msurance more affordable for mdlVlduals, and with expansion of Medicaid In combmabon, these efforts 
will reduce the cost of msurance through product mcxhficabon and subsidy, and by reducmg cost shifbng as 
more residents become msured 

c R 6 6 Man32ed care insurance plans should he encour32ed over traditional Cee-
(or-serv1ce indemmty plans, 

The Comm1ss10n's recommendabons serve both to contain costs and mcrease access It was 
detennmed that appropnate and thoughtfully designed managed health care plans can achieve economies 
while maintainmg coverage, a task much more difficult with mdemmty benefit plans Managed care plans 
offer prevenbve and wellness programs that Judic10usly spend resources to keep people healthy, with the 
economic benefit of reducing the cost of future "sick care " 

Managed care programs are also able to select part1c1patmg providers who are detemnned to be best 
able to provide high quality care, m a convement setting, at a reasonable cost There 1s an abundant supply 
of physicians m the state A managed care program would have the experttse and perspecbve to make 
Judgments among the physicians avatlable, and to contract with the most able and competent at favorable 
costs For example, the programs can 1denufy "centers of excellence" for some specialty procedures, 
drrecbng pabents to those providers who have demonstrated a high degree of competence and reasonable 
charges for services 

Appropnate managed care programs should be encouraged for all msurance plans The 
Commiss10n recommends that~ managed care programs be ehgible for the subsidies descnbed below 
Further, the Commiss10n recommends that all elements of Blue Cross and Blue Shield be requrred to move 
toward managed care 

CR67. An a[[ordahle, appropriate insurance product (or the small business 
market must he developed, 

The Commission reviewed many suggesuons for producmg a "bare bones" or bm1ted benefits 
product It 1s clear that some of the restncbons imposed by current law must be changed or reexammed 
For example, as 1s descnbed below, mandated benefits should be reviewed, and msurers should be permitted 
to create products bed to preferred provider organizauons At bottom, however, the Comm1ss10n rejects the 
propositton that real savmgs can be achieved by excludmg necessazy services from msurance contracts 

The emphasis m creaung an affordable product should be on appropnately applymg managed care 
pnnciples to ensure that pnmary care and wellness IS encouraged, and that unnecessary, meffic1ent care 1s 
discouraged The elements descnbed below consbtute the standards that must be met by any product that 
will be subsidized No small group or mdividual may draw a subsidy to purchase msurance unless the 
product complies with these standards 

One proposed mibaUve would be to provide small employers with the opportumty to purchase 
affordable health coverage for therr employees through the Garden State Health Plan (GSHP) The basic 
strategy would be to bulld upon the GSHP's existmg network of providers and admmistrauve structure to 
offer umnsured workers and therr dependents a basic and affordable health benefit opbon not currently 
available to them m the pnvate market 

Two enrollment opuons could be avadable (I) a basic plan that covers mpabent services, 
phys1c1an services (pnmary and specialty care), prescnptton drugs, laboratory and x-ray services, and (2) a 
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APPROXIMATE ANNUAL PREMIUM ESTIMATES f0R NON-MEDICAID ENROLLMENT 
GARDEN STATE HEALTH PLAN 

SERVICE PREHIL14 
Cc»4PONENTS 

. ···-- ..... ···------ ·····------········· 
••·•-----••••PREMILl4 SUBTCTALS---------••-
1987 1988 1989 1990 1991 

·········---··· ·------····· ··---·········--------···················---··· 
,. lnpat1ent serv,ces S810 1891 $980 S1,078 11,186 

2. Physlc,an Services s:sos $336 $369 1406 1441' 

Prin111r; Phys1cian, 
Spec;aUU 

3 • Anc,llary servtce, 

Prescr,ptfon drugs S224 SZ46 $271 $298 1328 
Lab & )(•Rey S6 17 ST 18 $9 

Total Ane1llary $230 S253 $278 $306 1337 

4, Other Serv,ces 

Pochatrf st 13 S3 S4 $4 S4 
Optometrist $3 S3 S4 $4 S4 
Opt1c1l Appl I ance $5 S6 S6 S7 11 
Proathet1ce $3 S3 S4 '4 $4 
Medical Suppl 1es S26 S29 S31 1:55 t38 

Tot1l Other Serv,~es S40 S44 S49 S54 S57 

ESTIMATED TOTAL ANNUAL PREMJL14 St ,385 $1,524 S1,676 S1,84/e S2,027 

ESTIMATED TOTAL ANNUAL PREMilJ4 $1,345 S1,480 11,627 $1,790 $1,97'0 
,011,2,3 

A"Lll'f)tions· Enrollment for full year; utflfzet;on pattern s1m1Lar to Medicaid eligfbles, 
no adverse or f,vorable 1electfon; premf~ for year, 1988 • 1991 were inflated 
by 10% per year; fneri)ers end providers to abfde by GSHP NlH, deduottbln and 
co•pa~nts 111111y be f~sed but are not ,~Luded • 
All f11ures are rough estimetea only 

Septen»r 27, 1990 
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supplies, in add1t1on to the basic plan A $3 00 co-payment was not 'mcluded, but could be added to make 
the buy-m plan more financially attracuve to the employer 

The esumated premmm schedule has been established to fwid the proJected costs of the plan The 
attached contams the approXImate annual premunn esbmates for non-Medicaid enrollment in the GSHP 

CR68. Voluntary suhs1d1zed prouams should he initiated to enable more 
residents to ohtam health msurance, 

Targeted subs1dtes should be proVIded m a manner calculated to mcrease the rate of insured persons 
10 the State The program should conta10 the followmg elements 

(a) The subsidy should be available to 10dtv1duals and to busmesses An mdtVIdual 10 a work 
place not offermg insurance, or a self-employed 10d1V1dual should have access to a subsidy 
to make msurance coverage more affordable 

(b) The products ehg1ble for the subsidy must meet the standards descnbed above 

(c) Any product offered through the subsidy program should have rate designs, underwntmg 
standards, and loss rauos consIStent with standards set by the Department of Insurance 

(1) Subs1dtes or tax credits should only be permitted for products that do not use two-
uer ratmg Two tier raung 1s a pracuce that assigns too much pred1ct1ve 
credibility to a small group's actual expenence It 1s an overly s1mphst1c 
method of separatmg "good" and "bad" small group nsks This practice parually 
defeats the poolmg prmc1ple central to msurance 

(n) Any msurer participating 10 the program must demonstrate a loss ratio of 80 
percent, ensurmg that 80 percent of premium dollars go to subscnber benefits, 
and not to overhead or admmistrauve costs 

The parttcipaung msurers would become members of a mk stabihzauon pool to 
permit the spread.Ing of the cost of h1gh-mk msureds Insurers with a loss rauo 
below 80 percent wtll pay the dtfference between therr loss rauo and 80 percent 
10to the pool, to be paid to insurers with loss rauos above 80 percent 

(m) Part1c1pat1ng msurers wdl be requrred to demonstrate that therr underwnung 
pracuces are consIStent with standards set by the Department of Insurance This 
will requrre that the msurers accept all apphcants without regard for medical 
msurab1hty The subsidy and the nsk stab1hzat1on pool will permit the 
eqmtable spreadmg of high nsks 

c R 69. Blue Cross and Blue Shield of New Jersey should he split mto a Jar2e 
1roup and a "puhhc purpose" entity, The "puhhc purpose" entity 
should he a mechanism for applyiu a portion of the insurance 
expansmn subsidy. 

