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HEALTH CARE BENEFITS PACKAGE

THURSDAY, MARCH 3, 1994

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:06 a.m., in

room SD-215, Dirksen Senate Office Building, Hon. Daniel Patrick
Moynihan (chairman of the committee) presiding.

Also present: Senators Baucus, Rockefeller, Packwood, Dole,
Danforth, Chafee, and Durenberger.

[The press release announcing the hearing follows:]
[I'ress Release No. H-12, February 28, 19941

FINANCE COMMITTEE SETS HEARING ON HEALTH BENEFITS PACKAGE

WASHINGTON, DC.-Senator Daniel Patrick Moynihan (D-NY), Chairman of the
Senate Committee on Finance, announced today that the Committee will continue
its examination of health care issues with a hearing on the benefits packages of pro-
posed health care reform bills.

The hearing will begin at 10:00 a.m. on Thursday, March 3, 1994 in room SD-
215 of the Dirksen Senate Office Building.

"The Committee will examine the scope of benefits provided under various reform
proposals, including the President's," Senator Moynihan said in announcing the
earing. "We will also examine what benefits are typically offered under current in-

surance plans, and how proposed benefit packages are imagined to work with other
aspects of health care reform."

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A U.S. SENATOR FROM NEW YORK, CHAIRMAN, COMMITTEE
ON FINANCE
The CHAIRMAN. A very good morning to our distinguished guests

and our yet more distinguished witnesses. May I apologize for this
slight delay. The weather is inclement. But we are here and in suf-
ficiently good time to welcome first Dr. Judith Feder, who is now
the Principal Deputy Assistant Secretary. How many Deputy As-
sistant Secretaries are there?

Dr. FEDER. There may be many. I would be happy to provide it
for the record. [Laughter.]

No. No, Bob Dole would just get it and make a chart of it.
[Laughter.]

The CHAIRMAN. No, we do not want that.
And with Dr. Feder is Dr. Herdman, who is the Director of the

Office of Technology Assessment here in our government. We wel-
come you, Doctor, most specifically.

Senator Packwood, you are ever ready with an opening comment.



OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S.
SENATOR FROM OREGON

Senator PACKWOOD. I am, Mr. Chairman. And for every hearing
I keep thinking this is the most vital hearing; and today is one of
the most vital hearings. What is going to be in the benefit package
is probably of greater concern to more people than any other single
thing we might do. How you are going to reimburse hospitals is of
interest to hospitals. And how you are going to regulate carriers is
of interest to carriers.

What the benefits are going to be is of interest to every person
in the country. I support universal coverage and I am prepared to
support a mandate to do so. But we cannot provide every benefit
to every person that everybody wants at taxpayer expense. We can-
not. So there has to be some limit somehow.

And yet every group that is in any way tertiarily, tangentially
connected to health care is convinced they are the linchpin of the
program and without them there is no program. So we have all
been visited, and visited, and visited by different groups that are
convinced they must be in the program.

So as you write this, you think to yourself, what should be the
benefits that you cover? Should the patient have to pay part of it
or how much of it? Should there be a limit on visits to the hospital?
Is there an ultimate limit beyond which we do not pay, even on cat-
astrophic? Those are all questions that we have to determine.

I might say, I am rather proud of my State of Oregon. A little
later on we will have a witness from the State of Oregon, because
we have faced this problem. We established a Health Commission
a number of years ago and we said we are going to try to provide
increased benefits for those on Medicaid.

We would raise the limit to the poverty level of who we covered.
We tried to rank the medical procedures that existed and to value
them and to say we will have a list, and we will pay for the ones
at the top of the list, and we will not pay for the ones at the bottom
of the list. And some of the ones we will not pay for are the ones
for which treatment does no good.

We no longer pay to treat the common cold. We cannot figure out
how to treat it, so there is no point on spending money on treating
it.

But we are going to have to do the same thing at the national
level that Oregon has done, unless we just say it is open ended-
we pay for everything for everybody. Any bill that is ever submit-
ted by anyone we pay. And we are not going to do that.

Then we have to say, which bills are we going to pay and for
which procedures. Oregon has faced that. The national will have to
face that. I am delighted that we have witnesses today that are
going to tell us, Mr. Chairman, exactly how we should face that.

The CHAIRMAN. Well, once again Oregon is first. It is a curious
thing we have learned from our hearings; and it also happens to
be true, that this is a big country and people manage their affairs
in different ways in different places.

And another place they manage then in different ways is the
great State of Montana. Senator Baucus?



OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA

Senator BAUCUS. Thank you, Mr. Chairman. We are watching
the Oregon plan very carefully. We are also very proud, I might
say, of setting up our own health care authority somewhat modeled
after another State, and that is Vermont.

The State of Vermont is very similar to Montana since we have
rural population. We are asking our State to study two plans-sin-
gle payer and multi-pay, similar to the Vermont charge. And,
frankly, I must say that we in our State are quite excited about
that, as we are, frankly, about as most people across the country
in national health anyway.

We need to reform. I must just say, Mr. Chairman, we are watch-
ing Oregon and 1 found two of the most doctors 1 talked to in Mon.-
tana like the Oregon plan. The reason they like it, I think, because
it makes some decisions for them. They do not have to decide, you
know, whether to cover this procedure or that. The State of Oregon
has pretty much--

The CHAIRMAN. Montana sends cases to Oregon.
Senator BAUICUS. Only if they are in that top tier above the cut-

off. [Laughter.]
Actually, we do not. We have very good medical centers in our

State in Billings and also in Great Falls.
The CHAIRMAN. Wyoming does not, I take it.
Senator BAUCUS. Well, we get a lot of Wyoming patients actually.

But the big, big, big cases actually go to the coast-either to Se-
attle or they go back to Rochester in Minnesota.

The CHAIRMAN. In Minnesota.
Senator BAUCUS. That is correct.
The CHAIRMAN. One of the problems we have and it would be

helpful if we heard from our witnesses on this, and it is something
Senator Danforth would be sensitive to-the idea of public deci-
sions about matters that are this intimate and this close to the
very elements of existence. The public is not very good at this.

I mean, I think to this day doctors are taught to write prescrip-
tions in a script that only pharmacists can understand. Is that not
right? It has to be. Dr. Herdman?

Dr. IIERDMAN. They use Latin and abbreviations which make it
hard for the lay public.

The CHAIRMAN. Yes, to keep it mystified and to keep it so that
the public will not have access to what is basically a mystery, for
which there are rites and for which there are ordinations and about
which the less you know probably the better for you.

This is a normal pattern. I can remember in my distant youth
in the State of New York in the 1950's, kidney dialysis had ap-
peared. The question began to arise, how many patients would be
served by kidney dialysis, the alternative of which is death.

There were budget examiners-very able, professional people--
trained at the Maxwell School of Public Administration, who had
never been trained in deciding how many people should live and
how many people should die. It was just not within their range of
reference. It was something only such as Senator Danforth could
make a decision about and by ancient agreement.



It was understood he could. Would you try to expand on this, my
friend?

OPENING STATEMENT OF 1ION. JOHN C. DANFORTH, A U.S.
SENATOR FROM MISSOURI

Senator DANFORTI. Mr. Chairman, I think that Senator Pack-
wood really put it very well. I really do believe that this is the most
important issue and the most difficult issue, politically and ethi-
cally, with respect to reforming our health care system. The ques-
tion is, how do we say no.

It is a political issue, as Senator Packwood pointed out, because
there are all of these groups representing various aspects of provid-
ing health care. They want to know if the service that they provide
is going to be covered. But it is also a question that is on the minds
and will increasingly be on the minds of individual members of the
public.

I was in a meeting outside of St. Louis on Sunday and one per-.
son in the audience put up her hand and she said I have such and
such a condition and the cost is $100,000 a year. Is it going to be
covered? I was able to duck that questiOn because I said some

board is going to decide that, not me.
If politicians decide it, the answer is yes, everything is going to

be covered. But according to everybody's plan, if there is going to
be a defined benefit package, somebody is going to say eventually
yes or no.

The only reason for a list of defined benefits is that there are
some things that are not on the list. There is no such thing as a
list of everything that is on it. So you have a list for the purpose
of excluding come things.

Are we who are ultimately responsible, the politicians, even
though we buck that decision to a Board, are we going to be able
to say no to anything? And if so, to what? Are we going to go into
this legislation just saying, well, we have no idea, we have no cri-
teria, it is all up to some Board? Or are we going to at least con-
sider it in advance? I take it that the reason for this hearing is to
consider it in advance. It is very, very important.

I would only add this, that unless health care is the be all and
end all of our country, then it is essential that we say no to some-
thing. Unless the costs are going to be truly totally out of control,
always, it is essential that we say no to something. How do we
make those decisions? What is the basis for making them? It is a
very interesting subject.

The CHAIRMAN. But would you take my point that they used to
be made in Latin.

Senator DANFORTH. But it should be made in Latin?
The CHAIRMAN. They used to be. They used to be.
Senator DANFORTH. It used to be made in Latin?
The CHAIRMAN. Yes.
Senator DANFORTH. Well, maybe in that case Latin was the pre-

cursor of a Board.
The CHAIRMAN. No. Would you take my point it is possible that

that citizen of Missouri who asked you that question will learn
from your having successilly avoided the answer and next time



said, Senator, will you appoint a member of the Board who will
designate this condition.

Senator DANFORT1. I can see that as being a very crucial ques-
tion in future campaigns. Not for me, of course, perhaps for you.
[Laughter.]

The CHAIRMAN. Senator Rockefeller, help.
Senator ROCKEFELLER. Mr. Chairman, I did not have a state-

ment, but this is such an intriguing Socratic dialogue that I feel
intellectually impoverished if I do not subtract from it. [Laughter.]

OPENING STATEMENT OF HON. JOHN D. ROCKEFELLER IV, A
U.S. SENATOR FROM WEST VIRGINIA

Senator ROCKEFELLER. I think the point needs to be made, and
I hope it will be made this morning, that the Clinton package is
not a Cadillac plan. I agree with what Senator Packwood said, and
that is, we cannot do everything for everybody. I agree with Sen-
ator Danforth in that we will not. We cannot. I think political peo-
ple have the will to say no on things like this. We actually do it
fairly often.

The only difference between this and what you would probably
call a standard Blue Cross-Blue Shield plan as opposed to a high
option plan is two things, two things alone, two add-ons.

One is called preventive health care which, of course, is wonder-
ful. It adds about 3 percent to the total cost of the package. That
is all. Preventive health care is basically what health care has to
be about and it is not in a lot of present insurance policies.

The other is mental health. Otherwise, there are no differences
between a standard Blue Cross-Blue Shield plan -and this one. So
I think those who say it is first dollar coverage, which it is not, or
they say it is too rich, ought to be required to defend why they
think it is too rich and what is in it that they think is too rich.

Was that acceptable, Mr. Chairman?
The CHAIRMAN. That is not acceptable. That is a perfect introduc-

tion to Dr. Feder.
Good morning, Dr. Feder.

STATEMENT OF JUDITH FEDER, PH.D., PRINCIPAL DEPUTY AS-
SISTANT SECRETARY, OFFICE OF THE ASSISTANT SEC-
RETARY FOR PLANNING AND EVALUATION, DEPARTMENT
OF HEALTH AND HUMAN SERVICES, WASHINGTON, DC
Dr. FEDER. Good morning, Mr. Chairman, members of the com-

mittee. It is a pleasure to be here and we certainly share your
view, the importance of addressing the benefit question. I will di-
rect my remarks to the benefits in just a moment.

But I think that in light of the discussion you have been having,
it is very important to note that benefits are only a part of the is-
sues that have to be addressed in achieving efficient delivery of
quality care and that the President's plan addresses this issue in
a number of ways.

And just to define it broadly, we are looking at changing the in-
centives in our health care delivery system to both encourage and
enable doctors and other providers to focus on and truly manage
the efficient delivery of quality of care. So I just wanted to estab-
lish that as a context.



And then to go on, what I want to direct my remarks to this
morning is explaining why it is that we believe it is important to
specify a comprehensive package of benefits in the legislation and
then talk about the specifics of the President's program.

In terms of specifying the comprehensive package, the impor-
tance thereof, we believe that it is necessary both for reasons of fis-
cal responsibility and for ensuring Americans' security of coverage
as we move forward in health reform.

Basically, it is not possible to estimate or assure adequate financ-
ing for coverage, unless we specify the benefit package that we are
covering and we are expecting employers, individuals and the gov-
ernment to contribute to as we move forward in guaranteeing
health care coverage.

And as to what is in the package, security, the concern that peo-
ple have about what they will be getting under reform and how it
compares to what it is today, we feel it is essential to specify that
package in order to give people the confidence as to what they can
get.

We also feel that it is necessary to specify a standard and com-
prehensive package to avoid the perpetuation, even in a transition,
of uncompensated care, two-tier medicine and the cost shifting that
exists today, to encourage the most efficient use of necessary or ap-
propriate services, both to treat health care problems and to pre-
vent health care problems, so that we have a broad range of serv-
ices that can be provided; and to facilitate the comparison and
choice of insurance plans in a world in which people are able to
choose but need to be able to compare apples and apples in the in-
surance marketplace, so as to have a standard and comprehensive
package.

The President's Health Security Act achieves these objectives. I
would like to tell you how. First, we ,do provide a comprehensive
set of benefits and guarantee that fmc'kage for all Americans and
it is a package that is comparable to the protection most Americans
have today.

As Senator Rockefeller observed, it is not a Cadillac package. It
is at about the median of packages that are common today, as has
been noted by the Congressional Budget Office.

It is also important to r,,ote that the comprehensive benefits pack-
age provides cost sharing options for consumers that are standard-
ized in order to ensure simplicity in comparing plans. These op-
tions serve to protect consumers from the devastating costs of cata-
strophic illnesses through limits on out-of-pocket spending. But
they also promote personal responsibility and the appropriate use
of health services through co-payments and co-insurance require-
ments.

Of course, low-income individuals are eligible for assistance with
these requirements, so that they are guaranteed protections con-
sistent with their ability to pay.

Now let me turn to some of the specific benefits that we have in-
cluded in the President's plan. First, prevention, the cornerstone of
the Health Security Act. The comprehensive benefits package in-
cludes a wide array of preventive services not covered by today's
insurance plans.



The plan offers periodic clinician visits for children, adolescents
and adults, which provide an opportunity for prevention, monitor-
ing and counseling appropriate to people's age, gender and devel-
opmental circumstances.

