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Managed care is certainly bringing down America’s medical costs, but it is
questlon of whether patients, especm]lv those with severe IHHBSSCb can stll]
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ALAN DEMEURERS and his
chitdren Michelle and
Jefirey helped raise money
for Christy's treatment

Iso raising the
rust their doctors

By ERIK LARSON LOS ANCELES

LAN DEMEURERS RECALLS IT VIVIDLY AS ONE BRIGHT
moment in a succession of dark days. “I remem-
ber exactly where we were sitting,” he says. His
wife Christine had by then been found to have

metastatic breast cancer and believed her only hope
was to undergo a costly new kind of therapy that
involves the harvest and retransplant of her own bone
marrow—high-wire medicine occupying what one of
her physicians calls “the twilight zone between prom-
ising and unproven treatments.”

It is a measure of just how bleak those days were that
this gleaming instant came when Alan at last read the thick
contract from their health plan, Health Net of Woodland
Hills, California. Like most Americans enrolled in such
plans, the couple had never studied the document. Now,
however, the specifics had become a matter of vital
interest. “Good news,” Alan announced from his end of the
family sofa in Murietta, California. “It’s covered.”

And so for the deMeurerses
hegan & thres-yvear encounter
with "managed health care”
and the powerful forces that are
fast reshaping the culture and
practice of medicine in Ameri-
ca—not just cutting costs but
changing in a fundarnental way
how doctors view patients, and

perhaps how patients should
now view doctars. In a three-

“It's a shift that has taken place
a lot more quickly than pa-
tients are ready for—that's ah-
solutely true. What's shifting
is, patients can't drive it any-
¢ more; patients can't decide,
: "My ear hurts, so I'm zoing to
: £0 to the doctor today."”
Fredded by large compa-
: nies fed up with rising med-
= ical costs, the new medicine’s
month  investigation, TiME - entrepreneurs  have turned
chronicled Christy deMeurers' —_— health care into a corporate
journey, but also the parallel, CHRISTY DEMEURERS | aitlefield increasingly gov-
interlocking story of Health foushthardforcare oo 4 1y the promise of stock
Net, one very prosperous company in the | market wealth, incentives that reward

THE PATIENT

MAL Y LEAIR

Southern California market, a hothed of
managed care that offers a living dernon-
stration of what's likely to ocour every- |
where else as the new medicine continues |
its rapid advance. Taken tegether, the two
stories provide a look deep inside the psy- |
cbe of a managed-care company that is typ-
ical of the hundreds blooming and merg-
ing throughout the uvation, Thess
nrganizations have jettizcned the old Mar-
cus Welby-style medicine for something
entirely new, in which doctors become
“watekeepers,” patients become "“covered ‘
lives” and remote managers decide who ‘
gets treatment and who doesn't,

“It's a paradigm shift,” says William ‘
Popik, Health Net's chief medical officer.

minimal care and a brand of aggressive
competition alien to front-line doctors for
whom dressing for success still means
wearing khakis and a lab coat.

No cne disputes that managed care
has at last put the brakes on medical
spending, or that it has preved an effective
vehicle for raticning health care, a pro-
toundly sensitive subject in a culture
raised on the notion that even the most ex-
pensive and esoterie treatments should be
available to all. At issue, rather, are the
costs of the process itself—the effort and
delay inherent in acquiring care and the
extent to which considerations other than
mere health are brought to bear by corpo-
rate managers who must approve even
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such minor procednres as blood tests and
mammograms, Yet the most fundamental

question raised by the new medicine is |

~ Alan deMeurers became a1 Health Net

one largely missing from public debale:
Can you stll trost your doctor?

“I think this system is robbing physi-
cians of their essential goodness,” says
Dr. Boy B. Jones, a Lniversity of Colorado

i

bene-marrow-transplant specialist who

saw Christy deMeurers during her jour-
ney. "I think physicians are slanting the
opinions they give based upon monetary
considerations that in many cases they
wouldn't have allowed to influence them
before.” Vincent Riccardi, a neurologist
and expert on “Elephant Man™ disease,
says the issue of trust in California is al-
ready moot. He has gone so far as to es-
tablish a company, American Medical
Consumers, that plaus one day to dispatch
“personal medical advocates” to negotiate
for care on behalf of patients, People must
be willing to confront their doctors, he
says. “Since the trust is already goue, why
not? You've got nothing to lose.”

The matter of trust becomes especially

THE FOUNDER

ROGER GREAVES favored billboards with
slogans such as “Well, Well, well”

vital for patients such as Christy deMeur-
ers, unlucky enough to find themselves
traveling the netherworld of extreme ill-
ness. where hope and trust may be all a
doctar has to ofter. When they're missing,
“vou feel just strangled,” says Christy’s
mother, Joyce Nesmith, who lives in Ore-
gou. “It’s a secret-society type of thing
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i found that 86.7% of Health Net's mem-
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What you den't know, they don’t want vou .

to know.”

subscriber in February 1989, when he be-
gan teaching kindergarten in Lake Elsi-
nore, California, sontheast of Los Angeles.
Christy, formerly a K Mart manager, also
became a teacher there in July 1992 and
also chose Health Net, the least expensive
of three options, They paid little attention
to the nittv-gritty details of the plan. Alan

in that case awarded the Fox family
389.1 million, later negotiated down te an
undisclosed sum.

lilness of that magnitnde, however,
was ahout the last thing the deMenrerses
worried about. Like the vast majority of
Americans at any one moment, the de-
Meurerses weren't sick and didn’t expect to

~ get sick, Alan signed at 27, Christy at 32;
. their bwo children were young and healthy.

says he did not even receive a copy of the !

full contract until well after signing. And
when it did arrive, he says, "I just threw it
in a pile with all the other papers.”

