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MS. MATHIAS: Good morning. Welcome to the
Federal Trade Commission Department of Justice hearings
on competition law and policy in health care. We're
very glad you could join us this morning, and for the
people listening in, we're pleased you could be here as
well.

We are going to start this morning with remarks

from Commissioner Sheila Anthony. Just a quick
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Thank you, Sarah, for the introduction, and
welcome panelists. We want you to know how much we
appreciate your graciously changing your schedules to
accommodate today's session, since it was cancelled in
February due to the ice storm.

I'm delighted to join you this morning.
Although I haven't lived in Arkansas for many years, my
husband and I have long and strong ties back there, and
many of our family members still live there. And so,
Arkansas health care is more than just a professional
interest to me, as you might expect.

I'm pleased that the organizers of today's
hearing have singled out Little Rock for an in-depth
study. Having said that, however, I want to emphasize
the broader goals of today's session in conjunction
with a session on Boston, an earlier panel that focused
on that health care market.

It's impossible to analyze competition issues
in a factual vacuum, because antitrust is so
fact-specific. This is especially true in a health
care market, where regional differences can
dramatically affect the dynamics of competition. For
example, back in February, the panelists discussed the
very high level of HMO penetration in the Boston area,

as well as the prevalence of large multiple hospital

For The Record, Inc.Waldorf, Maryland(301) 870-8025



systems.

In contrast, the HMO model has not made much of
an in-road into Arkansas, but one insurer has a
particularly large market share. I expect that today's
panelists will tell a different story about
relationships between payors and providers than did the
earlier session on Boston.

The Federal Trade Commission and the Department

areistggbs
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The air system sometimes comes on a bit strong,
so if everybody could make an effort to talk into the
microphones, that would be very helpful for the people
in the back of the audience, as well as for the people
on the speaker phone, and most importantly, the court
reporter. We are scheduled today, as Commissioner
Anthony stated, to look at the Little Rock market. We
will go until 12:15.

Just so you know the rules of the game today, I
will give short introductions for everyone on the
panel, but we do want to spend more time with the
discussion than spending time going over everyone's
outstanding credentials. So, we have a bio book
hand-out in the hallway so that everybody can get the
full depth of the talent that we have on our panel
today.

Also, as we begin, everyone will have -- all
the panelists will have approximately ten minutes to
speak, and we will begin in order, but first my
introductions. We will start today with Kevin Ryan,
who is at my far right. He is the Project Director for
the Arkansas Center for Health Improvement, and
Assistant Professor at the University of Arkansas for
Medical Sciences College of Public Health.

To Kevin's left is Joe Meyer. Joe is Director
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of Corporate Benefits Planning for ALLTEL Corporation,

and he has more than 30 years of experience in the area
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To Jim's left is Bob Shoptaw. He is the Chief
Executive Officer for the Arkansas BlueCross and
BlueShield and has been with Arkansas BlueCross and
BlueShield since 1970.

Finally, last but not least, is Dr. John
Wilson, he is an orthopedic surgeon and practices at
Ortho Arkansas, which is a 20 physician orthopedic
clinic and ambulatory surgery facility in Little Rock,
Arkansas. He is also an accomplished pilot and he may
have actually flown here today, for all I know.

As I said, the agenda today is quite simple.

We wanted to listen, learn and ask a lot of questions.
The guestions will be asked by Ed and myself as the
moderators, and as we proceed, some of the questions
will be directed to a specific person, or they may be
directed to the panel as a whole. One of the ways that
helps us keep the question and answering going smoothly
igs 1f there is a gquestion that's out that people want
to address, if you just turn your tent sideways, it
allows us to know who wants to speak and usually we can
keep track of the order that way and it's very helpful
for us. I think often the comments or answers elicit
more comments, and so we definitely want to stir the
discussion here.

Without any further ado, if Kevin would start

For The Record, Inc.Waldorf, Maryland(301) 870-8025
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for us.

MR. RYAN: Thank you all very much for having
me here today. As Sarah said, my name is Kevin Ryan,
I'm a health law attorney, faculty member in the UAMS
College of Public Health, Department of Health Policy
and Management, and probably most specifically and
applicable to our talk today, the Project Director of
the Arkansas Health Insurance Roundtable.

Arkansas Health Insurance Roundtable was formed
about three years ago, with funding from Herza and
subsequently the Robert Wood Johnson Foundation's State
Coverage Initiatives Program to look at the issues of
health insurance status of Arkansans. Clearly, that
has application in our discussion today on competition
in health care provider marketplace and the health care
provider carrier interaction.

Not surprisingly, in Arkansas, and in Little
Rock, as in the rest of the nation, the big issues that
face our state surround the issues of access to care,
quality of care, and cost of care. Now, Arkansas,
unlike a number of states, is a very unhealthy state.
We have very high rates of illnesses in our state.

Clearly, research has shown that these are
related to the high rate of tobacco usage in Arkansas.

We have a very, very high rate of obesity. We're the
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second in recent statistics; we were the second most
obese state, if you will. And in that cohort, just to
the other side of Mississippi, both geographically, and
in number, and we're about to close in on Mississippi
as well.

We have too much physical inactivity. We don't
exercise enough in Arkansas. We don't use seat belts
enough. And Arkansas, as with most rural states, we
have a very high rate of usage of automobiles. We have
long distances to drive. In combination with lack of
seat belt usage, that clearly leads to increased rates
of trauma. We don't wear helmets. Arkansas had a
motorcycle helmet law that it recently in the past few
years overturned. And so we don't wear helmets for
motorcycles, nor for bicycles.

The Arkansas Health Insurance Roundtable was
formed with this funding to study this issue of health
insurance status of Arkansans to find out what health
insurance status meant in Arkansas, and importantly,
what it meant not to have health insurance. Who were
these people; if they had health insurance, where did
they get it? If they didn't have it, what did they do
in response?

A geographically diverse body, not the usual

players, if you will, and this is a group of folks who
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everything you need to know. If you see nothing else,
if you read nothing else, remember nothing else from my
presentation, take this away and you have it, in one
fell swoop.

In Arkansas, most health insurance, as with the
rest of the nation, is received through employers.
Seventy-five to 80 percent of those with health
insurance receive it through their place of employment.

For those above 65, they receive coverage
through Medicare, a system that's being worked on, as
we've seen with the discussion over the past few years
with prescription drug benefits, but it does provide
coverage.

In Arkansas, for children below 200 percent of
the poverty level, we have the very well developed and
very well implemented our kids first program, providing
coverage for those kids. But for adults, ages 19 to
64, in Arkansas, unless you're categorically disabled
for longer than six months, and have a household income
less than 25 percent of the federal poverty level, and
have household assets less than $2,000, you do not
qualify for any type of government health insurance --
state operated health insurance coverage.

So, clearly, there's a safety net issue

involved here. These people will receive care, but
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without a mechanism to attain reimbursement for that
care, there's a real -- and a dramatic -- impact on our
health insurance health care provider system in the
state.

And that's what the roundtable sought to
address, conducted a survey, the first state-based
survey of health insurance status in Arkansas. Made a
number of findings. Not surprisingly, as with the rest
of the country, the majority of Arkansans who are
insured, receive it through their place of employment.
This is a key and important fact which guided the
roundtable in crafting their recommendations to address
the health insurance marketplace in the state.

If you're a large employer, or an employee of a
large employer in Arkansas, the chances are very good
that you will have health insurance coverage available.
Arkansas leads the country in its percentage of large
employers, those with greater than a thousand
employees, who offer health insurance coverage. But if
you work for a small employer, then your chances are
not as good. Over two-thirds of the small businesses
in the state are able to offer health insurance
coverage. Not surprisingly, the majority of the
businesses in Arkansas are small, and so this leads to

a very clear problem of access for people who don't
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have health insurance coverage available to them at
all.

And for those seasonal contract workers and
part-time workers, again, there's no reasonable cost
effective mechanism available to them.

Findings regarding uninsured Arkansans. In a
state of only 2.65 million people, over 400,000
Arkansans don't have health insurance. So, that's
almost 16 percent of the total population. Now, that's
of all ages.

Let's go back to that page group of 19 to 64
again, those prime working years. In that age group,
20 percent, one in five Arkansans, have no health
insurance coverage. It's even more dramatic if you're
in the 19 to 44-year-old age group, one quarter have no
health insurance coverage available.

Echoing Commissioner Anthony's statements
earlier, most of these uninsured live in our rural
areas, not the urban areas of Arkansas. While there's
clearly a problem of lack of health insurance in the
urban areas, it's more dramatic in the rural
communities and smaller communities in the State.

Most uninsured work full-time. This is a fact
that I didn't appreciate until we gathered these

statistics in Arkansas. This i1s not an issue for
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people who are not working. Clearly, it is an issue
for them, but it is not the non-working who make up the
majority of the uninsured. The uninsured are working,
and they're usually working full-time, but again, they
have no mechanism available to them to purchase health
insurance coverage.

We surveyed our employers in the state, in both
Little Rock and state-wide. Most of our very large
employers are self-insured. They choose to bear that
risk themselves as a mechanism to more tightly control
costs and because they are able to do that, they are
able to assume that risk.

Premium increases are very dramatic for all
employers across the state. Clearly double digits, 20
to 35 percent or more annually, is not uncommon.

Arkansas families also face challenges to
obtaining health insurance coverage. As we said, we're
an unhealthy state, and that very much drives the cost
of health care. We have increased prescription drug
utilization, this drives health care costs.

Uncompensated care, that care that's received
by those Arkansans without health insurance coverage
clearly permeates and affects the entire system.

In talking with our Arkansas families and

household members, they told us over and over that they
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want health insurance coverage. They realize, and
clearly acknowledge, that this is something that they
need. They understand it's important, but because of
the pressing need of daily financial concerns, this is
something they're able to defer.