Our first investment in healthy children is good prenatal care for
mothers. To remove any financial barriers to these critical services,
the Health Security Act provides for complete prenatal care, along
with other specified preventive services without any cost sharing.

For the first time under the President's Health Security Plan, all
persons with mental and substance abuse disorders, and their fam-
ilies, will have access to specialized services without life time lim-
its. The proposal would give health plans the flexibility to provide
appropriate type, mix and level of services for each individual and
would make a dramatic step in eliminating the historic discrimina-
tion against those who were suffering from mental illness and sub-
stance abuse.

Every American, including those who are so poor that they cur-
rently qualify for health care coverage under Medicaid, would be
guaranteed the Federal benefit package. But we recognize that
children who are covered under Medicaid currently receive some
broader benefits that would go beyond this package.

Consequently, the President's plan includes a new program, a
capped Federal program, to provide for these extra services for poor
children. People with disabilities also need protection. And as we
look at this benefit package, comprehensive as it is, we see that it
has some limitations when it comes to services for chronic condi-
tions, not so much medical services as the kinds of personal sup-
port people with disabilities require.

Again, Mr. Chairman, we believe that security requires that we
address these problems and it is for that reason that the Presi-
dent's plan includes a long-term care program directed at the big-
gest gap in the system, services at home and in the community
where people with disabilities want to stay.

Mr. Chairman, the Health Security Act was designed to guaran-
tee comprehensive coverage and security at affordable costs to
eliminate the problems millions of Americans are facing with exclu-
sions for pre-existing conditions, life time limits and inadequate
services in the insurance plan they have, let alone the problems for
those without any insurance coverage at all.

We believe we have established a balance between security and
affordability and we look forward to working with you to achieve
that goal.

The CHAIRMAN. Thank you, Dr. Feder.
[The prepared statement of Dr. Feder appears in the appendix.]
The CHAIRMAN. Senator Dole, you have always stayed through

the whole hearing, so I am sure you would want to hear Dr.
Herdman first.

Senator DOLE. Yes.
The CHAIRMAN. Dr. Herdman, good morning, sir.

STATEMENT OF ROGER C. HERDMAN, M.D., DIRECTOR, OFFICE
OF TECHNOLOGY ASSESSMENT, WASHINGTON, DC

Dr. HERDMAN. Good morning, Mr. Chairman, Ranking Minority
Member, Senator Packwood.



The CHAIRMAN. That does not look like a Bob Dole chart at all.
It looks very, very straightforward. Wait until he gets through it.
[Laughter.]

Dr. HERDMAN. This is a nonpartisan chart, Mr. Chairman.
The benefit package can be viewed as a centerpiece of health care

reform. The American public will to a large extent judge the suc-
cess of reform based on the services they get from the health care
system relative to the prices that they pay. The package will deter-
mine what people get, what people pay, the major implications for
success of cost control, the nature of relationships to other parts of
reform. It will need repeated attention and it cannot be done by
science alone.

This morning I would like to focus on the relationship of the ben-
efit package to other parts of reform and to say a few words about
the size and scope and how those will be determined.

The chart that you alluded to, Mr. Chairman, at the top has the
benefits, what patients get, and the filters through which those
benefits in general must pass. We try to ensure that specific pa-
tients get needed care. The point is that you need to pay attention
to the filters as much as to the benefit package itself.

The benefit package, as it says, is a list of covered services, like
obstetric services and preventive services, of items like prescription
drugs, eyeglasses and prostheses of providers like nurse practition-
ers and chiropractors and physicians, of settings like in-patient
hospital or school-based health clinics, and a list of conditions like
technology dependent children or severe mental retardation.

Legislation varies in how it specifies these benefits, either pre-
cisely or broadly or in calling for others to help to define them. It
usually includes language about medical necessity and some lan-
guage about excluded benefits.

So what people will get then depends on what is in the package
and how it is modified by the filters. Also, I have some other influ-
ences over there, that is availability of services because there are
some services that are not available in rural areas and individual
preferences. Even though preventive services may be available,
compliance is not very good on some of those things. Those are
amenable to public health programs but are not going to be covered
today.

In general, the overall specificity of a benefit package, as Dr.
Fed'r has mentioned, does have an impact on what people get be-
cause it has an impact on whit the local level can do in terms of
providing or not providing the service.

More specifically, we assume that the filters are there because
one believes waste can be squeezed out. The issues are complex.
But in essence, although there is probably a lot of waste, people es-
timate in the area of 20 percent or so, there may be under utiliza-
tion as well as over utilization. The Agency for Health Care Policy
and Research guidelines have stressed, in fact, underutilization.

The CHAIRMAN. Underutilization in facilities you mean?
Dr. HERDMAN. Underutilization of services. So if you are going to

filter out services, Mr. Chairman, for example-
The CHAIRMAN. Services are?
Dr. HERDMAN. What people get.



The CHAIRMAN. Yes, but you do not want to put them into sort
of an ice box full of services--you can reach in and get one out.
There are more available if there is more demand. I can see under-
utilization of hospital beds. I understand that.

Dr. HERDMAN. Well, my point in talking about using finance as
a way of filtering how the benefit package ultimately ends up in
terms of what people are getting is that it is a tool for filtering out
unneeded services. When you use financing as that tool-that as-
sumes there are unneeded services wasted and you have to keep
in mind that some of what are referred to as the inappropriate
service may be underutilization as well as overutilization.

Anyway, let me continue. It is uncertain how effective these fil-
ters (an be. I am just going to mention a few, some of which have
been raised already. Cost sharing places the burden of filtering on
potential patients and drives out appropriate as well as inappropri-
ate care, although it saves money. It diminishes care and may have
an impact on health outcomes.

Expenditure caps place the burden of filtering on payers, plans,
and providers, and there is no evidence that unnecessary care se-
lectively decreases. Some proposals are more stringent than.any
historically known to OTA. With a comprehensive package,-pres-
sures to exceed caps may raise questions of the possible effective-
ness of the caps and, therefore, the effect of this control on cost.

To sum up, financing provisions may affect costs, but will also af-
fect what benefits are delivered. The evidence that they will ensure
that only needed parts of the package are delivered is poor. Utiliza-
tion controls in managed care place the burden of filtering on pro-
viders and plans. Managed care plans may or may not decrease uti-
lization appropriately.

There is certainly evidence that managed care plans lower the
use of some services, and some evidence that they may lower pre-
miums, but no evidence of inappropriate care reduction and no evi-
dence of differences in health outcomes. Although managed care
plans are a feature of great interest, they certainly require careful
structuring.

My written testimony mentions, as Senator Packwood has al-
luded to earlier, influences which will be brought to bear on the
committee by States, employers, insurers, providers, consumers
and the like, all of whom have their own particular axes to grind.
I wish you well in sorting out these conflicting positions from all
of these individuals and groups.

I am not going to dwell anymore on that because I want to get
on to my comment that there is no completely scientific way to de-
sign a benefit package. We do not find that there is cost effective-
ness or effectiveness data for many or most interventions.

Senator Packwood alluded to the Oregon experiment which did
rank conditions, but it did so with a final analysis based on subjec-
tive value-based judgments, rather than on scientific information.
That was the way it had to be done.

We have looked specifically at two items, which we can report on.
One is clinical preventive services. Here I wanted to emphasize
that many clinical preventive services are an excellent buy and
something that should be supported, a good investment. But many



have not been evaluated for effectiveness and many more have not
been evaluated for cost effectiveness.

Clinical preventive services rarely demonstrate cost savings. You
need to consider special populations, the frequency in which they
are applied and other factors such as total aggregate cost, other-
wise coverage can run costs into the tens of billions of dollars per
individual preventive technology. They need to be looked at with
care, even though they are good buys.

The same sort of thing can be said for mental health, where
there is little cost effectiveness information. There is a variable set
of conditions in treatments. But some treatments have been shown
to be effective and some coverage seems justified.

So let me conclude, becauseI see my red light is on, we believe
are ready for reform which would have at least two objectives slow-
ing the growth rate of expenditures and providing access for all.
The benefit package will be the centerpiece of all this. The ques-
tions I have touched on, and many more, will needto be addressed
if the objectives are to be approached.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you very much, Dr. Herdman. We thank

yOU in particular for a very careful paper with a rich appendix of
citations.

(The prepared statement of Dr. Herdman appears in the appen-
(Ix I

)r. IHIEDMAIN. I wish I had been able to summarize it a little
more fluently for you, Mr. Chairman.

The ClHAIRMAN. Well, now, please, we have that document. Let
me in a confessional mode speak to our two witnesses and to the
committee about my one experience, in which I can say I have had
some real involvement with government medicine and government
involvement with medicine, because you have spoken of it, Dr.
Feder, in terms of for the first time all persons with mental and
substance abuse disorders in their families will have access to spe-
cialized services. You mentioned the cost benefit studies on mental
illness.

I will tell this tale, to tell a story, as they say in social science
these days. I was in the room in the spring of 1955 in the State
governor'ss office in Albany when Jack Bingham, a former member
of the House, then Secretary to the Governor, brought in Paul
lioke, the new Commissioner of Mental Hygiene, with Paul
Appleby, the Director of the Budget. He had been Truman's Deputy
l)irector.

Hloke said to Herman that a fellow named Nathan Kline at Rock-
land State Hospital had developed a treatment for schizophrenia.
It was he who had synthesized the active ingredient in the root
rauwolfia, which had been used in Vedic medicine for millennia.
l oke, who had been head of the Psychiatric Research Institute said
he thought it was time we should use it system wide. Herman
asked how much it would cost-$5 million. Appleby said he had the
money. Herman said I am an investment banker. We kept having
to tell him to stop saying that he was an investment banker. But
he said, "I believe in this investment," and we made it.

The scene shifts; I come to Washington. The Congress has com-
missioned a joint commission on mental illness. It also has learned



of what we now call tranquilizers, and it proposes deinstitu-
tionalization.

The last public bill signing ceremony of John F. Kennedy was on
October 23, 1963 when he signed the Community Mental Health
Center Construction Act of 1963, and he gave me a pen. We were
going to build 2,000 of these centers by the year 1980, 1 per
100,000, and continue on that pattern. We were going to empty out
our institutions and treat people locally.

We emptied out our institutions. They now have about 12 per-
cent of the population they had on the day the President signed
that bill. But we did not build the community mental health cen-
ters. We overestimated the capacity of these medications and 31
years later we have a problem with homelessness.

I know it is this kind of problem because they have it in Seattle,
not just the south Bronx. And government has redefined this prob-
lem as lack of affordable housing and has proven incapable of re-
trieving the origins of the problem and analyzing it in an accept-
able form and doing anything about it.

All they have done is take people out of not very handsome facili-
ties, but at least Rockland State Hospital was warm at this time
of year, and the streets of the south Bronx are frozen. The people
who have been in Rockland State are now sleeping on the streets
and we are saying it is because we have not got housing.

The government has been incapable of doing anything about this.
And you suggest we are going to have specialized services for them.

Dr. FEDER. Mr. Chairman, your recollections raise a number of
issues. But the one that I would focus on in what you said is the
problem that exists as long as we have some services covered and
not others. There is a tremendous incentive. We are buck passing
in this system across providers, across level of governments, across
funding sources.

So that essentially when the State-
The CHAIRMAN. I know that.
Dr. FEDER. Yes.
The CHAIRMAN. I have been around 40 years.
Dr. FEDER. I was only drawing on what-I meant to draw on

what you said and to note that essentially that one of our objec-
tives is, by providing more comprehensive coverage-

The CHAIRMAN. We built 400 of the 2,000 and then we forgot we
had done that. Why do you not just start getting on to mental
health and getting those poor wretched people off the streets?

Dr. FEDER. Well, in the specifics, we would reinvest essentially
in community facilities.

The CHAIRMAN. Are you going to put people back in Rockland
State Hospital?

Dr. FEDER. No. We would invest. What we want is to provide an
appropriate array of services, which are both in the-

The CHAIRMAN. What is that?
Dr. FEDER. It would mean having services in community health

centers. We have had a lot of years of neglect. And those facilities
need to be developed; services need to be developed and they need
to be covered. Your concerns are well taken.

The CHAIRMAN. That is what we said in 1963.
Dr. Herdman, in two seconds.



Dr. HERDMAN. Just very quickly, I think what I take away from
that is that if you are going to make some dramatic changes based
on a new availability of treatment for schizophrenia-and I cer-
tainly agree the one you mentioned does not work very well--and
you add a benefit, you woull be well advised to know how much
it might cost, and you would be well advised before you get into
that, to look carefully at the effect of this end cost effectiveness if
you can.

The CHAIRMAN. Thank you very much. Just a cautionary tale.
Senator Packwood?
Senator PACKWOOD. I am intrigued, Dr. Herdman, with your

statement about preventive services. You say just be careful when
you talk about average illnesses and cost and whether or not it is
cost effective or not as opposed to Dr. Feder indicating that preven-
tive services will be high on the list.

I know everyone thinks preventive services are cost effective.
There is a presumption-it is the stitch in time theory. I suppose
many are. I would assume if you can inoculate every child, that is
probably cost effective. But could you comment a little more or ex-
pand a little more on preventive services and where you would be
wary about getting into what we might regard as preventive serv-
ices because the cost benefit is just marginal or perhaps negative?

Dr. HERDMAN. Sure. Let me say that there are really two terms
I think we have to be careful of. One is the term cost saving. i
think there if you know that that is the case, you feel pretty easy
about adding a benefit. Cost effective--

Senator PACKWOOD. Would that mean if you inoculate babies it
is probably cost effective?

Dr. HERDMAN. Cost saving would be and the ones that are usu-
ally mentioned are three. That is, immunizations in children, pre-
natal care, and neonatal screening for hypothyroidism and PKU
done at the same time.

Those are I think pretty clearly cost saving-you could argue
there may be others. But those are ones that are most cited. That
is, the amount of money you spend to do it is less than the amount
of money that you save in care that would have occurred had you
not made the identifications early on.

Cost effectiveness is a relative term. OTA has done cost effective
analyses on a number of occasions for Congress.

For the Medicare program, particular benefits such as pneumo-
coccal vaccine, mammography, cervical cancer screening and the
like were considered for addition. Cost effective means that there
was a calculus arrived at where, generally speaking, it was said
that it was so many dollars saved-excuse me, it costs so many dol-
lars to save a year of life-of the population.