The Commission agreed that Blue Cross should be reorgamzed mto two entities m order to create 
one enuty with a clear sense of m1ss1on to act as the provider of msurance to those who are otherwise 
unable to afford or obtam 1t 
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(a) The large group entity 

The large group entuy would conunue to provide services to the current large group 
customers The Deparunent of Insurance will require that thts new enuty be adequately cap11ahzcd 

The large group enuty will be requrred to create and market mnovauve managed care 
programs and closed panel programs, m order to proVJde for cost-effecuve and appropnate insurance 
products for large employers It WIii also be require.d to parncipate m lhe Medicaid program to the 
extent appropnate 

(b) The pubhc purpose enuty 

The pubhc purpose entJty will be controlled by a new board, charged by unambiguous 
requirements to serve the pubhc interest It will serve small groups and md1v1duals, on both a 
subsidized and non-subsidize.d basis As a pubhc purpose enuty, 11 will be ma umque pos1uon to 
provide services, to try new products on a demonstrallon basis, and to apply subsidy with a 
mm1mum of admm1strauve burden The pubhc pohcy enllty wiU continue to be msurer of last 
reson It 1S hoped, however, that the burden of acting as the insurer of last resort wtll be shared b:>-
olher insurers paruc1paung m the subsidy program 

As 1s descnbed above, all insurers paruc1paung m the subsidy program will be required to 
meet certam standards for product design, and access1b1hty Should other insurers enter the 
subs1diz.ed market in comphance With these requirements, the insurer of last resort burden will be 
shared The public purpose enuty will serve, however, even in the absence of compeutors m this 
market, as the statutory insurer of last reson. 

CR70. The puhhc policy entity or Blue Cross should he ts 7,.,,red to commumo 
rate its pohcies vuJess subsidies svm,,eot to eu1c101ee a[{ordah1ht) are 
provided, 

The Comm1ss1on struggled with the quesuon of whether lhe pubhc pohcy busmess should be 
demographically rated (e g, by age, sex and geographic located), or community rated (1 e, rated equally for 
all insureds purchasing the same product) 

On the one hand, there was concern that demographic rating was fundamentally unfair, and contrary 
to the goals of the Comm1ss1on m that it set the highest premiums for those most b.lcely to need medical 
care On the other hand, there was concern that the use of community raung might mduce those m the 
lowest nsk groups to seek insurance elsewhere, thereby mcreasmg the nsk level of the remammg 
community pool 

In the absence of a massive subs1dy, demographic raung Will lead many of those most m need of 
care to be pnced out of the market.. 11us coocem would be greatly reduced if a large subsidy were avadable, 
penmttmg the actual premium paid 10 be based on ab1hty to pay and not demographic charactensuc 
However, the lmnted subsidy thought 10 be available compels the choice of commumty rating 

In order 10 protect the commuruty rated pool from the loss of good nsks, the Leg1Slature should 
requue that all simllar policies wntten oo md1V1duals and small groups be community rated 

CR 71. Fundm& (qr the fnsurancc cxpaosmu subsidy should he obtained thrnu2b 
the broad-based cmpla)'cc assessment and the pcnaJtaes leYaed on 
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employers not prov1drn2 employee insurance, 

The subsidy requrred to make the msurance products descnbed above affordable to mdmduals and 
small busmesses will be generated through a health care fund descnbed later m tlus Report This fund will 
be raised through broad-based assessments of employers, and through penalues assessed agamst employers 
who fad to sue the avatlable subsidies to provide coverage to their employees 

The subsidy wtll be applied both to direct premmm reducuon for qual1fymg products, and, where 
necessary, for fundmg of the risk stab1hzauon pool descnbed above 

CR 72. Le1dsJahon should he enacted to reqmre that an public contracts 
awarded by any puhhc entity JP New Jersey contain a requirement that 
the successful bidder demonstrates that au workers employed pursuant 
to the puhhc contract w111 he covered by bealth insurance, 

Many employers who successfully bid on pubhc contracts do not proVIde health msurance for their 
employees New Jersey law now requires that contracts for certam categones of pubhc works contain a 
requrrement that workers employed under pubhc work contracts receive a "prevatlmg wage " As a means of 
expandmg health msurance coverage for workers over which tile State has direct control, s1m1lar legislauon 
should be enacted to requrre tllat all pubhc contracts awarded by any pubhc enuty m New Jersey contam a 
requirement that the successful bidder demonstrate, at the ume the contract IS executed, that all workers 
employed pursuant to the pubhc contract will be covered by health msurance meeung appropriate standards 
of adequacy Pnor to the enactment of thIS leg1slauon, its possible effects on small busmess and mmonty 
set aside programs should be carefully weighed 

Cost Containment 
Ex1sung statutes, regulauons and pracuces can be modified, at little or no cost, to expand tile 

avatlab1hty of msurance products and to contam the nse m msurance costs 

CR 73. Unnecessary lee;al harners to sensible, cost-eCCective msurance products 
should he ebmmated. 

(a) Indemmty msurance companies should be permitted to issue contracts with service 
benefits, thereby makmg generally available m New Jersey Preferred Provider 
Organ1zauons ("PPOs") PPOs have had some success m contammg costs through 
restncung the panel of health care providers and managing the care proVIded 

(b) The law should be mochfied to permit hfe msurance pohcies to contain health benefits m 
some crrcumstances 

(c) A program of long-term care msurance should be considered whereby every dollar of 
msurance coverage purchased would protect one dollar of the msured's assets dunng the 
spend-down process for Medicaid coverage 

CR 7 4. Loss ratios and ratm2 practices should he svhiect to strict oversie;ht by 
the Department or Insurance, 
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(a) 

(b) 

The Commiss10ner of Insurance should be pemutted to enforce a mmlffium loss rabo of 
80 percent, regumng that at least 80 percent of the premmms paid be apphed to benefits 
A nsk stabilization pool should be utilized, as descnbed m the section above on the 
subsuhzed products 

The rabng pracbces of group msurers should be subject to oversight by the Department of 
Health to protect consumers from unnecessanly restnctlve pracbces 

CR 75. Premmm taxes on msurance premiums should he ehminated, 

Taxes on health msurance premmms should be ehmmated m order to allow msurers to offer the 
products at a lower pnce The savmgs to msurers should be required to be passed through m premium 
reduct10ns 

c R 7 6. Mandated benefits should he reexamined, 

The Commission heard extensive testimony assertmg that the cost of mandated benefits 
unnecessanly mcreases the cost of health msurance Although the cost was not exactly quantified, it was 
esbmated to be approximately 10-15 percent of premmm costs 

A State commission should be created, dedicated exclusively to reconsidenng the necessity of 
mandating each of the services now reqmred under State law That commission should determme whether 
some mandated services should be deleted from the law It should also consider whether some alternative 
method of ensunng the prov1S1on of those mandated benefits can be created 

Consumer Protection 
CR 77. Consumers should he protected from the possible fmancial failure or 

msurance compames, 

(a) The Commissmner of Insurance should be penmtted to establish and enforce standards for 
adequacy of claun reserves and statutory surplus, accordmg to the nature and seventy of 
nsk assumed by msurance companies, service corporations and prepayment organizations 

(b) A hfe and health msurance guaranty fund should be created to protect msureds from loss 
on the msolvency of msurance companies, service corporations and prepayment 
organizabons 