And finally, debt related to the provision of
medical care. Arkansas, like a number of states, but
especially in the southern region, debt related to
medical care is oftentimes the leading driver of
personal bankruptcy filings, obviously affecting the
person and family. But the entire community as well is
affected by these bankruptcy filings.

An important slide, the majority of the
uninsured in a pure number standpoint are obviously not
the wealthiest, the above 200 and 400 percent of the
federal poverty level, but also it's not the very
poorest in the state. If you look at that middle, the
second set of bars, in the hundred to 200 percent
federal poverty level range, that's where the majority
of the uninsured are in the state. So, again, it was
these types of facts that the roundtable used in
creating their series of recommendations.

This is some new research that's just been
developed over the past two months. I would like to

just point you to a few of these blocks for a second.
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This is the impact that the uninsured have had on
Arkansas hospitals over the past few years. Now, a
couple of caveats to remember here, this is just
inpatient care.

So, when you factor in outpatient care for
prescription drugs, other services, et cetera, the
effect becomes more dramatic.

In 1999, there were not quite 18,000 patient
admissions, inpatient admissions, who didn't have
health insurance coverage, representing a little over
$150 million of uncompensated care.

Now, remember, this care has to be absorbed by
the system. It's absorbed, of course, by the health
care providers initially, but ultimately the entire
system pays for this care. Well, it's only gone up.
By the year 2001, the last year for which figures are
available, almost a quarter billion dollars in
inpatient care alone was uncompensated, uncovered for
patients received in Arkansas hospitals. It has a
dramatic effect on our system.

This lack of health insurance in a state
directly contributes to a number of factors for
Arkansans. It causes poor health. Those Arkansans and
those Americans without health insurance coverage tend

to delay the care that they receive, and it's
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understandable. If you have rent and if you have other
daily pressing financial concerns, health insurance
coverage and health care is something that can
sometimes be delayed, but it's only delayed until the
care can no longer be delayed, and instead of being
received in a more timely, more cost efficient manner
on an outpatient basis where preventive care could
oftentimes take care of the problem, it's then received
in an emergency department, where the care is both more
costly, and ultimately oftentimes less efficient.

And so that increase of care, then, is not able
to be paid for, oftentimes the patient has no -- and
the family has no health insurance coverage, so again,
that spreads throughout the entire system. Definitely
leads to an increased cost of doing business.

Now, the roundtable made a series of
recommendations based on the findings that they
received from the survey of Arkansas households, from
conversations with Arkansas health insurance carriers,
conversations with Arkansas employers. I won't go over
each and every one of these because of our time
constraints; however, the roundtable's entire report is
available and the URL is listed on the website. Also,
my contact information is, so if you have any trouble

downloading that, don't hesitate to give me a call and
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has been submitted to CMS, we're awaiting reply on that
even as we speak.

We have sought to establish community-based
purchasing pools. 1In Arkansas, like a lot of states,
this has not been successful. While a very good idea,
I think, in concept, and a well intentioned idea,
purchasing pools historically have tended not to work
very well and I think that's been the case in Arkansas
as well.

There are some things that our round tables
like to call no-brainers, including scientifically
supported preventive services, and health care plans,
and this is very important -- including those services
that the research shows, that evidence shows, do
contribute to and make health care more cost effective,
and promoting education between employers and
employees.

One of the findings that we've made over and
over is that oftentimes an employee in a facility with
health insurance coverage will leave that facility for
a job, say, making an extra dollar an hour. That's a
significant salary increase. But if that new
employment is without health insurance coverage, the
first time that employee has a traumatic event, has to

access health care, then they've lost all benefit of
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that salary increase. So, we've encouraged employers
to engage in education and campaigns with their
employees, to show them the benefits, the true salary
dollar benefits of health insurance coverage.

And again, some other mechanisms and
recommendations that have been made to attain those two
twin goals that we talked about at the very beginning,
expanding health insurance access while promoting
marketplace stability. These are flushed out in more
detail in the report, if you have questions about that,
or we can discuss later.

And so this is what health insurance coverage
could look like in our state. If you think about that
earlier graph, for those folks with health insurance
coverage in that angled block there at the top, if they
lose that coverage or never have it in the first place,
instead of falling all the way to the bottom, putting
some of these programs into place could create both
those safety nets and other alternative mechanisms to
make health insurance coverage available.

Now, it's been sometimes sort of depressing,
this whole process, talking with Arkansas employers and
families, talking with carriers faced with daily issues
of trying to contain costs and providers trying to

contain costs. Discussing the poor health that the
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state is faced with, our budget crisis. And we've had
some successes as well, and some reasons to be
positive.

As I said, we've applied to CMS for a Medicaid
waiver application to establish the safety net benefits
program. That's moving forward nicely. Our
legislature has passed the authorizing legislation to
put that program into place upon approval by CMS.

We've established a health data initiative in the
state, pooling health information coming from disparate
state agencies that collect that, so that efforts like
the round table and other efforts can be supported by
real information, so that our policymakers in the
legislature and in the executive branch can have
information to base policy decisions on so that those
decisions can be more effective and really mean
something.

We're establishing a joint interim committee on
health insurance and prescription drugs to provide a
long-term platform to continue to study these issues in
this state.

We're continuing to develop the structure of
this safety net program so that upon approval, we'll be
able to put this into place in very short order, and

continuing and planning for enrollment efforts to make
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So, there is a lot of reason to be encouraged.
We have a lot of people working on these issues. It's
gained a lot of attention within the state.

I am open for your questions, at the proper
time, and I thank you all very much for having me here
today.

P a@% )

MS. MATHIAS: Thank you, Kevin.

Next up, Joe Meyer.

MR. MEYER: Good morning. You'll have to bear
with me, this is the first time that I have spoken
using Power Point, so I may be a little awkward, but
we'll work through it.

As Sarah said, my name is Joe Meyer, and I am
Director of Corporate Benefits for ALLTEL Corporation.
ALLTEL is a Fortune 500 telecommunications company with
over 20,000 employees in 26 states. Little Rock is
home to not only both the company, but over 3,000 of
our employees.

ALLTEL offers its employees a choice of health
care plans to choose from and provides an equal dollar

subsidy towards the cost of each health care plan.
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expenses.

During the last several years, there has been
considerable change in the health insurance
marketplace. In the mid to late nineties, we offered
five different HMO type products as well as an
indemnity plan to our employees in Little Rock. This
competition resulted in minimal increases to our health
insurance premium costs for the first few years.
However, beginning in 1999, as the managed care
industry consolidated, we lost both Health Source and
Prudential, both successor companies, Aetna and Cigna,
withdrew their HMO products from Little Rock.

The cost of health insurance has continued to
increase dramatically since 1999. 1In Little Rock, our
health care premiums have risen an average of 16
percent per year since 1999. While the actual premium
levels are slightly lower than the average of our other
markets, the rate of increase in premiums over the last
four years has been greater than the 13 percent annual
rate experienced elsewhere.

While we continue to offer three HMO options,
along with a new PPO option, in order to maintain the
affordability of health insurance for all employees, we
have increased copayments for office visits and

emergency visits, as well as introduced hospital
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deductibles. We have also carved out the pharmacy
benefit and introduced a three-tier formulary.

These actions require the uses of health care
services to pay more of the cost than they were
required to in the past.

In making the decision as to what health care
plan to enroll in, employees consider the cost to them
in premium and copayments, as well as the hospital and
physicians who are in each network. Since most
physicians and many specialists participate in more
than one network and the plan designs are similar, most
employees consider premium costs and hospital
affiliation.

In Little Rock, if you would like to access the
Baptist Hospital, you need to enroll in the BlueCross
PPO or HMO. UMAS and St. Vincent's are affiliated with
United Health Care and HMOs. Arkansas Children's
Hospital is a participating provider in each of these
plans. The fifth, Arkansas Heart Hospital is not in
any of our networks and only accessible through the PPO
as an out-of-network provider.

Given our defined contribution strategy, our
employees are well aware of the accelerating cost of
health care. Their response has been to move to lower

cost plans, even if it means more hassles to access
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specialists, and also to drop dependent spouses who may
have access to coverage through their own employer.

And this gives you an example of a large
employer in Little Rock and how we deliver health care
insurance to our employees.

Thank you.

P a@% )

MS. MATHIAS: Thank you, Joe.

John Bates?

MR. BATES: Good morning. I don't have sglides,
I'll just speak.

I would like to talk a little bit about the
Children's Hospital and about how we are configured and
how we function as a specialty hospital and a little
bit about how competition relates to us, and I would
like to save discussions about cost and quality drivers
for the question and answer period.

The Children's Hospital is unique in the state
of Arkansas. We are the only facility dedicated to the
acute care of children, and we have really no other
important focus of pediatric care anywhere else other
than the neonatal intensive care units that are in the
large hospitals with large obstetric services. Even
though we're unique and atypical in our own state,

we're very much like about 50 other such children's
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hospitals around the country who share many of the same
characteristics that we have. And I would like to kind
of explain a little bit as we go along about the
difference between our facility and some of the newer
boutique facilities, if you like, that have come on the
scene recently.

So, to that end, let me tell you a bit about
our hospital and a little bit about how competition
affects us. Our hospital is an independent 501 (C) (3)
not for profit organization that was founded in 1912 as

a home finding society for orphan children. And as
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last thing that goes down in our hospital.

Medicaid is our largest payor, accounts for
about 55 percent of the revenues that come into the
hospital, and in turn, the Children's Hospital is the
largest single hospital recipient of funds from
Medicaid. So, no other hospital is as large in
Medicaid ties.

We provide every aspect of care for children,
other than liver and lung transplantation, and
basically because there's not enough business in our
state to support those programs. We are the only
Children's Hospital in America that is certified as a
Medicare, not Medicaid, but Medicare heart transplant
program, and we are very proud to be one of three such
centers endorsed by the national BlueCross BlueShield
organization.

