00001

STATE OF M CHI GAN

DEPARTMENT OF COVMUNI TY HEALTH

HOSPI TAL ADVI SORY COWM SSI ON

PUBLI C HEARI NG
Noverber 20, 2002
Sparrow Hospital -St. Law ence Canpus

1210 West Sagi naw
Lansi ng, M chi gan

Panel - DR ARTHUR PORTER - Chairman (Detroit Medical Center)
JOE DAMORE - Menmber (Sparrow Health System
ROD NELSON - Menmber (Mackinac Straits Hospital)
DON G LMER - Menmber Ex-OfFficio

(State Budget Director)
JAMES K. HAVEMAN - Menber Ex-Officio
(Departnent of Community Health)
Recorded by - NETWORK REPORTI NG CORPORATI ON
Rebecca A. Al exander, CER-4233



00002

O©COoO~NOULA~WNPE

I NDEX

Testi nony of Rick Murdock

(Deputy Director, M chigan Assom at| on of Heal t h PI ans)

Testinmony of Dr. Arthur Porter Coe
(President and CEO, Detroit Medical Cent er)
Testimony of John Kelley . .
(Senior Vice President of Governnent Affa| rs and
General Counsel for Detroit Medical Center)
Testi mony of Joe Danore . .
(President and CEO of Sparrow Heal t h Care System)
Testi nony of Tinothy Codd . .
(President of Mchigan Ot hoped| c SerV| ce and
CEO of Youngsoft, Inc.)
Testi mony of Janes Haveman . .
(Director of M chigan Departnent of Cormum ty HeaI t h)
Testi mony of Rod Nel son .
(CEO Macki nac Straits Hospi taI and Heal t h Center)

PAGE

7

21

25

34

45

54

72



00003

O©COoO~NOULA~WNPE

(Proceedi ngs scheduled to start at 4:00 p.m; actual

start tinme was 4:15 p.m)

MR. DAMORE: Good afternoon. [|'m Joe Danore,

Presi dent of Sparrow Hospital Health System and I'd |ike
to wel cone everyone to the St. Lawrence Canpus of the
Sparrow Health System It's a real pleasure for us to host
this first in a series of public hearings by the Hospital
Advi sory Commi ssion who is sponsoring this event today. So
we're really pleased to be the host for this event with the
M chi gan Departnent of Community Health. We're really
honored to have a great team here today. And we | ook
forward to seeking the comunity's input.

The purpose of today's public hearing is really to
seek input and ideas from peopl e regardi ng these key
gquestions facing us in health care. And so we hope that we
can get a lot of input fromthroughout the state, and that
we can use this input to better serve the people of the
State of M chi gan.

Let me introduce our teamhere. First, led by our
chair, Dr. Arthur Porter, who is the President and Chi ef
Executive O ficer of the Detroit Medical Center. It's
great to have you here --

DR. PORTER: Thank you.

MR, DAMORE: -- leading this effort. He'll be
chairing today's nmeeting. Next to Dr. Porter is Rod
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Nel son, CEO of Mackinac Straits Hospital up in the UP. And
it's great to have Rod down here in the | ower part of the
state today.

MR, NELSON: Thank you, Joe.

MR. DAMORE: Next to Rod we have M. Jim Haveman, the
Director of the M chigan Departnment of Community Health and
our | eader of the Departnent. Jim thank you for being
here. And, of course, Don Glner, the Director of Budget
for the State of Mchigan is also here. W're really
pl eased Don could be here; and to ny left Joe Baumann, who
is the assistant to the Director of the M chigan Departnent
of Community Health. So now|'d like to turn the hearing
over to our chair, Dr. Arthur Porter. Dr. Porter?

DR. PORTER: Thank you very much, Joe. And, again, it
is a great pleasure to be here today. And | just wanted to
take a monment to tal k about the Hospital Advisory
Conmmi ssion within the M chigan Departnment of Comrunity
Heal t h.

This was established by an Executive Order, 2002-15,
and really has the responsibility to advise the Departnent
of Community Health over a fairly wi de range of issues that
are pertinent to health care today. And as | | ook around
the room and | know many of you, many of these issues have
come up within your owm foruns, within the foruns that we
serve and within our institutions.
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| think that it's also fair to say that health care
has faced many, many chal |l enges, but sonme woul d argue that
as we sit right now at this tinme in this state, we probably
have sone very significant issues that are before us. And
| think that it is good that a commi ssion |ike this has
been established to begin to | ook at sone of these issues.

And for those who have not had the opportunity to read
t he executive order that established the Conm ssion, we
| ook at the general purpose that franes sone of its work
The Conmittee's advisory. It assists the Departnent in
assuring hospital access to health care for the uninsured,
t he underinsured and for the Medicaid population. It's
going to |l ook at patient safety and nechani snms to reduce
nmedi cal errors that affect hospital patients. It is going
to | ook at sone of the financing i ssues such as
di sproportionate share and other federal funds that are
available. It is going to provide advice on the
devel opnent of partnerships between the State and its
hospitals to maxi num federal funding opportunities, to make
recommendati ons for what has been a really inportant area,
and that is pronoting the hiring, the retention of nurses
and ot her key health care personnel that we all know are in
short supply, and to |l ook at securing other opportunities
to increase Mchigan's share of the federal funding.

| think it is also -- one of the areas that it's
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established for is to hel p advise on nmechanisns to all ow
hospitals to nore effectively network with life science
corridor research and research opportunities and to
recommend to the director nmethods for hospitals to partner
with the State in effective wellness and prevention
prograns.

The Commission is required to provide reports within
one year of the devel opnment of the executive order. And
specifically, the Commission is required to report on any
of the negative effects of Medicare funding for hospitals
and the relationship of this funding to the Medicaid
prograns.

The Conmi ssion shall report on the adverse effects of
ri sing nedical mal practice premiuns on the health care
i ndustry and advi se on nechani sns to reduce hospita
prem uns, to reduce hospital and health care systemcosts
and liability. And the Conm ssion shall also report on the
increased utilization trends for hospital services and
devi se recommendati ons for reducing inappropriate
utilization of resources.

I"mprivileged to have these folks with nme. And just
to rem nd you of the nenbers of the Conm ssion, severa
menbers are here, others are not here today. W have
M. Rick Breon from Spectrum Health Care who is not here
today; M. Phil Incarnati fromthe MLaren Health Care
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Corporation; M. Ken Matzick fromthe WIIiam Beaunont
Hospitals; and M. Larry Warren fromthe University of
M chi gan Hospitals and Health Centers.

In beginning to construct a process for the Conm ssion
to do its work, it was felt that it was inportant to seek
testinmony across the state in terns of what folks felt that
mattered, what were pertinent to their organizations,
pertinent to their associations and pertinent to thensel ves
in terms of health care access, funding, these
opportunities that | described.

We have set an anbitious schedule to neet the date of
a report in a year in noving across really four |ocations
within the state and hold testinony. These are |ocations
are today in Lansing, in Ann Arbor in Decenber, and we'l
be hopefully able to provide you with a date today, Grand
Rapi ds, Detroit, Pontiac, Kalamzoo, Gaylord and
St. lgnace. W hope that that would give an opportunity
for everyone to be able to really present their views, et
cetera

We have al so chosen a fairly wide and liberal tine
frame that we will sit up here. That's from4:00 to 7:00.
And the reason we did that was not that we expected to have
a full program of testinony, but nmore inportantly, that
each and every one, each and every organi zation that felt
the need to cone and say their piece would have the
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opportunity and woul d not be constrained necessarily by the
wor ki ng day.

The plan today is to seek your testinony for
menbers, and I'll also be asking the nenbers of this
Conmi ssion to give their thoughts on where they see their
organi zations and their issues in testinony today.

W thout too nmuch further adieu, let me call on the
first person. And it's always brave to be the first person
who agrees to cone up here and do this. And that allows us
to practice with him and for you to practice with us. But
I think that one of the areas that has been very inportant
has been the M chigan Association of Health Plans. And
we're fortunate to have Rick Miurdock, who is here and who
will testify on behalf of that organi zation. Rick

MR, MJURDOCK: M. Chairman, | appreciate the
opportunity to speak before the Conm ssion. Director
Haveman, Director Gl ner, thanks for the opportunity to be
here. |'m here on behalf of M chigan Association of Health
Plans. M nane is Rick Murdock, and I amthe deputy
director of the association

As the M chigan Hospital Advisory Conm ssion begins
its series of public hearings, the Mchigan Associ ati on of
Heal th Plans believes that it's inportant to establish
underlying principles for review ng and devel opi ng
recomendations. And it's in that vein that we offer the
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foll owi ng testinony.

Several year ago the M chigan Association of Health
Pl ans adopted a policy that established a "nanaged care
i ndustry" philosophy of care. Anpbng other principles
included in that policy was the followi ng that we believe
is germane to the current discussion regarding the future
of health care delivery. And I'd like to quote fromthat
policy.

"We represent a phil osophy of health care that

enphasi zes active partnershi ps between patients and

t heir physicians. W believe that conprehensive

health care is best provided by networks of health

care professionals who are willing to be held

accountable for the quality of their services and
satisfaction of their patients. W are comritted to
hi gh standards of quality and professional ethics and
to the principle that patients cone first."
That statenent is our underlying principle and, as such
the Association will continue to support problens that
enphasi ze the following points, and 1'd like to itenize the
for you:

The first point is that future health care delivery --
and we were struggling with how to describe, you know, the
real m ssion of the Comm ssion, so we viewed it as you're
| ooki ng towards devel opi ng recommendati ons for the future
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of health care delivery. So that's the term nology we were
usi ng.

Future health care delivery in M chigan should
enphasi ze quality of care as the focal point for inproving
access, providing cost-effective care and produci ng
nmeasurable results. And then we've identified
characteristics under that that would include:
accreditation; capacity for "nedical home"; the use of
organi zed data, standardized data, including HEDI S and
custoner services that nmeet or exceed the requirenents
under the M chigan Patient Bill of Rights.

We believe that the future of health care in M chigan
shoul d enphasi ze accountability, perhaps now nore than
ever. And as a hallmrk of collaboration, accountability
woul d be a standard. And that would be deternined through
public reporting, such as quarterly and annual financia
reporting, customer grievance reporting,
conpl ai nt/ gri evance, consuner satisfaction surveys and
utilization reports.

We believe that the future of health care delivery in
M chi gan shoul d be based on neasures of performance as a
bench mark for all health care delivery. And then we've
identified sone tools that may be used. There certainly
are others. That would include audited HEDI S data that has
nati onal accreditati on and standardi zed encounter data.
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Final ly and perhaps nmore inportantly than others is we
believe the future of health care in Mchigan should first
focus on how to i nplenent preventive health strategies.