For example, in mammography if you screened every 2 years for
women in the Medicare population it would cost you about $35,000
for every year of life that you saved in that population by interven-
tion. The other key fact to know was that to actually carry out that
screening cost you-I have forgotten the figure, but it was, let us
say, a billion or so a year.

So there were other interventions where the cost per year of life
was much higher and there were some like cervical cancer screen-
ing, under certain conditions-this is where the frequency came



in-for example, if you did it every 4 years as opposed to every
year, it would cost something like $10,000 per year. That sounds
like a pretty good buy.

But it still costs you money that you would not otherwise have
spent unless you were making that intervention. So we would come
before the Congress and we would say, that is a wonderful buy.
But let us just keep in mind you are going to spend the money.

Now there were other preventive interventions which we looked
into, such as cholesterol screening and, of course, the treatment
when you found high cholesterol. Under certain conditions the evi-
dence was not very good. And if you took the whole population, and
if you screened everybody for cholesterol and you provided dietary
and drug treatment for those with modest elevations of cholestero,
you could end up spending tens of billions of dollars every year on
that one intervention.

The same is true for-as I recall, for colorectal cancer. So what
I am saying is, you need to know how much it is going to cost you
in the aggregate, how effective in total. In other words you could
have an intervention that was pretty cheap but did not make much
difference or you could have one that cost more, but maybe would
an enormous difference.

It is a complicated situation. We have done reports which could
explain that to you. I also recommend to you something that was
not done by OTA, which is out just recently from the Millbank Me-
morial Fund by Louise Russell called "Educated Guesses," talking
about three interventions-prostate, cholesterol, and cervical can-
cer.

You know about that book, Mr. Chairman. It is an interesting
discussion of some of the things I have just said. I do not want to
at all leave the impression that we do not support preventive inter-
ventions, not at all. I just want to say that you should keep your
eyes open and

Senator PACKWOOD. Well, you are also saying, if there is a lim-
ited amount of money, there might be some things the money is
better spent on than some preventive services.

Dr. HERDMAN. That would be a decision that the Congress could
reach, of course.

Senator PACKWOOD. Dr. Feder, could you comment?
Dr. FEDER. Yes, I would want to, Senator Packwood, because I

believe that we have recognized these concerns in developing the
package. There has been a lot of discussion of some of the services
that we did or did not identify for coverage as preventive services,
which means with no cost sharing.

We identified a subset for no cost sharing. And we did, indeed,
draw on scientific evidence in that regard and there are some serv-
ices that some would like to have in for which there is no such evi-
dence. And, consequently, we did not include them in that list.

We left it also, we felt that that is something that should by no
means be fixed, that what we know about what works and what
is effective and what is not is something that we learn about over
time. So that is a reason that we have a Board that looks at the
evidence and can make changes in that list over time.

Senator PACKWOOD. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Packwood.



I would just like to say, we have really exhibited extraordinary
capacities for learning with our experience in discharging mental
patients from institutions. It is an absolute catastrophe, a tribute
to ignorance and all that is wrong; and it would never have hap-
pened if we had not set out to improve things. [Laughter.]

Senator Baucus?
Senator BAUCUS. It somewhat reminds me, Mr. Chairman, of

something my father used to say to me often-you know, no good
deed goes unpunished.

Mr. Chairman, and both witnesses, I would like to explore a little
bit the consequences of two separate benefits packages, one so-
called standard Blue Cross-Blue Shield which essentially is in the
President's plan and second, a catastrophic package.

With respect to how often people would postpone going to the
doctor under the catastrophic plan to cover both necessary and un-
necessary health care, and what the ultimate costs would then be
on the system because of postponed care.

Could both of you just give me your best sense of health care re-
form with one standardized package on the one hand versus one
with both a standard and a catastrophic where people choose one
or the other. What are the ultimate costs to society of each option?

Dr. HERDMAN. I assume that under the second alternative where
someone chose a catastrophic plan, even if he or she were to need
emergency care that he or she would go to the hospital and get it,
regardless of whether that person had a high or low cost deduct-
ible-or rather regardless of whether that person had standard
benefits or catastrophic.

Judy has a fair bit to say about that. I just asked if I could go
first because OTA has not really studied this. Of course, the ques-
tion of the kind of package is a question which is not for us to de-
cide, but you and Congress and the administration.

I would say only this, we did do a fairly deep indepth look at cost
sharing. If you consider the catastrophic plan a major cost sharing
type of plan, then it is clear to us from the empirical evidence that
a lot of care would not be sought by citizens who were subject to
this very substantial cost sharing this evidence is reviewed in our
report on patient cost-sharing in designing a benefit package which
we issued in February.

It is also clear-the evidence is pretty clear-that it is not only
unnecessary care that is avoided, but it is necessary care as well
that is avoided.

Senator BAUCUS. Can you quantify that roughly?
Dr. HERDMAN. I think there is no reason to suspect that there

is any differential in favor of one or the other. In other words, I
think that a lot of necessary care would be avoided, but I cannot
make it more precise than that.

T think also that-and this is where typical cost sharing may not
be so dramatic, presumably, as having a catastrophic plan-that
this does have deleterious health outcomes for patients. That is all
I have.

Senator BAUCUS. Dr. Feder?
Dr. FEDER. Yes, I think just building on what Dr. Herdman has

said, there is a lot we do know, there is care that ought to be pro-
vided that is foregone and sometimes more expensive services arc



substituted for less expensive services. So somebody ends up in the
hospital when if they had had outpatient services the illnesses
might have been prevented.

Even though they are going without services, necessary services,
some services will be received. Therefore, I think you were raising
that problem, Senator Baucus, when you say you will pay for them
anyway. You will be left with uncompensated care in that cir-
cumstance. People will end up in emergency rooms.

Senator BAUCUS. Well, there are two questions. There are many
questions, but there are two that I am focusing on now. One is, as-
suming the same outcomes, which is a very difficult assumption to
make. Is a two package system, ultimately more expensive than a
single package or not? That is one question. The second question
is: With a two package system, is there very significant cost shift-
ing?

I am assuming that those who are chief catastrophic are going
to be the healthier population and they will probably need less
care. That is an assumption I make. Whereas, those who choose a
standard, maybe get a little older, they are going to be perhaps a
little less healthy population and, therefore, their care is going to
be much more expensive.

It just seems to me that you are getting into a two-tier system.
Then also there will be some cost shifting. Do you agree that a plan
has both?

Dr. FEDER. I think that the problems you are identifying would
exist. There is a further problem. That is, I think we are talking
about across the board, across the range of plans that are being
proposed, we are looking at moving the system into a different ap-
proach in which there is competition across plans and people are
choosing plans; and that that choice would lead us toward a system
in which providers are really managing care. That is the way to
control costs, not enormous cost sharing, which is what I think Dr.
Herdman was indicating.

If you have a catastrophic package along side other packages,
you create an enormous cost differential between those comprehen-
sive packages which we think are better able to promote health ef-
ficiently and those scaled down packages. And it makes it much
harder to move the overall system, delivery system, in the direction
I think we all believe will better promote health. That will cost us
substantially in the long run and it is an important issue.

Senator BAUCUS. The two package approach tends to cost more
in the long run.

Dr. FEDER. Exactly.
Senator BAUCUS. Thank you.
The CHAIRMAN. Thank you, Senator Baucus.
Senator Dole?
Senator DOLE. Am I next?
The CHAIRMAN. Well, technically, yes. And Senator Danforth is

next. You are a very generous leader.
Senator DANFORTH. Thank you very much, Mr. Chairman.
Dr. Feder, I do not want to sound in any way personal or nasty

and I hope you do not take it that way.
The CHAIRMAN. Should we clear the room? [Laughter.]



Senator DANFORTH. I think as a matter of fact that as a political
strategy what you and the administration are doing is the right
thing, namely to fuzz up the issue. But that is what you are doing.

I have looked through your statement, and I have listened to
your statement, looking for some hint that there are hard choices
-that will have to be made as to what is on and what is off the de-
fined benefit list. There is not the slightest indication that there
are any hard choices. There is not the slightest indication of any-
thing being left off.

In fact, on page 2 of your statement-well, actually the section
starts on page 1, "Health Security Act, Comprehensive Benefits De-
fined in the Statute." Then you turn over to page 2 and the word
"comprehensive" i, in dark, bold type, twice. And you say, "Finally,
we must ensure access to comprehensive benefits to avoid the cre-
ation of a two-tiered system where the wealthy may be able to af-
ford a good benefit package."

Now I read this to say that everything is on the list, that there
is no indication at all that anything is off.

When Mrs. Clinton testified before this committee I had just one
question I wanted to ask her, and it pertained to the Baby K case,
the child who was born without a brain, and who is being kept
alive at a cost of several hundred thousand dollars I think. I said,
would Baby K be covered and Mrs. Clinton would not answer that
question. That was the politically wise thing to do.

Let the American people think that everybody is going to be
happy, that nothing is going to be excluded, that nothing is going
to be left off the list. But it is a disservice to the American people
to create that impression because the impression is not true.

We cannot have health reform that is responsible if everybody is
happy, if everybody ends up having every treatment. So I would
like to ask you if you can give me some examples of what you be-
lieve would be left off of a list of defined benefits.

Senator ROCKEFELLER. If she does riot, I will.
Senator DANFORTH. Good.
Dr. FEDER. Senator Danforth, I would like to raise a question as

I did at the outset of my remarks about the overall perspective on
limitations and hard choices in this system.

The issue has to do in my view, and it is not-I am not just an
official in this administration. I have been doing health services re-
search for 20 years. The issue goes well beyond what benefits are
specified. The issue as to what people get in this system, as Dr.
Herdman was emphasizing, has a great deal to do with the way in
which the health care system is operating and the incentives in
that system.

Whatever benefits you specify, an issue remains as to what is
paid for, what people get and what the incentives are. We have a
wealth of experience that tells us that in a system that is essen-
tially one in which no one, no providers, are held accountable for
efficient delivery of quality of care, in which insurance plans are
focusing on avoiding risks, rather than managing efficient delivery,
that essentially we have a continuing flow of dollars.

It is our judgment that the way to address that issue is essen-
tially to change the incentives in the system.



Senator DANFORTH. Dr. Feder, like Mrs. Clinton, as was the case
with your statement, prepared statement and your oral statement,
you have told me absolutely nothing. This hearing is about a sub-
ject. The subject is the defined benefit package. You have given me
no indication, not even the slightest hint, as to what would be off
of the defined benefit package.

Now could you give me some examples of what would be off of
the package?

Dr. FEDER. I can, Senator.
The CHAIRMAN. Take your time. We have plenty of time.
Dr. FEDER. All right.
The CHAIRMAN. We do.
Dr. FEDER. There is a list of exclusions. There are custodial serv-

ices, I believe, are not included. We are phasing in adult dental
coverage, the mental health benefits are-here, I can read it to you.
Thank you.

Custodial care, cosmetic surgery, hearing aids, eye glasses and
contact lenses for adults, invitro fertilization, private duty nursing,
personal comfort items and some additional dental services, and
some other services.

Senator DANFORTH. If I could, Mr. Chairman-I know I am over
my limit-you have not gotten to the question of the Baby K situa-
tion. You have not gotten to the question of liver transplants for
people with sclerosis. You have not gotten to the question of kidney
dialysis for people over 55. You have not gotten to the question of
neonatal care for babies under 1,000 grams.

Are these not the kinds of questions that would have to be faced
by any group putting together a defined benefit package?

Dr. FEDER. I do not believe so, Senator. I believe
Senator DANFORTH. You think all these are covered?
Dr. FEDER. I believe that I have gotten to those issues and I re-

spectfully submit that we simply disagree on what the appropriate
answer is.

Senator DANFORTH. All right. Then your answer is, all of these
things are covered.

Dr. FEDER. My answer is that the way to promote quality care
efficiently delivered is to change the way in which health plans and
providers and consumers are operating in this system, and to leave
those decisions in the hands of physicians who are actually working
with patients and circumstances and can best make those in an en-
vironment in which the incentives are to promote efficient delivery
of quality care.

Senator DANFORTH. Mr. Chairman, I would simply say to you
that if the courage of the Congress of the United States has finally
gotten to the point where we really suck it up and keep hearing
aids off of the defined benefit package, we are going nowhere, abso-
lutely nowhere. We have ducked, and dodged, and bobbed, and
weaved, and avoided the economic question and the ethical ques-
tion that should be before this country.

The CHAIRMAN. Well, it is before this committee, Senator, not in
the least thanks to you, and we are not going to go off the subject
until we have some satisfaction.

I think Senator Rockefeller has a different view and we welcome
that, sir.



Senator ROCKEFELLER. Thank you, Mr. Chairman.
The CHAIRMA.N. Or a partially different view, anyway.
Senator ROCKEFELLER. I do not find anything particularly offen-

sive about writing in small darker letters the word "comprehen-
sive" twice on page 2. What I do find important, Senator Danforth,
is that what Judy Feder was trying to say is that any service that
is not medically necessary or appropriate will not be included.

That is not always the decision of a Board or of a Congress. You
and I have worked together on those 7,000 people who are coma-
tose and listened to their spouses plead for us to make a decision.
You and I have worked together on living wills and durable powers
of attorney and advanced directives which are now out and about
in public institutions.

But you cannot take from doctors certain decisions. I agree with
you. I understand your rage, because you want solved the 7,000 co-
matose people who are costing hundreds of thousands of dollars a
year to keep alive and whose spouses appear weeping before us
saying nobody will take my spouse out of his or her misery.

But in a defined benefit package where the standard is any serv-
ice that is medically necessary or appropriate and then a whole
number of specific exclusions are listed-incidentally, if you do not
think not having adult dental care matters to some people, you are
wrong. They care enormously. They will not get it. We will tell
them, at least I will, no. Children, yes; adults, no. I have no dif-
ficulty doing that.

What I find really offensive are plans that say as Senator Baucus
indicated, well, you can have catastrophic or you can have a basic
benefit package which automatically heads everybody off towards
catastrophic, which is not only cheaper, but where all the healthy
people go. Which means you get right back into the risk selection
business.

Tom Pyle made the point at the Tuesday hearing that no HMO
plan could compete with a catastrophic plan with $1,000 deduct-
ible. A plan that says, we will not even talk about what will be in-
cluded or what will not be included, we will leave it up to some fu-
ture Board, assuming that the Board members are pure and perfect
and decent, whereas we are indecent, imperfect and without any
spine whatsoever.

I have some spine. I can say no. I have done it plenty, as a Gov-
ernor and I have done it as a Senator. And I can do it on health
care because I need to, because we have to be able to figure out
what we are going to pay for this thing.