We have 281 beds and typically have more than
200 of them occupied on any given day. Normally, 40 to
50 of those 200 children are on respirators. That will
give you some idea of the level of acuity and sickness
of this population, which is quite remarkable and
atypical even amongst the children's hospitals.

We have about a quarter of a million outpatient
vigits a year, and our annual budget is about a quarter

of a billion. We operate a system of transportation
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for both ground and air support for all the rural areas
in our state, and we move about 2,000 sick children a
year through those mechanisms to and from every county
in our state.

We are a teaching hospital. We are a member of
the Council of Teaching Hospitals and a primary
affiliate of the University of Arkansas for Medical
Sciences, UMAS, you heard about earlier.

Basically all the physicians who are faculty
caring for children, or who are in training about
children's conditions, do so on our campus. About 600
employees of the university, faculty, supporting staff
and so on, are based at ACH. Each year we have
research grant support of about $15 million and we
publish dozens of scientific papers every year in
medical journals.

We enjoy an excellent reputation for care in
our community, and we've got wide-based support in
terms of volunteers, thank you, Sarah, donors, and from
the government and legislative branch as well. We will
be providing to the Commission copies of the tape, the
ABC special that was broadcast in August nationally
that talked about our cardiac intensive care unit, a
four-hour show we think illustrates both the highly

technical nature of our institution and the highly
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human quality of care that we provide.

In short, our hospital is a tertiary teaching
Children's Hospital and we think by most criteria ranks
among the leading hospitals in the country who care for
children.

Now, in terms of competition, we experience it
on multiple levels, and the most straightforward one,
if you will, is on a business or financial level. We
experience competition particularly with local
hospitals for older children with simpler conditions,
so that a 15-year-old with a simple fracture or who
needs a hernia repair might well receive such care in a
community hospital or other hospital in Little Rock,
and if we wish to compete for that business, we have to
get down on the price and get competitive with what
those folks are providing.

On the other hand, for care like heart surgery
or leukemia or for trauma care, we basically don't have
competitors in Arkansas, but we have competitors
regionally and nationally for those services that tend
to set the market in that regard. So that we are
attentive on those issues, and a good example of our
competition there is St. Jude's Hospital, which is a
children's cancer research hospital in Memphis, 125

miles away from us, and right up on the Arkansas

For The Record, Inc.Waldorf, Maryland(301) 870-8025



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

33

border, and they compete with us rather strongly for
children with cancer.

So, we understand the challenge to us in terms
of the business side of the equation. We structure our
market so we can be competitive locally on the lower
end of the spectrum of care, and competitive regionally
or nationally at the higher end for more complex care.

We have contracts with all but one of the major
payors in our area and I was pleased to see your
comment on your slide that we are in all three of the
plans or four of the plans that you provide. We try to
do this by not aligning exclusively or preferentially
with one payor or another as we go along. We call this
plan the Switzerland strategy. We wish to be neutral
in all of this, and it's important to us partly for
business reasons but partly because it helps us
maintain a critical mass of employees and experts in
the disciplines that we need to take care of children.
If we only had a third of the market, we could not
provide the services that we provide. It just wouldn't
be sufficient.

We also understand competition in other ways as
well. We compete for staff. And this is probably a
more serious challenge. Nurses, respiratory

therapists, pharmacists, all the other licensed
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professionals that we all need in our hospitals are in
short supply. And so, when a new hospital or specialty
hospital comes to town and opens their doors, they will
attempt to recruit staff from the community and either
directly or indirectly that affects the patients --
that affects the staffing of our hospital and we have
to take steps to respond to that.

We compete for physicians. In a pediatric
hospital, we need pediatric sub-specialists, and in our
country, there were, for example, in 2001, less than 10
physicians graduated from training programs to be
credentialed as pediatric phrenologists, experts in
kidney disease, and there were over 200 jobs available
around the country. So, the 200 jobs chased the 10
applicants, and not everybody won out, of course.

We're still short of specialists in areas like
infectious disease, gastroenterology, diabetes,
neurology, et cetera. And so we compete nationally and
even in some cases internationally for physicians in
these specialty areas to round out our complement of
services.

We also compete for the philanthropic dollar,
and we just don't compete with other hospitals, we
compete with things like the symphony, churches,

football teams, you name it. Everyone is out there

For The Record, Inc.Waldorf, Maryland(301) 870-8025



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

35

trying to find that support.

We compete for volunteers, and I'm pleased to
say that we are very effective in that regard, but it
is one of those challenges for us in terms of
competition.

I hope this gives you a little background about
our hospital. I think you will see that we are rather
different in some ways than the for-profit specialty
hospitals. We have a long and deep tradition, and I
hope this background will be helpful when we get to the
discussion.

Thank you.

MS. MATHIAS: Thank you, John.

Russ?

MR. HARRINGTON: Good morning.

For more than 80 years now, Baptist Health, a
501 (C) (3) nonprofit organization, has been delivering,
throughout our state, quality health care. As one of
Arkansas's leading health care organizations, Baptist
Health consists of five hospitals, with 1198 licensed
beds, including 120 rehabilitation beds, a 400-resident
retirement center with a skilled nursing facility, a
physician service organization and an HMO joint
venture, a 10-hospital VHA affiliate network, schools

for nursing and allied health, and many other
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health-related services. 1It's governed by an
independent board of community leaders.

Baptist Health focuses each day on the values
of service, honesty, respect, stewardship and
performance, while it delivers comprehensive,
compassionate health services to the people of
Arkansas. The physicians, the nurses and employee was
Baptist Health advocate wellness and prevention, along
with treatment of illness and injury.

Three of Baptist Health's medical facilities
are located in the center of the state in Little Rock.

In the remaining areas of the state, Baptist Health
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Springs.
Families from throughout the state of Arkansas
can use the Baptist Health system through 131 access

points across the state. That includes hospitals,
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population, and you heard some of that from Kevin.

Since 1990, Arkansas has failed to match other
states in improving in the areas of smoking reduction,
in risk for heart disease, or decreases in infant
mortality. The related factors of low income and
obesity are also a major concern. According to the
2000 U.S. Census, the average per capita income in 1999
was $21,587 for the nation, but in Arkansas, it was
only $16,904. The Center for Disease Control or CDC
statistics show 19.8 percent of Americans are obese,
yet it rises to 22.6 percent among Arkansans.

Baptist Health supports programs to address
community health concerns. Some of these include -- in
obesity, we have weight management programs, in-step
walking clubs and diabetes self-management programs.

In the area of smoking, we have the, in this case, teen
depend answer program and partners for smoke-free
families.

In heart disease, we have cardiac
rehabilitation, CPR heart saver training, lipids
clinic, cardiac risk intervention programs and women's
heart advantage.

In infant mortality and low-birth-weight
babies, we work through Heaven's Loft Wellness Center,

we have a high-risk pregnancy service and a neonatal
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intensive care unit.

In the area of pulmonary disease, we have a
pulmonary rehabilitation program.

As a core system strategy, Baptist Health's
community outreach initiative serves as a catalyst to
improving the health and the well-being of our
community, and our community is Arkansas.

A variety of programs are offered in diverse
settings to improve the health status of our
population. These are accomplished in partnership with
churches, with businesses, schools, and other
benevolent agencies. Some of these partnerships,
including Emmanuel Baptist Church and Jefferson
Comprehensive Care Center, provide medical care to the
under insured and the uninsured citizens. These
services are based on the ability of the person to pay,
and often the services are provided at no cost.

Another partnership is with First Presbyterian
Church and Energy of Arkansas where we provide free
health care for the homeless population. A partnership
with St. Paul McGhee-DeShay and Greater Second Baptist
Church where we provide health prevention activities
for underserved citizens. Henderson Health and Science
Middle School where we provide resources and

opportunities for students to shadow health care
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professionals. We also work in partnership with
Posgsitive Atmosphere Reaches Kids, a park, where we
provide nutrition hot meals for at-risk students in an
innovative academic program.

We work with the Arkansas Health Department and
the Pulaski County Health Unit to improve the health
and quality of life in Pulaski County.

Baptist Health and BlueCross and BlueShield
collaborate in the "Partners for Smoke-free Families
Initiative," as well as provide disease management
programs that compile risk assessment reporting data
for low back pain, cardiovascular, respiratory and
diabetes.

The greater Little Rock area is served by three
major medical centers, four community hospitals, five
specialty hospitals, and four psychiatric or drug
rehabilitation facilities. There are a total number of
3293 licensed beds in the greater Little Rock area,
this includes 2775 inpatient beds, 518 rehabilitation
beds. Within a 13-county region in central Arkansas,
there are now 28 hospitals for a total of 4730 beds.
One of the greatest challenges Baptist Health faces is
meeting the health care needs of Arkansans who are
without health insurance.

Our state exceeds the national average in this
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area with 18.7 percent uninsured in Arkansas versus
only 16 percent of the U.S. As you heard earlier, one
in five employed people and their families in our state
are without health insurance. The uninsured poses a

major threat to the continued viability of health

For The Record, Inc.Waldorf, Maryland(301) 870-8025



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

42

Arkansas and the nation. As a result, the registered
nurse classes in 2003 and then next year will be larger
than any of those in our history, including many LPNs
who will complete our fasttrack program, leading to RN
status. Baptist Health's commitment of resources, the
staffing challenges, will help sustain quality of care,
as well as fill vacancies in our facilities, but also
for other health care providers throughout the state of
Arkansas.

Quality: Baptist Health addresses quality on
an overall basis by participating in accreditation by
the Joint Commission on Accreditation of Health Care
Organizations, improved patient satisfaction with the
national satisfaction survey, the clinical quality with
the Arkansas Foundation for Medical Care through
ongoing clinical studies.

The two most common quality of care measures
for hospitals are mortality rates and readmission
rates. When cases are adjusted for severity, Baptist
Health is comparable or below the expected rate among
hospitals in Arkansas in both of these categories.