(c) The Commiss10ner of Insurance should be permitted to hmit the percentage of assets 
which can be held by an msurance company m below-grade mvestments, e g , Junk 
bonds 

CR 78. Consumers should he protected from practices excludma; them from 
cover32e due to pree11stma; illness or cha0&es in employment status, 

(a) Legislation should be enacted givmg mdmduals who lose therr health coverage due to, 
e g , loss of employment, to contmue that coverage at therr own expense at a reasonable 
cost 
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(b) Legislauon should be enacted to requrre all group contracts for health care benefits of 
mdemmty msurers, service corporauons, and prepayment organizauons to cover the 
medical expenses of msureds whose coverage termmates for any reason, when the 
expenses result from chsabihbes first mcurred whtle the msurance was m effect 

(c) Legislauon should be enacted restnctmg the length of time dunng which an msurer may 
exclude coverage for a preexIStmg Illness 

CR 79. Insurance providers' practice should he reviewed hy the Commissioner of 
Insurance, 

(a) 

(b) 

(c) 

Legislauon should be enacted permittmg the Comm1ss10ner of Insurance to regulate the 
acuv1ues of prepayment health plans (HMOs), and the practice of 1ssmng prepayment 
plans for smgle serv1ces 

The Commiss10ner of Insurance should be permitted to regulate group contracts that are 
issued out of state for coverage of New Jersey residents 

Insurers should be required by statute or regulauon to pay the undisputed poruon of 
hospital bills withm 30 days Payments made after that time should accrue mterest 

(d) The Commissmner of Insurance shall estabhsh withm the next three months a study 
group of vanous mterested parues to make recommendabons to correct, reduce and remove 
fraud m health msurance The recommendauons should be issued six months from the 
estabhshment of the study group 

Medical Malpractice Reform 
The cost of medical malpractice msurance has caused health care providers substanual concern 

Although the cost has mcreased over the last two decades, the more recent trend 1s toward decreasmg 
premiums and frequency of clauns The cost of malpracuce premmms contmues to be substanual, more 
sigmficant m the dlscuss10n of health care costs IS the practice of physicianS pracbcmg "defensive medlcme" 
to avmd malpracbce claims, thereby needlessly mflatmg the cost of health care 

The fmal resoluuon of the problems created by the medical malpractice system 1s beyond the scope 
of this Commissmn Intermediate acuons are possible to address the problems of the costs of defensive 
medicme, and the dangers presented by the few, unqualified and dangerous physicians m pracbce 

CRSO. Steps should he taken to moderate the effects of defensive medicine, 

(a) 

(b) 

A system of chmcal protocols should be developed to provide a benchmark of 
appropnateness for pracuuoners and rev1ewmg courts A physician who follows the 
protocols would be enbtled to a rebuttable presumpuon that he or she had exercised 
appropnate medical Judgment m diagnosis The State of Maine and the federal 
government are developmg such protocols, which should be studied for possible adopuon 
mNewJersey 

Legislauon should requrre the mandatory offer of a structured settlement of malpractice 
verdicts valued at greater than $250,000 
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(c) The state should mdemmfy physicians for malpracuce awards resulung from services 
given ma voluntary, unpaid setung 

CRS 1. Greater efforts should be made to improve the quahty of practice and to 
remove rncompetent physICJans from practice, 

Several recent studies have confinned that a few physicJ.alls are responsible for a high percentage of 
malpracuce claims 

(a) The Professional medical Conduct Refonn Act of 1989 (PL 1989, c 300) sets out a 
comprehensive procedure for momtonng the competency of physicians, and for analyzmg 
malpracuce claims expenence The Act creates a Medical Pracuuoner Review Panel to 
consider mfonnauon requrred to be provided by health care factliues, msurers or other 
sources that tend to call mto quesuon the competence of a physician 

(b) 

The Medical Pracuuoners Review Panel, the State Board of Medical Exammers, and the 
Department of Health should JOIDtly report to the Governor withm one year of the frrst 
meeung of the Panel That report should descnbe the effect of the Act, the acuviues of 
the Panel, and any recommendauons for further acuons necessary to momtor the conduct 
of physicians 

The $10,000 bmitat10ns on hospital habihty should be reviewed to detennme whether 
therr repeal would provide a meanmgful mcenuve for hospitals to oversee more zealously 
physicians pracuces 

CR82. The problems presented by the malpractice system should he further 
studied. 

(a) A study group charged with a comprehensive review of the malpracuce system should 
develop a set of recommendauons to mochfy exisung laws 

(b) Any future study group should carefully consider such altemauves to the exisung 
neghgence system as no-fault msurance and compensauon programs 

The Governor's Commission on Health Care Costs bebeves that New Jersey has four opuons with 
regard to addressmg the issue of funding care for the close to 1 mtlhon umnsured, the maJonty of whom are 
workmg persons, and 25 percent of whom are chtldren 

(1) Provide no coverage and thereby deny health care services to 1 mllbon New Jersey 
ciUzens There would then be no need for a 19 percent hospital tax or a new broad-based 
financmg mecharusm 

(2) Mandate msurance coverage by all employers, and, thereby ehmmate the need for the 19 
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(3) 

(4) 

percent hospital tax or a broad-based financmg mecharusm 

Contmue the current 19 percent hospital bill tax 

Ebmmate the 19 percent hospital bill tax and estabbsh a new broad-based financmg 
mechanism coupled with a senes of refonns to contam the growth of health care costs, 
develop lower-cost msurance vehicles, subsidlz.e msurance premiums for employees m the 
small busmess sector and for mdividual purchasers, provide a system of mcentives to 
encourage the purchase of msurance coverage, and a safety net for the reSidual urunsured 

SUMMARY OF RECOMMENDATIONS 
After extensive research and debberallons, the Comm1SS1on makes the followmg recommendations ' 

CR83. Ehmmate the J9 percent hospital hill tax. 

CR84. Expand Med1ca1d to the allowable federal limits to hrin1 in federal-
matchm1 dollars foe the care or pre1nant women and children up to 31e 
L 

c R 8 s. Enroll all eh11hJe Medicaid patients m a man31ed care system in order 
to provide better pnmary and preventwve care and reduce Medicaid costs, 

CR86. Develop man31ed care insurance vehicles for the small business and 
individual markets that offer coverne at rm11hly half or the cost of 
currently ayaiJahle products, 

CR87. Adopt rnsurance reforms that allow community ratiD& and ehmmate or 
severely restrict the pre-existiu condition exclusions, 

CR88. Adopt a broad-based fgndm1 mechanism equal to t percent or the first 
$14,400 of employee waus =-- C$J44l, to he paid hy all employees, J-This 
would yield an estimatea.::_-$45-1;7 ---ffiilhon. t2% would yield 
approximately $20J m,Jhon}. 