That woul d i nclude care coordination, disease managenent to
help citizens with chronic conditions such as di abetes, to
manage their condition, and customer services that focus on
incentives for health pronotion primary prevention. |It's
our belief that these principles and the focal points

i dentified above are consistent with the issues that you
are trying to raise through the Comm ssion

Many difficult noments for health care will be
encountered over the next several nonths and, indeed, over
the next year. W are hopeful that the discussion
resulting fromthe Conm ssion, coupled with those in
forunms, will provide direction to the next evolution in
health care delivery.

At this tinme the Association would like to respond to
the issues raised in the Advisory Commttee's --

Conmi ssion's hearing notice, and rai se additional questions
in the hope that the response can be part of that
evol ution.

Under funding i ssues and questions: Critical funding
i ssues are now bei ng anal yzed due to the budget situation
Future public hearings for the Advisory Conmi ssion
i ncluding next nonth's in Ann Arbor, will obviously receive
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testinony that will include data regarding that analysis.
However, we believe that it is time for all interested
parties to support preventative health initiatives.

The M chi gan Association of Health Plans believes that
the need to support prevention, health pronotion and to
enphasi ze personal responsibility cannot be separated.
Therefore, as a challenge to all of us, the follow
guestions are raised: Wat type of partnerships for
preventi on can be established and sustained through funding
formulas to reach "at risk"™ popul ations? And how can we
maxi m ze flexibility for all sources of funding to support
an agreed upon strategy? W believe this is a very
critical strategy as we go forward.

Under nedi cal safety and security issues, as you may
know, the M chigan Association of Health Plans is one of
the foundi ng nenbers of the Mchigan Health Safety
Coalition that represents a broad based coalition of
menbers who have cone together to devel op solutions to the
i ssue of nedical errors.

The Associ ation suggests that the projects and
initiatives of the Health and Safety Coalition could be
used to further statewide efforts. Current exanples of
those have been recently reported in the nedia, including
the results of the Hospital Referral Guidelines Survey
regarding staffing in ICUs, which was in today's paper
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Anot her exanple recently reported is the support by
Trinity Health Systemin upgrading their conputer software
in part to reduce nedical errors. The support by Trinity
Heal th System was undertaken not only to inprove the
outcone of patient care, but also expected to result in
econonmi ¢ savings. W anticipate that there will be nore
exanples in this area as a result of state and nationa
enphasis in patient safety and partnershi ps that have been
established to inplenent these recomendati ons.

In a recent report prepared for the American
Associ ation of Health Plans by PriceWaterhouse Coopers, the
following factors were identified as contributing to the
13.7 percent increase in health care costs that took place
in 2001: Drugs, nedical devices and other nedical advances
accounted for 22 percent of the increase; rising provider
expenses, 18 percent; general inflation, 18 percent;

i ncreased demand, 15 percent; governnent mandates and
regul ati ons, 15 percent; inpact of litigation, 7 percent;
and fraud, abuse and other cost drivers, 5 percent.

As noted in this report, 22 percent of every new
health care dollar is driven by litigation and mandat es
al one, and that should be sufficient evidence to address
these itens as priorities. On a national basis, the added
spending resulting fromlitigation, nmandates and fraud and
abuse, which is estimated to be $18 billion, could have
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insured 6.8 million nore Americans. These are sobering
statistics.

Under the future of health care, we believe that the
need for coordinated care is growing rapidly as it rel ates
to the increasing nunber of chronic illness occurring in
today's society. Chronic illness requires coordination and
communi cation. According to the Robert Wod Johnson
Foundati on, over 45 percent of today's US Health Care
Spending is related to chronic disease, and by the year
2020, that percent is projected to be 80 percent.

Future initiatives in health care nust address this
statistic and support cost effective interventions. Again,
as we have noted in this testinony, prevention would be a
cornerstone of chronic care nanagenent. As noted in a
report to the Medicare program providers in the current
system do provide sone care coordination services; however,
they generally do not offer the breadth or depth of
services found in nodel progranms, which would be
conprehensi ve mul tidi mensi onal assessnents of nedical
functi onal and psychosoci al needs, arrangenents of
community services, coordination across providers,

i ntensive health education and support for lifestyle
nodi fications and a nethodical tracking of the patient's
progress between office visits.

As an association, we are certain that the conponents
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for a conprehensive health care coordination are avail abl e.
VWhat is necessary is this systematic nethod of integrating
such servi ces.

These are just our prelimnary thoughts as we are
| ooking towards interacting with this Conm ssion over the
next series of neetings. W'd |like to thank you for
provi ding the opportunity to make these conments. And as |
i ndicated, we will provide subsequent testinony regarding
nore specific issues at future nmeetings, but we believe
this is a very inportant setting and an inportant agenda
you have in front of you. W thank you very nuch.

DR PORTER: Thank you very nmuch, M. Mrdock. Maybe,
if you'd be prepared to take some questions fromthe
Commi ssi on, Joe, any coments?

MR, DAMORE: Sure. Rick, thank you very nmuch. That
was very thoughtful. Any thoughts about how we can further
enhance the Medi caid managed care programthat you m ght
conment on today?

MR. MJURDOCK: Well, to judge by the phone calls | get
in our office, I think we have an overriding issue, and
that's central to your issues too as a hospital comm ssion
and that's the funding, the funding for the Medicaid
program

We certainly are relying to a | arge degree over
di fferent sources of financing. | think we're all very
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much aware of the State budget situation and are | ooking
towards federal relief where we can get it. W are
certainly trying to get an affirmati ve response to the
Qual ity Assurance Assessnent Programthat was passed back
in May. W understand di scussi ons have taken place as |ate
as this week and we're hopeful that there will be a
positive outcone of that. But beyond that, if we can
obtain that source of financing, then we're going to have
some serious situations, | believe, over the next year

10 DR. PORTER: You tal k about the concept of wellnness

11 prograns. Do you feel that currently the incentives are
12 aligned appropriately for well ness prograns to be put on
13 the front burner as opposed to, perhaps, nore

14 sickness-based prograns?

15 MR. MURDOCCK:  No.

16 DR. PORTER: And how would you sort of see the health
17 plans perhaps participating in if there was needed to be a
18 change in direction?

O©COoO~NOULA~WNPE

19 MR. MJURDOCK: | think part of the -- the answer to --
20 direct answer to your question is no. | don't believe we
21 have appropriate incentives yet. | think we're noving in

22 that direction, and that is through accountability and

23 performance standards. Wat we need to arrive at, |

24 believe, is nore standards, performance standards, whether
25 they're in contracts or whether they're in a variety of
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arrangenents between the State or other payers and
provi ders.
Then we'd first and forenost | ook at the perfornmance
of that particular provider entity, system whatever, HWVO
in terms of how well they organize and deliver preventative

services. | think we need to focus on that and build it
into our contracts and arrangenents. W've started that.
In a general way we've | ooked at sone of the, | think,

typi cal preventative nmeasures; immunizations, well child
visits, things of that nature. But | think we need to take
it to the next level, and | think that will give nore of an
appropriate enphasis.

DR. PORTER: Rod?

MR, NELSON: M. Mirdock, you've nentioned governnent
mandat es and regul ations are 15 percent of the increase.

MR, MJURDOCK:  Yes.

MR. NELSON: Regarding instances such as surveys and
accrediting bodies comng in, froma very small hospita
st andpoi nt, we obviously have very limted resources. And
when surveyors or accrediting bodies cone in, sometines
that relationship is not necessarily -- well, let ne put it
this way: Sonetinmes it's adversarial, which results in
many funds being used for consultants to fix the survey
process. |s there any thought on | ooking at that issue?

MR, MJURDOCK: | don't know if | can speak directly to
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the surveys that take place in hospitals. Maybe we can

| ook at the exanples taking place with managed care. W
have both national accreditation requirenents, either
National Committee of Quality Assurance or the Joint

Conmi ssion on Accreditation of Health Care Organizations,
as a requirenment. We also have the surveys that take place
by the state governnent through the Departnent of Conmunity
Health as well as the O fice of Financial Assurance
Services. Wat seenms to be, if | may, problematic is the
difficulty it takes in terms of coordinating those visits,
so the State -- as the State is having a visit, the
recognition of the results of the survey can be used either
for deemed status for qualifications in other areas, so
there's sone neaning to actually having the surveys take

pl ace.

I think there can be a better working rel ationship and
under st andi ng between the regul ati ng agenci es and the
agencies that are being regulated in ternms of what the
standards are and how best to neet them wi thout going

t hrough consultants. | believe there's roomfor that
opportunity. And certainly within the State there's been
novenment in that area. |'mnot aware of that taking place
at the national level. And, in fact, | believe it's going

in the opposite way, where you just about have to have
consul tants because of all the changes, and they're
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changi ng again as we speak.

But certainly where we have control and discretion, we
shoul d consol i date or coordi nate those type of reviews and
use them for deened status purposes. | think that woul d be
a good step forward.

DR. PORTER: Jim any questions?

MR, HAVEMAN. Thanks, Rick, for comi ng in today.

Maybe you can comment on a couple things. One is, you
know, there's a bill that, | think, Representative Hart

fl oated around about HMOs bei ng owned by hospitals. And is
your organi zation taking a position on that? And secondly,
you know, we've had the agreement with hospitals in regards
to the contractual arrangenent with HMOs, and is that
working like it should? Do you think we have sone
challenges with it and sonme opportunities dealing with
access? Have you had sone thoughts on how we mni ght address
that as a Conmission in the years ahead?

MR, MJURDOCK: |In response to the first question
Representative Hart's legislation, | believe and, although
you mght have to correct me, | believe that we've taken a
position in opposition to that piece of l|egislation. As
it's witten, we don't believe it will acconplish anything
related to its objective. And we're not quite certain of
the basis for pushing that legislation. W don't believe
that there are difficulties in the current rel ationships
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now.

The second issue | believe is nore inportant because
it does speak to the direct issue of access, particularly
for our menmbers who have Medicaid contracts. W
certainly -- the issue of having access to hospita
services is an inportant issue. Everyone enphasizes the
need to have contracts because that spells out the details
of all the relationships, the referrals, the discharge
pl anni ng, the care and coordination that can best take
pl ace. W believe that's -- contracts are our first and
forenost, you know, where everyone needs to be. However,
there are instances where contracts aren't possible. Then
the question then is an issue.

And this really is a question for this body as well as
others: If you are a provider of a service that's only
available in a certain location, can you deny access to
that service regardl ess of the source of paynent for that
service? You know, it's an issue that remmins outstanding.
And | think the access agreenents that the Departnment
wor ked on with the Hospital Association and the Association
of Health Plans a year and a half ago took a step in the
right direction to articulate the ground rules in the
absence of a contract. | believe that's a vehicle that can
be used. We would hope that fol ks would go in contract
rather than using it though.
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You may want to spend sone tinme | ooking at that access
agreenent to see how it could be inproved or updated.
think I would advise that. But it's there. And | think as
|l ong as we can guarantee access to the Medicaid
beneficiaries, either through a contract or through the
access agreenent, that's an inportant statenent of the
State to have in place.