Baptist Health is committed to defining the
highest quality care and translating it into routine
practice. Baptist Health participates in several

quality of care initiatives, here data for diagnostic
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outcomes is shared nationwide. These include acute
myocardial infarction, pneumonia, stroke, women's heart
advantage, and congestive heart failure.

In comparing our clinical performance against
national rates, Baptist Health produces high
performance outcomes that result in reduced patient
mortality and morbidity.

Cost: Baptist Health continue to face a number
of challenges with the rising costs to provide care for
our patients. Medicare and Medicaid continue to
provide reimburse meant at rates less than the true
expense of providing these services. Hospitals are
concerned that at the federal level, historical
increases in military spending, trillion dollar
expenditures associated with proposed tax reductions,
and funding for expanded homeland security will trigger
a new round of Medicare budget reductions.

Private payors are on average only increasing
payments by about half of the expense increases we're
experiencing. In 2002, Baptist Health experienced a
number of operating expenses that increased beyond our
control. These included an increase in Baptist
Health's portion of employee health insurance, a
substantial market adjustment to salaries for our

nurses and other health care professionals and 175
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percent increase in our medical liability and property
insurance.

Just this week, we were forced to announce a
nursing salary increase that will exceed $7 million
annually throughout our system just to meet market
increases from two local hospitals.

We also made a capital investment to expand our
nursing schools in allied health so that we could, in
fact, accommodate larger enrollments in an effort to
address staffing changes.

These increases occurred during a time we
experienced a loss of insurance business, and incurred
the cost associated with HIPAA compliance, and bio
terrorism preparedness. While Baptist Health is
experiencing increased expenses, and decreasing
reimbursement, we are providing more health care
services that are either charity or uncollected debts.

In 2002, Baptist Health provided 68 million
dollars in health care services for which we received
no payment. Baptist Health's average cost per case is
comparable to or below similar hospitals nationally and
in Arkansas. Factors contributing to higher health
care cost in Arkansas include: Population size, age
distribution, personal income, and insured status, or

uninsured status.
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market, Baptist Health's challenges will be to respond
to unending pressure to improve efficiency, upgrade our
technology, recruit and retain our staff, provide care
to an aging population that is growing exponentially
and serve the poor and the uninsured, which is growing.

As one of the state's largest tertiary care
centers, Baptist Health plays an important role in
supporting rural health care. Rural hospitals who are
an integral part of their communities are adversely
impacted by government payment and regulatory policies.
Without the availability of resources and financial
support from systems like ours, there will be an
erosion of access to care in the rural health care
delivery system in our state.

In conclusion, competition among health care
providers in greater Little Rock remains brisk. Access
to services is improving, but needs to continue to
improve for the uninsured. Hospitals are improving the
quality of clinical care, even while we're trying to
control our costs. Given the competitive nature of our
market, community hospitals will be required to
intensify their efforts to achieve efficiencies to care
for the needs of our patients. In meeting the needs of
our patients in a caring, christian environment,

Baptist Health is committed to providing access to all
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patients, regardless of their status, and working for
continued improvement in quality while we try to
control our cost. So, on behalf of Baptist Health, we
want to thank you for the opportunity to participate in
this roundtable discussion today.

P a@% )

MS. MATHIAS: Thank you.

Jim Kane?

MR. KANE: Good morning.

Little Rock Cardiology Clinic is the oldest
cardiology group in Little Rock, and I am the oldest
surviving member, although some days I have a question
about the latter. I want to do three things this
morning, since the hospital -- the Arkansas Heart
Hospital, has triggered some of these issues we're here
to talk about, I want to review some of the things I
think are unique about the hospital. I want to show
you, secondly, how some of the ways that the community
hospitals respond when a specialty hospital is built in
a town, and lastly, I want to give you a short list of
the concerns of our group.

Now, this is the Arkansas Heart Hospital, just
the other day. It has 100 beds, we usually operate
about 84. When I left yesterday morning, we had 85

patients in the hospital, presumably one was out here
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under the portico. There are eight emergency room
beds, there are 18 outpatient beds, and if we are
overbooked, well, we put somebody in the emergency
room.

The top two floors are for patient wards, the
bottom floors are the surgery suites, the
catheretization laboratories. This took me a little
bit of time to get used to; these are called pods, and
there are seven beds around each pod, and each room,
then, is only about 10 steps from each nursing station.

There's no CC U, there's no ICC U, rather each
bed is licensed as an intensive care bed, and when we
have an ill patient or a recovering patient from
surgery, the room is upgraded in terms of equipment and
in terms of nursing care. And a desperately ill
patient will generally have one nurse sitting at his
bedside.

When we built the hospital, the doctors wanted
it to be a center of excellence for cardiac care, and
we insisted on the best equipment. We have six

catheretization laboratories, we have new flat panel
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time we've opened and we're now about 5,000 a year,
that was last year. We've captured a fair amount of
the market share, as you can see, and now we're about
40 percent, that was in 2001, this is from medpar data.
We may be a little bit higher than that. We eclipsed
St. Vincent's hospital very quickly, simply because our
group was primarily based at St. Vincent's when the
heart hospital opened. So, when we moved a fair amount
of our operation from over there, the St. Vincent's
market share dropped considerably.

Let me hasten to point out that although we

concentrate at the heart hospital every day of the
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it. This is a telephone survey that we do routinely,
when folks are discharged. They like the fact that
they get respect. They like the fact that the family
is at the bedside, we have no visiting hours, the
family can stay as long as they want. They can stay
there if the patient is on a ventilator, on a balloon
pump or whatever. They don't like the food in the
cafeteria.

Importantly, they would come back to the heart
hospital 98 percent of the time and they would
recommend it to others 98 percent of the time.

Where would you go in Little Rock if you were
having a heart attack? Well, while this is a telephone
survey, and this in part reflects reputation, it also
in part reflects how much money you spent on
advertising. A third of the people surveyed would go
to the heart hospital, about a quarter to Baptist, less
to St. Vincent's, I don't know if Children's Hospital
has an occasional heart attack show up, probably not.
These don't add up to 100, because one respondent
actually felt that he would be better off going to Home
Depot.

What about cost? It's hard to gather cost data
in the Little Rock market, and I don't have that, but

this is a comparison of eight Metcalf hospitals with a
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large number of community hospitals for all the cardiac
D R Gs, and this is a cost per hospitalization
initially as well as out to 90 days. And as you can
see, Medicare wound up about $3,800 in the black from
these admissions.

Now, how do the community hospitals respond and
how do the payors respond? Well, frankly, I would
respond the very same way that they have. This is our
group in 1997, about on the eve of the hospital
opening. Mostly a convivial group, some days they all
like each other. Each one of these guys is a superstar
in one way or another. Now, shortly after the heart
hospital opened, we ran afoul of BlueCross and
BlueShield in some areas, and they didn't like us very
much, and we were what we call deselected, and we were
taken off the BlueCross and BlueShield panels. That
was in about 1997 and we're still off the BlueCross and
BlueShield panels. Some of our young doctors felt like
they just couldn't make it without the BlueCross
business and they went elsewhere, and then a minor
miracle occurred. Shortly after leaving our group,
there they are gone, they were to the BlueCross
BlueShield panels. And this had to do with joining
other groups in town or in the case of Dr. Norris,

moving to Conway.
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This scenario has been played out several other
times. This was a wonderful doctor, Dr. Paul Rubario,
he is a full clinical professor at Yorba Linda
University in California. He was enjoying teaching
there and taking care of patients and then he got four
kids in college. And he couldn't quite make it in
California, so he came to the land of opportunity,
Arkansas, and he joined another group, not our group,
two guys, and he loved his patients, he loved Little
Rock, he loved practicing there, the patients loved
him. This patient's name is HIPAA. And he got to do
some teaching.

He didn't like his partners, and he didn't fit
well with them, and frankly, who would have, and he
asked to join our group, and we were absolutely
delighted, because he's a superstar, and he did join
our group, and he's been very happy there, except here
he is the day he learned that one of the many benefits
of joining Little Rock Cardiology Clinic is that you're
deselected from the BlueCross BlueShield panels, at
least as of this time. Now, he's doing okay, his kids
are still in school, they sort of go every other day,
they sort of alternate, but he's getting by just fine.

Now, this is the Heart Hospital a couple of

days before we were to have our panel back in February,
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and that was cancelled, but about this time, shortly
after this picture was taken, I began getting calls.
Apparently word got out we were having this meeting, I
got some calls from some of the orthopedic surgeons in
town who are planning or have been planning to open an
orthopedic specialty hospital, and it's upset, Mr.

Har2nd t T-and 1054
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North Little Rock, Hebrew Springs, this is OCL
Blytheville is in there, four cities in there. This is
Forrest City. And here's how it works: I used to have
a large practice up here in Hebrew Springs, a nice
little town up on greatest ferry lake, and then they
changed the name of the hospital to Baptist Medical
Center. And since I am not a Baptist doctor, per se,
although our group is, and since I'm not on the
BlueCross panels, the day that name changed, my
practice from there dried up like the proverbial well,
as long as calls from referring doctors.

Now, let me be very quick to tell you that Mr.
Harrington and Mr. Shoptaw are the absolute best at
what they do. Mr. Harrington has indeed built Baptist
Hospital and Baptist Medical Center into one of the
prime tertiary care centers in the country. There's no
question about that. Mr. Shoptaw has led BlueCross
BlueShield in Arkansas to the height of that
organization's stability there, and they've just done
very well. I don't hesitate to say that although I've
been practicing cardiology for over 30 years and I'm
gradually getting a bit better, they're still better at
what they do than I think I am at what I do.

Still, you have to worry a little bit about

this trend toward a single payor system that's closely
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allied with Baptist Hospital. And frankly, where the B
is for Baptist, you could substitute Blue. You might
worry a little bit about what the M means. Now, I'm
not going to use any of the M words, but you know
Baptist and BlueCross use software, they don't sell it,
and far be it for me to suggest that they change the
street and name their offices to Park Place, but you
just have to worry a little bit about how large this
system is getting.