But, if, as in the Chafee plan and the Cooper plan, nothing is de-
fined as to what is to be on the benefit package, nothing, it is like
saying, sign the insurance policy and then we will figure out later
what you are going to get. Nobody would do that. Nor should we
in Congress.

How can you possibly estimate the cost of a health care package
if you do not know what the benefits are. Now you may disagree
with what the benefits are and want to take some of them off, but
at least put in what should be included, because it is off of that
benefit package that the costs, and the analysis of the costs, and
the implication of the costs are built. And the Chafee plan does not



do that; and the Cooper plan does not do that. The Clinton plan
does do that.

So I think, you know, facing up to hard choices, I agree with you.
I want you to face up to the hard choices of the baby that. you indi-
cate. But I do not think we can do that in a legislated plan. I think
that is where a doctor's decision has to come in and I think you
and I have to work together to make sure that ethics are taught
more at medical schools than they are today; and they are begin-
ning on that.

But to have no defined benefit package to me is extraordinary.
That is not a matter of no fine print, that is a matter of no print
whatsoever. I think that has large moral implications. Putting my-
self in your good and moral mind, I would be offended by that. You
are saying to the American people pay for something and have your
Congress vote for something that you do not know not what is in
it or what the costs are or what the benefits are or what they are
not. That is not a question, Mr. Chairman.

Thank you.
The CHAIRMAN. It is a perfectly proper statement.
Does Senator Danforth want to respond?
Senator DANFORTH. I think, Mr. Chairman, that we have joined

issue on this. I can remember years ago when Senator Weicker was
in the Senate he offered an amendment to provide some expanded
treatment for AIDS patients and I raised the question on the floor
of the Senate at that time, should there be any limit to what we
are willing to spend to keep somebody alive for an additional 3
months.

And his answer, and it was stated with great fervor, was no, no
price tags should be put on it. I do not agree with that. I mean I
think that what we are doing is really ducking the issue. I believe
that politicians are never going to successfully keep things off of a
list. I believe that the first time there is an actual case that tugs
on the heartstrings, the TV cameras are going to be at the front
door of the affected family and people are going to show up in our
offices and we will end up saying, oh, this is going to be in or that
is going to be in.

So I believe that it is important to have some commission, but
I also believe that it is important to say, as Oregon has tried to
do, there are at least some things other than dental care or hearing
aids that are just not going to be done in the standard package,
even though they may be effective, that they are just not going to
be done. I hear none of that.

I hear nothing other than a ducking of this fundamental issue.
The CHAIRMAN. All right. But you surely would agree that

science has created a Promethean problem here. We are able to do
things technically for which we have no ethical agreement, we have
no ethical experience. The species is up against something new.

If I could just say, Senator Rockefeller, on Monday Mrs. Clinton
very generously visited Kings County Hospital in Brooklyn, our
great municipal hospital in New York City. We were in the
neonatal ward. There were children there who I am almost cer-
tain-I will confirm this before the morning is out-arrived at
weight below 1,000 grams and they were alive and they will live.
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Fifteen years ago they would not have even arrived. So there you
are. And 1,000 why not 999 or 1,001? As adults I am sure Dr.
Herdman recognizes that this is a problem that is a new one to the
species.

Dr. HERDMAN. Well, below 1,000 grams there is fairly decent sur-
vival.

The CHAIRmAN. But I mean the whole question of things that
medical science could do today, that did not arise in your medical
training, I suspect.

Dr. HIERDMAN. Of course.
Senator ROCKEFELLER. Mr. Chairman?
The CHAIRMAN. Yes, sir.
Senator ROCKEFELLER. I just want to say one point about the

moral implications of what is or is not on the list. When Sharon's
and my first child was born, after 2 weeks, after a week he start-
ed-1 week of life-he started projectile vomiting. That scared us
and we did not know what it was.

When it continued, we took the boy to the hospital and they said
he had something called pyloric stenosis, which happens with boys
more than girls-I think exclusively with boys-which means that
there is a narrowing of the esophagus into the stomach. So they op-
erated.

I think when I read the word "any service that is not medically
necessary or appropriate" that we can, while we specifically exclude
popular pressure type items, for example hearing aids, et cetera,
that we should not be reading that pyloric stenosis is specifically
included. That is what comes under the judgment of a doctor and
I do not think we can suddenly say that doctors cannot have judg-
ment.

That is a doctor's judgment, that it was medically necessary, and
it was done. But I think if I read that in the list of defined benefits
it would be absurd.

The CHAIRMAN. Right. I was just handed a note that in Kings
County babies with as little as 1.5 pounds, some 600 grams, can
be helped to grow and have minimal neurological problems at great
cost, but it is now possible. This is what we are here for.

Senator Dole, you have been very patient with us.
Senator DOLE. I have learned a lot. This is going to be a very

difficult area, whether you are going to have a commission or spe-
cific benefits. I think in the Chafee bill it defines medically nec-
essary. It is not in the Clinton proposal. Defined is, anything that
improves the quality or length of life. So there is some difference
there.

But I would underscore what Senator Danforth has said. It
seems to me and it seems to a lot of people I talk to, and these
are not at Republican rallies, how can we have all the new entitle-
ment programs, whether it is early retirees, prescriptions, long-
term care, anything else that anybody may want with a few excep-
tions and still say we are going to save money.

I mean it is a case that is very hard to make and I think that
is one reason that the support for your bill is dropping like a rock.
It is not because of these "millions of dollars" being spent. The ad-
ministration has spent 10 times as much the last year in many
ways to promote their plan. But the American people know it is too



complicated. They do not understand it. They do not comprehend
how you are going to save all this money when everybody gets ev-
erything in it.

But getting back to the specifics, could I go outside under the
President's proposal-could I go outside of the alliance to buy cov-
erage for something that is not covered?

Dr. FEDER. What you as an individual do with your own dollars
is your choice?

Senator DOLE. So I can go out and buy a catastrophic plan or
medical savings account?

Dr. FEDER. The issue is-I answered you in terms of the services
purchased. You can also buy supplemental coverage for services not
covered in the guaranteed package.

Senator DOLE. Another question we always as members of Con-
gress are asked. Are members of Congress going to have the same
benefits as everybody else?

Dr. FEDER. In the President's plan, yes.
Senator DOLE. How does that happen?
Dr. FEDER. Essentially they-[Laughter.]
Senator DOLE. I am just trying to find out. We are asked that

question a lot.
Dr. FEDER. In the President's plan members of Congress, like all

Americans, are guaranteed a package of coverage and they pur-
chase it very much the way many of them do now, through the
Federal Employees' Plan. Essentially, we are extending those
choices to everyone. You make them in the community in which
you live.

Senator DOLE. And do you still have all the choices you would
have under the Federal plans?

Dr. FEDER. We think of it as extending that choice that members
of Congress now gets to all Americans.

Senator DOLE. So when somebody asks me in a town meeting I
can quote you?

Dr. FEDER. You certainly can.
Senator ROCKEFELLER. Senator Dole, I think she has answered

that incorrectly. Can I try to be helpful?
Senator DOLE. Yes. I want to get a straight answer because I

have seen these bumper strips-will I get the same benefits as
you?

Senator ROCKEFELLER. Yes. The point of the Clinton plan is that
the President, the First Lady, the Congress, the members of the
Cabinet have no health care coverage which is different than any
other American, the opportunity for health care coverage.

The CHAIRMAN. Now I have to interject. They get the health care
from the alliance.

Senator ROCKEFELLER. That is correct.
The CHAIRMAN. Not every alliance has the same provisions.
Senator ROCKEFELLER. Yes.
The CHAIRMAN. So it is not true that it is uniform to every Amer-

ican.
Dr. FEDER. Could I-
Senator ROCKEFELLER. Well, I did not finish correcting you,

Judy. [Laughter.]
Dr. FEDER. Sorry.



Senator ROCKEFELLER. I do not think, and tell me if I am
wrong-

The CHAIRMAN. Senator Rockefeller is recognized and not on
your time.

Senator DOLE. That is all right. Go ahead.
Senator ROCKEFELLER. If I am wrong, then I want to know that,

because I have been giving them the wrong answer. My under-
standing of it is that the Federal Employees' Health Benefit Plan,
in fact, ceases to exist. It does not continue, which is what Dr.
Feder said, that it would continue. Which is what I thought she
said, which I thought was misinforming you.

But it is a model for what alliances would be. So I think it is
very important to say that it stops existing. It does have more
choices than most other Americans have under the present cir-
cumstances and we would be in the same situation with all other
Americans and we would be in alliances.

Dr. FEDER. Thank you, Senator, for the clarification.
The CHAIRMAN. The distinction is that everyone would be in an

alliance, not that every alliance would have the same provisions.
That is an important distinction.

Dr. FEDER. Well, if I could clarify that. I appreciate Senator
Rockefeller's clarification that it is a model like the Federal Em-
ployees' Plan that we are extending to everyone-Members of Con-
gress and others alike.

Mr. Chairman, with respect to the coverage that i8 offered in
each community, the guaranteed package-

The CHAIRMAN. The benefits will be the same as under the stat-
ute.

Dr. FEDER. That is correct.
The CHAIRMAN. Senator Dole, you have another 5 minutes.
Senator DOLE. But does that phase in immediately? Does the

Federal plan terminate or phase out?
Dr. FEDER. In 1998 is when the Federal Employees' Plan would

be essentially eliminated because that is a time period when it
could nationally be absorbed in the rest of the system.

Senator DOLE. I think it is dealt with in nearly every other pro-
posal, too. But I think it is a question that there is a lot of interest
in because a lot of people believe we are going to have a special
plan and they are going to have a different plan that is going to
contain fewer benefits. That is not going to be the case under the
Clinton plan or I think under any of the other plans, or most of
any of the other plans.

What happens in the case that under any benefit package-
maybe it goes back to the definition, maybe it is up to the doctor,
where you have tried everything and there is some new drug out
there, an experimental drug. Is that going to be a determination
made by the physician that would not be precluded from anything
in the Clinton proposal?

Dr. FEDER. Investigational treatments are covered when they are
part of clinical trials. That is similar to the way some of that is
done today. And otherwise, plans may cover experimental services.
They are not required to do so.

Senator DOLE. Right. They may cover it. But again, it would be
a decision, I guess, finally with a physician and the patient. Right?



23

Dr. FEDER. That really becomes a decision on that specific when
something is experimental so that it is not automatically included
as medically necessary or appropriate. That essentially becomes a
decision by the plan, which is the overall mechanism-the practi-
tioners as well as the insurer.

The CHAIRMAN. Thank you, Senator Dole.
Senator Durenberger?
Senator DURENBERGER. Thank you.
Your comments on the visit to the neonatal intensive care unit

reminded me I went to a similar one in a Sioux Falls, South Da-
kota hospital recently with 26 kids and 26 beds. I asked the doctor
who headed the unit, if there is just one cost-free thing we could
do to reduce the number of 600 to 1,000 gram kids in here, what
would it be, and he said smoking cessation would cut it by 25 per-
cent.

Senator PACKWOOD. Smoking?
Senator DURENBERGER. No smoking would cut it by 25 percent.
The CHAIRMAN. Good God.
Senator DURENBERGER. That may be apropos of nothing other

than a question I am going to lead up to, but it really is a very
important issue to make in a system which has many influences to
it.

Secondly, for those of us, particularly up here, the discussion
started by our colleague from Missouri was most apt, but it re-
minded me to remind you if-and you may well be aware of it, that
11 years ago Stan Kimits, then 32-year-old doctor's son slipped off
a curb in downtown Washington, DC, was hit by a car and today
he's 43 years old, but he has been comatose for 11 straight years.

I was recently at a meeting of gastroenterologists-it must have
been all 3,000 of them in the country up in New York. When we
got to the question and answer part of the meeting, one doctor
stood up in the back of the room and he says, all that talk about
markets and managed-competitionJhe say Hiice Ie says, you
may believe it, but it is not going to work.

He says the reason is, you cannot put prices on medical products
and services. I said at the time, doctor, if you do not put a price
on what you do, the rest of us cannot put a value on it. And if we
cannot put a value on it, we cannot change the system. We cannot
deal with medically appropriate. We cannot deal with the ethical
issues and we cannot deal with the issues of experimental thera-
pies for which some HMO recently lost an $83 million law suit, if
you will.

Those are three critical issues. Jack brings them up. They are
appropriate. But I have to tell you

The CHAIRMAN. Do you want to say them once again? This is im-
portant. The three?

Senator DURENBERGER. The three issues?
The CHAIRMAN. Yes.
Senator DURENBERGER. The three issues relate to what is medi-

cally necessary or medically appropriate or whatever the language
is that I think we have a basic agreement between the Chafee bill,
Clinton and so forth, describes the kind of benefits. The second are
the ethical issues or the moral issues or whichever we decide that



Jack brought up and Jay so carefully and accurately responded to.
And the third are the issue of experimental therapies.

Just because somebody found something that may have worked
once, is it now because of the pathos of all of this, is it to be applied
to everyone. Those are three terribly critical issues. But every one
of them is presented-to use the medical term, which is the only
medical terms I think I understand-in this issue of the basic bene-
fits.

I do not even want to ask the question about why are we here
today. I want to try to respond to it in my own terms. A basic bene-
fit has three functions. I just do this to try to be real simple about
it. One of them is, to make markets work.

The basic benefit did not begin with this 58-page list of services.
The basic benefit is in the small group insurance reform bill be-
cause you cannot compare one product with the other for purposes
of guaranteed issue, guaranteed portability, underwriting reforms,
any of that sort of thing unless you can compare one product with
the other.

So the first important function of a basic benefit package or
whatever we call it is comparability, so that we are better informed
choosers of this product we call accountable health plans or health
insurance.

The second is equity. That gets to the issue that Jay raised about
we cannot estimate costs. Equity is a redistribution of income in a
society which helps the healthy pay for the sick, the wealthy pay
for the poor, whatever that issue may be.

That is the issue that we struggle with on universal coverage.
How can we make this remodeled reformed health plan more af-
fordable for everybody in the country to get the universal coverage?
But that is an equity issue which markets cannot help us with.
Markets can help us get the costs down, but they cannot do equity.

But in there, you know, we struggle with what do these benefits
costs. I just want to say here, there is no way with the knowledge
exhibited here today or 2 weeks ago by Bob Reischauer, there is
no way we can estimate the costs in America today of universal
coverage over the next 5 to 10 years.