MR. HAVEMAN: Thanks.

DR. PORTER: Any further questions?

MR. DAMORE: Rick, has the Association taken a
position related to the Certificate of Need programin
M chigan? | was just curious nore than anything if you
have a formalized position that you care to --

MR. MURDOCK: Yeah, we haven't established a fornal
position. W're still studying the position -- or the
current statute that's out there, yes.

MR, HAVEMAN. All right. Well, Rick, as we trave
around the state in the locals that we're at, sonme of your
menbers could conme and testify and give us sone kind of
practical real-life experiences they've had in their HMOs
and interactions with hospitals, the things that are
wor ki ng and al so sone of the barriers, particularly in
access arena that they think we should address. And if you
have ideas too, |'m sure the Conm ssion would want --

MR, MJURDOCK: | think that we will, certainly, at each
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of the hearings, nmake sure that the menbers in those areas
will attend and do exactly that. The first hearing was a
little short notice, so we thought we'd start off with just
nore of an overriding principle, but those issues are near
and dear to the nenbers, so I'mquite certain they'll be

t here.

MR. HAVEMAN: Thanks.

DR. PORTER: Thank you very much, and thank you for
agreeing to kick this off.

MR. MJURDOCK: My pl easure.

DR. PORTER: \What we're going to do, while we wait for
i ndividuals to give testinony, sonme of us prepared, too, to
address the Commi ssion. And I'mgoing to turn over the
chair of the Conmission to Joe Danpbre, our host. And
woul d Iike to describe and di scuss sone of the issues
associated with the Detroit Medical Center as one of the
| argest, if not the |largest Medicaid provider, so --

MR. DAMORE: Thank you, Arthur. Many of you know the
Detroit Medical Center is really -- does the yeoman's share
of care to the poor in the Inner City of Detroit, and
Arthur faces a trenendous challenge to be able to provide
care in the City of Detroit. And so, Arthur, we appreciate
your perspective fromyour testinmony here today, so thank
you.

DR. PORTER: |I'mjoined by John Kelley, our head of
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Governnment Affairs, Senior Vice President of Governnent
Affairs and our GCeneral Counsel of the Detroit Medica
Center.

Many of you know the Detroit Medical Center. W don't
seemto nmanage to keep ourselves necessarily out of the
news in many foruns. But we are a very conpl ex
organi zation. W are an organi zation that consists of 10
hospitals and institutes, 3,000 physicians, associated with
a nedi cal school, Wayne State University School of
Medi ci ne, spreading over a tri-county area through Maconb,
OGakl and and Wayne County, and providi ng approxi mately or
utilizing approxi mately 25 percent of the state's Medicaid
budget. W are the largest private enployer in the City of
Detroit and al so act as an econom c engine for the City.

If you |l ook at our denographics, our institutions span
an inner-city environnment, an urban environnent but also a
subur ban environment and, thus, is a sort of m crocosm of
health care. W have had the opportunity to see many of
the chall enges that affect health care today wi thin that
environnment. And | think that over the last three and a
hal f years or so that | have had the helmof the Detroit
Medi cal Center, but also as a still practicing physician
many of the issues that are gernmmne today can be seen at
t he Medical Center.

Firstly, our population and our payer mx -- and
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frankly, as many of you know, the financial relationship of
a nedi cal center have been extrenely chall enged over the
| ast few years fromthree and a half years ago where we
lost nearly $140 million

We're the largest carrier of unconpensated care. And
if you take our unconpensated care burden and you subtract
fromthat burden those funds that we get from state,
federal, Blue Cross and other entities such as
di sproportionate share, the amount the Detroit Medica
Center still contributes is in excess of $130 mllion

At the sanme time, we carry a second public m ssion
and that is as an academ c provider actually providing, in
col l aboration with Wayne State, about three quarters of the
physi cians that currently practice within the state. That
is also a contribution, a contribution both in terns of
dol l ars received, GVE dollars, |IME dollars, but
approximately $80 million a year

At the same time we have found that over the | ast
three years as we have noved towards sol vency and even
profitability at sonme of our institutions, there are stil
sone fundamental issues. And there are sone steps that we
have taken which are fundanmentally chall enging.

We see a continued expansion of technology. And we
ask ourselves, as an organi zation, can we keep up? 1In
fact, if you look at the capitalization or the capita
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funding for Detroit Medical Center and its institutions
year by year, we, in fact, have deferred a considerable
ampunt. This can only lead to an eventual stretch of that
rubber band which will not be sustainable.

We have seen, too, the need to expand our organization
out into nore suburban environnents that, frankly, are
supported by a different payer mx. But is that the
appropriate thing to do when one is supporting an urban and
primarily urban m ssion?

We have had to | ook at efficiencies and efficiencies
t hat probably nost hospitals within the state have not had
to be challenged in terns of our staff ratios, in terns of
our efficiency and even in terns of our outpatient clinics
and access points.

If you |l ook at sone of the nbst worrisome areas -- and
often I'm asked what keeps nme up at night -- is traum
care. Detroit Medical Center has the two |argest traum
facilities in the City of Detroit: Detroit Receiving
Hospital and Sinai Grace Hospital. Currently the Detroit
Recei ving Hospital is the only Trauma One Level certified
institution within that city, yet for the first six nonths
of the year 2002, we took in or had approxi mately $50
mllion of charity care.

My concern |ies on several fundanentals: Can we
continue to sustain the |arge access points in terns of
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trauma care without | ooking at novel funding nechanisns?
Can we continue to provide the right obstetrical services
and care for newborns wi thout the right funding streans?
Can we continue to take an unconpensated burden and if as a
private institution we nove away fromthat m ssion, whose
responsibility is it? And finally, is it the time that we
| ook for opportunities to rationalize and share nore across
systenms? Should we have three cancer centers or one great
cancer center?

And | think both fromthis position of giving
testimony but also fromthe other venues that | sit on, |
think that it is not a time for increnmentalismwhen we | ook
at our issues, but probably nore radical and innovative and
out-of -t he-box ideas. And so, therefore, | present this
testimony and ask John Kelley if he wi shes to add anything
to what | have said currently.

MR. KELLEY: Thank you, Dr. Porter. Menbers of the
Conmi ssion, it is a pleasure to be here. | have spent the
last 25 years of nmy life in both public service and had the
opportunity to serve with Representative G|l nore and al so
to speak with Ji m Haveman, having been one of the people
who was responsi ble for his advise and consent in assuning
a very inportant position in state governnent. And so
we're well acquainted over the years in the elected forum
with a nunmber of the issues that this Conmission is charged
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wi th dealing wth.

| am al so a nmenber of the Board of Governors of Wayne
State University and have wat ched very cl osely what has
happened in terns of academ c nedicine and the role that it
pl ays, the very vital role that it plays in the delivery
conti nuumthat we have established here in the state.

My constituency was nostly in Detroit, and | have
wat ched over the years and was an advocate when | was in
the legislature for DSH dollars and all of the prograns
that came in. And particularly the Medicaid funding
programs, | was there to fight for those as a | egislator
and continue to fight for those as a person who is
dedicated to inproving the health care services that we
have in this state.

Unfortunately we've watched -- as Dr. Porter has
poi nted out, we've watched that deficit grow and grow, and
we have not built a public hospital infrastructure in this
state or a public funding streamin this state that can
allow the privatized systemthat we have created to
actually fully deliver health care services to provide the
accessibility, to provide the affordability, to provide the
quality that people of this state so richly deserve

The Detroit Medical Center is a pleasure to work for
because it continues ny own personal mission, and | think
what has shown in alnost all polls that have been done on
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the part of the public before the last 12 election cycles
that |1've participated in, that the public is concerned
about what's happening in the area of health care.

Unfortunately it's such a conplex subject, it is a
subj ect which has, for the npbst part, eluded many nenbers
of the legislature and many nenbers of the public in
understanding how it's delivered that it requires very
strong | eadership on the part of the people in state
government to be an advocate for those goals, to help
peopl e understand what we are trying to achieve and to
create the architecture for delivery of those services, not
just in the urban areas that | come from but also in the
rural conmunities across the state where |'ve watched the
erosion of health care services as well

I had the pleasure in 1983 of introducing a bill to
create a universal health care system And it was
interesting to see the reaction. All across the country --
not in Mchigan, but all across the country | had
invitations for people to cone and speak. They too are
grappling with this question. And | followin ternms of the
i ndustry publications and the journals that are com ng out
now that all across this great nation fromCalifornia to
New York to all the states in between, people are trying to
figure out, how do we deal with this question of delivering
to the people what is a -- | believe a constitutiona
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comm tment for people to have access to health care, and
what our obligations are as a denocratic society to provide
t hose.

So it's not just the polls, but it's also the fact
that many hospital systens, many state governnents have
been | ooking for ways to deal with this question, sone in a
draconi an way, closing down energency rooms, Sone saying
we're going to limt the access to service for only
particul ar ranges of things that we will do for people who

come wal ki ng through the door, but also, |I think, there is
a growing recognition that there is reliance on public
funding. There is -- 34 percent of the revenue that flows

into hospital systens to pay for this unconpensated care
cones fromtax resources. And, quite frankly, this state,
ever since 1978 and the adoption of the Headl ee Anendnent,
has not made that a high priority, has not nmde that
sonmething that this legislature, these |egislatures have
been able to tackle or the state governnment has been able
to tackle without having to offset it with sone other

t hi ng.
So | believe that what we need to do in this
Conmi ssion, | believe what the task is for the next group

of people who are com ng into | eadership, is to find those
novel ways to approach what our obligations are, to fulfill
our constitutional comm tnent, our noral, our ethica
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commtrment to the people of M chigan

It's incunmbent upon the hospitals who have been doing
creative -- you know, pursuing creative ways of taking care
of conpensated care, and the physicians who are often |eft
out as being the individuals who have to bear a great share
of this burden as well, |ooking at the ways that are
possible for us to construct this financial systemin such
a way that we can give the people the quality that they
deserve and we can fulfill our conmitnment to the people of
M chi gan. So thank you for the opportunity of being able
to testify today

DR. PORTER: And we are nore than happy to answer any
guestions on the Medical Center, Joe.

MR, DAMORE: Are there any questions for Dr. Porter?

MR, HAVEMAN. |If you could just off the top of your
head do six things differently if you were |ooking at
rei mbursenent, and, you know, Detroit Medical Center is a
non-profit hospital; hospitals in this state don't pay 1.2
billion dollars in state and federal taxes. | think people
have a right to expect some unconpensated care. | think
that's a given, it's part of a mission as non-profits. But
if you could change five, six things, what would they be?

And part of what we're all talking about here is an
underl ying redefinenent of what a health care delivery
system shoul d | ook |i ke because the one we have right now
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is -- 'cause there's not going to be the billions of new
dollars just to pay full charges. And so what are sonme of
your thoughts futuristically, out of the box?