But you know, we are as happy as we can be as
doctors in our group. I think we're some of the
happiest doctors in Arkansas, but here's a short list
of our concerns. We worry about the dominance of
segments of the market by the BlueCross/Baptist
alliance. We fret because we're still excluded from
the Arkansas BlueCross BlueShield providers, despite
the fact that we have doctors who go to Baptist
Hospital every day of the week and we have patients in
Baptist Hospital every day of the week.

We're concerned because other payors have left
the state and because other payors find it difficult to
enter the state and go into business there. We're
concerned now about what we might call economic
credentialing. This is how working at a single

specialty hospital might affect the doctor working
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there in terms of being credentialed at Baptist
Hospital or St. Vincent's hospital, for example. So, a
short list of our concerns.

Now, about 25 years ago, my old partner, Dr.
Barlow, who has since retired, had a sick patient. She
was so sick. And she was not doing well, and he had to
go out and talk to the family and give them the bad
news. And the family was large, they were from the
Hills, they didn't understand a lot of things, and Dr.
Barlow said, you know, we have done the best we could,
she has been on the balloon pump, she's been on the
respirator, she's had bypass surgery and I'm sorry to
tell you that your Mama has expired. And they didn't
say anything, and there was some murmurs and looks
exchanged, and finally one large boy stepped forward
and he said, Doctor, we think we understand what you're
saying, we just got one question, is it serious? And
that's our question for you as I leave here today, are
these issues in Little Rock serious, and we look
forward to some lively discussion.

Thank you for asking us to talk.

P a@% )

MS. MATHIAS: Mr. Shoptaw?

MR. SHOPTAW: Very good, thank you, Sarah.

Over the course of the 10 minutes that I have
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and ever larger provider panels, particularly as
physicians, as we've already heard here this morning,
actually migrate from one hospital medical staff to
another, and seek entry into the networks accordingly.

We're looking at a shift away from strict HMO
offerings to more POS or point of service. Our market
is dominated by PPO, and in fact we're seeing some
employers actually go back to traditional indemnity.
We have a growing interest, as is the case across the
country, and a lot of us believe that we really are
looking at a paradigm shift in terms of a new
generation of products and services around defined
contribution, which Joe Meyer spoke to, and generally
consumer-directed health care in the form of medical
savings accounts, section 125 and section 105 types of
benefit structures.

The nature of the competition in the Little
Rock market, I think, is very typical of others across
the country. We really have a continuum, we have the

traditional multiline carriers who basically provide

59

all different product types and heavily rely upon scale

economies and standardization of product offerings as
competitive edge.
On the other end of continuum, we have

specialty or niche competitors that really
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differentiate themselves by focusing on only certain
products. They have lower price in terms of lower
overhead, greater product flexibility, they're highly
individualized in many cases as far as customer
service, and they provide or may have unique provider
affiliations or sponsorship. And then, of course, a
lot of competitors in between those two ends of the
spectrum.

In Little Rock, we have the big three national
players, Aetna, Cigna, United, all of which have in
excess of 15 million enrollment across the country. We
have two large local health plans, that being
QualChoice and BlueCross Health Advantage. We have 64
in-state and out of state TPAs that compete for the 45
percent of the market, roughly, which is self-funded,
that is the larger employers under ERISSA, basically
self-insured. We have seven state-wide provider rental
networks. We have two unbranded out-of-state BlueCross
competitors, that being WellPoint through Unicare out
of Texas and then HealthLink out of St. Louis BlueCross
that participate in our state.

It's interesting to note that we have 168
licensed insurance companies that are marketing
policies in our state that have a corporate annual

premium base of over $100 million; of course, that's a

For The Record, Inc.Waldorf, Maryland(301) 870-8025



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

61

multistate basis. The largest private employer in the
state of Arkansas actually self administers its own
claims and uses a rental network as opposed to being
fully insured.

The second largest private employer in the
state actually maintains its own provider network. It
has direct contracts with hospitals and physicians, and
then it uses third party administrative services with a
national health carrier to administer those benefits.

And of course, as I mentioned earlier, we have
entry of a number of the newer .Com types of
competitors such as Infinity and Lumenos.

Looking at the characteristics of the Little
Rock market, there is no direct ownership of physician
practices by health plans, although a number of
hospitals do have ownership of physician clinic
practices. Reimbursement, as you might guess, is
largely discounted with fee for service with DRGs and
per diems, and in our state, we never really saw a
large groundswell, if you will, of pure capitation.
And, of course across the country, pure capitation is
basically diminished over time.

QualChoice and Health Advantage are IPA network
models with equity ownership by both hospital and

health insurers. United runs an IPA network, but with
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no equity, it's a traditional relationship, as is Aetna
and Cigna, both of which primarily focus on the PPO
types of products for both insured and the large
self-funded employers.

Kevin has already talked about the features of
our market where we have a very heavy disease burden.
Obviously, that translates into higher per capita cost.
You've already heard about the uncompensated care in
terms of not only low reimbursement for Medicare and
Medicaid patients, but the fact that we have a high
percentage of our population that are eligible for
those two public sector programs. And, of course, with
a low per capita income, the ability to collect debt in
terms of services at the individual household level is
very difficult.

The good news is that based on Milliman data if
you take a standard PPO benefit package and compare the
PMPM or per member per month rates that we're charging
in Little Rock, at least for BlueCross product, we're
13 percent below the national average for a comparable
set of benefits.

Looking at the way that our market breaks down
as far as health insurance categories, as you might
expect for the under age 65 insured and self insured

markets, there's a wide variety of HMO, PPO, indemnity
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and any willing provider types of options. Medicaid
actually runs its own managed care program around a
primary care model, which is AWP oriented and discount
fee-for-service. Medicare, of course, has the standard
package, and there are a few Medicare plus choice
options in the state. There are no HMOs, they're all
basically indemnity-based PPO Medicare plus choice
options.

And then CHAMPUS has 50,000 people in the state
that's administered through health net, which is a west
coast PPO.

If you look at the billable dollars, you get
some idea of just how dominant Medicare and Medicaid is
in the state. Out of 15 billion dollars annually,
about nine-and-a-half billion in terms of billable
services on a ratio basis align with Medicaid and
Medicare. And as indicated here, the Little Rock
market, the four counties consume about 20 percent of
the total health care resources on a state-wide basis
because of the population concentration.

Physician cross participation is very high in
our market. For example, in our networks, 40 percent
of the physicians that are in network or HMO or PPO
actually participate in other competitive plans. We

have no exclusivity in any of our contracts, so it's
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strictly up to the hospitals and physicians to decide
who they want to participate with.

In rural markets across the state, particularly
those that have a single hospital, almost without
exception, if there's one hospital in town and three
primary care physicians, if you're going to have a PPO
or HMO, then every health plan has to contract with
those providers. So, you essentially have cross
participation on 100 percent basis.

The final point and one that's very important
that hasn't been touched on much so far in the panel,
is that we do have the standard consumer safety nets in
place. We have a high-risk pool for the otherwise
uninsurable population that can't get private coverage

otherwise. We have a guarantee fund to protect against

insurance company bankruptcies or insolvencies. Asainst 9

1511
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With that, that concludes my remarks. I very
much appreciate the opportunity of being here today,
and as Dr. Kane suggested, I'm looking forward to our
discussion accordingly.

MS. MATHIAS: Thank you, Bob.

MR. SHOPTAW: Thank you.

MS. MATHIAS: John Wilson?

MR. WILSON: That was good, Bob.

MR. SHOPTAW: Thank you.

MR. WILSON: There's bad news and good news.

The bad news is this is the first week of turkey
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that include, without cause, termination provisions?
Certainly they do.

To what extent do these constraints based on
quality of care considerations versus administrative?
Both. As physicians, we have an oath, and we do our
best to take care of our patients based on those oaths.
We also are business people, so we have to balance
these two issues. How much integration has there been
in my region? A bunch. I'm an orthopedist. There is
one solo orthopedist in the city of Little Rock, to my
knowledge, one.

What are the positive results? Well, with
decrease in what we're paid for our time, and with an
increase of what it costs to do business, our spendable
income has decreased, particularly when you get to be
an old guy, because you can't increase volume. There's
not enough energy.

So, what do you do? You get into services that
Mr. Harrington has provided over the years, you get
into buying MRI machines, you get into surgery centers,
you get into physical therapy. What we're doing is
we're getting into ancillary activities in order to
maintain our standard of income and living. It's a
very simple thing you do.

What are the negative results? We're getting
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into areas that we're not trained to do. We're trained
to be doctors, we're not trained to run large
corporations, and that's what you get to be in. So,
these are the negative things.

Are there solo practices in the market, as I
said, not many, and how they're doing, they're doing
poorly. Do they occupy a particular market niche?
Sure. They provide services for people in car wrecks,
they do disability evaluations, and they take care of
certain Medicare issues, but indeed, they are not what
I would consider competitors in my market.

What risk do doctors assume practicing in
Little Rock? ©No more than any other place, I would
assume. Do you think these risks are similar to those
faced across the nation? The answer is yes.

Is there evidence that reduction in provider
reimbursements has harmed the gquality of care? Sure.
If indeed you spend less time with individuals looking
after them, you can't provide the same quality of care
as you did when you could spend more time and get paid
more for your time.

Should the standard of care for determining
minimal appropriation variable of quality be determined
solely by reference to professional standards? And I

think what they're talking about here is algorithms.
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There's a yes or no answer to algorithms. Algorithms,
I think, are particularly helpful for those individuals
in training, and those individuals who have less grey
hair, I guess that's the way to put it.

They take the art out of medicine. They put in
a great deal of testing without thought. So, I think
algorithms that are used by themselves are not good all
the time.

Would an aggregation of market power by
providers have net benefit or cost? I think if you
give -- if you give people who provide medical care the
opportunity of charging more for their services, they
will. I think if you decrease the amount a person can
make for their time, then they tend to spend less time
in doing what they're doing, so you decrease the
quality of care and those issues.