CR 8 9. Provide a subsidy to ass 1st in the purchase of insurance [or persons 
between too percent and JOO percent of the federal poverty •eveJ, 
511hs1dy would he provided for approved man31ed care plans only, 

CR 90. Employers who do not take adyantne of the above reforms, Ccoupled 
with the current incentJve of the tax deductihihty of health insurance 
premmms}, [or the purpose of prnv1d1u health insurance coverue for 
their employees and their dependents, and who can not evidence that 
these employees are covered thrnu1h another plan, will he assessed a 
penalty of $t ,ooo per full-time employee and $75Q per part-tiru 
employee, This penalty is to help defray the costs to an New 1erseyans 
for the medical costs °C their umnsured employees and should he set at 
a level s0 as to he si&Dificant to provide a clear financial incentJve to 
purchase rnsurance, 
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The Comm1ss10n considered the fmanc1al impact to New Jersey's busmesses as a result of this 
plan 

For the employers who currently provide health msurance to therr employees, most of whom share 
m these costs through deducbbles and co-payments, 1t means an ehmmatton of the 19 percent hospital bill 
tax that they pay through therr health msurance premmms This would substanllally reduce their premium 
costs 

They would pick up the costs of approximately $144 per employee to fund a New Jersey Health 
Care Fund to be allocated for the purposes 1denllfied later m tins report 

They would not pay the penalty 

For example, Company X has 1,000 employees and health msurance costs of $4 mllbon per 
annum (averagmg $4,000 per employee) 

If approximately 55 percent of the costs of therr health msurance IS attnbutable to acute care costs, 
that equals $2 2 mtlhon per year An average of 19 percent of that cost 1s the hospital tax for the 
Uncompensated Care Trust Fund Therefore, Company X 1s currently taxed $350,000 per year to support 
the unmsured and bad debt costs of other New Jersey c1u.zens ($1,850,000 Actual Costs+ 19 percent Tax= 
$2 2 mdhon) 

If the 19 percent tax 1s ehmmated, as recommended by the Comm1ss10n, then Company X's 
msurance premmm will drop from $4 million dollars per year to $3,650,000 per year (Many large 
employers are self-msured for dollar-for-dollar costs and ullhze msurance companies for the purpose of 
admm1stenng therr health benefits plans) 

Under the Comm1ss1on's Plan, Company X would begm to pay $144 per employee mto the New 
Jersey Health Care Fund, a total of $144,000 

Company X would not pay any penalty because 1t provides a health msurance plan for its 
employees 

In sum, under the Comm1ss1on's recommended plan, Company X would realize a net savmgs of 
$206,000 per year on its health msurance costs 

This savmgs 1s now free for other costs of domg busmess, such as employee wages, other 
benefits, research and development, or to allow the company to pnce its product more compeuuvely 

Let's look at one actual New Jersey company 

Alhed Signal has 5,400 employees m New Jersey Last year, 1t spent $1 2 million dollars for the 
hospital bill tax for the uncompensated Care Trust Fund 

Under the Comm1ss1on's Plan, Alhed Signal would no longer pay this $1 2 mllhon, but would 
pay m its place a $144 per employee for a total of $777,600 The savmgs to Alhed Signal, its customers, 
and its employees who may be sharmg higher deducllbles and co-payments, would be $422,400 per year 

Now let's examme the expenence of the small employer 
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Company Y 1s a small accountmg form employmg 10 people They do not have a company 
health msurance plan because the costs of obtammg such a plan are prohib1uve Currently, because this 
small company would be expenence-rated, and one of its employees 1s chabeuc, and one has a history of 
heart chsease, its msurance premmm would be exorbitant More.over, all of its employees would not be 
covered or only covered on a hmited basis due to the exclusion of coverage for any pre-extsung conchbon 
Company Y's 10 employees are left to obtam health care only when therr s1tuauon becomes so acute as to 
leave no other choice, thereby ehmmaung or severely hnnbng prevenbve and pnmary care When medical 
attention 1s unav01dable, this care 1s usually sought m a hospital emergency room at the high cost of an 
acute care v1s1t, rather than m a physician's office or commumty health fac1hty, because cash IS not requrred 
for care 

The Comm1ss10n 's plan offers several reforms to the msurance market to make health msurance 
more affordable to this small accounung firm These mclude the prov1s10n of a low-cost, managed care 
msurance pohcy for mchviduals and small busmesses, commumty rating, a hm1tat1on on pre-existing 
conchuons exclus10n, and other recommendations The Plan proposes a subsidy and Medicaid buy-m for the 
employees of the frrm who earn under 300 percent of the poverty level ($38,100 for a famtly of four) 

The new low-cost managed care product IS expected to average less than $2,500 per employee (less 
for smgle persons, shghtly more for famtly coverage) With fe!l_~iw_an~ state tax savmgs for health 
msurance costs, the cost would_be reduced to-approxtffiately-$1,640 per employee-~With a hmited subsidy 
available for the employees of smaif bus-1nesse-s, the-costswould be- further reduced An employee 
contnbuuon would reduce the next cost yet further 

________ The ~!Ilployer may choose to co11_tI!)!,!e to let h~ employee~ go unmsured, and pay a penalty of 
($J~r ~ploy_e.e_m ~ddition to the $!44 state-w1d~ con~buUo_!l =per ~mployee Or he/she could take 
advantage of the reforms and mcenuves and obtam health msurance coverage -

The Comm1ss10n believes that the vast maJonty of employers are responsible employers who 
would purchase health care coverage 1f 1t were affordable The Comm1ss10n notes, however, that after a 
reasonable penod of Ume, if such does not prove to be the case, then the penalties should be mcreased so as 
to strengthen the fmancial mcenuve to purchase msurance 

The Governor's Comm1ss10n on Health Care Costs has reviewed the current operation of the 
Uncompensated Care Trust Fund (UCTF) Items that were thoroughly exammed were, how UCTF 1s 
funded, who 1s ehg1ble, general descnpuons of the participants, what types of services are ubhzed, and how 
to best guarantee access to health care for the unmsured 

The uncompensated care fund was created by the Legislature to estabhsh a collection and 
chstnbuuon system to pay hospitals who provide services to the unmsured This system guarantees 
unlimited access to hospital based care Pnor to this legislation, urban hospitals bore a chsproporuonate 
share of the cost of care for the unmsured which placed them at a compebtive chsadvantage for paymg 
patients 

The fund currently pays for hospital services of those who quahfy for chanty care and those who do 
not pay therr bills To quahfy for chanty care, there 1s a shchng scale formula that will cover anywhere 
from 20% to 100% of the hospital bill depenchng on the patient's annual mcome and hqmd assets For 
those mchVIduals who are deemed able to pay but don't, there are requrred collecbon procedures Failure to 
pay may result m hens on any property or assets which the mchv1dual may have 
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The UCTF 1s currently funded through a hospital-based tax on all mpatlent hospital bills In FY 
'89 the average hospital tax was 19 percent Medicare no longer contnbutes as a payer to the UCTF and 
costs previously borne by Medicare are shifted to other payers 

Uncompensated care costs have mcreased an average of 17 percent per year Smee 1983, 
uncompensated care costs have mcreased from $288 mtlhon, to $500 nulhon m 1988 This year the fund 
1s expected to exceed $700 mtlhon Blue Cross and Blue Shield of New Jersey esumates that m 1990, $ 30 
of every $1 00 of hospital premmm they collect will go to cover uncompensated care costs and the costs of 
the Medicare cost shift 

From data collected by the Current Populatmn Survey, we are able to examme selected 
charactenst1cs of the State's unmsured population Demographic charactenstlcs of specific mterest are 
famlly mcome, employment status and age (Source Analys1S by Urban Institute, 1986) 