In choosing Health Net, the deMeur-
erses selected neither the best health
maintenance organization in America nor
the worst, at least aceording to the primi-
tive “repcrt cards” just mow becoming
available. Indeed, debate within the indus-
try and amang consumer advocates rages
over how even to define quality, especially
since no valid measure yet exists to show
which plans actually produce healthier
people. Instead, companies tout their abil-
ity to satisfy voluntary standards. Last
month, for example, Health Net received a
one-year accreditation from the National
Committee for Quality Assurance, an in-
dustry group whose blessings are coveted
by health plans around the country.

Last year an N.C.Q.A. report card

This was insurance, something for a rainy
day. They selected a medical practice—the
Rancho Canyon Medical Group in Temec-
ula, California—{rom a roster of thase in
Health Net’s network. "We just wanted
some basic protection,” Alan says. “We

. were all very healthy people.”

[n late August, less than two months af-
ter she had signed with Elealth Net, Christy
discovered a lump in her lett breast.

Realth Net began life as an experiment

i that worked too well, much ta the delight
t of Roger Greaves, its chief from 1952 until

last year. The company was launched in
1979 by Blue Cross of Southern California,
which dispatched Greaves, a vice presi-
dent, to run the company. In his first vear
Health Net made $17,000; the next, $17
willion. It was so presperous that Blue

i Cross in 1954 tried to seize its bank ac-
| counts, forcing Greaves to file a lawsuit in
i which he proved the company was a free-

standing satellite.

most was a lawsuit to force

a merger : in the end, the deal made him rich

¢ bers rated the plan good to excellent,

slightly below the mean for the 21 large
plans surveyed. On specific measures that
the organization believes reflect a plan’s
quality, sueh as how often it provides
mammograms, Health Net tended to rank
al the mean or just below, but lagged
sharply in providing prenatal care for
mothers and retinal screens for diabet-

| ics—the kind of preventive care at which

managed-care eompanies are supposed to
excel. The report card also showed that

than most of the cther plans surveyed and
more on marketing, salaries and other ad-
ministrative expenses. The company is

Health Net is lypical of “network-
model” HMOs that contract with large med-
ical groups and networks of physicians—
called Independent Practice Associations—
to provide the actual medical care. New
subseribers choose or are assigned to a par-
ticular medical group, and in hum choose &
“primary care provider” or "gatekeeper”
wheo controls access to other services and
outside specialists. Even his or her recom-

i mendations often must be approved by

the group’s own utilization-review man-

| agers or by Health Net,
Health Net spent less on medical care

known among California doctors as one of |

the most aggressively cost conscious in
the state, a reputation that stems in part
from an earlier attempt to deny a bone-
marrow trausplant to a subscriber named
Nelene Fox, who by coincidence lived just
minutes from the deMeurerses. The jury
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Health Net collects premium dollars
from employers and reserves money for its
own profit, salaries, bonuses. marketing
and administrative costs, as well as for two
special reserve pools to pay for A1Ds care
and all transplants, including bone-marrow
transplants. Last yearalone it collected over

| $2hillion in monthly pastents from 1.2 mil-
t lion subscribers.

The company pays its medical groups
and some hospitals a set monthly fee for




every subseriber assigned to their practices
or likely to be admitted to their wards—a
svstem known as capitation. Typically the
doctors” groups hold back a percentage of
this revenue to eover their operating costs
and produce a profit. They in turn pay their
primary-care physicians a set capitation
fee and further negotiate capitation con-
tracts with an array of specialists, such as
cardiologists and ophthalmologists. Every
time a capitated doctor performs a service
or admits a patient to the hospital, it cuts
into his income. If he spends less than the
capitated rate, he pockets the difference; if
he spends more, he eats the losses or re-
coups thern through “reinsurance” policies
sold hy Health Net and others.

One result of widespread capitation in
California is that specialists, hospitals and
research centers have found their incomes
slashed—great news for employvers such as
Chevron and Bank of America. A recent

evolved into something Dr. Ossorio says he
had not anticipated. He wound up on the
front lines, making coverage decisions on
specific, sensitive cases. “I hated that job,”
he savs, “I didn't get hired for that job. 1
never want to do it again,”

Yet one of Health Net's managers, Jan-
ice Boswarth, learned firsthand how vigilant
Dr. Ossorio could be. She was 31 when she
discovered that her hreast cancer had spread
to her liver. Her oncologisi, Gary Davidson,
suggested she consider an evaluation at
Duke University, a leader in using trans-
plants to fight breast ecancer. Even Bosworth,

with her insider's knowledge of company |

policies, believed transplants were covered,

When a coworker invited her upstairs |

to meet the new asseciate medical director,

she agreed, “so that he would look at me as |

a person and not just a stat on a piece of pa-
per,” she testified, while serving as a wit-
ness in the Nelene Fox civil suit. As

Dr. Hasan told the UCLA doctors,
sending shock waves through the august research facility

survey of 376 1mos found that from 1994 to
1995 the premiums charged by HMmos actu-
ally declined, with the number of days
members spent in the hospital shrinking
nearly 13%, from 315 per 1,000 members to
275. The average last year in Los Angeles
was 204, clear evidence of how ruanaged
care now dominates the region,

But consumer advacates say the new
medicine has replaced the admittedly
Hawed fee-for-service system with some-
thing even more perverse. Capitation by
definition places the interests of doctor and
patient in conflict, they argue. “Under-
stand, every time a patient comes into the
doctor’s office it's a liability, not an asset—
because he's on a fixed income,” says
David Robinson, hired in 1989 to serveasa
primary-care  physician  for Rancho
Canyon, the deMeurerses’ medical group.