If the providers raise their prices, who will
pay for the health care cost increase? The consumer.
The consumer pays for everything, one way or another.

Does the reverse also hold that should health
care plans be permitted to acgquire power in response to
possession of significant market power by providers?

If you own a doctor, a corporation, it is my perceptive
that you have less production from the doctor. Look at

your VA systems. People who work -- physicians who

For The Record, Inc.Waldorf, Maryland(301) 870-8025



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

69

work as a salary, working for a corporation, tend to
get the pencils on their desk at 3:30 in the afternoon,
and line up. People in my business are still there at
6:30 competing.

So, if you take away the competition, or their
ability to compete, then you take away a person's
wanting to produce.

Just as a recipient of Medicare for over a year
now, let me ramble for just a minute. I have been in
practice 34 years. My hat has changed a number of
times over those times. I find myself wearing more
than one half now. When I started, I was a simple doc
in a fee-for-service type of situation. Medicare had
just really started in. Medicare was poor -- not
ideal -- but a poorly made-up event.

It did not have means testing, which it should
have from the start. It did not have prescription
benefits, which it should have from the start. But the
big thing is that a lot of people got something for
nothing that they were paying for for years. They
rationed the use of a particular product because it
cost money, and as a result of the product not costing
money, they overutilized it. There were not
constraints placed on physicians as to what we charged

initially, so we overcharged quickly for the services
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that we provided. As a result, we have all sorts of
constraints that have been placed on us, and so it's
going back the other way to the point that we've got a
system that is failing just because you can't pay for
it now.

Managed care has come along, and you -- and
with managed care, you have dissolved the
doctor/patient relationship. 1In a fee for service
business that I started with, if a person came to my
office and I saw that I wasn't going to gel with this
individual, I could in a nice sort of way send them on
their way. Or if a patient wanted to come there -- if
a person wants to come to see me now and they're in a
certain HMO, they can't do so, they have to see someone
else, or in a worse situation, someone has to come to
see me, they want to see someone else, and they don't
trust me, because they don't know me.

So, the doctor/patient relationship has
suffered. And as a result of that, this's more
liability, as far as practicing medicine.

We have worked -- one of my hats is I'm
president elect of my state medical association. We've
been involved with court reform, because our
malpractice insurance has just completely gone out of

sight. And we were able to get some of that. We have

For The Record, Inc.Waldorf, Maryland(301) 870-8025



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

r=<

71

been attempting to get something done federally for
years, but our Senate continues to refuse to consider
dealing with this issue.

Competition in medical care is good to a point,
as long as you can make profit. TIf indeed you're
competing for something that is not profitable, then
it's not a good thing.

Thank you.

P a@% )

MS. MATHIAS: Thank you. We will take about a
10-minute break, and then reconvene for the moderated
guestions.

Il A R A gg'}‘ "y

2 d}g =)
MS. MATHIAS: Well, I think we've hit about our
10-minute mark. So, I would like to go ahead and get
started. One of the things I think that we probably
all noted from this discussion is that when you look at
Little Rock, you have to look at the entire Arkansas
state, which is an interesting revelation, I'm sure,
for everyone at least outside of Little Rock who is
listening, so it's been great insight already.

Ed and I will exchange and ask a number of

questions of you, and again, if one of our questions

elicits further comments and such, feel free to turn
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your tent. Before we actually start with the questions
period, a lot of comments have been raised, and for
some of the people at the beginning of the panel who
may have heard things that they want to respond to, I
would like to first start with that opportunity and
then Ed and I will move into the questions.

So, I'll just go down the row, and if you don't
have anything right now, that's fine. So, Kevin?

MR. RYAN: I think one of the points that you
mentioned I think is very key, the fact that while
we're looking at Little Rock specifically here, you
cannot look at it in a vacuum. I mean, I think that's
true of all the comments that were made here today. It
was definitely true when we examined the health
insurance and health care marketplace in the state,
that it's inextricably linked with the entire state.
It's both the advantage and disadvantage of being from
a small state like Arkansas. But you cannot -- you
cannot look at it in isolation. What happens in each
of the four corners affects Little Rock, and it's
definitely an interesting and ongoing type of
association that has to be examined.

MR. BATES: I would just make one observation
about Kevin's comment about the number of people who

were admitted without insurance. We know that in our
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hospital, if you get admitted without insurance, it
runs about 10 percent, but discharges without insurance
is only about 3 percent. So, we use that period while
we have them to get them enrolled or to make sure they
do get some insurance because a lot of people don't
know how to do that sometimes and they're eligible for
Medicaid. So, another parameter would be to look at
the discharge percentage as well.

MS. MATHIAS: So, they get enrolled into
Medicaid or is it Medicare?

MR. BATES: Or it could even be that they have
employment opportunities at work, they just didn't take
advantage of them.

MS. MATHIAS: Russ?

MR. HARRINGTON: I have nothing at this point.

MS. MATHIAS: Jim?

MR. KANE: I just want to take the opportunity
to disagree quickly with Dr. Wilson. First of all
about turkey hunting, for those of you here who haven't
been, that little notice they put at the bottom of
movies, "no animal was harmed in the making of this
movie," does not apply to turkey hunting.

Secondly, I take issue with the fact that
doctors get into ancillary services and build heart

hospitals because of the income opportunities. And let
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me quote just quickly from a January Journal of
American Medical Association article, it says, "Rather
than declining income, physicians are dissatisfied
because of the ability to manage their day-to-day
patient interactions and their ability to provide
high-quality medical care," and that seems to be the
source of more of their frustration than simply a
decline in their income.

MS. MATHIAS: I think that has raised a
response real quick by John and then we'll go back to
Bob.

MR. WILSON: Jim, I did not mean to imply heart
hospitals specifically, I was talking about ancillary
services such as small surgi centers and MRIs and
physical therapy. So, that's what I meant as far as
the ancillary services.

MS. MATHIAS: And actually, if you don't push
the button it will read, and if you do push the button,
I think it mutes the microphone.

MR. WILSON: Sorry about that.

MS. MATHIAS: Bob, did you have anything else?

MR. SHOPTAW: No, I have nothing at this point.

MS. MATHIAS: Ed, did you want to lead off with
the first question?

MR. ELIASBERG: Okay. 1In prior parts of the

For The Record, Inc.Waldorf, Maryland(301) 870-8025






10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

76

comes from the community hospital's perspective whose
commitment is to that community, to provide all the
services that are needed.

Anytime you have an erosion of that, from
whatever source, whether it be a physician, whether it
be a niche hospital of a specialty nature, those
accumulate over time and it reduces the ability of the
community hospital to continue to support the community
at the level that they have in the past, and they hope
to in the future. And in fact, in some cases, it's
even threatened their viability.

So, you know, it's easy to say, you know,
there's one niche provider, and they couldn't hurt you
that much, and I think that's been the case in Little
Rock, when you reference the Heart Hospital. We've
never attacked them or tried to disparage them, but I
am concerned about more. I am concerned about the
proposed spine hospital, back and spine hospital that
was referenced earlier.

We can't afford to continue to lose a
percentage of our volume and thus our revenue, and be
able to provide the same quality level of service that
we provide and be willing to continue to support
whatever the community's need, and wherever -- whether

they can pay for it or not, if we continue to be niched
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think we're concerned that if we abandon that and just
focus on certain areas or certain scopes of service,
from a strictly business standpoint, it would be a
different playing field. It's not even a question of a
level one, it's a whole different playing field. And
so we're in a situation where you might get competition
going between two different sets of rules, you know. I
understand that investment strategies and whatnot for
places like the heart hospital, it's a whole different
approach to how this happens, but at least with a
difficult meshing of those two in a community.

MR. ELIASBERG: Just one thing, if you could
also comment on, on the national level, with respect to
children's hospitals, has there been a development
of -- or a trend toward economic credentialing with
respect to Children's Hospital, because I think you
mentioned that at least nationally that you're
beginning to see community hospitals beginning to offer
some -- trying to get more into pediatric services.
Has that been something that has been occurring?

MR. BATES: No, I don't think so. And if I
said something that led you to believe that the
community hospitals were getting into it, I did not
mean to say that.

MR. ELIASBERG: Okay.
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MR. BATES: What has happened, though, is in a
number of places where they have not consolidated their
pediatrics, they have done so. New York has finally
gotten around to doing that. Many states do it, it's a
sensible way to get efficient outside out of a critical
mass of people. So, scope has been relatively constant
over the years, and I don't think you'll see a lot of
the economic credentialing or subniching within
pediatrics, if you will.

MS. MATHIAS: Dr. Kane, one of the concerns
raised by the community hospitals, Baptist and
Children's, was the level of indigent care that they
need to meet and I was wondering how Arkansas Heart
Hospital would respond to that, the level of their
indigent or undercompensated care.

MR. KANE: It's been shown basically around the
country comparing all the heart hospitals with
community hospitals that because these hospitals,
including ours, operate a full-service emergency room,
where all comers are done, basically, that the level of
core provided to the indigent population and to
Medicaid, for example, is about the middle of the road
compared to community hospitals. I don't have specific
numbers, but, you know, we don't turn away anybody at

the hospital.
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pass them on to the consumer and, you know, I'm not
sitting in a panel like this trying to explain what
managed care is.

MS. MATHIAS: And I just got passed a note to
make sure everybody is talking into the microphone, so
raise that and then ask Ed to go to the next question.