DR. PORTER: You know, |'ve never been accused of
really thinking inside the box, so |I'mnot sure exactly
where the box is. But |I think that -- | agree with you
there is unlikely to be -- this is not a problemthat can
be fixed by throwing nore noney at it. | nean, even if we
had the noney to throw at it, it mght not be the w sest
use of that noney.

I think there are a nunmber of issues that we need to
look at. | think the first one is how we do business, and
i n what business are we? And | thought | began to begin to
talk a little bit about sort of rationalized delivery of
health care. Do we need every center to do everything? Do
we need to | ook at one great cancer center as opposed to
four or five not so strong cancer centers? Do we need to
| ook at nmore strategic partnerships? Do we need to have
a -- the opportunities to begin to develop creative
partnershi ps with our physician colleagues?

Otentimes | find nyself in the hospital world at
Cross purposes or with perverse incentives between our
physi ci ans and nyself as a physician and nyself as an
adm nistrator. For exanple, in the hospital world, we
necessarily want to have a patient nmove through the system
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very rapidly. As a physician, | need necessarily -- would
per haps have the patient stay a little longer. So there
are these conflicts that are at cross purposes, which
think to sone extent would align our systems better.

| think the last testinony that we heard on well ness
and prevention strategies | think is sonething that we can
take heart to because, again, this is nore as a sort of
nati onal perspective. W tend to be an illness-driven
health care systemthan a well nness-driven system | recal
many tinmes saying, "The flu season didn't hit," in a sort
of sad tone, or, "We're not having as many high-risk
pregnancies.”™ So to sone extent, there are those
i ncentives that perhaps need to be nodified.

I think we have to | ook carefully at our appetite for
hi gh tech equi pnent and to | ook at opportunities to share
and to work in collaborative partnerships across the health
care industry. After all, we are not for profit. And in
fact, nore strategic partnershi ps between organi zati ons,
subur ban, urban, acadenic, et cetera, would be of better
benefit.

We need to | ook nore creatively at our links with
i ndustry. One of the opportunities is perhaps noving our
health care systens towards greater disease state
managenent, | ooking at our pharmacy formul aries, |ooking at
how we spend our dollar and doing those things in a much
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nor e standardi zed and accepted manner. And | think as an
academ c health care system that is something we should
strive to take a | eadership role in.

As you can see, there is no one answer, and even
t hough at sone stage we will have to |ook for a certain
public funding conmtnent, there still are many areas that
I think we can | ook at how we work within the hospita
envi ronnent and between the hospital environment and ot her
heal th care providers.

I think then you have to | ook at another side that is
a funding side, and that is how we deal with truly
unconpensated care and how we deal with those things that
woul d, in many other areas, be considered part of the
public m ssion.

Many cities in the United States have a public
hospital; for exanple, Cook County, the Grady System and
others. W have chosen not to have a public hospita
system but we still have a public mission. And to sone
extent, | think that we may need in those instances to
begin to |l ook for streans of funding that support a public
m ssion both within our |arge urban environnents, but al so
wi thin those environnments that perhaps are not urban, I|ike
our rural environnents as well, but are committed to
unconpensated care. These are just but a few exanpl es of
where | think the Detroit Medical Center and other
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1 institutions like us could play a role.

2 MR. DAMORE: Thank you. Any other questions or

3 comrents? Thank you very nuch.

4 DR. PORTER: Thank you.

5 MR, DAMORE: |Is there anyone else that would like to

6 testify before the Commi ssion today, anyone else in the

7 audi ence thus far?

8 DR. PORTER: |'malso told that our host institution

9 Sparrow Hospital, would |ike to give testinony to this

10 Commi ssion and get -- President, CEO of the Sparrow Health

11 Care System Joe Danore. Again, before you start, let's

12 start off by thanking you for your hospitality for allow ng
13 wus to use your institution today and for you being our host
14 here. Joe?

15 MR, DAMORE: Thank you, Dr. Porter, M. Haveman and

16 Rod, the entire group, it's great to have you here today at
17 the St. Lawence Canpus of the Sparrow Health System

18 And | think Dr. Porter did an excellent job of

19 articulating many of the challenges that we're all facing
20 in health care today. And I'd like to take a few m nutes
21 and first talk about the environment here, which is in mny
22 respects simlar to Detroit but also has sone differences,
23 and then second talk a little bit about the health care

24 chal l enges and what we see maybe as sonme of the issues that
25 can be addressed by the Conm ssion and the M chi gan
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Department of Community Health in the com ng nonths.

Sparrow i s a conprehensive health systemthat includes
several hospitals: Sparrow Hospital over on the east side
of Lansing; of course, St. Lawence here at this canpus;
Clinton Menorial Hospital up in St. Johns, M chigan; Carson
City Hospital up in Carson, Mchigan; and then affiliate,
Central M chigan Community Hospital in M. Pleasant.

Sparrow Hospital two miles east of here is a Level One
Trauma Center certified by the Anerican Col |l ege of Surgeons
for the mddle part of Mchigan and is a conprehensive
regional referral center for the md part of the state
servi ng about a 50-m | e radius.

Sparrow al so includes a nursing hone, the Di nondal e
Nursing Facility, large home care conpanies, and then, of
course, our wellness and athletic club with over 8,000
menbers in that program and then our physician group, a
network of both primary care physicians and sone
speci al i sts providing care.

And we are also a mmjor teaching hospital affiliated
with two nmedical schools, both the Mchigan State
Uni versity Col | ege of Osteopathic Medicine and the Coll ege
of Human Medicine. W have 14 residency and fellowship
progranms with 150 fellows in residence in those prograns
and anot her 50 nedi cal students at Sparrow on a daily
basi s.
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Sparrow has been recogni zed t hroughout the country for
many quality prograns and is recognized in this community
as the leader in health care services because of the high
qual ity physicians and staff that work at Sparrow.

The chal l enges are great right nowin health care.
recently attended a national seminar this past week, and
one of the things that | found striking is the fact that as
our popul ation ages, we're going to continue to be
stretched in health care

A remar kabl e nunber that | heard was 10,000 people a
day in the United States are turning the age of 50; 10, 000

people a day. There are 80 million Anericans that are
between the age of 37 and 56 in the baby booner group. As
that group matures -- you know, and |'m one of those --
above the age of 50, they will utilize health care services

at arate of 7 tinmes as great as sonmeone under the age of
50.

So the demand for health care in America and in
M chigan is going to continue to dramatically increase,
which | think is going to stretch all of our resources in
M chigan. And that brings us to the chall enge of adequate
fundi ng.

Ever since 1997 when the Bal anced Budget Act was
passed, Medicare cuts have really stretched our hospitals
in Mchigan and throughout the country. And we need to do
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all we can to ensure that we have adequate Medicaid funding
also. And I'mreally thrilled with the efforts to try to

mexi m ze the federal contributions to the Medicaid program
through the quality assurance assessnment for hospitals, for

HMOs and for nursing hones. | think that's a very positive
step that the State of M chigan has taken to naxin ze
Medi cai d funding at the federal |evel because, | don't know

i f everyone understands, but for every dollar that's
generated here in Mchigan, the federal government natches
it at about $1.10. And so it brings in a substantia
amount of funds into the state that wouldn't be here

wi t hout that effort.

I think there's a challenge of aligning incentives.

We have many rei nbursenent issues that face health care.
Health care is so conplicated because there are so many

i ndi vidual fifedons, if you will, rather than a rea

organi zed delivery system And one that | was going to
mention is one that Dr. Porter nentioned, and that's trauma
care.

The chal l enge that we face is that many physicians are
not adequately paid to take care of trauna patients. If we
think about trauma, it's one of the nost difficult types of
injuries to take care of because a physician nmust conme in
in the mddle of the night usually and take care of a
person they've never net before, that they don't have a
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history. Yet reinbursenent to care for those patients is
substantially bel ow what a physician could generate in
their office taking care of elective patients in many
fields, general surgery, orthopedic surgery, neurosurgery.
So that reinbursenent to take care of the sickest of the
sick patients at the nost inopportune tinmes is | ower than
it is to take care of the routine patients on a daily
basis. And | think that's sonmething that's wong with our
rei mbursenment system for physicians.

Anot her area, of course, is aligning reinbursenent in

certain specialties. In surgery we have alignnent in
rei mbur senment because the surgeon is paid on a per case
basis, so there's alignment with the hospital. But in the

area of internal medicine there's a great chall enge because
the internist is not paid in an aligned manner. The
hospital is paid on a DRG usually, and the internist would
be paid or the fanm |y physician on a per diembasis. So
there is a lack of consistent incentives to manage |ength
of stay in a econom c way that needs to change.

I think we have a great challenge of recruitnment and
retention of health care professionals. Today our greatest
shortage is nursing. W have to be nobre creative in
encour agi ng young people to enter the nursing profession at
a young age, and | think we have to create schol arship
opportunities to help fund their education so that they
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will stay in Mchigan and care for the patients here in our
state.

I think we're facing sonme ot her shortages right around
the corner simlar to nursing. Pharmacy has been one area,
I think sone physician specialties are going to be -- we're
goi ng to experience shortage here in the next few years
that we need to think through in advance that they're going
to occur.

Anot her challenge is, how do we create incentives for
efficiency? You know, we really believe that we need to
| ook at the nost efficient organizations and bench mark
agai nst those organi zati ons and then share that information
with simlar organizations in the state. So a bench
mar ki ng effort nmaybe that could be done by the Departnent
to help hospitals, nursing hones, insurers, mght be
anot her nethod that we can -- where we can spread
successful efforts to beconme nore efficient throughout the
state.

Pharmacy costs, another key area: Pharmacy costs for
us have been rising at 15 to 18 percent per year. That's a
real chall enge when rei nbursenment is going up at 3 percent
or going down at 3 percent. It really stretches our
organi zation. And | have a frustration with the -- a
personal frustration with the pharnmaceutical industry, you
know. It is the only unregul ated portion, froma price



00040

O©COoO~NOULA~WNPE

perspective, of the health care industry. And | think we
really need to |l ook at pricing in the pharmaceutica
i ndustry.

I don't know if you've seen the advertisenents
recently in our newspapers, but Canadian firns are
advertising in our |ocal newspaper, encouragi ng people to
have their prescriptions sent to Canada, filled in Canada,
and the drugs mail ed back here to the United States because
the cost of the exact same drug is 20, 30 and 40 percent
lower in Canada than it is in the United States. There's
sonmething awmfully wong in our country when we see this
happeni ng.

And these are just sone of the significant challenges
that we at Sparrow are facing and | think hospitals
t hroughout the state and the country are facing. And I'm
really worried about the future because, as we age as a
nation, health care costs are not going to decline.

You know, renenber that nunber, you know, 10, 000
peopl e a day turning the age of 50; people over 50 use
health care resources at a ratio of 7 tines greater than a
person under 50. | think we're going to be faced with a
tremendous challenge in our country. And | think, as
Arthur said, it's time for sone break-through thinking.