The system troubled him, he says, He
would request what he believed were nec-

Bosworth and her colleague waited outside
Ossorio’s  office, they overheard him
speaking angrily on the phone. “How did
she find out about Duke? I'm going to have
to call them ... Maybe Gary told her. I'm go-
ing to have to call him too.”

That he was talking about her case was
bad enough. But it was his voice, cold and
without compassion, that chilled her. "I
was just shaking,” she testified. "I was so
upsel, [ was just shaking.”

At first things moved quickly for Chris-
tine deMeurers. She endured a radical
mastectomy, radiation therapy and a round
of chemotherapy that ended in March
1993, the month Health Net proposed five

urged her to see a leading bone-marrow
transplanter at the University of Colorado,
Roy B. Jones, but the deMeurerses decid-
ed to play by the book. They drove to La Jol-
la the following Monday.

Dr. Gupta, reviewing his notes on the
case, says Dr. McMillan agreed Christy was
a candidate for a transplant but said she

THE CEO

MALIK HASAN, CEQ of Health Net's parent,
made Greaves an offer he couldn't refuse

| would first have to undergo several cycles of

new billboards, including one that showed |

a young mother holding her child, with the

| SILI:E:'{IH WHEN YOU'VE COT YOUR HEALTH

essary tests and referrals, only to have |

them countermanded by
review managers. He recalls requesting a
caT scan for @ hoy who had experienced
seizures and occasional losses of con-
sciousniess, possible warnings of a brain tu-
mor, only to have his request denied. He
grew so dissatisfied that he left the practice
two years later, resolving to see only fee-
for-service patients.

The vear Robinsou left, Health Net
hired a new associate medical director, Dr.
Clifford Ossorio, ostensibly to develop
quality-control systems. But the job

utilization- |

MNET, YOU'VE GOT EVERYTHING,

In May, Christy underwent a bone
scan, which showed her cancer had
spread; her disease was now classified as
Stage IV metastatic breast cancer. Given
the standard therapies available, it was a
death sentence, but her oncologist, Dr.
Mahesh Gupta, warmly assured her there
was hope, He recommended she consider
a bone-marrow transplant and, in a breach
of Health Net procedure, skipped the usu-
al channels for making referrals and
arranged a consultation with a physiciau
he knew, Dr. Robert McMillan, an oncolo-
gist at the Scripps Clinic in La Jolla.
Christy's sister, living in Colorade, had

chemotherapy to demonstrate that her tu-
mor would respond to the potent drugs
used in bone-marrow therapy. In the de-
Meurerses” eves, however, it was a deeply
troubling encounter. Dr. MceMillan de-
clined even to describe what was involved
in a bone-marrow transplant or give the
family a tour of the Scripps facilities, ac-
cording to Alan deMeurers and Christy’s

¢ mother, Joyce Nesmith, “I believe he was

told to send us away, make it as discourag-
ing as possible,” Alan says. e found the
doctor’s reluctance to provide even basic

{ information “just unbelievable.”

Dr. McMillan, in a written reply to
questions faxed to him by TimE, stated that
rules governing patient-doctor confiden-
tiality barred him from discussing specifics

| ofthe encounter. He wrole, "At no time, ei-

ther prior to her visit or following her visit,
did I discuss her case with Health Net.”
Whether justified or not in their fears,
the deMeurerses by now had grown deeply
distrustful. They were keenly aware that
Christy was dying and that every day wast-
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ed was one more day in which the cancer
cells in her body could divide and spread.
Just hours after their appointment with Dr.
McMillan, they flew to Denver: they saw
Dr. Roy B. Jones the next day,

It is here in the realm of leading-cdge
medical technolegy that the eulture clash
between the new medicine and the old be-

eomes most evident. The new medicine, by |

its nature, abhors complexity and innova-
tion. Health Net, for example, won't cover
any treatment it deams to be experimental

or investigative, even though its contract |

with MediCal. California’s Medicaid pro-
gram, does cover visits to acupuncturists

THE MEDICAL DIRECTOR

WILLIAM POPIK, Health Net's medical
director, leads the drive to cut costs

and faith healers. Like other HMos, it
spends nothing on research to hunt for new
treatments for disease. In fact, it feels

such research.

jected a proposal to set aside money to
study ovarian cancer, arguing that such an
investment might leave the company vul-
nerable to a charge under the Americans
with Disabilities Act that it was discrimi-
nating against people with other diseases,
“If we put money into ovarian-cancer re-
search and word gets out, then it isn't going
to be long before ans groups or prostate-
cancer groups start baving a field day,” says
Lyle Swallow, Health Net's cheerful asso-
ciate vice president for legal services. "I

48

bound by law and competition to avoid |

Recently, for instance, Health Net re- |

BUSINESS

didn't like having te give that advice, but it’s
ancther rock and a hard place.”