The third issue is the issue-and this is the one I want to get
to-is value judgments. What are we getting for our money? Stay
healthy. Correct diagnosis. Do it right the first time. A therapy
that will work and get you back to work quickly. Productivity
measures, things like that.

That is a value judgment which is in part incorporated into the
design of a benefit package and in part is left-and here is where
I want to get to my question-only to a health plan, only to a
health plan. It is not what is in this package that is so important.
It is what is out there in the delivLy system that is critical. That
is what provides the benefits. I do not buy that thing over there.
I buy a particular service in a particular community, which has a
particular value to me and I pay a special price.

If you put a rich package, a 58-page benefit package that the
Fortune 500 gets down on an undisciplined marketplace you are
going to break the bank.

I am going to, ask all my colleagues to read the latest-I usually
do not do this-but I will ask you read the New England Journal



Medicine, an article on page 607. It is on physician profiling in
which they compare Florida physicians-I wish Bob were still
here-and Oregon physicians.

The CHAIRMAN. He will be back.
Senator DURENBERGER. Right. They did this, this is 1991 data for

a large number of-and this is all Medicare, so we are dealing with
a lot of older people. It takes into account the relative values ad-
justed for physician case mix and the influence of the physician
specialty. So it tries to be as neutral as it possibly can be.

What is the conclusion? It shows in effect that Oregon is about
one-half the national mean for use of something like CT and MRI
and Florida is 50 percent over the national mean. What does that
mean? Simply that when you put CT and MRI and so forth in
there, you are going to use three times as much in Florida as you
are going to use in Oregon.

The CHAIRMAN. Do you want to restate that just for one moment?
[Laughter.]

Senator DURENBERGER. Well, Bob may already know this. But in
the latest issue of the New England Journal of Medicine there is
a report of study comparing the application of physician services in
Florida and Oregon. And among other things, it shows that the
Florida physicians all use many more resources on the average per-
son and on the average than do their colleagues in Oregon.

It means they use a lot of technology. They use a lot of hos-
pitalization, all the rest of that sort of thing. Just to use one exam-
ple, Oregon is one-half the national average of the national mean
in its use of CT and MRI and Florida is 1/2 times.

What the bottom line of that is, when you put that in there in
an undisciplined market, Medicare will pay three times as much
for the same people doing the same sort of thing in Florida as they
do in Oregon,

§o, Mr. Chairman, I raise this because some of us in sort of the
middle of this debate are arguing that 58 pages of services is going
to break the bank. Six pages describing a benefit in a different way
and then leaving to a commission a way in which to make those
benefits real, and then leaving it to accountable health plans to
prescribe the services is much more important.

i know this is an incredibly difficult subject, as Jack and others
have pointed out. But it is also very important for all of us to re-
member, that if we try to get service specific in that health plan,
we are not solving our political problems because they are all out
there lobbying us. Every year when this plan comes up we are
-going to-have-more-pople lobbying us to make sure that they are
included under medically necessary and medically appropriate.

We need to deal with the realities that those benefits needs to
be an ongoing process of change that reflects the reality of what
services work and what services do not work in the real market.

The CHAIRMAN. Senator Durenberger, the next panel is going to
be asked to address those three questions you had.

Before Senator Dole has to leave, could I just say, Dr. Herdman,
did I not see you nod when Senator Durenberger said it really
would be impossible to estimate the costs of universal coverage?

Dr. HERDMAN. Mr. Chairman, we have been asked by our Board
and by Senator Stevens to look at the assumptions and documenta-
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tion behind health care cost projections for various reform plans.
We did some early work and we are in the process now of doing
a more definitive piece, which I hope will be released shortly.

I hasten to say that I do not think we are in disagreement with
Mr. Reischauer; our conclusion is that these are speculative and
the bounds of uncertainty are large. So it is very difficult to say
that any given figure is a true figure.

The CHAIRMAN. Fair enough. A final question
Senator ROCKEFELLER. Mr. Chairman?
The CHAIRMAN. Senator Rockefeller.
Senator ROCKEFELLER. I am being pesky.
The CHAIRMAN. Well, you and I are half this panel today.
Senator ROCKEFELLER. But I am about to leave, you see, so that

is the trade off.
I understand that it is difficult to estimate do universal coverage

because we have not done that to health care in America-befo-e.
The CHAIRMAN. To estimate.
Senator ROCKEFELLER. Sure. On the other hand, I want to make

the concomitant point that it is also difficult to estimate the cost
of, you know, unmentioned coverage, of a blank slate. That is also
pretty difficult.

I would rather take a shot at trying to estimate universal cov-
erage and be off by 5 or 10 percent and then come back and adjust
that, than to have no explanation of anything in the way of bene-
fits. It is merely a point.

The CHAIRMAN. I want to state to you that there is an iron rule
of social science, which is that ifyou put a number on something,
you already know more than you did beforehand.

Senator Chafee?
Senator CHAFEE. Thank you, Mr. Chairman.
Ms. Feder and Dr. Herdman, is it not true that you have to have

a uniform benefit package to prevent risk selection? Absent that
you are going to have risk selection. Somebody will tailor a plan
for the young and healthy; somebody will tailor a plan for expect-
ant mothers and so forth and so on.

Dr. FEDER. I think you are absolutely right, Senator.
Senator CHAFEE. Agreed?
Dr. HERDMAN. Yes, sir.
Senator CHAFEE. So this subject does come up. There are some

here in the Senate that believe you should not have a uniform ben-
efit package. The corollary to that is, if you do not have it, you are
going to have risk selection, which you just answered in the affirm-
ative.

Do I understand in the administration's plan that supplemental
benefits-now the way I define supplemental benefits, and I think
you do too--is something beyond the uniform benefit package. Let
us say it is orthodontics or whatever.

Under the administration's plan, supplemental benefits can con-
tinue to be offered and will continue to be tax deductible until year
something or other. Is that correct, Dr. Feder?

Dr. FEDER. That is correct. Essentially, benefits can be provided
more broadly and there is only a change in their tax treatment in
the future. That is correct.

Senator CHAFEE. Which is what, 10 years out or something?



Dr. FEDER. I believe it is 2004, but I will double check it. '
Senator CHAFEE. All right. We do not have that in our plan, as

you know. We believe that if somebody wants supplemental serv-
ices, three cheers, they can have them. But they have to pay for
them and it is nondeductible, which you eventually get to. In other
words, if somebody has the supplemental benefit, they can get it,
I presume, under your plan.

Dr. FEDER. Yes.
Senator CHAFEE. But it becomes nondeductible after the 10

years. And nondeductible, if the employer offers it, I presume it is
nondeductible by the employer and taxable to the employee. Am I
correct in that?

Dr. FEDER. Yes. Our change in tax treatment applies to the indi-
vidual side, where we leave the employers neutral between health
benefits and wages. The application is on the treatment for tax
purposes of the employer paid premium for the individual.

Senator CHAFEE. Let me see if I can understand that.
The CHAIRMAN. I understood that perfectly.
Senator CHAFEE. Well, that is why you are Chairman. [Laugh-

ter.]
The CHAIRMAN. After the 10-year period, if Ford Motor Co.

should offer eye glasses which are not covered for adults under
your plan, that would be deductible by Ford as a business expense,
but the cost of that is that taxable to the employee?

Dr. FEDER. The premium contribution made by the employer
would be treated as income to the employee for tax purposes.

Senator CHAFEE. Taxable income. In other words, it is a taxable
fringe benefit.

Dr. FEDER. Yes.
Senator CHAFEE. All right.
Well, let me just finally say I believe there is great merit in the

provision we have in our plan for changing the uniform benefit
package, whereby the Benefits Commission, which is composed of
wise men and women and selected with certain requirements, that
they be knowledgeable in this field and so forth.

We provide that recommendations for two uniform benefits pack-
age come to the Congress on an up and down vote, just like the
base closure package. In the base closure experience we found
there is a minimum of log rolling, there is a minimum of tradeoffs
between one Senator keeping his base, voting for the other fellow
in a swap. In other words, both bases will be kept open. Absent the
base closure arrangement, where you can only vote yes or no and
probably no bases would be closed.

So we carry that over into the uniform benefit package, that the
details are presented to Congress. Congress votes yes or no. Absent
that procedure, we feel it could become the richest benefit package
conceived by man or woman.

Now how do you avoid that under your plan? Because Congress
would get its hands on the benefits under your program would they
not?

Dr. FEDER. Essentially, as you said they would, Congress would
approve the Board. We would have it specified in the legislative
language, the benefit package.



Senator CHAFEE. So when the legislative language comes before
Congress, and you have 68 pages or whatever it is, and you leave
out eye glasses; as you say specifically you do; all Congress has to
do is by a majority vote put eye glasses in, is that right?

Dr. FEDER. In dealing with the overall package, in guaranteeing
security of coverage, we think it is incumbent upon Congress to
identify what it is that people are covered for, and what it is we
are getting, and what it is we are paying for. That is right.

Senator CHAFEE. Well, my time is up.
The CHAIRMAN. No, no.
Senator CHAFEE. I just think that that is a proposition that--

well, let me rephrase it. When you leave it open to Congress by a
majority vote to add something, it will be added. And your package;
which has been described by Senator Danforth as not keeping any-
thing out; by the time Congress gets through, anything left out will
be added.

Dr. FEDER. Senator, our view is that-and it gets to some of
what Senator Danforth was saying earlier-is that we believe that
the administration and the Congress are engaged in addressing the
hard choices-that is, guaranteeing everyone security of coverage
in an affordable manner.

And, consequently, we think that as putting this package to-
gether in a fiscally responsible fashion that provides protection re-
quires that we address what it is that American citizens can ex-
pect, how it compares to their coverage today, what they are get-
ting and what they are paying for.

So we believe that the Congress is accountable for that and that
it is best and appropriately and only fairly addressed in the legisla-
tion.

Senator CHAFEE. Well, we have a different opinion there because
you have more confidence in the restraints of Congress than I do.

The CHAIRMAN. But do accept it as a compliment. [Laughter.]
Dr. FEDER. It was intended as such, Mr. Chairman.
Senator CHAFEE. Thank you very much.
The CHAIRMAN. Thank you, Senator Chafee.
Thank you, Dr. Feder. Thank you, Dr. Herdman. This has been

a very helpful morning. As you can see, we are trying to think our
way through this, if that is the way to describe the process. But
we are learning.

Dr. FEDER. Thank you, Mr. Chairman.
Dr. HERDMAN. Thank you, Mr. Chairman.
The CHAIRMAN. Dr. Herdman, when you have that study that

Senator Stevens has requested of you, obviously, you will send it
around to us.

Dr. HERDMAN. I will make sure that you have it.
The CHAIRMAN. Fine.
Very well. Now we have a panel of practitioners from across the

country who have had to make these decisions and can tell us more
about them.

May I say, incidentally, that Mark Blair has the chicken pox.
That is why Darcell Savage has to do everything. They still have
chicken pox at this stage in the world.



Our panel consists of Susan Gleeson, who is the executive direc-
tor of Medical and Quality Management of Blue Cross and Blue
Shield, based in Chicago. Ms. Gleeson, we welcome you.

Rhoda Karpatkin, an attorney on behalf of the Consumers Union.
Ms. Karpatkin is from Yonkers. We welcome you.

Dr. Frank McArdle is the manager of the research office of Hew-
itt Associates. Good morning, Doctor.

Do you want to welcome Ms. Sipes-Metzler?
Senator PACKWOOD. I would like to very much, Mr. Chairman. I

might make a comment the Chairman has made about the frustra-
tion we have had with the panels. I do not think we have had a
weak witness in all of the hearings we have had and we take the
first panel and keep them here until a quarter of 12:00 or there-
abouts and then bring on a second panel.

I want to introduce Paige Sipes-Metzler and tell you just a little
bit about the Oregon Health Commission. She is the Executive Di-
rector of the Commission that set our priorities, if you want to call
them that. And she was there, in fact, 6 weeks after the Commis-
sion was put together.

So she was there when we started the list, went through a vari-
ety of hearings, saw the list rejected once as I recall, had to go
through it again, had a terrible time with the Department of
Health and Human Services in getting the Bush Administration to
approve it. They finally did not, but this administration did.

And now the Commission is ongoing and reports to the Legisla-
ture every 2 years as to whether the list ought to be changed; and
the Legislature says we have more money or less money. Whatever
they say will only go so far down the list.

But to the best of my knowledge, it was an effort to answer the
kinds of questions that Senator Danforth put forth. We have not
got enough money for everything. So here are specifics. We will
cover Procedure X; we will not cover Procedure Y; we will cover Z;
we will not cover A. We are sorry, folks, but that is all the money
we had.

Paige is an R.N. and she has a D.P.A. in addition and as I say
has been with it from the start. She knows the public hearings we
went through. She knows the bilingual translations we attempted
to get people to come, and provided babysitting services so people
could come-57 hearings as I recall-and did everything conceiv-
able to get consumer input, physician input, hospital input, labor
input, aged input into this; and I think did a whale of a job and
I am delighted to have her here.

I might say, Mr. Chairman, I am embarrassed. I am going to
stay as long as I can, but I am leaving for Oregon today and I may
have to go before the panel finishes.

The CHAIRMAN. I know. You told us that a week ago. So let us
get going. And if the panel will not mind, I would like to ask Dr.
Paige Sipes-Metzler to go first in case you do have to leave.

Senator PACKWOOD. Thank you very much, Mr. Chairman.
The CHAIRMAN. We have been talking. He has been bragging on

o ou for the last 4 weeks. So we are tired of it. Then Senator Duren-
rger started producing data from the New England Journal of

Medicine, which you heard, which confirms what he has been say-
ing. It is all getting a little suspicious. Good morning, Doctor.

83-17494-2
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STATEMENT OF PAIGE IL SIPES-METZLER, D.P.A., EXECUTIVE
DIRECTOR, HEALTH SERVICES COMMISSION, OREGON DE-
PARTMENT OF HUMAN RESOURCES, PORTLAND, OR
Dr. SIPES-METZLER. Good morning, Mr. Chairman and members

of the committee. I appreciate this opportunity to express the State
of Oregon's recommendation for the adoption of a commission
structure in the process of developing a standard benefit package.

This recommendation is based on Oregon's experience with the
use of a commission. When the consideration of a commission oc-
curs two variables are critical in this consideration.