• 

* 

* 

There 1s a strong associatIOn between low mcome and lack of msurance About 25 percent of New 
Jerseyans with a famtly mcome below the federal poverty level lack health coverage Looked at 
another way, roughly 2/3 of the State's unmsured population has a family mcome below 300 
percent of the federal poverty level As a pomt of reference, the 1990 federal poverty level of an 
mdlVldual 1s $6,380, three times this level 1s $18,840 Income of the unmsured 1s of special 
relevance when 1t 1s exammed m conJunctlon with the average cost to purchase health coverage, 
which some estimate at $3,000 m New Jersey 

A stnkmgly large portion of the unmsured are workmg New Jerseyans Roughly 40 percent of 
unmsured New Jerseyans fall mto the category of employed adult When dependents of employed 
persons are mcluded, the port10n of unmsured New Jerseyans hnked to the work force -- either on a 
part-time or full-ume basis -- exceeds two-thrrds 

The unmsured tend to be young More then 50 percent of the unmsured populaaon m New Jersey 
are younger than 25, chtldren younger than 18 years account for more than 25 percent of the State's 
total number of unmsured 

Uninsured Admissions to Hospitals 

* 

• 

Maternity-related hospitahzatIOns represent roughly 20 percent of umnsured mpatlent dollars and 
35 percent of all unmsured adm1Ss1ons (Source Department analysis of 1986 hospital bills) 

Hospitals are requrred, begmnmg m 1990, to ask patients (msured and unmsured) 1f they are 
employed or not employed Data on employment status has not yet been aggregated and analyzed, 
m early 1991 and 1990 data on employment status will be available for exammauon This 
mfonnatmn IS only bemg asked of persons admitted to a hospital, there IS no uniform reportmg for 
outpatient care 

Persons Whose Bills Contribute to Uncompensated Care 

In contrast to demographic data available on the State's unmsured population,~ i!1~!'!11-~lIOP _to 
d~~be actual users o[ ~_ncompensated care 1s lumted, th~s the !)epartment of Health has frequently rehed 

~on data onllie Sfatis JllllDSured populauon as a rough proxy What we do know-about uncompensated care' 
is-swnmanzed 6efow -- -
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At least 20 percent of wicompensated care dollars 1s reported as chanty care and thus, by defirutmn, 
1s generated by persons with mcomes below 250 percent of the Federal poverty level e (Source 
Chapter 83 Actual Forms, 1989 ) nus percentage 1s widely thought to senously understate the 
pornon of uncompensated care which IS chanty care for three reasons 

1 

2 

Regulabons only permit the designabon of chanty care 1f documentabon of ehg1ble 
mcome and asset levels 1s provided by the pabent, the populanon ebg1ble for chanty care 
may not always be able or wtlbng to provide documentabon If documentabon 1s not 
provided, the pabent btll -- presummg 1t 1s not paid -- falls in the bad debt category 

A review of the rabos of chanty care to uncompensated care across individual hospitals 
provides addlbonal mformabon Most dramatically, m 1989 two mner city 
hospitals each reported less than 1 percent of therr wicompensated care as chanty care In 
contrast, two suburban hospitals m wealthy commumbes reported chanty care amounts 
which represented 62 percent and 44 percent of therr total uncompensated care These 
findings underscore the extent to which chanty care IS wider-reported, parbcularly in mner 
city hospitals -- hospitals which represent the bulk of the State's uncompensated care 
amount 

----- -- - -- -----
3 We know from the Current Populabon Survey that about 66 -percent of New Jersey's 

unmsureo--populahon has a family mcome less ~than 300 percent orthe povertf level 
- One would expect a statewide rabo of chanty care to uncompensated care s1m1lar to 66 

percent -- mstead of the reported 20 percent 

Roughly 70 percent of uncompensated care dollars 1s generated on the mpabent side and 30 percent 
m outpabent departments Outpabent departments are defined by the hospital rate setbng system 
to mclude eight setbngs emergency rooms, cbmcs, same day surgery, off-site health services, 
pnvate referred, same day psych, outpabent surgery, and mobile intensive care umts (Source 
Chapter 83 Actual Forms, 1989) 

Begmnmg in 1990~-~qspitals ar~ requrred to ask pabents without health coverage and pabents 
with!~~ !}lan comprehensive coverage quesuons about therr mcome level Income mformabon 
wiif be found only m the pauent file (1 e , not on the hospital bill) and thus would requrre a survey 
of pallent files pnor to any analysis As this 1s a new reqwrement, It has yet to be aggregated and 
analyzed To the extent this mformabon IS correctly given by pabents, more wtll be known about 
the mcome levels of users of uncompensated care from 1990 forward 

Factors Influencing Amount of State's Uncompensated Care 

The followmg reasons are given by different parbes to account for the increases in uncompensated 
care 

A 

B 

Overall hospital 1Dflabon ID New Jersey, resulbng from annual economic factor mcreases, rebabng 
and the sh1fbng of the Medicare shortfall (porbon not related to uncompensated care) to non-
Medicare payers Hospital mflabon affects the size of all bills, mcludmg uncompensated care 
bills 

Increase ID the number of umnsured (self-pay) adm1ss10ns to hospitals Between 1985 and 1988, 
unmsured adm1ss10ns mcreased statewide by 20 percent Increase m number of unmsured 
outpabent visits 
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E 

Increase m seventy of the medical cond1uons of unmsured pauents admitted to hospitals, e g , 
persons with mv chseases and newborns addicted to drugs, result m larger unpaid hospital bills 

Increase m pnvate insurers' use and magmtude of cost shanng requirements Increased cost shanng 
leads to an mcrease m unpaid deducubles and co-payments, 1 e , mcrease n bad dt associated with 
msured persons 

Factors that mfluence a hospital's ab1hty to collect unpaid accounts, such as a change m the State's 
economy, impact the size of bad debts 

F Ind1v1dual hospital accounung pracuces also result m annual fluctuauons -- both mcreases and 
decreases -- m reportmg hospital bad debt 

It 1s difficult to say what poruon of the aggregate mcrease m uncompensated care -- as well as 
hosp1tal-spec1fic mcreases and decreases -- can be attnbuted to each of the above factors We do know, 
however, that a s1gmficant poruon of the recent mcrease m uncompensated care 1s attnbutable to the 
mcrease m overall hospital mflauon m the State, 1 e, "A" above The Comm1ss10n's recommendauons to 
reform and contain hospital costs, contained m another secuon of thIS Report, will impact uncompensated 
care costs 

The Comm1ss1on embraces that phdosophy that everyone should have access to health care 
services and that It 1s a societal respons1b1hty to f mance such care Given the high cost of medical care, 
steps must be taken to contain the cost of uncompensated care This only can be accomplished by 
decreasmg our rehance on the Uncompensated Care Trust Fund and mcreasmg the number of people with 
msurance 

The Comm1Ss10n beheves that as important as the issue of the method of raismg the revenue to 
support uncompensated health care 1s how these dollars are spent 

In 1989, ll was esumated that the Uncompensated Care Trust Fund (UCTF) would be $514 
mdhon The mark-up factor was predicated on this number Esumates of the UCTF are denved from 
exammmg the prev10us year's costs and escalatmg them forward by an mflauonary factor Actually costs 
are then viewed prospecuvely m order to esumate the followmg year's costs 

Actual costs for the UCTF m 1989 exceeded the esumate by up to $239 mdbon (unaudited), 
totalmg over $750 mtlbon The 1990 amount 1s expected to approach $800 mdhon If the fund were to 
conunue to grow m excess of 17 percent per year, New Jersey can expect the followmg levels of 
uncompensated care m the ensumg years 
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1991 
1992 
1993 