The company fears too that in a market |

such as California, spending on research
would create a competitive disadvantage.
“One thing I have to insist on as a compa-

ny is a level playing feld.” says Health |

Net's Dr. Popik. “1 can't afford to pay for it
if my competitors won't pay for it. If you
want to da it through a tax, that’s fine.”
Under the old medicine, research hos-
pitals paid for clinical research through
billing surphises; grants from the National
Institutes of Health tended to pay only for
big-ticket hasic science. Colorado’s Dr.
Jomes accuses HMos of placing medicine in
a double bind. “Is it reasanahle,” he asks,
“for an insurer to demand the gold standard
of proof and simultanepusly refuse to pay
for patients to enter a trial to get that level of
proof?” Dr. Jones is convinced that women
who once would have come to him for a
transplant aren’t coming because their doc-
tors, operating under tight managed-care

probably become “prevailing practice
among practitioners, providers and payers,”

Dr. Knapp told TAG's project director,
Janna Lee Smithey, he was “very disap-
pointed” in the report, she testified in the
1993 civil trial, When she asked hira why,
he replied, “Because you didn't tell me it
was experimental.” He said it in a joking
way, but in fact the report had perturbed
Dr. Kuapp, who stated in his own deposi-
tion that the report’s data did not support
its conclusions; he recalled raising “a little
hell about it.” The report apparenty was
never circulated very widely. In deposi-
tions last year, both Dr, Ossorio and Dr.
Sam Ho, by then Health Net's medical di-
rector, stated that they had never seen it
and knew nothing of its findings,

On June §, 1993, the day the dedMeurers-
es met with Dr, Jones in Denver, Health Net,
with Dr. Ossoric's support, formally decided
the company would not cover a transplant for
Christy on grounds that it was exchuded un-
der the investigational clause of her contract.

to finance cutting-edge cancer research. “|
can’t pay for it if my competitors won’t pay for it,” says Popik

cost guidelines, aren’t telling them that
transplauts are a inedical option. “You put
vourself in a position where vou don't dis-
cuss it, or else discuss it and, worse vet, in-
dicate that all the data is negative or that
there is not a significant amount of data
about this, I think you've irveparahly dam-
aged the very thing that makes you as a
physician so valuable to patients,”

Dr. Popik sees it a bit differently.
“What should happen,” he says, “is that a
physician shouldn’t ereate an expectation
for a patieat, Because once that expecta-
tion is completed, you starl a process that
is extremely difficult to change,” He adds,
“There are other ways ta give people hope,
And that’s the paradigu shift.”

When Dr. Jones examined Christy

deMeurers, he believed a transplant could |

help her, “The available proof for its effica-
¢y in breast cancer was at least equivalent
to many other procedures that we de every
day,” he says. As early as 1990, even Health
Net had found evidence that bone-marrow
transplants might become a standard
weapon agaiust breast cancer. That vear
the company's then chief medical officer,
Dr. Leonard Knapp, ordered a study by
Technolomy  Assessment Group of San
Francisco to evaluate the trealment. The
repart, however, didn't reach the conelu-
sion he had hoped for. It found that 3 out of
4 insurers paid for such treatments and,
moreover, that by 1991 transplants would
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Aweek later, Christy, accompanied by
her mother, returned to Dr. Gupts, whom
they still viewed as a beacon of warmth,
“There's lots of hope, lots of things to do,”
Nesmith recalls his saying. Christy, dissat-
isfied with her reception at Scripps and re-
luctant to undergo months of treatment
away from bome, wanted a referral for a
second local evaluation, this time at UCLa,
Dr. Gupta agreed to make such a recom-
mendation in writing, says MNesmith. e
told Christy and her mother to go some-
where for lunch and then come back; the
letter would be ready.

They returned to find a very different
man. Suddenly, Nesmith recalls, "we were
like a piece of rack. There was a total 180°
turn.” Dr. Gupta, his demeanor gone cold,
now said he was nat qualified to make rec-
ommendations for a transplant,

Christy insisted that he explain his
change of heart. “And he became very in-
censed and got up and walked out of the of-
fice without further commenting or any-
thing,” Alan deMeurers said in a deposition
last May. Says Nesmith: “It was jnst such a
devastating thing to know that he'd said
yes, this was the way to go, then two hours
later have him change his mind.”

Dr. Gupta confirms he saw Christy that

! day but says he does not recall this aspect

of their encounter. He did not in fact have
the authority to make such referrals, he
savs; these can only be made hy a patient’s



primary-care physician. Asked why, then, |

he felt empowered to make the first refec-
ral to Dr. McMillan at Seripps, he says, “1
knew those people one-to-one.”

Christy petitioned her medical group,
Rancho Canyon, for a different oncolo-

gist, By now the deMeurerses had decid- |

ed to get the treatment any way they

could. They made plans to begin raising |

money through appeals to friends and the
public. “As grateful as we were,” Alan
says, “it was absolutely humiliating to
have to ask for it.”

Roger Greaves, Health Net's chief exec-
utive, was fighting a battle of his own
against what he calls the “cancer” of a tac-
tical lawsuit. His company had drawn the
attention of Dr. Malik M. Hasan, founder
and chief executive officer of QualiMed, a
Puebla, Colorado, managed-care comyp-
ny that owned an Hmo that competed
against Health Net in Northern Califor-
nia, To best grasp Hasan's delight in bold
husiness maneuvers, one need only know
that as a young medical student in Pak-
istan in the late 1950s he made roughly
$10 million selling land along the antici-
pated rights of way of new highways re-
vealed to him by a patient who happened
to be a public-works surveyor, Dr. Hasan,
a neurolegist, savs he was once “rabidly
anti-managed care.” He built his Ffirst
HMO to counter a health plan that moved
into Pueblo and sapped revenue from the
city’s specialists, But suddenly he saw op-
portunity in the new medicine. Over the
next few years he created a robust man-
aged-care empire by acquiring ailing

fornia. After all, Dr. Hasan himself was
willing to bid far move,

Dr. Hasan, in his Pueblo office—a cav-
ern of polished wood, purple curtains and
gleaming chandeliers—concedes that his
primary motivation was to force Greaves
into a merger, but second, if Greaves still re-
fused, to force Health Net to pay far more
into its shadow foundation and thereby re-
duce the capital it could deploy against
QualMed’s own California operations. As
long as Dr. Hasan pressed the lawsuit,
Greaves knew, Health Net had no hope of
going puhlic. “It was devastating to us,”
Greaves says, "My name was in the paper
every day as a bad guy, a villain.”