You know, tweaking things at the edges are not going
to resolve the trenendous cost issues that are going to be
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facing us in the next five to ten years. And | think we
need to try to get ahead of the curve. So | hope that's
hel pful, and I'd be pleased to answer any questions.

DR. PORTER: Thank you very nuch, Joe, and maybe | can

turn to -- any questions, Jimor Rod?
MR, HAVEMAN. (Shaki ng head negatively)
DR. PORTER: | have a couple of questions. Probably a

huge nut is the sort of pharmaceutical costs that we al
face. Have you any thoughts on how we can get it down or
what steps have you as an organi zation taken to attenpt?

MR. DAMORE: Well, the -- you know, the npst
traditional attenpts have been done to maxim ze the use of
generic equival ents, of course, and then second, |arge
group purchasing. And | believe that the Departnent of
Heal th has al so taken steps in those directions, and maybe
M. Haveman would |ike to coment on that. But those are
two kind of traditional steps.

You know, | happen to think we need to go further
because | think if you | ook at the current |laws, the
current laws in this country related to pharmaceuticals, we
actually -- our governnent actually allows pharmaceutica
firms to create nonopolies for specific drugs. And | think
we need to |l ook at the whole patent |aw systemin the
pharmaceuti cal industry.

But that's really a national issue, not a state issue.
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And that's just ny personal opinion as an area that we need
to look at. | don't know. Jim would you have any
comments about the State's efforts to contro

phar maceuti cal conpanies?

MR, HAVEMAN. It seens to nme that if you read the
literature, the whole discussion, the debate of
pharmaceuti cal s has overtaken the di scussions of health
care reform And it's not only a nmgjor issue at the
federal governnent -- for instance, in Mchigan if the
federal governnent woul d pay the pharnmaceuticals for the
dually eligible, which is costing the state $191 mllion in
Ceneral Fund dollars, that could go a | ong ways to giving
sonme financial relief to the states. And these are people
who are on Medicare that we, you know, provide Medicaid
services to through -- so they get the pharnaceutica
benefit.

When we went into the pharmaceutical drug |ist, PDL
and had the P&T Committee pick that best drug in class or
those best two and then did a reference point, a reference
price, we are currently saving -- experiencing savings of
$650, 000 a week. And we not only have been able to absorb
the 10,000 new Medicaid recipients that have cone in every
nonth in the |ast several nobnths, but have done this in a
way that people are still getting their pharnaceutica
benefit. And right now about 80 percent of the drugs being
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used are not being preauthorized because peopl e have noved
to that |ist.

I think one of the issues | would find interesting --
you know, we've been sued twice on this now, one in the
| ocal courts here and one at the federal |evel by PHRVA,
trying to stop this, because if they can stop it here in
M chi gan, they feel that they can stop it throughout the
country.

But it would be very interesting to put together a PDL
that alnmost all of us could begin using in comopn so that
we can begin negotiating accordingly, because what happens
inthis state is, HM>s have a different fornulary,
hospital s have different, and drug reps are everywhere.
And sone hospitals in the state have banned drug reps from
canpus, but other ways are found.

But it's certainly a challenge, and it's not unique to

M chigan. |It's sonmething that the Canadians are
experiencing. In fact, in Canada right now the premeres
have all agreed to nmove to one fornulary for the Universa
Heal th Care of Canada. So even the provinces will not have

di fferent ones.

The piece that has excited me the nost and one of the
upconm ng sessions, nmaybe the next one, | can talk nore nuch
like Arthur and Joe have, but is the whol e evidence-base
approach to health care. I'mreally excited about -- and



00044

O©COoO~NOULA~WNPE

hope the Conmmi ssion -- we can spend sone tinme and maybe
bring sone people in, we have the ability to do that, to
tal k about evidence and the evidence-based centers that are
around the country who are beginning to | ook at best health
practice in a non-biased way, so that we can then -- to get
some bench marks of some treatnent techni ques and outcones
so we can begin doing sonme neasuring and sonme hol di ng
peopl e account abl e.

But it's hard to build incentives when you don't have
t hose bench marks. And | think evidence-based approach to
health care makes a | ot of sense. They're beginning now to
| ook at the pharmaceuticals, and at -- these evi dence-based
centers, which are about 12 around the country, can | ook at
what is the best drug, you know, Vioxx over agai nst an
over-the-counter drug, and produce that evidence. It's
done because the evidence which physicians and others are
getting are what the pharmaceutical conpani es want to hear
So | think that is an area that we really should spend sone
time and tal k about as a Conmi ssion.

MR. DAMORE: That's a great idea. W have a professor
from M chigan State, Jim who would be really excellent,
who | eads the evidence-based nedi ci ne program at M chi gan
State, Dr. Henry Barry. He's a nationally recognized
fam |y physician who |eads their institution on
evi dence-based nedicine. |I'msure Dr. Barry would love to
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share with us a little bit about what they're doing.

MR. HAVEMAN: Maybe we do that at our next mneeting.

DR PORTER: Perhaps at the next neeting, --

MR, DAMORE: Uh-huh (affirmative). Sure.

DR. PORTER: -- we can have himpresent. Are there
ot her questions for Joe Danore?

MR, DAMORE: Thank you.

DR. PORTER: Again, Joe, thank you very nuch for your
testi nony.

MR. DAMORE: A real pleasure.

DR. PORTER: What |I'd like to do now is ask for maybe
a ten-mnute break unless there's sonebody who wants to
cone to the -- if there's not, that will give ne an
opportunity. And then nmaybe, Jim we'll start off with you
and hear fromthe director, fromDirector Havenman. Just a
ten-m nute break, and we'll be back with you at 25 to 6:00.

(OFf the record)

DR. PORTER: Maybe we can start the session, nove the
session along, and the first person who will give testinony
is M. Tinothy Codd, who is the Chief Executive Oficer of
Youngsoft, Incorporated and al so the President of M chigan
Orthopedic Services. Tin? M. Codd?

MR, CODD: Thank you very much, Chairnman, nenbers of
t he Commi ssion, Director. As board menber of the Detroit
Medi cal Center, as owner of M chigan Othopedic Services,
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as owner of Youngsoft H2H Sol utions, as citizen of the UP
| guess | have an interesting perspective sitting before
you as a -- not only a patient but a provider and a
taxpayer. You always hear the negatives. And it kind of
frustrates ne to only read the press that says doom and
gloom the problens with this and the problens with that
and the financial issues here and the financial issues

t here.

The comrents that |'ve observed and have heard aren't
just in this room but |I think it's been commopnpl ace and
consistent for the |last few years, again due to unforeseen
circunstances, | think. But | think also it's -- all of us
in this roomhave inherited situations that we really
weren't a part of.

So as a provider, M chigan Othopedic Services has
approxi mately 50 enpl oyees providing services from M dl and
all the way down into Detroit. W have grown approxi nately
12 to 15 percent each and every year. H2H Sol utions
Youngsoft ranked 43rd in the Inc 500 fastest grow ng
privately held firns doing business in 27 states and 3
countries. It's really not, for me, as bad as it is for
you. And that's what |'m hearing. As a board menber,
that's an interesting position to be in these days.

One of the nobst -- | should say one of the consistent
observations that |'ve nade sitting on a board and boards
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have been the |lack of participation of the nmenbers. They
feel privileged, they' ve earned this seat or have been
given this seat. But when there are issues that have to do
with the viability of the hospital or their perfornmance, |
really don't see a whole Iot of solution or participation.

So | observe ny hospital that | sit on and sone of the
deci sions that have had to be nade, and | applaud it
because they're not easy. You know, if you | ook at the
| ast three years, closing two hospitals, putting a ball to
one, restructuring the adm nistration, noving corporate
headquarters, | applaud that. But unfortunately, it's not
as newsworthy as the | osses or the financial challenges
that seemto nmake front page.

I think it's the responsibility of all of us to try
and work not only with our board nmenbers, but the comunity
at large. And when you say "comunity," you know, really
what is it? |Is it your hospital? 1Is it your schoo
systen? Is it your nmunicipality? Is it the enployers?
It's all of it. And if you don't have a successful health
care systemin your comrunity, you really have a chall enged
comruni ty.

So ny comments for today are, there are sone rea
| eaders out here, and it's inpressive for the ones that are
truly maki ng the hard decisions. You read all these
comments about, you know, "This is so bad," and, "W're not
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getting paid enough.” Well, what are your solutions?

We at M chigan Othopedics, before we even went to the
mar ket, one of the things that we did -- and again, this
cones fromjust, | think, good old UP upbringing, is that
you' ve got to prove it. Talk is cheap and things are nade
on a handshake. And that's one of the things we did.

We tal k about evidence-based results and outcome. We
put a scientific survey in place so that we neasure certain
types of patients randomy, via the mail, via the phone,
and it's inpressive that the results conme back in the high
90's. And we've been doing this for five years; therefore,
there's a 12 to 15 to 20 percent growth. The old "Field of
Dreanms.” "If you build it they will conme." And | think
it's a challenge for all of us to start producing results.

Coming fromthe Upper Peninsula, it's conforting to
see we have a representative fromthe UP. Al nost |ike
Forest Gunp, what am | doing here? | applaud that, your
commitrment to this opportunity, Rod, 'cause living in
Ont onagon County -- and |I'm sure not a |lot of us know where
that is -- it's a population 35 on a holiday, and it's
chal l enged. We've got a rural health care clinic that's
five mles away, and the physicians are usually on a
rotation with the local community support. But the |oca
hospital is only but an urgent care basically. That's it.

Rod, | know you are thinking out of the box. You are
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doing things that | would hope nore would do, and that is
try to bring resources to you in an econom cal way.

So | sit before you to say, it's really not so bad
because | think we're all very bright people. W've
inherited situations that | think we're capable of fixing.
It takes | eadership |like what the DMC is doing. It takes
i ndividuals like us, fellow board nenbers, to get nore
active.

And then | want to state an exanple that sits with ny
conmpany and the experiences that |I've had with the M chi gan
Department of Community Health. And again, it's amazing to
me that we have so many challenges and it is so wong that
we're suffering and suffering. But if you look at the
budget, where it was 12 years ago and where it is today,
it's inpressive

Director Haveman net -- he and | net five, six years
ago. And | was a hunble little conpany. | think | had
ni ne enpl oyees. And he asked ne what was -- "Do you have
any issues with Medicaid?" And | said, "Yes, | do." And
he said, "You do?" | said, "Yes, but versus tal king about
it here, | invite you to ny place.” And true to Haveman
form he scheduled it and came to nmy facility.

And we wal ked through, and he saw -- actually saw an

anputee. He saw a | eg being made. He saw the whole
manuf acturi ng process. And he said, "Wat's your problen?"



00050

O©COoO~NOULA~WNPE

And | showed hima shelf. And again true to Haveman form
"What's with that shel f?"