MR. ELIASBERG: I would like to key off
something that Bob Shoptaw just said and ask a question
of Dr. Kane. Sometimes when we're doing the work we do
here at the agencies, we hear folks tell us when
looking at health plan mergers or health insurance
mergers, oh, doctors can fairly easily get their
patients to switch health plans. So, if it's a
situation where, for example, one health plan will not
recognize the Arkansas Heart Hospital, then what will
happen will be while there may be a shock there for at
the time of announcement, basically the doctors can

influence, persuade, their patients to switch plans

For The Record, Inc.Waldorf, Maryland(301) 870-8025



that. At first when all the managed care plans came

into effect, I felt for sure that our patients could

stay with us regardless,

that we could see them for
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well, particularly if they have to go into the
hospital. So that if a patient is out of network and
it looks like it's going to cost him a lot of money to
come see us, we refer him to an in-network provider.
And I think that's fair to the patient.

MR. HARRINGTON: I would like to make one
response. I had early on when the heart hospital was
under construction, I had a lengthy discussion with the
head of Dr. Kane's group, and talked to him about our
HMO at the time, and his response to me was the doctors
in his group had no interest in participating in any
managed care efforts, and in fact, that was one of the
reasons they were supportive of building the heart
hospital, and in fact, were investing in it. They
weren't interested in managed care.

So, it's interesting now to hear about all the
efforts they've made over the years, most of which I'm
not aware of, to become a part of the managed care that
we're involved in. That was something that they were
totally against at the beginning.

MS. MATHIAS: Okay, to change the direction of
the conversation, one of the items that John Bates
discussed was the rising care of -- rising cost of
health care, and he wanted to address that later and I

would like to raise this opportunity to him, as well as
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to Kevin, to discuss some of them. Clearly, the
uninsured and the undercompensated is a concern, but
I'm interested in what other factors are contributing
to the rise of health care costs, at least in Little
Rock.

MR. BATES: Thanks. I appreciate the
opportunity to speak to that point, just for a moment.
We obviously know about the uninsured issue, we know
about the question of competition or lack of
competition as a driver, but I think there are others,
in my mind, that are perhaps more important than any of
those. And they would be -- I have a list of four:
Regulation is number one, and Dr. Kane's remarks about
HIPAA got a big laugh because it's so painful to many
of us in so many ways. And that's just one of many
regulatory impositions we get. If you're a manager at
our hospital, for example, the HIPAA officer comes
around and tells us what to do.

The compliance manager comes around and tells
you what to do, the safety officer comes around and
tells you what to do. Your manager comes around and
tells you what to do, and the poor local manager is
having a terrible problem trying to figure out how to
interpret and integrate all of these rules and

regulations because they're mandated in such a highly
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structured way and such a pro-descriptive way that
there's no latitude on how you deal with them in your
individual hospital.

So, to me, this whole trend towards a new
regulation and a new so and so officer for each little
part is really getting to be very challenging and very
expensive. We're today, or yesterday, mailing out
60,000 privacy notices to our patients, and they, like
I think all of us, take them and throw them away, when
you get all those privacy notices, but we're required,
A, to keep track of which ones we sent, B, to include
in there a response from the patient, or the family, if
at all possible, and C, we have to maintain the
database and port on expended and who and what our
payors are and so forth, none of which as I can see is
making anybody better from a health standpoint. So,
that's regulation.

Number two, pharmaceuticals and pharmaceutical
costs. One of the drugs that we use in our neonatal
ICU is called nitric oxide, it is the simplest

imaginable molecule in the world, one nitrogen and one

oxygen. And yet, we're oblige-2 T.-6 f£(7)Tj5auTj-6 0 TD(2cdRprOcjé
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forth. 1It's kind of a terrifying thought, and I didn't
even touch on all the rest of them, the pharmacist, the
respiratory therapist and the like. And so I think we
have more pressure coming around wages on that side of
the equation.

And then lastly there's technology, which is
unstoppable in so many ways. There's something out
there that gives you another 3 percent or 5 percent

advantage, it's very hard to say to a f7f a terrifying tem, the s/y
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health care provider, for the health insurance carrier,
for the entire system. And as our new data shows,
inpatient care alone for 2001, there's almost a quarter
billion dollars of unreimbursed care that the system
has to absorb. 2And as I believe Dr. Wilson said
earlier, ultimately, that goes to the entire system to
the consumer, driving the cost of health care up,
health insurance premiums up, you know, it's an entire
systematic cost.

Second, as we talked about earlier, the ill
health of Arkansans, and related to that, the lack of
preventive care that Arkansans get. Clearly, this is
both an economic as well as a more personal health cost
to the individual and to the family. And again, that's
related to the high rate of insurance, all of these are
linked together, none of these cost drivers exist in a
vacuum.

I think fourth, as John said, prescription
drugs. We enjoy in this country, you know, some of the
finest prescription drugs in the world that we've
achieved through the use of technology, the use of
development by pharmaceutical companies, but
oftentimes, it's not the latest and most advertised
drug, it's not the little purple pill that you see

advertised on the news every afternoon that perhaps may
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we've had PET scanners for a number of years. This is
very important technology, and it's life altering and
life-saving technology, but again, it's -- the cost
impact of it oftentimes is enormous.

All of these things, all of these things exist
together and are linked together.

MS. MATHIAS: Russ?

MR. HARRINGTON: I agree with all of the items

that have been mentioned, and I will try to avoid going
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things that they put in blood vessels to improve your
heart, the blood flow to the heart, and we do so many
of those, every day.

It's been proven that there's a tenfold
improvement in restenosis if you use a drug-alluding
stint. While in wvisiting with our doctors, they tell
me that whether they think the patient needs a
drug-alluding stint in the future, because of the
pressure on them from liability and pressures from
consumers who will learn about drug-alluding stints,
everybody who has got to have a stint is going to want

a drug-alluding stint, or a drug-coded stint to keep

3ures7fthe2edstegorts from occurringint, snst-nst

oy put inl00 percient of thire patiense a drug-alluding

meavailo2net.

drug-alluding stintcostgs treme imers whata

nt, 3ures7So,e thae'sjustt ne exampls

oy

oytake care of the needs of amuch mo

ntWwhether theycaen daff orit, ornots,
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And I wanted to just give you a little bit more
information on this -- the cost of the work force Dr.
Bates just talked about. Increasing salaries and
benefits. Prior to the year 2003, over an 18-month
period of time, we spent $15 million on market
adjustments. $15 million that we hadn't planned or
budgeted.

Now, these aren't regular salary increases
based on merit that all of our employees get, these are
market adjustments because the salaries in our market
went up, and in order to stay even with the market, we
had to spend $15 million just to raise our salaries to
cover the market increases.

I mentioned in my remarks earlier, since the
beginning of 2003, and just recently, we've had to
announce another $7 million worth of market increases
again just to stay up with the market. ©Not to try to
leap ahead of it. But $7 million was not budgeted, it
was not planned. It will really be felt financially in
our organization.

So, those areas that you've heard about are
real cost increases, and they're severe, and they're
getting more so each year.

MR. ELIASBERG: Actually, this question,

believe it or not, Joe, is for you, and if you could
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just provide us maybe just a little background
information. In your presentation, you listed the
company monthly subsidies that you were paying. What I
was a little unclear on from it, was that just for
Little Rock or was that across your entire company? In
other words, you pay the same amount for other cities
that you're in?

MR. MEYER: That's a good question. We do it,
that's a national subsidy. And as I said, it's
independent of health care costs in any one region or
location.

MR. ELIASBERG: Okay. Let me ask you, just for
my edification, how does it stack up, Little Rock
versus some other locations which you have employees?
That is to say, looking at the employers' monthly
contributions for both served single and family
coverage, we see the numbers for Little Rock. How is
Little Rock stacking up with respect to some of the
other cities in which you have large concentrations of
employees?

MR. MEYER: I can give you an example, just
from that schedule, the PPO and the first HMO that are
on that schedule are national plans. So, those
contributions are paid by employees in Little Rock or

by employees in any other state or location. The other
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two HMOs in terms of -- are the local HMOs, and their
costs are probably at or below what we see in other
locations.

I think in my remarks, I indicated that the
cost in Little Rock, for Little Rock HMOs, are slightly
below where we see in other locations, but the premiums
are accelerating at a greater rate each year.

MR. ELIASBERG: Let me just do another
follow-up question on that, what issues are presented,
or what consideration might have been given to perhaps
cutting down on the number of possible HMOs that are
candidates and hence trying to drive more volume to an
HMO with the chance of perhaps getting a better rate,
how realistic a scenario is that for an employer with
the characteristics of your company?

MR. MEYER: Well, our approach at ALLTEL has
been to have competition, and to have competition that
the employees participate in. So, we always try to
have, in addition to our national plans, at least two
local HMOs. We know that we could probably get a
little fractional better deal if we were to say to one
of those local HMOs, we'll give you all of our
business, but we would rather have our employees make
that selection based upon the provider networks and

hospitals that are in the area. And it works quite
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well with us.

MR. ELIASBERG: And one last thing, Joe, you
probably said it in your comments, but just to refresh
my recollection, the trend over time, are most of your
employees going to one of the HMOs or are they staying
with a PPO or what?

MR. MEYER: That's a good question. And it
varies by market, but in Little Rock, most of our
employees are choosing the lower cost to them HMOs,
rather than our national plans.

MR. ELIASBERG: Okay. And so the PPO is
actually losing enrollment to an HMO?

MR. MEYER: Well, yeah. If you're just looking
at Little Rock.

MR. ELIASBERG: Just Little Rock, right.

MR. MEYER: The PPO does not have many members
in it in the Little Rock market.

MR. ELIASBERG: And just one follow-up
guestion, the HMO that they're losing enrollment to,
the panel structure for that, how much selectivity is
there? That is to say, how much restriction is there
upon or what -- can you give us some primers on who is
not on the panel, how restricted it is?

MR. MEYER: Well, the two local HMOs are Health

Advantage and QualChoice, and so the employees are
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making their decision based upon -- primarily based
upon the hospital. The Health Advantage, as Russ
indicated, is part of the Baptist network, and
QualChoice is UMAS and St. Vincent's. The providers
the physician panels are similar in both locations,
because most physicians practice at both Baptist and

St. Vincent's. There's quite a bit of overlap. So,
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of the doctors and the care that was given.