Figuring he at least should hear Dr.
Hasan's pitch, Greaves met him in April
1993, Health Net was thriving, The vear
before, Greaves had made a base salary of
2654,713 and a bonus of $515,000. Addi-
tional pay, including nearly 300,000 from

| along-term incentive plan, boosted his to-

tal compensation to $1.9 million.

Yet Greaves began to like Hasan’s plan,
For one thing, it would allow Health Net to
wn public instantly, using the already pub-
lic QualMed as a vehicle. The merzer
would also create an eight-state network
and give both companies an edge in the
rush toward consolidation, a fundamental
imperative of the new medicine,

The merger also promised a more per-
sonal benefit. Under the old medicine, savs
Dr. Hasan, “the idea was, you don't go into
the health-care business to get rich. But
that systemn was very inefficient.” Now the
reverse is true, he argues. When he took his
company public, his holdings became

had a personal interest: Health Net also denied
a transplant to his sister, for which he won a huge settlement

health plans—one company paid him $2.5
million to take a plan off its hands—and,
through tightfisted management, quickly
turning them into cash machines.

Dr. Hasan offered to aequire Health
Met, but Greaves wasn't interested. He was
about to convert Health Net into a for-prof-
it company, a process that under California
law required Health Net to estahlish an in-
dependent, nonprofit foundation and fund
it with an amount equal to the company’s
fair market value—a way of paying back the
state for all the taxes the company had
avoided as a nonprofit. Conversion would
pave the way for going public. In a tactical
maneuver, Dr. Hasan filed a lawsnit to
block the conversion, charging that
Greaves had undervalued the company’s
net worth and cheated the people of Cali-

| worth 3150 million. “We all got very rich,”

he says, his delight bubbling out in a
chuckle. The praspect of such wealth, Dr.
Huasan argues, helped managed-care com-
panies draw the best executives, who in
turn applied corporate stratagems to com-
pel dectors Lo hecome more efficient. “It's
no longer a gentleman's club,” he says.
“And I see that as a very positive develop-
ment.” A merger with QualMed would
make Greaves a very wealthy man.

Ghnsty deMeurers at last won approval to

| see a new oncologist, Stanley Schinke,

and met him for the first time on June 21,
1993, She likad him instantly. “He and Dr.
Jones were the only physicians up to this

point who made us feel welcome.” Alan |

deMeurers says.

Like virtually every doctor in Califor-
nia, Dr. Schinke has seen his practice
change rapidly. [n 1990 he didn’t have a
single capitated contract with an Hmo. To-
day capitation governs half his practice. So
far, he says, he has not felt pressed to
serimp on care but is worried that man-
aged care is eroding satisfaction with the
process of medicine, especially among pa-
tients with complex and emotionally
wreuching diseases such as cancer. The in-
ability to get things done quickly can be
“horrendous,” he says. Recently he needed
three or four weeks of effort—"1'm calling
every few days, my receplionist is calling,
the family is getting nervous"—just to get a
leukemia patient an evaluation at an ad-
vanced research center, “That's a hig dif-
ference now,” he says, “Patients five vears
ago didn't have to jump up and dewn and
scream and say, ‘1 really want this treat-
ment, please get me this referral, what's
taking so long? That never happened. You
had a patient advocate in your doctor when
you hit the docter’s door.”

THE LAWYER

MARK HIEPLER hecame Christy’s fiercest
advocate, using the law te force treatment

Dr. Schinke examined Christy and
agreed she cugbt to consider a bone-mar-
row lransplant. At the least it might pro-
vide a period free of disease and debilitat-
ing chemotherapy. He suggested she get
an evaluation at the vcis Medical Center.
To Dr. Schinke, whether Health Net would
pay was a side issue. “When the patient
comes to me, I'm still going te tell them
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about what | think may help.” he savs.
“That's the ethical thing to do.”

Iealth Net's Dr. Ho called Dy
Sehinke. whe in a deposition and interview
says he found the call coercive. 1 didn't
understand an administrator calling up
and in an abrupt tone saving, "\Why in the
world, what was your thinking, why are
you recommending this patient consider
such an option? " But Dr. Ho, now with an-
other HM0, says the call was “simply to re-
mind him” that a transplant in a case like
deMeurers' “is not indicated,”

The deMeurerses, meanwhile, had
grown so distrustful that they deeided not
to tell ucra that Christy was a Health Net
subscriber. Says Alan: “We wanted to find
out what your average citizen would learn
without insurance.” Christy gol an ap-

pointment to see Dr, John Glaspy, an on-
cologist who prides himself on being a
fierce patient advocate. "They were suspi-
cious, and they were in pain. Psychic pain,”
says Dr. Glaspy. Still, he says, “the first step
in our relationship was a lie. There really
isn't any other way ta put it.”