We had about 48 patients under the Medicaid system
that were waiting for authorization. So | didn't conplain.
| said, "There are the 48 patients." But interesting,
put a business case before himand said that, "True to
form 97 percent of those patients will be authorized for
services, but we're waiting six to eight weeks." And the
average case happened to be between four and fifteen. 1'm
not here to share the expertise clinically, but it's a
chal l enge. 1t's painful

O the three percent that were denied authorization
they were overturned on appeal. So we had a 100 percent
approval. True to Haveman form he called up his director
on his nobile, and everybody knows where he keeps his
nobil e, and he said, "I want a neeting right away. | want
this to be resolved."

Wthin five weeks he changed policy on nuscul ar
dystrophy and cerebral palsy. He elimnated the
aut hori zati on process on behalf of Medicaid because it was
consistent. W had a business case. All the procedures
were consistent. You can't deny the codes. And with that
exanpl e, there was no press release. There were no
banners. There wasn't a forumlike this.

So | sit before you as an entrepreneur being pressed
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into action. And | look at all of you as kind of like the
same way. You've got to come up with solutions. The
chal l enges are many, and they're going to get worse, and
think there's roomfor inprovenment. And it's not to be
resol ved today, but it's interesting that, you know, when
you do talk to the major payers out there, including the
M chi gan Associ ation of Health Plans, they're all very
bright. They're all living with a systemthat is comng
and going. What | think is needed is this type of forum

It's amazing to ne that when soneone's on the other
line trying to give us authorization on prosthetics or
orthotics, they really don't have the specialty. There's
areas | think that we can inprove on. W'd love to sit at
the table and tal k about it.

Now, the second issue that | want to tal k about or at
| east address is technology. | reference, and it's not a
forumfor ne to share with you the attributes of ny
conmpany, it's interesting that we' ve created sol utions that
have made the systems nore efficient. And it's amazing to
me that we're succeedi ng, not because we have the biggest
and the best and were publically traded, but we have
results. And we cone in with our sleeves rolled up, and we
cone in |looking for perfornmance evidence and risk.

You know, you see all the warranties in performance
contracts and et cetera, and it's amazing to ne. | wal ked
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into one managed care plan, and | said, "W're willing to
go at risk on this. If it doesn't work, you don't pay for
it." They said, "You can't do that. This is health care.
It kind of shocked ne. You know, it happens in ny --
when | buy a car or when | buy a product. |If I don't -- if
it doesn't work on the technical side or the appliance
side, these are hard metals, we can take risk. W can
warranty our appliances.
So | stand before you or sit before you to say that
we' re succeedi ng, and there's good news out here. And
wel come the opportunity to share it and be a part of it.
So with that, I'mhere to take your questions.
DR. PORTER: Thank you, M. Codd. You do have a
nunber of different views fromthe UP to the manufacturing,
entrepreneurial side. You've also had the opportunity to

| ook at health care organizations as we -- as they go
through this little norass of changes.

Perhaps 1'1l paraphrase one of the questions that were
put to ne. |If you could |Iook for a few instant magi c wand

changes, what would be on your list that you say, "Let's
change this?" because clearly the director of the
Department sol ved an issue that was related to tineliness
of authorization for you and perhaps a process inprovenment.
Can you think -- have you considered other areas that m ght
benefit the whole health care chain?
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MR. CODD: Yeah. Gosh, | think that's why |'m an
entrepreneur because | think so much. And half of what I
do works, but, hey, the half that does is pretty good.

We have in the State of M chigan probably the | argest
purchaser of benefits in the country. You have the
autonotives. You have organi zed labor. And for a little
old conpany like me to fight up the food chain to get to
themto provide results to say |'"mworthy of being a
partici pant in what they called back then a very cl osed
panel because it nade sense financially to close the panel

they listened. I'mnot here to take away the credit and
hard work of special interests, but sometines specia
interests is just that. It's very special to an
i ndividual's agenda. | |look at the purchaser to get closer
to the results.

It's anazing that | -- | sit on a rehab board, and al

of the work-related and trauma injuries, a lot of the care
is going to Chicago and Denver. And | think there's
somet hing wwong with that.

The other issue is the pharmaceuticals. And | don't
know i f anybody has really quantified the total purchase of
pharmaceuticals in the State of Mchigan. But it's got to
be very, very generous, given the |argest purchasers are
here. So what percentage are we getting in order to help
fund our challenges? You see a |ot of the dollars going
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el sewhere. So | would | ook towards getting closer to where
the dollars go.

And technology, | think -- you know, Director Havenan
and | have had this conversation before, and |'ve had it
with a nunmber of purchasers. There's a huge data
di sconnect. The duplication of services and the redundancy
i s overwhel m ng.

You | ook at the autonotive conpanies and the mgjor two
suppliers, and you've got the State of Mchigan and its
enpl oyees, but they're all on their own systens. They're
all separate. And | know this isn't an issue we'll solve
today or tonorrow, but hopefully we can have di scussions,
and who knows what can happen fromthere, but there's got
to be a way that we can cooperate on data because the
econony that we have from a purchasing power, | think we
can reward the systens that produce the results that |
woul d choose to go to.

DR. PORTER: Questions? Thank you, M. Codd. Thank
you.

MR. CODD: Thank you.

MR. HAVEMAN. Let nme share a few words

DR. PORTER: Yeah. Director Haveman has asked that he
cone on the record and share a few words about his views of
this, and I'mdelighted that you felt able to do this at
this tinme.
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MR. HAVEMAN: As you know, this is an area that we al
real ly appreciate tal king about, and | appreciate the
opportunity. And it's nice to be on a Commi ssion with
people |like M. Danobre and Dr. Porter and Rod Nel son and
ot hers.

| was preparing for a talk the other day, and | added
up, in 1991 when sone of us arrived here in Lansing the
budgets of all the departnments that are now are part of the
Department of Community Health was just short of, | think
about $5 billion, maybe about 4.7, 4.9. Today it's $9.2
billion. The Medicaid office -- department | think has
done an extraordinary job of finding additional resources
that we could bring into the state, and if Don G| ner would
be here, he'd certainly acknow edge Paul Reinhart and his
creativity to bring in federal dollars to Mchigan. And
think the work that has gone on recently with the
assessnment with the |egislature and the Departnment and DVB
and the governor certainly points it out as well

Only about 7 percent of hospital revenue in this state
is fromMedicaid. It amazes nme the debate that goes around
fromthe hospital groups at tinmes over Medicaid. It's an
i mportant part of revenue. |It's a significant part of
revenue for sone -- some nore than others, but many of the
issues -- and | think M. Danore referenced it -- are
taking place at the federal level. And one of the
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chall enges | think that was built into the executive order
of this comm ssion is to begin addressing sonme of the
federal issues, not only the bal anced budget, but also the
issues related to the recent cut backs in Medicare which
have not been reinstated and also with the effect on the
nursing homes. And the list just goes on

And as you know, right now Congress is pretty wel
fixated and not noving on a | ot of issues, including sone
of them which we've been advocating for for sonme tinme, and
I think we're going to have to wait '"til the new Congress
gets in place before sone of these are addressed. But
revenue at the federal level is certainly down, as it is at
the state |evel.

We' re preparing recommendations for an executive order
this week because the revenue of the state isn't what it
shoul d be or what it was projected to be when this -- when
the '03 budget went together

Medi cai d has 80, 000 pages of rules. Medicare has
120, 000 pages of rules; two conpletely different functiona
systens. And out there then you also have the VA. And
Dr. Porter well knows there's a VA Hospital right in the
m ddl e of his canpus which is significantly enpty and | ow
in bed utilization. But there's not a huge connection at
times between VAs and it's sonething that currently even
sonme |l egislation is being | ooked at in the M chigan
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| egislature with hospitals and VA and even, to see how
controversial the amendment can be, it points out sone of
t he chal | enges.

|'"ve already tal ked about the dually eligible. But if
we woul d have Medicaid block granted to states with sone
annual inflation simlar to what was done with TANIF with
Soci al Services or Family Independence Agency, we could be
very creative and kind of redesign what could be done.

You know, 5, 6 billion dollars is a significant anount
of noney, but at times it's just orchestrated in the wong
way or in the wong place, and it's tough to move it fromA
to Bto C, because not only the politics but also tradition
and how it's al ways been and how the rei nbursenent
structures have been.

Timpointed out a situation that -- M. Codd, that he
experienced, and basically what that cane down to was two
peopl e who were enployed to do prior authorization, and
nobody ever asked, "Well, how many actually get
preaut hori zed?" And if you're alnmost at 100 percent, why
do you preauthorize it? You can always do a back audit if
need be, and that's what we did.

100, 000 people a year die in hospitals. One of the
situations | thought about recently when | was flying back
froma nmeeting was, why, when we issue a CON, don't we
require a hospital to have a certain standard of technol ogy
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and nedi cal records and autonmati on and be addressing sone
of the issues related to nedical errors?

The technol ogy has been proven to cut down
significantly -- particularly in the |aboratory, the
automati on and the use of sw pe cards and bar codes and the
i ke, maybe we shoul d consider that. You know, we
currently don't, and | don't see that happening real soon
But it's a thought | think we should think about.

Unconpensated care, people think, well, it's great.
Let's go to the fair qualified health centers and establish
them Well, what people often forget, we reinburse fairly
qualified health centers about 100 percent of charges,
so -- and that conmes out of the Medicaid budget. And

there's sone talk that there's a separate pool in
Washi ngton that could be funneled into sone of these
centers, as the president has suggested. And | do happen
to think that those conprehensive health centers are a
great way to provide sonme | evel of unconpensated care

You know, we have about a mllion people wthout
i nsurance in Mchigan. But about 600,000 are kind of
bet ween jobs, and, you know, it's kind of a changi ng nunber
all the tinme, but there's still a core group of people.
And we don't think very creatively on how to keep sone of
the core group of people out of ER roons and where we just
provi de services.
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And even one tinme we went to a two-tier systemfor ER
rooms so that we could get nore rei mbursenment for
physi ci ans, because a |ot of -- sone areas of the state
they were providing urgent care centers through the use of
nurse practitioners. As soon as we provided nore funding
for the ER roons for the physicians, they shut down the
urgent care centers so that they could get their
rei mbursenents through the ER room So | had uni ntended
consequences to what | thought was a good i dea.

And so this is kind of the changing behavior of health
care. And | do not see -- and many of you go to
conferences as | do and you hear the futurists, and you
know, | get just as nervous and sl eepl ess night as Joe when
you hear the statistics of people turning 50. But this
is -- this is going to continue for sone tine. And what |
think that we have to start really |looking at is what we
can do to address issues that are driving it. Malpractice
there are cities in this country, in Mntana, where there
are no OB docs for hundreds of mles because of liability
i ssues and mual practice issues.