The first is the selection of its membership and the second is the
size of the commission. Members, or the individuals selected to par-
ticipate, must have knowledge of the issue-in this instance, health
care and the designation of benefits. And secondly, they must be
able to work for the common good and put aside personal interest
or agendas.

The size of the commission should also be small-less than 15
people and an odd number. This size allows for diversity among
participants while it is small enough to reach consensus. This size
also encourages the use of small task oriented work groups that in-
crease the opportunity for the public advocates and experts to pro-
vide information while ensuring a uniform decision process and un-
derstanding by that commission.

Oregon has found that commissions that have several unique
characteristics are more successful in the eyes of both the legisla-
ture and the public. These characteristics are the ability to commu-
nicate, the ability to listen, accessibility, and a responsiveness to
concerns. These Commissions are more acceptable even if their an-
swers are more controversial or may not be what every consumer
wanted.

They need to be neutral or apolitical. This neutrality enables
them to blend different political agendas and come up with a mutu-
ally acceptable compromise. Third, they need not be financially re-
sponsible for their charge. By this I mean they need to focus on the
policy recommendations and not have their recommendations bi-
ased by financial considerations.

Then last, as I mentioned earlier, the use of smaller task ori-
ented work groups allows a greater opportunity for more participa-
tion by a wide number of people or persons.

Commissions are not without political weaknesses. The selections
of the participants without knowledge or participants with special
agendas can result in internal friction and lack of consensus. Lack
of clear mandates or intent from the legislature, expansion of man-
dates or the unclear focus of a commission will allow them the op-
portunity to flounder without reaching any effective outcome.

Lastly, a commission itself could become a political body and,
therefore, work to expand the commission as a life and reduce its
effectiveness.

Oregon, perhaps through the identification of potential weak-
nesses, has found that a commission is most successful as an ave-
nue for blending public values with scientific fact and reducing the
political debate about in the legislature which Senator Chafee has
been talking to small, very focused details regarding allocation of
resources.



In this manner, the final outcomes that have been reached
through the interaction of a commission and the legislature have
been acceptable to the public. Also from a State's perspective, a
commission offers simplicity in allowing States the opportunity to
Pursue their own programs by demonstrating that they have satis-
fed legislative intent instead of the administratively complicated,
complex and time consuming activities that are required in seeking
Congressional waivers or amendments to Congressional statutes.
In that sense, we would encourage the use of a commission to allow
States that opportunity.

In summary, I am expressing the recommendation for the use of
a commission structure in the development of a standard benefit
package due to its ability to be timely in its response to public con-
cerns and medical technology, its ability to maintain an apolitical
nature, and last, the ability to achieve its stated goal.

Thank you.
[The prepared statement of Ms. Sipes-Metzler appears in the ap-

pendix.]
Senator PACKWOOD. Could I make a comment also, Mr. Chair-

man?
The CHAIRMAN. Not before I say, do you realize that Dr. Sipes-

Metzler finished before the bell rang. [Laughter.]
You have a Doctor's in Public Administration?
Dr. SIPES-METZLER. That is correct, sir.
The CHAIRMAN. Do not underestimate it.
Senator PACKWOOD. I might say, this Commission had extraor-

dinary public support. A majority of the Republicans and the
Democrats in the legislature supported it; all the statewide elected
officials, Republican or Democrat, the AFL-CIO and Associated Or-
egon Industries, the principal industrial group.

One thing, on two different occasions when Dr. Sullivan, our
former Secretary of Health and Human Services was there, and
Gail Wilenski, the HCFA Director, they all noted that when they
would have news conferences-this was when we were trying to get
our Medicaid waiver-even the news media would say, are you
going to be able to help us get the waiver. The news media re-
garded themselves as part of the process. They were not antago-
nists. Could you help us get it?

So somehow, someway Dr. Sipes-Metzler accomplished this and
the Commission accomplished it, and it worked. And to this day it
has broad scale, uniform support in Oregon.

The CHAIRMAN. Manifestly so. We are going to go right through.
I hope panel members would not hesitate to disagree or comment
on other comments.

Ms. Gleeson, you are next.

STATEMENT OF SUSAN GLEESON, EXECUTIVE DIRECTOR,
MEDICAL AND QUALITY MANAGEMENT, BLUE CROSS AND
BLUE SHIELD ASSOCIATION, CHICAGO, IL
Ms. GLEESON. Good morning, Mr. Chairman and members of the

committee. I am Susan Gleeson and I am executive director of
Medical and Quality Management for the Blue Cross and Blue
Shield Association. I appreciate the opportunity to testify here this
morning on this important issue of the basic benefit package.
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Before I begin, I would also like to take the opportunity on behalf
of the Blue Cross and Blue Shield Association and the member
plans that we represent to say we are 100 percent behind health
care reform. We think health care reform is needed. We think in-
surance reform is an essential part of that reform and we are very
hopeful that we will have effective legislative reform this year.

The focus of this hearing is on the basic benefit package. In our
written testimony we have submitted considerations that we would
like the committee to look at they formulate it.

The CHAIRMAN. Yes.
Ms. GLEESON. I think what I would like to focus on as part of

the oral testimony is the infrastructure and the standardization of
the infrastructure that administers the uniform benefit. We have
had some discussion of that already by the committee members.

It is not enough to have a standard basic benefit. You also must
standardize the definitions, the processes and the procedures of the
health plans we use to determine whether a procedure is investiga-
tional or not investigational and the guidelines that will be used
to determine medical necessity.

Otherwise, you are not going to achieve your goal of equal access
across health plans. I mean very simply, if Health Plan A deter-
mines something is investigational; Health Plan B determines that
same procedure is not investigational, you have unequal access.

Over the years there have been developed processes that are well
accepted on how to make the determinations about whether proce-
dures are investigational or not investigation. Blue Cross and Blue
Shield was one of the pioneers in this and we would like to give
you a little history about our program.

We started back in 1985 and we thought we really needed to do
a better job in making these decisions. These decisions are very im-
portant because they so impact coverage. We asked Dr. David
Eddy, who has a national reputation in technology assessment, to
assist us and we told him that we want to develop criteria that we
can put in the public domain to explain how we make these deci-
sions.

Second, we want the most objective process. And third, we want
a reproducible process. By reproducible, we mean if somebody takes
the same evidence uses the same criteria, they come to the same
decision. We have been at this for 9 years. We have assessed over
200 technologies and we think that the criteria we use are very
valid.

We made some changes back in September and we would like to
share those with the committee. First of all, in an effort to conserve
health care resources and administrative costs, we are collaborat-
ing in this effort with Kaiser-Permanente. Kaiser-Permanente and
Blue Cross and Blue Shield are now working together in their as-
sessments of technology, but not in the coverage decision making.
We are, however, pooling our critical resources so that we can do
more of the assessments.

Second, we have expanded the panel of experts who are the final
decision making body. We have a 19 member panel. The majority
of these members have no affiliation with either Blue Cross and
Blue Shield plans or Kaiser-Permanente.

The CHAIRMAN. But they are medical doctors?
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Ms. GLEESON. Yes, they are medical doctors. Dr. David Eddy is
an M.D., Ph.D. which has a worldwide reputation in technology as-
sessment. He is our scientific adviser. We have other technology as-
sessment experts from Harvard, Johns Hopkin and Stanford. We
have representations from all the major specialty societies. We
have experts in clinical ar3as,particularly those controversial areas
like oncology, bone marrow transplant. We have had to deal with
issues such as heart transplants for those over 55.

We have representatives and purchasers and we have five mem-
bers from health plans. This is the body that is making the deci-
sion when you see a Blue Cross and Blue Shield decision about
whether something is investigational or not investigational.

The third change we have made, and we think this is very impor-
tant, is to make resources available. We put together a blue ribbon
panel to do it and we now make 0ll of the evidence available to any
interested party through an annual subscription-other health care
plans, consumers, members of Congress.

The CHAIRMAN. In a scientific manner.
Ms. GLEESON. Yes.
The ChIAIRMAN. Whatever you have done you put it out in front

of the world.
Ms. GLEESON. Right. We think it is not an issue in which there

should be any competition among health plans. I think the things
that are important here are, we have developed criteria that has
been tested over 9 years and the principles have been adopted by
the Health Care Financing Administration and other insurers. And
what it basically says is, there must be evidence that there is an
improvement in health outcome.

As the reform is rethought and reshaped, it would be important
not to lower that threshold or that standard. Some of the legisla-
tion currently identifies categories of procedures, devices or drugs
which categorically are not labelled investigational and are labelled
safe and effective, although no one has to speak or show any evi-
dence of safety and effectiveness. What we would be doing by this
approach is raising health care costs and proliferating untested,
unproven technologies.

Just quickly, I would like to add that we support coverage for in-
creased research into investigational technologies. We put in a pro-
gram 3 years ago that is separate from coverage, but we are financ-
ing high priority clinical trials, particularly in the controversial
area of breast cancer and we are going to be expanding that.

Most of the legislation that is written is way too broad. It is an
open entitlement program. A process much like Oregon's needs to
be put into place on the research issues-where are the high prior-
ity research issues and what are the trials that are necessary to
get the answers.

The CHAIRMAN. Could I just ask you to clarify for my purposes
and the rest of the panel, why do you say investigational? Would
not experimental be the term, Dr. Straub? We are trying to produce
a lexicon here of what these words mean. I am still struggling with
premium. They finally explained to me that premium is the bill.

You know, I always thought of premium bearese, I know about
that. But investigational meaning?



Ms. GLEESON. In our contracts we do not use the term "experi-
mental," we exclusively use the term investigational.

The CHAIRMAN. Does investigational mean experimental?
Ms. GLEESON. Yes, it does. They are used interchangeably.
The CHAIRMAN. All right. That is fine. That is all. We can get

that under synonyms.
[The prepared statement of Ms. Gleeson appears in the appen-

dix.]
The CHAIRMAN. Now on behalf of the Consumers Union of the

United States, one of the most respected organizations of its kind
in the nation, in the world, Ms. Karpatkin.

STATEMENT OF RHODA H. KARPATKIN, J.D., PRESIDENT, CON-
SUMERS UNION OF THE UNITED STATES, INC., YONKERS, NY

Ms. KARPATKIN. Thank you very much, Senator. Thank you for
inviting us to testify today. We are the publishers of Consumer Re-
ports magazine and for more than 55 years have been trying to
help consumers make sense of the product and service marketplace
in the United States.

Like many members of this committee, Consumers Union's effort
in support of health care reform go back many years. I brought
with me today a copy of the February 1939 issue of Consumer Re-
ports. It is tattered and yellow, but it is real. It is not a reprint.
What we said then was, and I am quoting, "It has become obvious
that the people of the country intend to see to it that the whole
population shall benefit from the discoveries of modern medical
science. The only question before the country now is how soon."

The CHAIRMAN. Fine. We will place that in the record following
your testimony. Now we have some idea about how soon. Yes, 45
years ago.

Ms. KARPATKIN. We think the answer should be now. I have nine
points I hope I can make quickly within the time limit. First, con-
sumers want comprehensive health care benefits. We commissioned
a Gallup survey in April 1993. Close to the 90 percent. of those
polled favor universal access to a comprehensive health plan, that
includes doctor care, hospitalization, prescription drugs, well-child
visits, immunizations, nursing home care, long-term care at
home,mental health treatment, dental care, prenatal care and vi-
sion care.

There was a recognition on the part of the people polled that, of
course, that benefits needed to be phased in over time. The pref-
erence there was for a period not in excess of 4 years.

Second, consumers need comprehensive health care benefits. The
private market is not up to this important job. Indeed, if it were,
we would not be sitting here today. In order to achieve true health
security, benefits must be comprehensive. Each family has its own
unique profile, its own unique needs in the health care area.

The private insurance market has shown us clearly that it is not
designed to come to your assistance when you need help. It is de-
signed to maximize profits for insurance companies.

The cliche that you cannot buy fire insurance when the barn is
already burning applies to health insurance. Once a family needs
long-term care or insult or chemotherapy, insurance companies
prefer not to take your call.



Third, Cadillac health coverage is a myth. There has been some
discussion recently of the need to avoid Cadillac health care protec-
tion in favor of more modest coverage. Medically necessary care is
not Cadillac care. If you need insulin, is prescription drug coverage
a frill? If your mother has Alzheimers Disease, is long-term care for
her deemed to be Cadillac coverage? If your child is manic depres-
sive, is mental health protection the Cadillac? When people cannot
afford to pay for a measles vaccination for their children, would
that be scaled back?

Fourth, Congress should not leave the design of the benefits
package to a benefits commission. A reform bill with an unspecified
benefits package does not make sense. You simply do not know
what you are getting. Consumer Reports would never recommend
that a consumer buy any insurance policy without reading the pro-
visions that specify the coverage.

And how can candidates face consumer voters on election day if
they say, well, we passed a health reform bill, but we really cannot
tell you what it will cover? And how can consumers support a bill
without knowing its key provisions? It is crucial that Congress
spell out the benefits in the bill.

Fifth, comprehensive benefits will be meaningless if they are
combined with a catastrophic insurance policy. The promise of com-
prehensive benefits will be a hollow promise if consumers can buy
a catastrophic insurance policy with a $2,000 or $3,000 deductible
and then be considered "insured."

That kind of deductible does not deliver preventive care to chil-
dren, does not deliver insulin to diabetics and does not meet many
pressing health care needs. What it means is, financial barriers to
care for low and middle income families. They would end up with
an unfunded medical savings account and a policy with a cata-
strophic deductible.

Sixth, if guaranteed benefits are not comprehensive, there will be
a burgeoning supplemental market. What we think will happen is
that the insurance companies that are excluded from participating
in health alliances will rush in to find their market niche, the sup-
plemental market.

All of the problems that have plagued the health care market
will be shifted to the supplemental market-preexisting conditions
inclusions, denied coverage, frivolous variations in policies. Compa-
nies will continue to seek enhanced profits by dictating to doctors
how they should treat patients and the result will be a multi-tiered
health care system. The lucky people who can afford coverage will
get it; the unlucky will be relegated to bare bones coverage.

The last point I would make, Mr. Chairman, is that consumers
need comprehensive information about health plans and about pro-
viders to allow for a fully informed choice and that any bill should
build in consumer protection to construct a health care system that
is accountable to consumers from the outset and that has a good
redress policy if the services that should be delivered are not deliv-
ered.

Thank you very much for inviting us here today and for showing
an interest in the consumer point of view.

The CHAIRMAN. Thank you.
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[The prepared statement of Ms. Karpatkin appears in the appen-
dix.]