So, there is some of the quality information
that may be getting out to the consumers, although I
don't know the background in how they were actually
chosen for this magazine, so it kind of makes it a
little different, but what I'm wondering is, some of
the gquality -- you know, some of the initiatives that
the hospitals have taken and the doctors have taken to
improve their quality, and then are they getting that
information out to the consumer/patient so that they
can make a better informed decision about their health
care?

And I'll just open that up to whoever wants to
turn their tent over to answer, if anyone. I think
Kevin turned first.

MR. RYAN: I think historically, the wisdom wa
that quality was assumed. I mean, in times past, it
was assumed that all health care providers provided th
highest quality care that you could assume as a
purchaser either at the employer person level or the
employer level, that you would be receiving, you know,
top quality care. I think that assumption is still
valid, but consumers and employers as consumers, are
looking at those issues now.

There is oftentimes a lack of availability.
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There have been some national efforts, NCQAs Quality
Compass, for example, has collected information over
the past number of years and made that information
available.

In our interactions with Arkansas consumers,
we're finding that the assumption that quality is there
is still oftentimes the case, that many times employers
and employees, as Joe alluded to, are looking at cost.
I mean, cost is oftentimes the driving parameter, and
then quality is assumed, while perhaps looking at more
specific services.

I think there is a need for increased
availability of quality information for all purchasers.

MS. MATHIAS: Jim?

MR. KANE: Well, I think a lot of that is word
of mouth and personal experience. Now, St. Vincent's
is not represented here today, but let me just tell you
that if I have a patient in my office who has been to
St. Vincent's recently, where I must tell you that the
quality of care in some areas has declined just
enormously, even if they've been in the heart hospital,
it's just absolutely astounding the differences they
report.

So that just word of mouth reputation among

patients, families, and consumers in general, I think,
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is the best way they get the quality issue.

The financial issues, I think it's kind of
interesting, over the five years that the heart
hospital has been opened and that we've been investors
in it, I've had one patient who owned the heart
hospital, and that was a developer who thought he might
want to do a similar project himself.

Frankly, they don't care. They don't care who
owns the hospital, as long as they trust the doctor who
puts them there. I suppose it's possible that my
patients are all Methodist, Episcopalians and Lutherans
and they didn't want the Baptists and the Catholics to
get the money in the first place, but they don't really
care.

They are asked to sign a financial disclosure
statement when they come in that simply tells them that
these doctors listed have a financial interest in the
hospital, and if they have a problem with that, call
administration, and I don't know, has the phone ever
rung about that? They don't care, as long as they
think they're getting good care.

MS. MATHIAS: Okay, great. John?

MR. BATES: 1I'll make several quick comments.
One is that I don't think there's that much data out

there in the sense of medical outcomes so that you can
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say my chance of a complication going into hospital A
versus hospital B is different. I don't think there's
enough of that out there for people to go by.

I think they rely very heavily on the
reputation of the hospital or on the opinion of
somebody they respect. So, if they're next door to a
nurse who works at Baptist and they say Baptist is a
great hospital, you ought to go there for your hernia,
that will help sway them in their decision, at least
that's our experience.

I think it's also very hard for the general
public to differentiate between what we would call
service quality. That is to say are the beds neatly
made, 1s the lunch line clean, and all that sort of
thing, versus the medical outcomesg, like did they get
the right operation, did they get it timely, did they
like the medicines? So, I think it's difficult for
them to differentiate, and they often jumble them up.

All that being said, though, we do find more
and more people are calling up ahead of time and
saying, what is your complication rate on this, or what
are your outcomes on that, particularly high-risk
elective procedures. We get a lot of calls like that,
for example, on heart surgery for children, because

families who need that work done, particularly if it's
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a high risk situation, they will call eight or 10
different centers and try to get an opinion, because
it's a once-in-a-lifetime shot and they want to get it
right.

So, I think it's increasing, but I think in the
long run it's going to be very difficult. I always ask
our board, well, how would you analyze this equation?
It will cost you $5,000 more when you go to your
coronary artery bypass at hospital A versus hospital B,
but your complication risk will drop by a half a
percent.

MS. MATHIAS: A difficult evaluation. John?

MR. WILSON: Outcomes have sort of been in the
eye of the beholder in terms of getting the information
and how they're interpreting the information.
Unfortunately, the outcomes are usually interpreted by
those individuals who collect it and the hospitals that
are involved. So, you would have to say that they're
going to show their best face with these.

And with physicians, I don't know really how in
the world, particularly with HIPAA, that we're going to
get valid outcomes if we can't share data.

MS. MATHIAS: How -- we've heard how the
consumer patient makes a decision for, you know, the

hospital. Sometimes it's word of mouth and friends and
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quality information and things like that. Is that the
same for the physicians in Little Rock?

MR. WILSON: Well, you know, if you have a
choice. 1If you're tied into a particular system of
some sort, HMO or PPO, then you don't really have a
choice sometimes. So, but I think word of mouth is
generally the way it's gone. And I'm going to -- I
have to ask to be excused, I have an obligation in
Little Rock, and a plane to catch. So, I ask your
forgiveness for leaving early.

MS. MATHIAS: Well, thank you for your time to
come, and I look forward to talking with you in the
future, but take care. And I think Joe had to leave as
well. That's what happens when we're lucky enough to
get people who travel here, we have to face their
schedules as well. I think Jim had a response on that.

MR. KANE: Just a gquick comment about how the
physician, or at least how I recommend which hospital a
patient go to. The first and most important question
when I recommend hospitalization for a patient is, I
ask them if their insurance directs them to any
particular hospital. And I tell them uncertainly that
they have to go where they get the best deal.

Secondly, I ask them if they have any preference. I

tell them that I go to the Heart Hospital, I go to St.
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Vincent's, we have doctors that go to Baptist Hospital
if they want to go there. And even if they say, well,
Doctor, why don't you tell me where I would be best
treated or happiest, and then I make my recommendation
on the basis of that, but I give them -- always give
them the option and always check on where they can get
the best deal with their insurance.

MS. MATHIAS: Okay.

MR. ELIASBERG: Kevin, actually, this question
sort of keyed off something on your slides, and I'll
ask you -- I'll ask you this instead of Bob Shoptaw.

MR. SHOPTAW: Thank you, Ed.

MR. ELIASBERG: You might be less grateful when
you hear the question, though.

Your slides indicated that at one time there
were five HMOs in the market, and then two left, and
they were listed as, if I remember correctly, Aetna --
Prudential, excuse me, and HealthSouth.

MS. MATHIAS: Cigna.

MR. ELIASBERG: Health Source, excuse me, were
the ones that left.

MR. RYAN: That left the market? Yeah, not in
light of the recent headlines. Suffice it to say,
there are fewer HMOs today than there were prior.

MR. ELIASBERG: There were two major HMOs that
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left.

MR. KANE: United is still there.

MR. ELIASBERG: Right. Yes, but two left.

MR. RYAN: Three, United, Prudential and Health
Advantage.

MR. ELIASBERG: I thought the need -- give me
just one second -- I thought there was two that left.

MR. RYAN: Cigna and Prudential are no longer
really in the marketplace.

MR. ELIASBERG: Right.

MR. RYAN: In HMOs -- they are still there in
PPOs.

MR. ELIASBERG: When you were doing your
work-up for your study, what was your understanding of
why they left?

MR. RYAN: I mean, that is a good gquestion.
And I think you can even apply the answer more broadly
to other than HMOs, health insurance companies in
general. For example, there have been about 40 health
insurance companies that have exited the Arkansas
marketplace over the last few years. As you saw, I
believe it was Bob's slide, there was -- there are
still a number in the state.

When we've talked to carriers, and talked to

the brokers who have dealt with carriers over the
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years, answers vary. For some carriers, either HMOs or
PPOs, they've left the marketplace because they never
really had a sufficient penetration, and did not want
to spend resources to try to attain a larger
penetration. HMOs, managed care in general, has not
really taken off in Arkansas. Arkansas is a largely
rural state. We only have one true urban center in
central Arkansas, and in Little Rock and north Little
Rock. We have only a few smaller but still urban
centers in the state.

For managed care and HMOs to really be
successful for multiple, multiple carriers, you have to
have a pretty condensed population, and Arkansas
doesn't have that.

As I said, we're a rural state with networks
that are fairly diverse. So, I think that's probably
another reason. It's -- I think it would be really
difficult for a large number of carriers to have a
presence in the state, just in terms of the demographic
make-up.

MR. ELIASBERG: I don't want to cut Mr.
Harrington off, but just one follow-up question on
that. So, if we see rates going up like Mr. Meyer
talked about, about them going up, notwithstanding

that, you would be surprised if we suddenly saw the
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advent of new HMOs coming into the state from people
other than from providers already -- from plans already
in the state? Or would you?

MR. RYAN: I'm not sure I understand the
guestion.

MR. ELIASBERG: Okay, rates seem to be going
up, that is to say HMOs are getting paid more of --

MR. RYAN: I'm not sure I agree with that, but.

MR. ELIASBERG: Well, okay, some people --

MR. RYAN: Because I think you've hit on a real
important issue. You know, premiums are definitely
going up, I think the data clearly indicates that.

MR. ELIASBERG: Yes.

MR. RYAN: But I'm not sure that you can
assume, and I don't have the numbers, to assume that
profits are going up. Because I think carriers are
operating under obviously the same types of conditions
that health care providers and other folks, and I'm
obviously not the most qualified to speak for carriers,
but in my conversations with them, you know, they're
having the same type of cost containment issues that
really all members of the health care industry are.

And so, you know, I'm not sure one implies the
other.

MR. ELIASBERG: Okay, fair enough, and I'll
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stop and let Mr. Harrington get a word in on this.

MR. HARRINGTON: I would agree with what Kevin
just said and add one other factor. There are
companies who have come to the state with the intent of
providin