Scope of practice, we have to address it. W have to
talk about it. There are many uses of extenders in health
care. Sparrow Hospital uses a |lot of them CRNAs,
physi ci an assistants, nurse practitioners, as does DMC, and
others. But there are sone places in the state where that
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m ght not be accepted. And it's because of sonme particul ar
belief of a physician community or whatever. But there's
much to that scope of practice. Wenever it conmes in front
of the Mchigan legislature it is a hotly debated
situation, as nany of you know.

| saw -- there's a |lot of studies going on, and | have
access to sone nore recent studies on health work force
issues, and I'll share themwith the Commi ssion. But it's

sonmet hing that needs to be addressed. And | was at a --
tal ked to sone people | ast week. For instance, M chigan
has 100,000 nurses in it. Not all of themare practicing
nursing. Once they did a survey of where there are nurses.
The | argest ampunt of nurses that had an RN background were
selling real estate; totally got out of it.

So, you know, what we shoul d begin addressing -- |
think it would be interesting for the Commi ssion to do
it -- is really spend sone tinme asking the question, "Wy
are people getting out of health care?" And sonetines it's
the way nurses have been treated -- sonme of the surveys --
by physicians in hospitals. Some is the long hours. And
many hospitals, as you know, have tried to be fairly
creative to go back to kind of positional work force tine
and to kind of pay attention and bring nurses nuch nore
into the decision-nmaking process. And they've been able to
retain them And | think we have to | ook at that. |If
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there's nodels out there that are working, then I think we
shoul d take a look at it.

And the ot her degree of interest is, when do we start
intriguing people about health care? You know, the debate
we just had on Proposal 4, it doesn't do anything to
attract people to health care. They just look at it and

say, "Wiy?" | nean, these are the people thensel ves who
are kind of driving this. | nmean, we have to go back to
that this is an exciting field for people to work in. It's

sonmet hing that junior high kids and high school kids have
to get engaged in early, to identify, to be proud to be a
physi cian, proud to be a nurse, proud to be an

adm nistrator in this field. And if you talk about many of
the students, why they're not going into health care, many
of them who had planned to, they just don't want the
hassles. And | think we have to do sone creative ways to
try to reverse that.

I think the Iife sciences corridor, you know, which
some of the Tobacco nobney goes to, has done really sone
amazing research. But | think we should tie the hospitals
and the health care community, whether it be HMOs and
others, to really challenge themw th sonme of the research
that we need for what we're going to be doing in the
future. And part of the health sciences noney is to be
focused on health care research, whether it be aging or
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whatever. And | think that there are sone, certainly,
opportunities there.
And |'m not going to tal k about the duplication. |

think we're falling behind in technology. | think M. Codd
tal ked about that; both of you tal ked about that, but nopst
i ndustry is spending between 13 to 17 percent. | think

hospital s and others are spending about 8 or 9. And it's
sonet hing that we have to bring up

You know, we're just now going to be putting out end
of this nmonth, end of Decenber, swi pe cards for Medicaid.
We still mail 800,000 paper Medicaid cards to people every
month. And it's taken nme four years finally to get the
systens geared up so at | east we can have a sw pe card that
we can mail out to consuners, and then the swi pe card wll
deternmine their eligibility so we don't have to keep
sendi ng out these cards.

The chal | enge has been to get the physician community,
as you know, to adopt the swi pe card and the technol ogy
that's there that can certainly nmake their life easier
But we are going to nove ahead. And what we have found out
sonetinme, that you' ve just got to go ahead with the
product, and they'll bring the technology on board. And
we' ve been doing a lot of training, and quite honestly,
peopl e have been very cooperative with that.

M chigan is very creative in the use of waivers, but |
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t hi nk we have to go further in disease nmanagenent,
particularly in diabetes and obesity. You know, we started
sone initiatives with the Departnent, but we really need a
statewide effort. And that's where it goes back to the
evi dence-based treatnent. | nean, we are treating di seases
many different ways and many di fferent plans and many
different hospitals, and sonme of it, quite honestly, is
based on historical, "This is what | |earned in medica
school or nursing school 30 years ago." And | think to
really put sone time to bring people up into the current
t hi nking and futuristic thinking in di sease nmanagenent --
because we are going backwards in many states in this
country on issues related to obesity and di abetes and al
of the different diseases that we do neasure on a regul ar
basi s.

I think we have to ask the question sonetinme, "Wat's

the incentive for people to stay healthy?" |[|'ve always
liked the idea of medical savings accounts. | never quite
figured out howto do it. | like the idea of people having

some definite amount of nmoney to spend, and if they can not
utilize sonme of those dollars, that they have some benefit
to them personally.

The use of a card has got way too easy for people.
They don't even think about maybe | shouldn't do this.
They just assune that, "I have the card and sonebody wil |
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pay for it."

End of life issues, we still spend -- | think we need
to address that. W spend way too nuch of our health care
dollars in the last 12 weeks of life. Don Glner and Joe
Danore just were part of the nortgage burning of the
hospi ce which is right next door, which is great. It
served how nmany people |ast year?

MR, DAMORE: Well, since its inception 1100 people.

MR. HAVEMAN: 1100 peopl e?

MR. DAMORE: Since 1996.

MR. HAVEMAN: Only 25 percent of the people in
M chigan who are termnally ill die in a hospice program
They don't know about it. They know the option -- the
alternative. The stay in hospice in Mchigan is probably
| ess than 17 days, even though they have a six-nonth
benefit.

We should tal k about palliative care, about earlier on
engagi ng people. And we have sone of the hospitals in this
state who are addressing that earlier on, helping people
think through those end-of-life issues. And people have, |
think, a great ability to nake deci sions about end-of-life
i ssues if people are honest with themand tell themthe
truth, and rather than do extra-ordinary things which many
peopl e don't want.

| don't think we can duck the issue of what the
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Governor raised in not only the State of the State, but
the -- over the whole Blue Cross/Blue Shield issue. Blue
Cross/Blue Shield is still 75 percent of the benefit for
health care in the state. It's huge. It's having sone
chal | enges.

We don't have a | ot of conpetition in health care. |If
you just take a | ook at the Blues and Medicaid and
Medi care, you've kind of got the population. There are
some who would like to come into this state but fee
anxi ous about coming into Mchigan. How do we make this a
nore insurance-friendly state so people would feel nore
confortable conpeting in this state or even have an even
ground to conpete, | think is sonething we've got to
continue to | ook at.

I'"'mnot going to tal k about the pharmaceutical issue,
but we've tried to address it fromthe state, and quite
honestly many states are |l ooking at this issue. | think
M chigan is the only state who has actually put in
sonmething that's bringing in sone savings. Mine is hung
up in courts. Milti-state purchasing groups haven't
worked. It's been very difficult to do. States who have
tried to set up their own distribution system have found it
frustrating because the pharmaceuti cal conpanies won't sel
it to them

So | think -- so this is sonething that | think we can
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address and really speak to that m ght benefit the whole
state. So let nme just stop right there and -- but 1|'1|
share sone of the work force papers with you.

Medi cai d, by the way, is currently about 26 percent of
the General Fund budget. 1980 it probably was | ess than 8
percent. How |large can Medicaid be as part of this budget?

We currently have about 1.2 million people onit. | think
it was very smart to the state to nove 750, 000 people to
the managed care -- fine managed care programs in this city

and el sewhere.

Qur HEDI S scores continue to inprove. Customer
satisfaction is certainly significantly better than it was
when the providers owned Medicaid. And | often say that
because | think until we begin to aggressively manage the
dol lar and act |ike a purchaser, the providers had
i ncreases of 10, 13, 15 percent a year, and we couldn't
sustain that. There's no way you could sustain that for
now and into the future.

I think once the Geno projects are conpleted and that
whol e dynam ¢ becones involved in health care, those baby
boonmers are going to be demandi ng 15 times what people
under 30 are asking for, and we have to get prepared for
it.

DR. PORTER: Thank you very much, Director Havenan.
Are there questions for JinP
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MR. DAMORE: Jim would you be willing to comrent on
the status of the Quality Assessment Programin the state
for hospital s?

MR, HAVEMAN. There were three parts of Quality
Assessnent: one dealing with nursing hones, one dealing
with HVOs and one dealing with hospitals. The HMO one has
run into sone -- with CMS you can get a clock that ticks,
and if they ask questions the clock stops. And they're
currently asking some questions. W're hopefully
addressing those. And we're cautiously optimstic that we
can correct some of their concerns, and a couple of their
concerns are legitimte concerns that we need to address
and fix here in M chigan.

The hospital assessnent will bring $140 mllion over
the next couple years for hospitals. There is no reason
why -- we did some at the state plan anendnent right away.
We are getting no indication that there's any difficulty
with that. W believe that we'll soon receive the approval
so we can distribute those dollars.

And, you know, this is sonething that people work
together on, and | think that's the way it should be, to
bring to additional dollars, to particularly try to address
some of the issues which both Dr. Porter and M. Danore
conment ed on.

DR. PORTER: Jim you sort of had the opportunity of
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aski ng ne about the six things, the six things that one
woul d want to change if one could. And |I'msure, as you

sort of |ook back -- and to some extent, | know that
al ready you've touched on many, but if you could do six new
things, | nean, if there was six things that could be -- or

five or whatever, what are the sort of things that you'd
say, "These are things that | would inplenent or I would
pass on as things that we'd do"?

MR. HAVEMAN:. Yeah, | think those are fair questions.

I would ask some tough questions about how many hospitals
do we need in M chigan? How many beds do we really need,
and where should those beds be located? | think what we
did in the rural community -- and M. Nelson is part of
those with the critical access rural hospitals where if
they limted the beds to under 20, there's 100 percent

rei mbursenent. | think all of us were pleasantly surprised
the nunber of hospitals that chose to do that which took
signi ficant beds off line.

I think we're not spending enough tine tal king about
the hospital of the future. | get a little nervous
sonetimes when | continue to see the large construction
that's going on and wonder if that's really what we should
be building for the next 30 years or are there other nodels
or nore decentralized systens? Particularly as | see the
technol ogy and the people's use of the Internet, | don't
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t hi nk we' ve addressed the reinbursenent issues as it
relates to the Internet, hospitals and physicians offering
consul tati on, scheduling appointnents. And how do we shift
the dollars to do that? Because Medicaid's such a rigidly
run system

| get very anxious with cancer centers that go up four
bl ocks from each other situation; G and Rapids where that's
happening now. It goes on in Detroit and el sewhere, huge,
huge buil dings, you know, 30-, $40 mllion expenditures.

I would wel comre aut omated nedical files, people would
really conme to grips with the use of technology. | think
it's unfortunate where sonebody in Mchigan is in one city
and gets in an accident in another city, and there's no
ability either in a swipe card or a driver's |license -- or
maybe not so nuch a driver's license, a nedical card or an
ability to go to a central file to access that information.
I think consurmers would welcone that, and I think you could
do that and the consumers would support that. And | know
there's HI PPA issues, but | think it's sonething that could
be addressed.

Evi dence-based nmedicine | think is sonething we al
have to really understand as to what are the best
strategies for the treatment of particular disease and that
we all accept it and we'll all do it.