The CHAIRMAN. Let us see, 1939 was 55 years ago.
Ms. KARPATKIN. Yes.
The CHAIRMAN. So, I mean, you finally got a hearing. It just

takes patience. [Laughter.]
Ms. KARPATKIN, Patience and enough subscriptions to keep us in

business that long.
The CHAIRMAN. And enough subscriptions. I think Ms. Gleeson's

comments about how the protocols developed at Blue Cross and
Blue Shield are just published and very much available to anybody,
is very much in the spirit of the Consumer Union, which has been
there from the beginning.

Ms. KARPATKIN. Yes.
The CHAIRMAN. Dr. McArdle, I think your testimony is prepared

with Kenneth Sperling.
Dr. MCARDLE. Yes, Mr. Chairman, and Ken is behind me to join

us in the question and answer if you like.
The CHAIRMAN. We welcome you, Mr. Sperling, particularly for

including a glossary. This is a very helpful thing. Sir?

STATEMENT OF FRANK B. McARDLE, PH.D., MANAGER, WASH-
INGTON RESEARCH OFFICE, HEWITT ASSOCIATES LLC,
WASHINGTON, DC, ACCOMPANIED BY KENNETH L.
SPERLING
Dr. MCARDLE. Thank you very much, Mr. Chairman, Senator

Chafee, Senator Durenberger. I come back to the committee flooded
with memories. It was a little over 10 years ago that I sat, and it
was then on that side, behind Senator Heinz, hoping I would have
the answers to all the many questions that he would always have;
and I miss him this morning as I am sure you do.

The CHAIRMAN. We do.
Senator CHAFEE. Well, we all do. We certainly do. Very much.
Dr. McAiiDLE. He would have been a leader on this issue.
Now we are in the business of benefit design and we have been

in this business, my firm, for about 50 years. So as you are about
to become benefit designers, what we thought we would do is share
with you what we go through at the micro level, hoping there are
some lessons therein for you.

The first observation actually may surprise you quite a bit, which
is even though we consider ourselves to be expert benefit designers,
we do not make the kinds of decisions that Senator Danforth is
talking about today. It is the company, the employee/employer com-
munity that we are working with that will make those decisions.

They do that taking into account employee preferences, the com-
petitive position of the company, the human resource objectives,
and the business objectives of the company. Indeed, we work with
some large companies-Ken does-headquartered in New York, for
example, who will be so large that they do not even think corporate
headquarters should have one company-wide package. Instead,
they will delegate those decisions to their different business units.

The second point I would like to make is that plan design is not
static. It changes just about every year. It is not a question of get-
ting the benefit design right and then just fixing it. What you have



to do is, go through a process of a good design strategy which will
then test the ongoing effectiveness of what you have done in prior
years.

The CHAIRMAN. That is because medicine is changing.
Dr. MCARDE. Exactly.
The CHAIRMAN. That is why Blue Cross and Blue Shield has to

think about investigational modes because they are coming along
at every hour, which is the heroic age of medicine that we are in,
which is wonderful.

Dr. MCARDLE. Exactly. And in terms of plan design we could
have designed something a few years ago which would have been
state-of-the-art and today would be less than optimal, because the
market has changed in the meantime.

What drives best practice in this design is data, data, data, data.
Fortunately, we are now able to generate more data and better
data than we were in the 1980's. So there are ways of looking at
things like medical necessity and provider efficiency with much
more care.

The fourth observation is, if you were to take a snapshot of all
the different plans in this country today, what you would find are
plans at different levels of sophistication. There are going to be
small employers who are pretty much handicapped and would have
to buy what is the insurer's product, off the shelf. Then you would
find larger employers who are doing most of the right things. And
then a small group of innovator companies who have the economic
risk and the ability to initiate change. And it does not take long
befAore the innovators' example spreads throughout the national
plan design. But it takes time for that to happen.

The CHAIRMAN. It sounds like something you could say about cor-
porations with respect to financing and product development.

Dr. MCARDLE. Correct, but it has a practical implication for you
though, which is, as you get data, the innovator companies are the
tip of the ice berg. But the data you are getting from national
sources is the ice berg.

The CAIRMAN. Very good. Did you hear that, John?
Dr. McAwI)IE. The historical bulk is not necessarily the most in-

novative thing.
The CHAIRMAN. The median practice is not what you really want

to l(o)k for here.
Dr. McARDLE. Exactly. And that is what it is easy to do using

historically generated data.
The fifth point is that effective plan design depends not only on

the designhbut on the related skills of managing change. Most of
the employers we work with already have health benefits, so it is
not a question of designing a first, new plan for them; it is a ques-
tion of changing an existing design.

So there is a whole expertise that has developed on how you
change plans in a way that minimizes disruption, because the em-
ployers that we work with will do a double back flip to minimize
disruption because it is not productive, it creates negative em-
ployee relations, et cetera, and I can describe some of the things
that they do to avoid disruption.

Our sixth point is that we are on the edges of some major, major
new changes in plan design, and these have to do with data analy-
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sis and some projects, for example that Ken was involved in, where
we can now track provider efficiency using the total episode of care.
We are just beginning to be able to do this, but it is a breakthrough
kind of development.

The seventh observation is that you can agonize over any single
plan design, but no one plan design is going to fit all the situations
and serve them equally well. It is not just a clinical decision of
what is comprehensive; it is a question of who is deciding what is
comprehensive and whether you consider unnecessary care "com-
prehensive" or adequate care "comprehensive."

Our eighth observation is that flexibility really characterizes the
current state of plan design in America today. We have given you
data. There is lots of choice among plans and among medical pro-
viders, and you need to distinguish those two concepts because it
is possible to have a narrow choice of plan and a big choice of pro-
viders. And the employees put more emphasis on the choice of med-
ical providers than the choice of medical plans.

Senator CHAFEE. Could you just repeat that again, please, what
you are saying there.

Dr. MCARDLE. Sure.
Senator CHAFEE. I understand the difference in choosing provid-

ers, but you were saying what about the choice in plans?
Dr. MCARDLE. Probably the most common question we get asked

is: How much choice is there in the marketplace today? When I try
to answer it, I say, "You have to distinguish between choice of
plans and choice of providers."

If you look at just choice of plans, about 9 out of 10 companies
offer 2 or more plans; about half of them offer 3, 4 or 5 plans. So
there is a lot of choice of plans. But the plan may not necessarily
allow you to choose your own medical provider.

When you look at what employees are motivated to buy, they
look first of all at choosing their own doctor. So I could design, and
not me, anyone could design, one single plan that has more choice
of providers than two other plans.

The CHAIRMAN. Just for our lexicon purposes, plan is the benefits
package.

Dr. MCARDLE. Well, it is the benefits package, plus the cost shar-
ing features that go with it. Yes, Senator.

This choice is the way of balancing some of the diverse needs
that you have been talking about earlier today. How do you decide
what you put in the package? Well, if you keep the moving parts
simple and you give employees true choice, they can make educated
choices. In fact, they learn more about health care in that process.

And our last observation would echo what you heard from OTA,
at least in their written statement, which is, that there is a lot of
work involved here. And it is not just a question for the Finance
Committee of deciding what goes in the initial package, but as your
witness from Oregon addressed, what happens every other year?

You know how much time you spend on the budget. It is conceiv-
able you would be spending a lot of your valuable legislative time
on yearly plan design changes.

Mr. Chairman, that concludes my remarks and we would be
happy to answer any questions.



[The prepared statement of Dr. McArdle appears in the appen-
dix.]

The CHAIRMAN. Thank you very much. We will get back to you.
Now the last word, and not inappropriately at all, is Dr. Straub,

who is the Senior Health Policy Analyst of the Jackson Hole Group,
and somehow manages to combine that with living in Connecticut,
which speaks flexibility and good sense. Good morning, Doctor.

Dr. STRAUB. A recent change. Thank you.

STATEMENT OF WILLIAM H. STRAUB, M.D., SENIOR HEALTH
POLICY ANALYST, JACKSON HOLE GROUP, WESTPORT, CT,
ACCOMPANIED BY HELEN BOWMAN, HEALTH POLICY LIAI-
SON, JACKSON HOLE GROUP
Dr. STRAUB. Mr. Chairman and members of the committee, I

would like to thank you on behalf of the Jackson Hole Group for
the opportunity to present their views on standard benefits. I have
been asked really to focus my remarks on two issues.

First, why we need a standard benefit plan; and second-
The CHAIRMAN. So you start there.
Dr. STRAUB. We start there. Why? And then second, who should

determine what specific- benefits are included or excluded- in the
plan-what you have been really talking about most of the morn-
ing.

In addition to my oral testimony this morning, I would like to
submit for the record a draft discussion paper which we have devel-
oped

The CHAIRMAN. On designing the initial uniform effective health
benefit plan.

Dr. STRAUB. Right.
The CHAIRMAN. It is placed in the record.
Dr. STRAUB. It addresses design issues and also offers two model

benefit plans for consideration.
The CHAIRMAN. We will put that in the record.
[The paper appears in the appendix.]
Dr. STRAUB. Thank you.
As regards to the need for standardized benefits, simply put a

standardized benefit plan is fundamental to creating a simple and
seamless health care system for our country, which seems a proper
goal for meaningful health care reform.

More specifically, a standard benefit plan would be important for
the following reason. First, and foremost, as noted by Senator
Durenberger, standardization of benefits would facilitate the side-
by-side comparison of accountable health plans based on price and
quality.

Standardization of the cost sharing associated with the benefit
plan would also be important in this regard. The combination of
community rating, standard benefit plan and standardized cost
sharing are really necessary conditions for competition to occur on
a level playing field, which is really the very basis of the notion of
managed competition.

The CHAIRMAN. Will you say that once again? A standard benefit
package

Dr. STRAUB. Standardization of the cost sharing-
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The CHAIRMAN. And the cost sharing which you give as a model
benefit.

Dr. STRAUB. Along with community rating really creates an envi-
ronment-

The CHAIRMAN. That is another triad we have here today.
Dr. STRAUB.-really creates an environment in which competition

can occur fairly.
Now I had a litany really of other things that relate to why you

want a standard benefit plan, but frankly I think Senator Duren-
berger summarized those very nicely in three of his points and they
were touched on by other people this morning. So I am going to by-
pass those and really jump to something which has not been con-
sidered much, but again Senator Durenberger touched on his rela-
tion or his testimony to an article in the New England Journal of
Medicine.

The point is that I think it is very dangerous to look at the
standard benefit plan in isolation. It really has to be looked at in
the context of the delivery system, which is highly variable across
the United States. So if you take a comprehensive benefit plan and
take it to his State in Minneapolis, you could probably have that
benefit plan provided to patients for 30 percent or less than you
could in other regions of the country.

The reason is that managed care is highly developed in like the
City of Minneapolis and there is currently intense competition.

I come from Pittsburgh, Pennsylvania originally. The penetration
of managed care in Pittsburgh is about 10 percent, not very com-
petitive. So if we took that same comprehensive benefit plan to
Pittsburgh I would estimate it would cost 30 percent more. So I
think it is important as you look as a Finance Committee in trying
to determine the cost of a standard benefit package that you look
at it in the context of the delivery system. I am thankful for the
editors of the New England Journal for supporting that simple no-
tion.

Examples of standard benefit plans are around today. You can go
to Cal PERS and you will find one. In Minneapolis they exist. And
several of the States which have health care plan initiatives also
are using or embracing the notion of a standard benefit plan.

I would like to now jump to who should really develop the benefit
plan. We feel that as a matter of principle the standard benefit
plan should be based on scientific documentation of efficacy and
relative cost effectiveness. That sounds nice, but as Dr. Herdman
really testified earlier, we do not have much information on that
yet.

But we are trying to get it. And each issue of a medical journal
that you pick up today will have more and more studies that are
beginning to answer those kinds of questions. So I would agree that
we do not have the information that we need today, but it is com-
ing. I think if you look down the road 5 to 10 years you will see
the ability to be able to make more and more rational decisions
about what should be included or not on a scientific basis.

For this reason we have advocated that a National Health Board
or Commission, appointed by the President and approved by Con-
gress, be charged with developing and modifying the benefit plan.



Congress could then vote up or down the benefit plan or any subse-
quent modification.

While opposed to politically defining the benefit plan at the Fed-
eral level, we are equally opposed to leaving it to the States or indi-
vidual health plans for many of the reasons I would have cited ear-
lier that a really speak to the need for standardization.

I think in the final analysis-and this was also alluded to before,
but I think is an important point-is that public acceptance of
health care reform proposals could depend on the public's percep-
tion of the benefits that are offered and the cost to individuals in
terms of premiums they will have to pay and the cost sharing that
is associated with the benefit plan or potential tax increases they
may have to bear.

In this regard, it is very tempting to define a benefit plan in ini-
tial legislation instead of deferring to some yet undefined or ill-de-
fined national commission. An alternative at this point might be to
identify simply a model or proposed plan in the initial legislation
that could be subsequently modified by a commission once it is es-
tablished and then approved by Congress prior to implementation.

But I think it is a difficult issue. It is important that people have
something to look at and see what they are getting. But I think it
is also dangerous, frankly, despite the respect I have for you gen-
tlemen to be involved in the actual design of the benefit plan. I will
stop at that point.

The CHAIRMAN. That is very generous of you. There is no harm
in certain candor. What qualifications would anyone on this com-
mittee, with say the exception of two or three persons, have to
make judgments of these kinds? I mean, which of us is a medical
doctor? Which of us is a nurse? Which is a CPA?

This has been fascinating and the name that keeps coming up is
Senator Durenberger, Senator Chafee. So, Senator Durenberger,
you are first.

Senator DURENBERGER. Thank you, Mr. Chairman. I will try to
be brief out of respect to everyone.

The CHAIRMAN. No, take your time.
Senator DURENBERGER. Earlier there was this discussion of

whether a plan is a benefit package or not. I had to smile because
we are sort of living in the heyday of employee benefits, because
in a dysfunctional market when employers want to change that
market so that they can get prices down and employees smarter,
they hire folks like Hewitt andlots of others.

As long as they are working to change that market, there are tre-
mendous opportunities out there. I would just say from my rela-
tionship with these people, thank God they have been there in this
marketplace because all of you have made tremendous contribu-
tions to the power that employers have in changing local markets
by changing the way people buy their health care.

But again, just to try to add maybe a conceptual dimension to
what we are talking about, the health plans that we have experi-
enced in Minnesota are not benefit packages. There is a benefit
package in the design and there is some standardization that we
try to work at, particularly through employer groups like the
Health Care Action Group. That is largely for comparability rea-
sons.