THE ADMINISTRATOR
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ANDREW LEEKA, of City of Hope cancer
center, bridles at some contract provisions

Christy, in turn, had no way of know-

ing that Dr. Glaspy was a member of a
Health Net committee convened earlier
that year to decide once and for all when
bone-marrow transplants would be cov-
ered—or that this commilles already had
voted to deny payments for patients with
Christy’s level of disease. Or that Dr.
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Glaspy had veted in favor of coverage but
nonetheless had agreed to uphold the com-
mittes suidelines,

The old medicine and the new were
locked on a collision couwrse,

One index of the angst stirred in Califor-
nia by the rapid advance of managed care
is the fact that a March 1995 visit to UcLa
by Dr. Hasan has since become legend,

embellished with accounts of Dr. Hasan's |
pulling up in a wast white limousine, The
{ desy, given its pool of cheap labor: its in-

doctar insists that he arranged the wisit
merely to get acquainted. But given that he
controls the fow of 1.2 million patients, or
“covered  hves,” throughout California,
perhaps vcLs officials can be forgiven for
reading between the lines.

With many hospitals in Southern Cali-

fornia now losing money and desperate for
patients, HMOs possess great power, direct
and implied. to dictate rates and treatment
poalicies. Health Nel's contracts reinforce
this sense of vulnerability, The stated term
of virtually all their contracts is one year,
The contracls do contain automatic-
renewal clauses, but Health Net can also
cancel them at will simply by giving 90 to
120 days' notice. If Health Net does decide
to cancel a contract, it can exereise anoth-
er clause that allows it to reduce sharply
the flow of capitation revenue well before
the notice period ends.

In reality, says Andrew B. Leeka, chief

! and the new for-profit incarnation of Blue
| Cross of California. The merger collapsed
| last month. )

“I said it with a smile,” he says mildly.

{ "It wasn't meant as a threal.” He simply

hoped to convey his belief that the center
could be far more efficient. He told the
group he did not buy ucLa’s argument that
Because it must train new doctors and han-
dle more severe cases it should be paid
more than other hospitals, Perhaps, he
mused. the cenler really onght 1o receive

terns and residents. “This is a Darwinian
world,” he said. “Don’t forget it.” The
meeting, especially the Darwin remark,
sent shock waves through ucLa,

Dr. Hasan ofters a contrite smile.
“Maybe [ should make it clearer to them
how patently | am devoted to those centers
of excellence.” And by the way, he notes, "it
was a Lincoln Town Car.”

Nonetheless, within two months of Dr.
Hasan's meeting, depositions taken in the
deMeurerses’ legal battle against Health
Net would raise the question, Just how
much power daes the company truly pos-
sessF In the new medicine, can a big HMO
dictale medical decisions even at an insti-
tution as lofty as ucLa?

When Dr. Glaspy met Christy for the first
time on June 25, 1993, he found a woman
in reasonably goed physical shape, except

can be costly. Says Leeka: “We
have lost contracts because we act as the patient's advocate”

operaling officer at City of Hope. a major
cancer center outside Los Angeles, "con-
tracts  with  managed-care  companies
aren't for a year or two vears, they're for 30
davs or 60 days.” Running afoul of a health
plan’s guidelines can be costly but neces-
sary. he savs, “1 can tell you from experi-
ence we have lost contracls because we act
as the patieut’s advocate.”

Coutract cancellations are rare—last
vear Health Nel canceled only two con-
tracts with medical groups—but they stand

as warnings to maverick providers. On oe- |
casion UCLA has absorbed the cost of major |

treatments disputed by an HMO simply to
preserve  conlractual — relations.  says
I'rancing Chapman, in charge of nezotiat-
ing its managed-care contracts. It could
not have been very reassuring, therefore,
when ane of Dr. Hasan's first remarks at
the UcLs meeting was, “I came here in-
tending to give you hell, but T ant in tco
good & mood.” (He attributed his mood to
the then planned merger of Health Net

for the fact that she was dying of breast
cancer. The deMeurersas, in turn, saw Dr.
Glaspy as warm, confident and low key,
and—unlike Dr. McMillan at Scripps—
open with information,

Dr. Claspy, still unaware that Christy
was a Health Net subscriber, agreed that a
transplant was an oplion. If she wanted it,
he said, she could have it. “In the part of
medicine where there are unecrtainties,”
Dr. Glaspy says, “I think we have a sacred
responsibility to explain those uncertain-
ties to patients, and we also should allow
them to use their values and where they're
coming from Lo pick among the treatment
options that are rational.” He could not
whaoleheartedly recommend a transplant
in her case, he says, but a transplant “was
on the rational list.” First, however, she
had to undecgzo the initial chemotherapy to
test the responsiveness of her cancer. Dr.
Schinke, using drugs recommended by Dr,
Glaspy, began the cycle.

By now the deMeurerses had hired an
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attorney, Mark Hiepler, then preparing for
trial against Health Net on behalf of his
client Nelene Fox—his sister. For the de-
Meurerses, he mailed a detailed appeal to
Health Net urzing the company to recon-
sider its denial and presenting evidence
that the treatment was widely accepted by
CATICET eXperts.