AMICCD 1UN"ir <rDIF 
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CCAiilE 

$ 815 MILLION 
$ 958 MILLION 
$1.121 BILLION 

The surcharge, as the current taxmg method to raise this revenue, would mcrease as well 

The UCIF reunburses hospitals for the costs of chanty care and bad debt The UCTF assures 
universal access to hospital care, and ensures the solvency of New Jersey's hospitals, but 1t has several 
weaknesses 

1 The UCTF 1s supported by a tax on hospital bills which m turn dnves up the cost of health 
msurance By taxmg those who purchase health msurance to pay for those who either can not or 
choose not to purchase health msurance, 1t represents an unfarr tax burden on certam New Jersey 
c1uzens and busmesses 

2 

3 

4 

The current UCTF tax puts New Jersey's busmesses at a disadvantage m competmg with 
busmesses m other states and m the world marketplace The tax has a drrect unpact on the cost of 
domg busmess for New Jersey companies that is not borne by therr competitors The uncontrolled 
growth of the UCTF tax hm1ts the ab1hty of New Jersey's busmess community to mvest m 
research and development, employment growth, and wage and benefit growth 

The current UCTF tax dnves up the cost of health care causmg more c1ttzens and employers to be 
unable to afford health msurance, thereby mcreasmg the ranks of the unmsured. More unmsured, 
more costs to the UCTF, more tax on hospital btlls 

The current UCTF pays for health care at its most expensive store - the acute care hospital It does 
not compensate for care that could be provided m community health care centers, or by expanchng 
and encouragmg a pnmary care network An unmsured person cannot v1s1t a phys1c1an m a low-
cost community health setbng for a non-acute illness, such as a mmor resprratory mfecuon, 
without means of payment, but can go to the hospital emergency room at a cost of perhaps three 
to four umes the cost Such fmanc1al mcenuves are counter to controllmg health care costs They 
are hkew1se counter to the tenets of prevenuve and pnmary health care Unmsured persons are 
hkely to delay a medical visit unbl an uncomphcated resprratory mfecuon progresses mto more 
comphcated illness such as bronch1us or pneumonia, perhaps necess1tatmg a hospital stay What, 
therefore, could have been a $30 v1s1t, has the potenbal to turn mto a hospital stay cosbng several 
thousands of dollars - with the bill bemg picked up by the same UCTF that is-not allowed to pay 
for the $30 visit 
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5 The pnmary !)lethod_by which the costs of uncompensated care can be reduced 1s by mcreasmg the 
- availabif1ty and affordab1hty of health care insurance However, the curreriCtiCTF-does-the 

opposite on both accounts The UCTF does nothing to expand the avadab1hty of insurance for 
low and middle income working people The UCTF makes msurance more and more unaffordable 
~1th each Ihcrease in the tax on hospital bills 

The secbon of the report concerning insurance refonn addresses some of these ISSues 

In 1985, Robert Wood Johnson Foundabon invested $6 2 mtlhon to fund demonsttabon projects 
across the country to break down bamers between insurers and small businesses The projects have had 
lumted and mixed results Therr research has 1denbfied the following factors which charactenze the small 
business market 

(1) Marketing plans to small businesses can be expensive because small frrms are not easily 
identifiable They are usually new businesses, with a high hkebhood that they wtll fad m the first 
two years Often they do not understand insurance and offer few, 1f any, benefits to therr 
employees 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

The small business market 1s usually not any nskler than larger employers according to Robert 
Wood Johnson's prehminary data Each project, now operational in 10 different states (AZ, MI, 
ME, WA, WI, TN, FL, CO, UT, CA), have common goals managing care, controlling costs, 
and proVIdmg state and/or private subs1d1ar1es for markebng 

Some projects subsidize out-of-pocket expenses for low-income workers In Mame, Ql~Jeg1slabve 
prov_!9es-drrect subsidies to-low-income wgrkers In Colorado, low-mcome -workers ~are seen m the 

J)ubhc hospitals through an Exclusive Provider- Network (EPN) Low income workers who are 
unable to meet deducubles and co-payments are covered fully thought eh pubhc hospitals' mdlgent 
care funds 

Seventy-five percent of the 31-37 mdhon uninsured Amencans are employees or dependents of 
employees 

Nearly one half of the salaned uninsured work for businesses with 10 or fewer employees 

The high cost of health insurance IS identified by small businesses as the number one reason why 
they lack insurance coverage Other pnmary reasons include the ab1hty to recruit and retain 
employees without prov1dmg insurance coverage, medical underwnting practices that dlsquahfy 
frrms by size, workers pre-exISbng cond1bons, or type of business 

Insurers identify high markeung and admin1sttauve costs and the fear of excessive losses as the 
major reasons they do not enthus1asbcally pursue the small busmess market 

Robert Wood Johnson researchers have concluded that a combinauon of cost containment (through 
managed care and other mechanisms) and remsurance to hmit exposure to catastrophic losses, can control 
costs and spread the nsks for insunng the small business market Any successful 1mtiabve would have to 
address the major bamers of hm1ted funds for purchasmg msurance, employer and employee sens1bVIty, and 
high employee turnover 
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CR91. The New Jersey Health Care Fund. repJaciu the current Uncompensated 
Care Icust Fund. should tan·et Us resources to reduce the rehance on 
ho5p1taJ-ha5ed uncompensated care. 

The many challenges that confront the Governor's Comm1ss10n on Health Care Costs with regard 
to the access1b1lity and costs of health care to New Jersey's c1uzens, its employers, and its government 
clearly identified the need to spend the dollars raised for uncompensated care, (mespecbve of the method of 
nusmg the dollars) ma smarter fash10n The Comm1ss1on identified the followmg goals for allocabng tlus 
fund more wisely 

(1) GOAL: Expand Insurance Coverai:e 
Subsuhzmg the purchase and retenllon of msurance coverage for employees of New Jersey's small 
busmesses Such subsidlzabon should be lumted to employees w1thm 300% of the federal poverty 
level, and their dependents, and would cover co-pays and deducubles for part of this populallon, 
(Add1uonal discussion of the msurance coverage and delivery systems are addressed mother 
secuons of the Report) 

(2) GOAL: Move From Sick Care to Health Care System 
Support for preventive and pnmary care m1tiallves that address early 1dentrlicallon and treatment of 
Illness m non-hospital setungs Spec1f1cally, ongomg stable support for commumty and 
neighborhood health care delivery programs m eXIstence and for expansion of such programs 

(3) GOAL: Targeted and Early Identification and Treatment of 
HIV Positive Population 

A maJor mcrease m State funds available for testmg and out-of-hospital treatment and services to 
HIV posillve populauon m New Jersey Programs would address famdy needs parucularly of 
women and children who are victims of AIDS 

(4) GOAL: Provide Support for a Citizen-Driven, Local 
Health Plan Process 

The provis10n of stable support for a local health plannmg process to determme, m concert with 
regmnal and state level agencies, health care dehvery pnonues and the rallonmg of hmited health 
care dollars 

(5) GOAL: Expansion of Medicaid to Maximum Allowable by 
Federal Law 

Provide State-matchmg funds to expand Medicaid to 185 percent of poverty level for targeted 
populauon of women and children 

(6) GOAL: Early Prevention and Treatment for All New 
Jersey Children Up to Ai:e 17 