I think sonetinmes the fear of doing it is people
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really don't want to be rated. |'m amazed that the
consunmers don't have nore information about procedures and
hospitals. | think we have a tremendous job ahead to

educate consuners, particularly so that they can make nore
choi ces about their own personal care, but also to gain and
understand that if they drink for 30 years, that they're
going to have a liver problem and if they snmoke or if they
do sone of the other things or stay overweight for a
particul ar period of tine, chances are they're going to
have di abetes. And then | think we've got to step back and
say -- and kind of redesign a basic health care benefit
that offers basic care. And if people want to add on to it
a kind of definitive health care plan, they can do that.
How to do that within the current debate both in Congress
and in states is very difficult to do, but | think we have
to go that direction.

MR. NELSON: Director Haveman, the issue of block
grants, is it possible to pilot that initiative and
obvi ously being fromthe Upper Peninsula, we only have one
plan up there, the UP Health Plan. What are your thoughts
on that?

MR, HAVEMAN. |'ve said publically in speeches that |
think the UP has probably done a better job in kind of
putting together a uniformunique identifier for people who
come through the Upper Peninsula Health Plan. And if |
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could ever just send one check to the UP and | et them kind
of manage health care in the UP, it would kind of be an
interesting pilot. To do that m ght be a chall enge because
of all the infighting that still goes on and the silo
thinking in health care. But we tried to make a run on
bl ock grants three or four years ago, the governor did.
There's little or no support in Washington to bl ock grant
Medi cai d dollars to states.

The whol e issue of federalismis still a debate that
takes place, states' rights over against the federa
government. And it's sonething that's just not going to go

away, although we could -- you know, |'ve always been
interested in -- you know, we spend 2.5 billion dollars of
Department of Community Health noney in Wayne County.
That's a | ot of noney. |If we could all sit down -- and
offered this to the Chanber four years ago. | said, "Let's
all get inthe room all the health care providers in Wayne
County, and say, 'Is there a different way to spend this

whi ch might do sone of the wellness, prevention up front
and spend sonme time in technol ogy and put together sonme

uni formindi cators and evi dence-base that we could all kind
of really chanpion who really were" -- you know -- "gains
fromthese nonies, which is consuners, let's do that."'"

And there's never been an offer, other than Dr. Porter, of
a willingness to do that. And | think that's unfortunate.
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I think those are mi ssed opportunities. And it's 'cause
think the system-- | don't know how nmuch the systemitself
wants to change. And | think that's the chall enge, which

t hi nk we can address.

DR. PORTER: Thank you very much, Director Haveman
Thank you. | think we want to have -- Rod Nel son al so
wants to speak to the group. And | really respect the
menbers of the Conmi ssion who have chosen also on this
first day of giving their testinony because | think it puts
us al nost on the sane group, that we're all nenbers of the
Commi ssion in a way, that we're all interested in what
eventually cones out as health care.

Rod Nel son is CEO at Mackinaw Straits Hospital and has
a conpletely different environnent shared only by M. Codd.
But, please, go ahead.

MR, NELSON: Thank you, Dr. Porter. Mackinac Straits
Hospital is a 15 bed critical access designated facility
with 99 long-termcare beds. W also operate three
clinics, which is not unusual for small hospitals to have
outlying clinics; however, two of our clinics reside on

Boblo Island -- on the map it's spelled Bois Bl anc, but
Bobl o Isl and and t hen Macki nac |sland, which gives a
di fferent perspective to recruiting, finding nurses willing

to live on an island, physicians, et cetera.
It's anazing that there are simlarities between the
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| arge hospital systens, as far as issues, and the small
rural. We both have very simlar issues; for instance, the
work force shortage. CObviously, nursing, radiology techs,
pharmacy are an issue, but to put it into perspective, we
have two people in our radiol ogy departnent, and we have
one pharmaci st in our pharnacy departnent, and that's for
24/ 7.

Part of the challenges of recruiting to a rural area,
obvi ously you have to recruit the fanmly as well as the
i ndi vidual you're trying to recruit. It's a unique person
that can work in rural health care because you have to do
so nmuch, and you have to be so flexible.

When you' re working, such as our x-ray people, when
you're on call for two or three straight days, and all of a
sudden there's an illness, all of a sudden the rest of your
week is dedicated to the facility.

We obviously are trying to recruit, and we engage
different sorts of conpanies to assist us, but that is
al ways an ongoi ng chall enge. The financial resources, we
obviously are always | ooking to bring in resources, capita
i nprovenents.

Part of our issue in the next com ng year, we are
beneficiaries of inter-governmental transfer nonies. That
programis |leaving in 2006. Those nonies are equivalent to
about $400,000 a year to a facility that generates about 13
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and a half mllion dollars, so it's pretty substanti al

Physician recruiting is always an issue. W are
fortunate in that we have four and a half physicians which
we enploy. We have three ER physicians which we enpl oy.
When you're only seeing 4,000 visits a year, obviously we
have to subsidi ze our physicians, and that presents a
chal | enge.

But it's not all bleak. | nean, we've had great
opportunities Up North. And | think I'd like to share that
with the Conmission also. It's not all doom and gloom A
ot of relationships that we' ve devel oped with our |oca
facilities have proven to be very beneficial. And we are
continuing to explore that with our friends in the Upper
Peni nsula and with our friends in the Lower Peninsula.

We're also | ooking at working with our school system
on identifying those students who would be interested in
pursuing a career in health care and offering schol arshi ps.
So we have students coming in throughout the year working
with our x-ray people, our |ab people, our nursing people,
et cetera.

We are very fortunate that we've been the recipients
of a nunber of grants and grant opportunities. And, in
fact, one of the grants hel ped fund the clinic on Boblo
I sl and, when we send the nurse practitioner over to an
i sl and popul ated, believe it or not, by about 100 people in
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the winter, and that probably grows to about 2,- to 3,000
people in the sumer.

We' ve been very successful in obtaining grants that
have, for instance, provided air conditioning for our
| ong-term care residents, which has been trenendously

beneficial. W've worked with Center for Rural Health, and
we've worked with Director Havenman's departnment.
So even though we have trenendous chall enges, | stil

think that if we work together and if we network and if we
don't take on the adversarial relationship that sonetines
we as hospitals do with the Departnent, et cetera, | think
we can do a | ot of great things.

And so | think I"'mhere froma rural hospita

perspective, and even though I'Il have a sl eepl ess ni ght
probably toni ght about something that's coning up tonorrow,
I think our -- still our future is bright and we'll work

very hard to make that happen. So thank you.

DR. PORTER: Thank you very nmuch, Rod. Are there
guestions?

MR. DAMORE: Rod, |'mjust curious about things like
tel eradi ol ogy, telemedicine. Do you see that in the future
for your facility and facilities |ike you throughout the
upP?

MR, NELSON: Absol utely.

MR, DAMORE: And are you using any right now?
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MR, NELSON: Currently, Joe, we have to courier our
films 25 niles away every day over the Mackinac Bridge to
the radiologist. W are in the process of instituting a
tel eradi ol ogy program and that also will include Mckinac
I sl and because during the sumertinme the popul ati on of that
i sl and expl odes to include about, | think, 900,000 visitors
a year. And if you've been on the island -- and | know
many of you have -- there are a |ot of bike accidents, and
there are a |ot of heads that hit the pavenent and x-rays
t aken.

So we anticipate in the next 6 to 18 nonths we'll have
a teleradiology programin place. And nost of that program
was funded through an innovative grant that we certainly
appreciate fromthe Departnent.

DR. PORTER: Again, if you wanted to see sone things
changed and you had your opportunity to change a few
things, would there be things that would cone to nmind that
you would like to see changed, even though things are near
perfect?

MR. NELSON: You know, | can use some recent exanples
in our facility. You know, oftentinmes, particularly when
you have a nursing hone attached, you're subject to annua
reviews. And we wel cone that because we | ook at that as an
opportunity to inprove. But | think sonewhere the process
may have gotten off track a little bit because | think
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there should be a mechani sm where when the reviewers cone

into |look at you, it shouldn't be adversarial; it should
be helpful. And the main objective ought to be inproving
quality.

And as you know, CMS has just released, | think, the
quality indicators for 16,000 nursing honmes. | think that

shoul d be the focus because, unfortunately, when you're in
a small facility and you need resources and you have to
bring people in, you're talking about spending 5 to 7
percent of your annual budget. |It's 4 hours away to bring
peopl e up fromdownstate or to fly themin. That would be
one ar ea.

I think secondly, | mentioned that before, | think --
and | think we're doing a pretty good job of it, the
networ ki ng and the rel ationship aspect has to be enhanced.
We're pretty fortunate in that the | ocal hospitals to St.

I gnace -- and when | talk "local," I mean 50 and 65 niles
away -- we actually bring our boards together once a year
to look at our little triangle up in the UP to see where
we' re headed, what initiatives we can work with. So there
has to be a better working relationship with providers.

And again, | just think, as long as it's quality
driven, and that's the right objective, | think you'll see
health care costs come down. | think that's a given. So

just those couple of things, Dr. Porter
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DR. PORTER: Any further questions? Thank you.

MR. NELSON: Thank you.

DR PORTER: Thank you very nuch, Rod. At this tinme
do we have any other individuals or groups that would Iike
to present testinony at today's neeting?

Heari ng none, what | would like to do at this -- |
know we have officially another half hour that we could
spend, but | think that this has given the group here a
flavor of what we want to do and what we want to di scuss.

Qur next neeting is going to be in Ann Arbor. The
place will be determ ned, but it's, again, a 4:00 to 7:00
p.m neeting, Mnday, Decenber 16th. M. Larry Warren
director at the University of Mchigan, will be our host
for that neeting. W will at that neeting take sone of
your thoughts fromtoday's neeting, synthesize them
present a short overview of where we have cone so that we
continue to build on what we have.

There have been a coupl e of suggestions for
presentations. For exanple, a presentation on the disease
state managenment and its inpact on costs, et cetera, and
best practices. And we will have those schedul ed for that
or future nmeetings. And, again, we will take testinobny as
we build the case for identifying priorities in all these
areas of health care

So, again, | just also want to say that, as you know,
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there will be other forums. There will be a Medicaid forum
tonmorrow held by the governor-elect and the team There
will be other forums over the next little while. But I
think that rather than look at this as being divisive or
problematic, | look at it as being very constructive
because | think that health care is now getting a very

enl i ghtened position that we're all recognizing that
sonmet hi ng new and sonething different has to be done. What
exactly it will turn out to be we're all not sure at the
present time, but if we focus in those directions, | think
that -- and work together -- and | think, Rod, you said it
wel |, in non-adversarial ways, we will be able to find
solutions which will be truly w n/wn.

So hopefully I will see sone of you on the 16th of
Decenber. And hearing no further interest in testinmony, |
would Iike to call this neeting adjourned.

(Proceedi ngs concl uded at approximtely 6:30 p.m)
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