The appeal wound up on the desk of
Dr. Ossorin, who again denied coverage,
The deMeurerses, committed now to get-
ting the transplant by any means neces-
sary, launched a two-pronged attack: they
authorized Hiepler to pursue an injunction
to compel Health Net to pay for the treat-
ment: and thev hegan fund raising in
earnest. Christy’s sister organized a formal
dinner in Boulder, Colorado; friends and
colleagzaes arranged a school talent show.
The deMeurerses’ daughter Michelle, then
eight years old. took a piece af loose-leal

learned that Chrishy was a Health Net sub-
seriber, found himself walking the fault
ling between the old medicine and the

" new. The dimensions of his contlict be-

came clear on Thursday, Sept. 8.

That morning, in his old-medicine role
as advoeate, he stgned a legal declaration
“in support” of Chrsty’s fight for an in-
junction. At 3 o'clock that afternaon, wear-
ing his new-medicine hat, he and two UcLa

colleagues met with other oncologists and |

Health Net officials at the Hyatt Hotel near

Los Angeles International Airport for an- |
other meeting of the company’s bone-mar- |

row committee,
A tape recording of the meeting shows
the extent to which business and medicine

have heeome entangled in California, and |

raises the question, When does a patient’s
insurer determine the range of options a
patient is allowed to consider? The ques-

Health Net, Dr. Glaspy felt, Christy had
deceived him. “The first step in our relationship was a lie”

paper and with shaky precision wrote her
own advertisement for a vard sale. The sign
said, MONEY GOES TO A MOTHER WITH
BREAST CANCER.

On Aug. 28, Health Net’s Greaves and
QualMed's Hasan formally agreed to
merge their companies. The merger trig-
gered a “termination agreement” under
which Greaves would receive a lump-sum
payvment of #1.1 million because technical-
Iy he had been terminated from his former

positions—even theugh he became co- |

chairman and co-chief executive of the
parent of the merged companies, Health
Systems International, a job that paid a

tion was asked directly by one of Dr.
Glaspy’s colleagues, Dr. Peter Rosen, *[
guess [ not quite understanding some-
thing,” he said, as the meeting gained heat.,
“If you know someone’s a Health Net pa-

tient, do you talk to therm differently than if |

they're somebady else?”

The talk at the mieeting quickly turned
to the matter of patient deception, “The
biggest problem,” Claspy told the Health
Wet officials present, “is when they come to
a center and they don't come with a pre-call
from vou, so we don't know who they are,
and we don't know theyre from Health
Net." Alluding to Christine deMeurers, he

| said, “We had one of those where that was

base salary of 5865,000. "1 gave up my sole |

authority as president, chairman and ceo,”
says Greaves, “and my contract said if that
happens you get paid out your contract. So
as any businessman would—anybody
would—1 exercised my rights.” In 1994,
when the merger took effect, his income,
including the termination payment, bo-
nuses and base salary, would total £3.2
million,

One week after the merger pact was
signed, after a bone scan found that Christy
had indeed responded to the initial chemo-
therapy, the deMeurerses signed an agree-
ment of their own with LoLs, promising to
pay up front the full cost of the treatment:
892 000, an amount equal to 0,08% of the
511.7 million that Health Net had accu-
mulated in its transplant pacl by the end
of 1993,

Suddenly Dr. Glaspy. wha by now had

the problem.”

Ossorio argued that the best way to
aveld the problem was to make sure all
Health Net oncologists received the “grid”
that set out specifically what the network

would and would not cover. Most of the |

network’s doctors were “pretty comfort-
able” with it, he said.

But the fact was, some oncologists at
the meeting had done transplants for ad-
vaneced breast cancer. “We have a pratocol
to treat breast cancer,” UCrLa’s Rosen said.
The panel, he cautioned, had agreed cnly
that such transplants should not be cov-
ered as a general rule, “That didn't mean
we necessarily have all agreed that this is a
worthless thing to be doing,” he said. 1
think that could be a real problem.”

At one point, Health Net's Dr. Ho
seemed to lose patience with the doctors’
arnbivalence. "Each of these issues—I just

want to be clear about this. This is not a
Utopian society that everybody can be
everything to all people and paid for by
somebody else. We have fidueiary respon-
sibilities 1 our employers to the tune of
. about 31.5 hillion worth of premiums paid
to us every year to manage their health-

THE SPECIALIST
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JOHN GLASPY, a UCLA oncologist, found
himseH caught between two obligations

care premium dollars responsibly ... be-
cause in general, insurance and pavers and
physicians have been ineffective in holding
that fiduciary responsibility.”

But some doctors in the room clearly
had been placed in an uncomfortable posi-
tion. “You must understand,” Rosen said,
“if insurance companies can differ on this,
and doctors can differ, and 1 can differ
even when [ look at the dataitself ... I can't
see how anybody can say, T've got it all fig-
urad out: this is investigational; this is not
investigational.”™ An impassioned Glaspy
pointed one by one to other doctors in the
room. “How can something thal he does,
and he does, and he does, and he does he
unreasonable?” Neither Rosen's noy Glas-
py’s remarks were recorded in the official
minutes of the meeting,

Soon afterward, Health Net's Ossorio
telephoned Glaspy's boss, Dr. Dennis Sla-
mon, the division chief of oncology at voi,

i in what the deMeurerses say was an effort

to influenee whether the center would per-
form Christy’s transplant. Health Net's
Lyle Swallow disputes this charge: "The
idea that Health Net could somehow mus-

TIME, JANUARY 22, 1506

al



BUSINESGE

cle vcLy into doing anything, given their
size, given their reputation, given their
budget, is really kind of laughable.”