Provismn of funds for specific prevenuon and early mtervenuon miuauves, bke pedlatnc vans, to 
reach urban and rural children at nsk 
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(7) GOAL: Covera2e for Uncompensated Care Costs of 
Residual Uninsured for Acute Care, and for 
Primary Care in Specific Settin2s 

Even with the above in1uauves and other maJor recommendations m tins Report, there will always 
be those who remain uninsured funds should contmue to be provided to cover the acute car and 
outpatient costs of chanty care for these pauents 

There was unammous agreement among Comm1ss1on members and every tesufier or presenter to 
the Comm1Ss10n, mcluchng submitted documents, that the current method of financmg uncompensated care 
through the tax on hospital bills was an unf arr tax and contnbuted to makmg health msurance more 
unaffordable to more and more New Jersey c1tizens 

Unfortunately, to many m the busmess commumty, and to the general pubbc, the current method 
of ratsmg the revenue for uncompensated care, the tax on hospital bills, passed on as raises m therr 
msurance premmms, 1s a largely hidden burden Because they often do not see this tax drrectly, many are 
unaware of its existence, or the problems 1t presents 

As unammous as was the agreement that tax on hospital btlls was unfarr and s1gmficantly added to 
the costs of health msurance, so also was the call for a broader based financmg mechanISm 

In fact, a mid-year survey of New Jersey's busmess leaders 1denufied the costs of health care 
msurance as the number one problem affecting New Jersey busmesses 

Some have suggested to the Comm1ss1on that revenue be located m the current State budget for 
thIS purpose The Comm1ss10n concluded that while thIS would be a potenUally attractive solution, 1t 1s an 
unreal1suc opuon cons1denng the lack of avatlable revenue w1thm the budget 

One suggesuon was an ehmmauon of the current tax rangmg this year from 17 3% to 19 4% per 
hospital bill, and replacmg 1t with a flat tax per employed person for $150-$200 annually A levy of $200 
to be paid by employers, or with a small cost sharmg by the employee, would raise approximately $700 
million dollars per annum whtle s1gmficantly reducmg the costs of health insurance This broad-based 
fmancmg mechanISm would farrly dlstnbute this societal burden and at the same time make heath msurance 
more affordable for all busmesses and mdlv1duals The Unemployment Insurance system could be an 
efficient and eff ecuve method to collect this revenue 

The Comm1ss10n considered the flat tax, a pay or play system, mandaung msurance, a value-added 
~ed1cal ~rnces tax, and several other approaches~~~ - ~- --- - - - . -

The Comm1ss10n's conclusion was to recommend an approach which ehminated the 19 percent 
hospital btll tax and replace 1t with a 1 percent of the first $14,400 of wages tax coupled with a penalty of 
$1,000 per umnsured employee 

Fmally, the Comm1ss10n was troubled by the lack of avatlable discrete and venfiable data on who 
the users of uncompensated care were and specdic mformauon on its components of cost and reasons for its 
levels of mcrease The current data avatlable to the Department of Health, m the view of the Comm1ss10n, 
was lackmg m several key areas Such gaps m mformauon make a defimuve statement to New Jersey's 
c1uzens to support a specific new funding mechanISm more difficult 
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c R 9 2. A complete audit or the Uncompensated Care Irnst Fund •s necessary, 

The issue of high levels of uncompensated care has been m the forefront of the Comm1ss1on's 
dehberabons m part because there 1s a widespread percepuon that most of uncompensated care 1s bad debt, 
which 1s perceived to be attnbutable to "deadbeats" who can, but don't, pay for health care The 
Commission was mfonned that 82 percent of uncompensated care 1s bad debt, while only 18 percent 1s 
chantycare 

This percepuon 1s m1sleadmg for two reasons Frrst, many people not ehgible for chanty care are 
nevertheless medtcally mdlgent, and are therefore unable to afford at least a part of large hospital bdls 
Market basket surveys demonstrate that people have no. chsposable mcome to pay for health coverage unllle 
therr mcome exceeds at least 250 percent of the poverty level Much of the "bad debt," then, 1s attnbutable 
not to deadbeats, but to mm.gent pauents who simply cannot pay 

The Department of Health has prepared several recommendattons to address the data defic1enc1es 
relatmg to uncompensated care 
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EPILOGUE 
The Governor's Comm1ss10n on Health Care Costs spent six months exammmg New Jersey's 

health care system We only scratched the surface 

The issues that confront this Nauon with regard to health care pohcy reqmre maJor systemic 
reform To neglect the need for this reform only ensures that the pressures that cause nsmg costs and 
dechnmg access will contmue This nauonal problem hurts not only the people of this nauon drrectly, and 
at the ume when they are most vulnerable, but also threatens our Nauon's compeuuveness ID the world 
marketplace 

New Jersey 1s far from a consensus on these issues The roots of the causes of health care cost 
IDCreases are complex and, someumes, all but mv1s1ble If you have not been sick, you don't know that 
our health care system IS sick If you are not aware of how our system 1s financed, you don't know that 1t 
1s flawed Even those who do know these thmgs are not ID agreement on how or If 1t should be fixed -- for 
to fix 1t means to address some fundamental financial and economic ISsues 

The Comm1ss10n presents the result of its dehberauons as a starbng pomt for the chscuss1ons and 
dec1s1ons that must follow If not now, then later The reform of the system 1s mev1table, for the 
economic pressures wdl make 1t so 

Most importantly, whether the dec1s10n-makers choose to contmue the current system or to reform 
1t, the Comm1ss1on beheves that a safety net for the unmusred must be mamtamed To do less would deny 
care to our chtldren and all c1uzens of our state when they need 1t the most 
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ance and Health Services 
(6/26 Mtg) 

l0G Testimony from Medical 
Inter-Insurance Exchange 
of NJ on medical mal-
practice (6/26 Mtg) 

-·- _,_ 
SOURCE 

Dr Joanne 
Finley 

A concerned 
citizen 

Perry Draper 
President 
American Asso-
ciatiation of 
Marriage & 
Family Therapy 
in NJ Inc 

Saul Kilste.1.n 
Director 

Howard Weiss 
Sr V. Presi 
dent 

- .. _ ... -·- .. - .. 
INTERNAL SOURCE 

Thomas Russo 



.. - • - -
i DOCUMENT TITLE 

l0H All.1.ed Signal Sl.1.de 
Presentation 
(6/26 Mtg) 

lOI Comments on a range 
of issues which 
have been changed 
to the Comm.i.ssion 

l0J Foster Higgins 
1989 Informat.1.on 
and Research Pack-
age 

l0K Prudential's Posi-
tion Paper 

l0L Mental Health 
Issues and 
Recommendations 
Re Uncompensated 
Care, CN process, 
Reimbursement, etc 

l0M Physician Panel 
Copy of Comments@ 
(6/26 Mtg) 

l0N Physician Panel· 
Copy of Comments@ 
(6/26 Mtg) 

-·- _,_ 
SOURCE 

John Forsman 
President 
Healthcare 
Financial Man-
agement Assoc 

Foster Higgins 

Joseph Frankel 
Vice President 
Government Af-
fairs 

Gail Levenson 
The Mental 
Health Asso-
ciation in 
New Jersey 

Dr Alvin Goldstein 

Dr. Michael 
Grossman 

.. - .. -·- -·- .. - .. 
INTERNAL SOURCE 



- .. • - -
l DOCUMENT TITLE 

100 Physician Panel 

' llA Copy of a 
dissertation 
research report on 
health care policy 
& studies conducted 
at the state levels 
including Canada 

llB Washington's Basic 
Health Plan 

llC Report on Components 
of Health Delivery 
Task Force 

llD Synopsis of Health 
Plans Oregon, 
Connecticut and 
Canada 

llE Recommended Changes 
in Planning and C/N 
Operations and 
Authorities 

llF Comments and 
suggestions on the 
existing DRG 
hospital care 
system 

llG A written 
presentation to 
Commission on current 

-·- _,_ 
SOURCE 

Dr John Capelli 

Ed Fox 
University of 
Washington 
Political 
Science Dept 

Donald Daniels 
BC/BS 

Joseph Sherber 
President 
Kimball Med Ctr. 

