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A. MARVIN M. FAIRBANK

I.

Marvin M. Fairbank is the Director for Contracted Care, Stormont
Vail Healthcare, Topeka, Kansas. In that capacity, Fairbank has
direct experience with Kansas Blue Cross and Blue Shield, and
with Anthem Insurance.

The criteria under which medical coverage determinations are
made are substantially different between KBCBS and Anthem.
KBCBS utilizes a system similar to the InterQual guidelines and is
experience based in Kansas. Anthem utilizes the Milliman &
Robertson Guidelines which are based upon efficiency of care.

The Milliman & Robertson Guidelines are based upon maximum
efficiency of care for patients with good health and uncomplicated
conditions. They are not based upon actual experience, but upon
research. They are idealistic and unrealistic goals.

The Milliman & Robertson Guidelines have been criticized by the
American Academy of Orthopedic Surgeons, by other surgeons,
and by pediatricians. Even hospitals named in the 100 Top
Hospitals did not meet the length of stay standards for pediatric
patients under the Milliman & Robertson Guidelines.

The Milliman & Robertson Guidelines have not been submitted for
approval to the National Guidelines Clearinghouse. Clearinghouse
approval demonstrates the reliability and clinical soundness of the
guidelines.



6. One example of the restrictive nature of the guidelines is chest
pain. Local experience with chest pain denials suggests Anthem
applies the criteria restrictively, contending outpatient treatment is
best.

7. Litigation has resulted from other insurer’s restrictive uses of the
Milliman & Robertson Guidelines. Consumers describe their
experiences with Anthem as a nightmare.

8. When length of stay or medically necessary denials result from the
Milliman & Robertson Guidelines, they are justified by the insurer
because the hospital is not being “efficient.” In Kansas, there are
numerous small, rural hospitals that serve as the only entry into the
health care system. Due to size, provider mix, and resources, these
hospitals cannot meet the efficiency levels of larger institutions.

9. Milliman & Robertson has already opined that over half of Kansas
Medicare hospital stays were too long or unnecessary.

10. The criteria utilized by Anthem and the method of application will
functionally alter the contracts between KBCBS and its insureds,
and with its providers. Claim denials or extended turn around
times for claims payments may make providers, particularly rural
providers, unwilling or financially unable to contract with Anthem.
Consumers will receive less care and have less access to care than
with KBCBS.

B. CARL J. SCHRAMM

1. This report was prepared for submission to the Kansas Insurance
Department for the Department’s consideration as it evaluates the
public interest in the potential sale of the Kansas Blue Cross/Blue
Shield plan (the “Kansas Blue Plan”) to Anthem, Inc., a publicly-
traded Blue Cross affiliate that owns and operates Blue plans in
eight states.

2. The report considers the general implications for health care
providers (doctors and hospitals) in the event that the Kansas Blue
Plan is sold. Specifically, how will a proposed sale of a non-profit
health insurance company of the magnitude of the Kansas Blue
Plan, and its conversion to a for-profit entity, affect the economic
conditions that govern the practice of medicine in the State’s
hospitals and by physicians in Kansas? Because of the traditional
non-profit nature of Blue Cross plans and their long-recognized
quasi-public mission, these considerations are closely related to
several public policy issues.



The report takes an economic perspective on the implications for
providers as well as the public policy issues. It builds on the
economic analysis performed by the author as part of ongoing
analyses of similar transactions in other jurisdictions and their
implications on markets for health care and insurance.

The author is an economist and lawyer by training. He served as a
professor of health management and policy at The Johns Hopkins
University School of Hygiene and Public Health and founded the
Johns Hopkins Center for Hospital Finance and Management. Mr.
Schramm served as chairman of the Maryland Health Services
Cost Review Commission, the agency that regulates Maryland
hospital prices. He currently serves as a member of the Maryland
Health and Higher Education Facilities Authority, the agency that
issues debt on behalf of non-profit hospitals. Mr. Schramm has
served as President of the Health Insurance Association of
America and as President of Fortis Healthcare, a commercial
health insurance company, as well as Executive Vice President of
Fortis, Inc. He is vice-chairman of the board of Patient Choice
Healthcare, Inc., in Minneapolis, and chairman of Greenspring
Advisors, a consulting and economic research firm specializing in
health care.

This report finds as follows:

A. Kansas Blue Cross Blue Shield was founded and has
operated as a non-profit entity to serve a special function in
the State’s insurance market. Given the continuing failure
of the insurance market to provide available and affordable
insurance coverage to all citizens, the State and its health
care providers have a long history of encouraging Blue
Cross to provide coverage to citizens who otherwise would
have no option in the marketplace. Blue Cross was
established and continues to exist, in part, to mitigate a
classic situation of market failure.

B. The Kansas Blue Plan is the largest economic force in the
Kansas health care economy. The manner in which it will
operate in the future is of enormous consequence to the
hospitals and doctors of the State and the citizens who are
covered by the Plan, as well as to its competitors.
Hospitals and doctors will be affected directly by a change
in the managerial objectives within the Kansas Plan; in
addition, there will be critical changes in the market for
health insurance that will produce significant secondary



effects. Such changes in the insurance market will produce
significant public policy issues for the State related to the
availability of insurance and the price at which it is offered
to Kansas citizens.

Conversion from non-profit to investor-owned status will
result in a reduction of the medical claims cost ratio, the
percentage of premium dollars paid in Kansas that are
returned as payments to providers of care, doctors and
hospitals. The resulting outcome will be reduced receipts
for the population covered by the Kansas Blue Plan, and/or
higher premiums to be paid by businesses and individuals
than if the Blue Plan were to remain a non-profit
organization.

The arguments typically propounded by management
seeking to sell a Blue plan often include the need to
compete with larger, ostensibly more efficient carfrier. In
fact, there is scant evidence that larger carriers are more
efficient or more competitive.

Attending all past Blue plan conversion transactions is an
implicit or explicit case that the historic nationwide
organization of Blue plans as non-profit entities no longer
can survive in the current environment of insurance
industry dynamics. This argument overlooks the facts,
suggested in finding 4 above, that larger carriers are not
more efficient or more competitive. In addition, this thesis
overlooks what economic policy makers have long
understood to be the need for a mix of economic models of
service delivery in the American economy. The founders
and past managers of the Kansas Blue Plan — and other
Blue plans across the U.S. — were not “do-gooders” who
were naive regarding the rigors of internal economics and
external competition in the health insurance business, as
this pro-conversion argument implies. Rather, they were
persons who as social entrepreneurs operated businesses
that were consciously formed as special service companies
to meet the need to provide a non-profit model for
providing one of the most public of private services. In the
face of sixty years of competition from commercial
carriers, most Blue plan managers built strong and
successful businesses and made their non-profit Blue Cross
Blue Shield franchises the predominant insurance carrier in
many states. The economics and mission of non-profit



Blue plans was and is a viable combination, perhaps, in the
long run, the most viable form of providing coverage.
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