But last October an arbitration panel
chosen hy Health Net and the deMeur-

erses found nothing to laugh at. Here is |

what happened next, as reconstructed
from depositions, court documents and
direct intenviews:

Ossorio identified himself to Slamon
and with little preamble asked whether
ucLa was still in accord with Health Net's
guidelines. Slamon said yes. Then why,

Ossorio asked, was UCLA going to trans- |

plant a Health Net subscriber named
deMeurers?

The call struck Slamon
as unusual. For one thing, he
had never spoken to Ossorio
betore. For another, he was
not Christy’s dector, a fact
Ossorio must have known,
given that Claspy sat on
Hecalth Net's hone-marrow
committee. Slamon said he
lmew nothing about Christy’s
case, but he offered to look
into it. The following Friday,
Slamon told Glaspy he had
decided ucra should pay for
the treatment.

I got outraged,” Glaspy
recalls. He believed he still
had room to work the sys-
tem and persnade Health
Net to pay for the treatment.
He felt guilty about costing
the unit sa much money and resented 5la-
mon's interference in an area where he,
Glaspy, was the expert. That night he wrote
a letter of resignation. Later, however, he
reconsidered. “It took me four or five days
to cool off.”

But Slamon says he made the decision

Lo pay for the transplant after discovering |

that Christy by then had already under-
gone the initial marow harvest, “We
should not have taken her halfway into the
slrearn without being prepared to take her
all the way across,” he says. He insists that
the decision was his alone, and not the re-
sult of any eoercion from Health Net,

Says Ossorio: “My intention was clear-

lv that I wanted vcLa to follow the policy |

we agreed to. Was that pressure? Yes. To
fulill an obligation we had mutually
agreed to.” But he adds, “1 swear to God, ke
volunteered to pay for it.”

Things got still more complicated
when, a few davs later, on Wednesday,
Sept. 22, Glaspy, at the request of Health
Net's lawyers, signed a second formal dec-
laration, this time opposing Christy’s ino-
tion for an injunction. “I didn't view it as

being against her,” he said, in a deposition
last April. “They were all truths in that de-

i claration that I had already told Christine.”

ration could be used legaily to stand be-
tween her and the transplant.”

The second declaration stunned the de-
Meurerses, who saw it as one more violation
of the dector-paticnt relationship, “It felt
like the same thing we had gone through

building happy memories for the children.
A friend arranged a behind-the-scenes

‘ | tour of the White House, and the kids got
i And vet he knew, he said, that “this decla- |

with Dr. Gupta,” Alan says. Suddenly he

and his wife believed they had a new worry:
Would vcra really come through on its of-
fer? And would the care be as zood as if

someone else were paying? “Dur first incli- |
+ pation after we heard about Dr. Glaspy

was, maybe we ought to go back to Den-
ver,” Alan says.

At the last minute, UCLA put its prorise
to pay in writing, thus ending the need for
an injunction. On Sept. 23 Christy entered
the medical center to begin treatment.
Whether the treatment worked or not de-
pends on who is speaking. Health Net offi-
cials are quick o point out how soon Chris-
ty “expired” after the procedure. Glaspy

to play with Socks, the Clintons’ eat,
Christy deMenrers spent one more Christ-
mas with her family. She died on Friday af-
ternoon, March 10, 1993.

Soon afterward, most of Health Net's
top executives left the company, seeing
little future for themselves in the coming
merger with the WellPoint Health Net-
work. But in the new medicine, even
leaving a company can prove immensely
profitable,

On March 31 Greaves signed a new sev-
erance deal that paid him 2 Inmp sum of
$2.8 milkion, plus assorted
other payments, and guaran-
teed him and his wife health
care for the rest of their lives.
The agreement also called for
Health Systems International
to huy back as much as half of
his common stock, which
brought him another $13.3
million. And Greaves signed
a generous three-year con-
sulting deal. All told, his exit
brought him $18.1 million,
equivalent to the average
monthly premiums paid by
nearly 134,000 subscribers.

Last October the arbitration
panel hearing Christy’s case
determined that Health Net
should indeed have paid for
the transplant. It also found
the company had erossed the line in inter-
fering with the doctor-patient relationship,
specifically when Health Net officials
phoned Christy’s local oncologist and
ucLA's Slamon. The latter call “was more
heavy-handed” than either man was willing
ta admit, the panel concluded, and had
been made to “influence or intimidate”

. vcra and itsdoctors. Two of the three pan-

says the transplant may actually have :
shortened her life relative to what she °

might have expected with standard thera-
py. But Alan deMeurers recalls how the
day before she entered ucLa, she could
barely carry a sewing box from one room of
their home to another. Within several

elists further saw this interference as con-
stituting “intentional infliction of emnotion-
al distress” on the deMeurerses because it
trigzered Claspy's second declaration op-

| posing Christy's injunction. The panel

weeks of her discharge, Alan returned |

home from work to find her mowing the

lawn. She had four apparently disease-free |

months. “As hard as it was to go through all
that, it was worth it,” Alan says, “That’s one
thing Health Net never took inta consider-
ation at all, was quality of life.”

By spring 1994, she had fallen ill again.
That summer the family took a cross-coun-
try camping trip expressly with the goal of

awarded Alan deMeurers $1.02 million.

[t also declared that Health Net's inter-
ference in the doctor-patient relationship
fit the legal definition of “extreme and out-
rageous behavior exceeding all bounds
usually tolerated in a civilized society.”

Or maybe it's just medicine on the far
side of the paradigm shift. Says Dr. Ho:
“I'm sorry the panel didn'l see that Health
Net was doing what was best for the pa-
tient, which was to deny the treatment as
investigational, and which in the end was
proven the right decision.” [ |
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