.. - .. 
INTERNAL SOURCE 

Copy of Comments@ 
(6/26 Mtg) 

Dr Bruce Siegal 
DOH 

Thomas Russo 

Diane Lynch 
DOH 

John Scioli 
DOH 

_ ... -·- .. .. .. 



.a - _,._ 
i DOCUMENT TITLE 

llH Information on State 
risk pools (includes 
statutes) 

llI Proposals to the 
Commission 

13A Suggested programs 
and expert experience 
HIP/Rutgers can offer 
in reducing health 
care costs 

13B Petition requesting 
Commission to adopt 
a uninformed, 
comprehensive cost 
containment plan 

13C The Health Insurance 
Industry Strategy 
for Containing 
Health Care Costs 
Report to the Board 
of Directors 

13D Statement by the NJ 
Public Health 
Association 
advocating 
preventive health 
care and universal 
coverage & compre-
hensive benefits 

-·- _,_ 
SOURCE 

M Echevarria 
Mutual Benefit 
Life 

NJ Chiropractic 
Society 

Roger Birbaum 
President 
HIP /Rutgers 
Health Plan 

New Jersey 
Action 
Supporter 

Health 
Association 
of America 

NJ Public 
Health 
Association 

.. -
INTERNAL SOURCE 

CoIDmJ..ssioner 
Fortunato 

-·-- -·- .. .. .. 



- .. _._ -·- ..,_ 
1. DOCUMENT TITLE 

13E (a) Providing Access 
to Health Care and 
Controlling Costs 
Approaches a broad 
Option for the US 
Including informa-
tion on West Germany's 
healthcare system 
and a "Health Affairs 
article "Health Care 
Spending and American 
Competitiveness" 

13F Business Insurance 
articles on current 
California health 
care reform 

13G Statements, 
Editorials, and other 
relative info on how 
chiropractic services 
are cost effective 

14A A study by the British 
Medical Journal on 
chiropractic treatment 
and costs. 

14B JAMA article on NY State's 
Regulatory Reform on 
Hospital staff supervision 
and Working Hours 

SOURCE 

Uwe E Reinhardt 
Princeton 
University/ 
Woodrow Wilson 
School of 
Public & Inter-
national Affairs 

Arnold Ciancerilli 
Representative of 
Chiropractic 
Community 

J Daniel Sheeley 
President 
NJ Chiropractic 
Society 

Dr. Stan Bergen 
President UMDNJ 

... - .. 
INTERNAL SOURCE 

Assemblyman 
James McGreevey 

_ ... -·- .. - • 



.. - .. _,_ 
i DOCUMENT TITLE 

14C Southern NJ Perinatal 
Cooperatives Testimony 
on the importance and 
need for preventive, 
prenatal care for women 
& funding for these 
services 

14D An analysis on the 
Canadian Health 
Insurance System and 
how it could be im-
plemented in the US 

15A Report on Hospital 
Regulations at the 
Turning Point 
Opportunities for 
Change 

lSB Information from the 
Assoc of Trial 
Lawyers of America 
NJ on medical 
malpractice 

-·- _,_ 
SOURCE 

Judy Dolan 
Executive 
Director UMDNJ 

Melvin Glasser 
Director 
Committee for 
National Health 
Insurance 

NJHA 

Nancy Becker 
Nancy H Becker 
Associates 

• - .. -·- -·- - • 
INTERNAL SOURCE 



• _._ -·-
t DOCUMENT TITLE 

16A A study by Health 
Care Investment 
Analysts, Inc 
Competitive 
Hospital Markets 
Diffrences in Costs 
and Changes" Supports 
that normal competive 
forces do not work in 
hospitals 

16B Complaints against current 
hospital billing system, 
especially feeling 
it is scamming Medicare 
with inflated bills 
(Original ltr sent to 
US Dept of Health & 
Human Services) 

16C Comments on BC/BS proposed 
bare bones package, indicating 
it is expensive & incomplete 
Suggesting a more effective 
effective approach through 
managed care 

16D Provided documentation and 
reports on the health care 
issues facing America as 
being studied by a 
National Committee for 
Quality Health Care 

SOURCE 

.. - .. - .. 
INTERNAL SOURCE 

Ralph Dean 

Adrian Fredericks 

Don Gasparro 
Foster Higgins 

Janet Renetta 
Sandoz 
Pharmaceuticals 

-·- -·- - • 



_,._ -·- _,_ 
DOCUMENT TITLE 

16E Packet of information from 
UMDNJ shared with the 
American Medical Assco, 
House of Delegates Info 
on HMO's Oregon's Health 
Care Approach the Uninsured 
Population, and AMA Medical 
Schools Also included an 
article from Medicine & 
Health. "Debunking Small 
Group Insurance Myths". 

16F Proposed plan to improve 
access and contain assts 
of NJ health care 

16G Overview of available 
programs and effective-
ness of the programs 

17A Comnu.ssion on Sex 
Discr.uru.nation in the 
statutes' prel.uru.nary 
report on the high cost 
of women who do not 
receive prenatal care 
as well as the need to 
promote prenatal care 
to all women, insured 
and uninsured 

SOURCE 

Medical Society 
of New Jersey 

Roger Birnbaum 
President 
HIP/Rutgers Health 
Plans. 

Melanie Griffin 
Executive Director 
State Commission on 
Sex Discr.uru.nation 
in the statutes 

.. - .. 
INTERNAL SOURCE 

Stan Bergen 
UMDNJ 

-·- - .. 



_._ 
i DOCUMENT TITLE 

20A MHANJ efforts to 
document the need for 
equitable benefit 
coverage Brief 
recommendations for 
consideration by 
Co:mnu.ssion 

20B Alcohol, Drug Abuse 
and Mental Health 
Insurance Coverage 

22A A National Consensus 
on Healthcare for 
Persons Without 
Insurance 

22B Solutions to NJ's 
Health Care Crisis 

22C Status of the Volunteer 
First Aid Squad in NJ 

220 NGA Health Care 
Conference 

24A Student Health 
Insurance Issues 

-·- - .. - .. 
SOURCE INTERNAL SOURCE 

Carolyn Beauchamp 
Executive Director 
The Mental Health 
Association in NJ 

Coalition for 
Comprehensive Health 
Care of New Jersey 

Jane Frances 
St Joseph's Hospital 

and Medical Center 

HEAL 

Linda Mc.Knight 
Tri-Boro First Aid 
Squad, Inc 

Governor Booth Gardiner 
National Governors' Assoc 

Elizabeth Langan 
Princeton University 

-·- - • 
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