But the plan that we are talking about, Mr. Chairman, if you
talk about health insurance as we have known it, the benefit pack-
age is the plan. There is no question about it, because you then
look to see what is covered, what is not covered, and then we have
these endless debates about, you know, who is in and who is out
and the chiropractors, etcetera.

But the accountable health plan that the President has rec-
ommended and that we have all recommended is something dif-
ferent. It is an entity which has had a lot or a little discussion here
until Tuesday I think at that hearing.

But that entity really is what is going to change this market for
us. In an accountable health plan, I will just give you one illustra-
tion, Mr. Chairman, in our community and I may ask Dr. Straub
a question about standardization. There is no one description of the
design of each of these health plans. They will look organizationally
somewhat different. They might be a Kaiser-like organization
where, you know, the entity owns the hospitals and they pay sala-
ries to the doctors.

It might be a Mayo Clinic such as was described here. It might
be a hospital dominated system like Gordon Sprenger was t-alking-
about, making relationships with health plans and doctors. It can
be a variety of things. What it has in common is the linkage of the
insurance function, the administrative or management function, an
investment in new technology and change function, and then the
clinical services function.

I have been anxious to read just part of a description of services
that are provided by one of our accountable health plans in Min-
neapolis and this is a full-page newspaper ad that came out from
Health Partners this week. It is an open letter to members of
Health Partners.

It says there are 4-year objectives for the 600,000 plus members
of Health Partners are to reduce by 25 percent the number of heart
disease events; increased from 75 to 95 percent the number of chil-
dren in our system who are fully immunized; improve the early de-
tection of breast cancer reduced by these specific figures-50 per-
cent the cases of breast cancer that reach an advanced stage before
being detected; increased early detection of adult onset diabetes; re-
duce by 25 percent the progression from high risk state to-

None of this is remedial. All of this is preventive. And you are
not going to find the set of services they are going to use to get
there in any benefit plan. But they have the incentive in this
health plan to keep people healthy.

The CHAIRMAN. That has that pattern we have been talking
about as sort of the paradigm shift in economics and education
from input to output.

Senator DURENBERGER. Yes.
The CHAIRMAN. How you get to a 25 percent reduction in adult

diabetes is one thing, but we are getting there.
Senator DURENBERGER. That is right. We are going to describe

our relationship in terms of the results that it produces for every
year-healthier people who also share in the cost savings that
comes to everybody in the plan from these healthier practices.

That is just to make it clear, I think, what we are talking about
here when we describe a basic benefit package. It is not synony-



mous with an accountable health plan and yet it is the national
rules by which we hope that each of these health plans has to play.
But then exactly what they do, community by community, is going
to differ.

The CHAIRMAN. Let us put that in the record.
Senator DURENBERGER. Yes, I would be pleased to do that, Mr.

Chairman.
[The open letter submitted by Senator Durenberger appears in

the appendix.]
Senator DURENBERGER. Thank you.
The CHAIRMAN. Thank you, Senator Durenberger.
Senator Chafee?
Senator CHAFEE. Thank you, Mr. Chairman. I was interested in

looking at Mr. McArdle's statement of Hewitt Associates. If you
look at the bottom of his statement you will see the different cities
that Hewitt is in, some 60 cities across the world. It is rather as-
tonishing.

It brings home once again, Mr. Chairman, the fact that-
The CHAIRMAN. The Wellington, the Wiesbaden, The Woodlands,

Zurich.
Senator CHAFEE. Yes. There are some I do not know where the

cities are. I do not know where Rowayton is.
Dr. MCARDLE. That is in Connecticut, Senator.
Senator CHAFEE. Well, I ought to know where that is.
The CHAIRMAN. Some distant State.
Senator CHAFEE. But I did with interest note that Hewitt is in

five cities in Australia, for example.
The CHAIRMAN. Yes, Adelaide, Brisbane
Senator CHAFEE. Brisbane, Melbourne, Perth and Sidney. The

point is, Mr. Chairman, that we are exporting our talents and
skills. In other words, it is an industry that the United States is
particularly adept at, and it all counts in the balance of trade, ship-
ping skills and abilities.

Dr. Straub, first I want to thank the Jackson Hole Group. In
your Jackson Hole Number II you came out in support of the vol-
untary alliances, something that I feel strongly about.

The CHAIRMAN. Is Jackson Hole II published now?
Dr. STRAUB. I have seen a draft of it. It is available.
The CHAIRMAN. You have an aide trying to help you.
Dr. STRAUB. Yes. The question is is it available for distribution?
Ms. BOWMAN. The early draft is available, but under major revi-

sion right now. The provisions are based on what Dr. Ellwood
talked about on Tuesday.

The CHAIRMAN. We can expect them in the next week?
Ms. BOWMAN. We could ge,.- you a copy of the original paper that

was at discussion last week, but a lot of the provisions have been
changed.

The CHAIRMAN. Fine. Do that, will you not?
Ms. BOWMAN. It is due out March 16.
The CHAIRMAN. Good.
Senator CHAFEE. Further, I think the point that they stress here,

Mr. Chairman, is very important; that you touched on yourself, and
that is that the benefits is a moving target. You cannot set in con-



crete what the benefits are going to be, because of the rapid
changes in technology and medicine that are occurring.

That is why we, in our plan, have provided that the commission
can come to Congress every year with changes to a benefits pack-
age. And again, we have that provision as I mentioned to Dr.
Feder, that we then have an up or down vote, so that Congress
cannot log roll with it. If you vote no, then it goes back to the Bene-
fits Commission for further consideration.

Now, Dr. Straub, as I gather you gave that some up checks; you
approved of that.

Dr. STRAUB. I approve of the general notion of having a commis-
sion doing it. We would support that. But again, I would go back
to the point you are at initially where you are trying to get public
acceptance of something and perhaps the need to be a little specific
in order to gain that public acceptance of the plan.

I think it is going to be hard -o sell the public on something that
is vague or out there in the future. So you have to have I think
some kind of model of what you are beginning to talk about.

Unfortunately, it is a little bit like a wonderful book by a guy by
the name of Joseph Heller that came out I think back in the 1950's
called "Catch 22." And basically, "Catch 22" says you cannot do this
without having that. But it also says you cannot have that without
doing this.

So it becomes sort of a vicious circle. I think that is where you
are at with this issue.

The CHAIRMAN. Now, let us be clear. Catch 22 was you cannot
get out of Italy unless you can show that you are mentally dis-
turbed.

Dr. STRAUB. Correct.
The CHAIRMAN. And if you want to get out of Italy in the war

time that is a sign of sanity. [Laughter.]
And so you never get out of Italy.
Dr. STRAUB. Exactly. Which relates to this.
Senator CHAFEE. Yes. I would point out, however, that Mrs.

Karpatkin is not quite accurate in the statement that you have in
your testimony on the bottom of page 3 and the top of page 4 where
you say "other bills include broadly defined benefit packages that
do not even include prescription drugs" and you refer to our pack-
age.

That is not quite accurate because if you look in our bill, it says
the covered items, starting on page 89, the covered items of serv-
ices includes prescription drugs. Now you can say that on page 89
it says subject to procedures for clarification and modification and
so forth, and then we list prescription drugs.

So I suppose you can say there is a capability of the commission
to knock it out. We would not expect that to be true because we
have specifically delineated it. And furthermore, under our plan it
comes to Congress, and if they do not like it, then they can, of
course, reject it and demand that the benefit package come back
with prescription drugs.

I do not want to beat that to death. But I do want to point out
that prescription drugs is, indeed, an important part of our uniform
benefit package.

The question I have, if I might, Mr. Chairman.



The CHAIRMAN. Take your time.
Senator CHAFEE. I have trouble understanding what Mrs.

Gleeson is referring to, and what the others seem to have touched
on specifically, on page 2 of your testimony, where you say it is all
right to have multiple standardized benefit packages. But we do
not want a proliferation of widely varying benefit packages.

Now what is the difference? What is the difference between mul-
tiple standardized benefit packages and a proliferation of widely
varying benefit packages?

Ms. GLEESON. The issue that we are trying to draw attention to
here is we are unsure that one standardized benefit package will
meet all the needs. We think you might need incremental, yet
standardized packages. You need maybe perhaps one level for the
smaller employers and a higher level to accommodate the expecta-
tion of the larger employers.

Why we do not think there should be a wide variance in these
particular packages is because that will lead to adverse selection.
What you would like to do is just have some incremental dif-
ferences and the issue is totally affordability.

I think at the lowest level we have a responsibility to make sure
that a basic benefit is affordable and it does not impose a financial
hardship on those who are the lowest wage earners.

Senator CHAFEE. But any time you get a variation in-a pack-
age-we discussed this with the previous panel-it seems to me
you get adverse selection; i.e., you can have a basic benefit package
and it will be less expensive. So is that not the package that
healthy young males that do not ride motorcycles will head for?

Ms. GLEESON. Well, I think there are things that would also go
along with that. Yes, if you are healthy and you do not think you
have a lot of risks you are going to go for the basic benefit package.
That is why we are talking about small increments.

Obviously, if the variation gets very large you are precipitating
the issue of adverse selection. But we do think it is possible per-
haps to structure a model of small increments-like Medigap
standardization-just to address the affordability issue.

Senator CHAFEE. What do you say to that, Dr. McArdle?
Dr. MCARDLE. Actually, my colleague, Ken Sperling, works on

this issue on a daily basis. So he has some real practical observa-
tions for you.

The CHAIRMAN. Mr. Sperling, good morning.
Mr. SPERLING. Thank you. Senator, I guess what we would say

is based on our experience. Whenever you have a choice of plans
and there is the possibility of adverse selection occurring, there is
also the same possibility of the opposite happening, which is posi-
tive selection.

So that where a plan with catastrophic or low levels of coverage
might encourage the healthy people to take it, and the plan with
rich benefits might encourage the unhealthy people to take it, those
two effects can be netted out and essentially as long as you are
looking at both plans in aggregate, the adverse selection can be an-
ticipated, can be priced and can be managed. We have seen that
with a lot of the employers that we work with in offering multiple
plans to their employees, and employees like the flexibility.
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Senator CHAFEE. I just do not understand-it can be priced and
it can be managed. Could you explain that a little bit more, please?

Mr. SPERLING. Sure. Maybe I could use a simple example. If we
have a plan that might cost $100 if everyone was in it, and another
plan that might cost $50 if everyone was in it, and we offered those
two plans side-by-side, well the rich plan might attract the
unhealthier people and that plan might actually-when all is said
and done--cost more than $100. W? would expect that to happen.

But the basic plan, the less expensive plan, that attracts the
healthy people-when all is said and done-is going to cost less
than $50. So we have on one hand, unhealthy people driving claims
high in one plan; on the other we have healthy people that are con-
trolling costs in the other plan. And they can be netted out.

Senator CHAFEE. I understand that, if one company has both of
the groups. But you have the plan that you are selling for $50 and
you are making money on it and along comes a rival company and
says, well, I will offer it for $40. So you are out from that; your
company Hewitt, I know you are consultants, but whatever com-

any you are dealing with; is out and they are stuck with the other
100 plan that is, indeed costing a lot more than that.
I have great trouble seeing how you can have variations in the

plans if you are not going to have cost shifting. That is the question
I asked the previous panel. I really do.

The CHAIRMAN. Ms. Karpatkin, you nodded.
Senator CHAFEE. Ms. Gleeson am I off base? Are you not going

to have adverse selection with varying plans?
Ms. GLEESON. Well, I think that going back to what Senator

Durenberger talked about, and that is what are we expecting now
from our health care plan. If we construct some different benefit
packages and we assume that some will attract high risk enrollees,
one would hope that what is in place with the accountable health
plan is some kind of a management system, a medical management
system, to better manage the health care expenses and the risk.

For example, if you have high risk people that are smoking you
might want to immediately implement smoking cessation programs
and so forth. So I think if you are attracting high risk to a certain
type of benefit, then the accountable health plan has to be pre-
pared to manage -,tat benefit.

Senator CHAFEE. Ms. Karpatkin, please.
The CHAIRMAN. "Ms. Karpatkin.
Ms. KARPATKIN. Yes, thank you. Well, I think there are two

major concerns. I agree with you that if we had an inadequate plan
that one outcome would be considerable cost shifting and all of the
problems that that has caused in the marketplace today will simply
continue under the new system. The other also of great concern is
that if there is a tremendous variation in benefits, if there is a var-
iation in benefits and a variation in the cost of benefits, the poor
people are going to be compelled to choose the lesser coverage, the
lesser benefits, the worst plan.

And all of the hopes we have for improving the overall system
would be dashed because we would have as my written testimony
said, we would have people opting for coverage that really does not
do them any good in meeting their health care needs until a catas-



trophe befalls them and then the costs have escalated and it is too
late.

The CHAIRMAN. Dr. Sipes-Metzler, you seem to want to say some-
thing there.

Dr. SIPES-METZLER. Well, from Oregon's experience, we have
been offering a guaranteed benefits package which requires the in-
surance companies to accept anyone that applies for the package,
which is what guaranteed issue means. The rest of the plans for
our small business market are medically underwritten which
means that they are health screened prior to accepting clients.
What we have found is that because of the mandate of having a
voluntary guaranteed issue component within that small market
package, other packages are more available from insurance compa-
nies who know that they are going to have to take the risk one way
or the other. They would rather identify the risk up front, learn to
manage it and offer a different varying cost structure, if you will,
or cost sharing approach to it than to take the risk on blind, which
one would almost argue would occur with a catastrophic coverage.

So, therefore, they have been willing to work within the market
and with the various employers to provide adequate coverage op-
portunities for their clients.

Senator CHAFEE. Could I just ask one final question of Dr.
Straub?

The CHAIRMAN. Please do.
Senator CHAFEE. You advocate standard cost shifting as I under-

stand it.
The CHAIRMAN. Not standard cost shifting.
Senator CHAFEE. Standard cost sharing.
The CHAIRMAN. You have to get that lexicon word.
Senator CHAFEE. There were three points you ticked off-a

standard benefit package, standard cost sharing and standard com-
munity rating or community rating.

Now, would you allow variations between different categories of
plans? In other words, would it be a standard cost sharing for an
HMO as it was for a fee-for-service plan or would it be-were you
saying a standard cost sharing for all fee-for-service plans?

Dr. STRAUB. I think that is a very important issue, just because
what we are really advocating is standardized cost sharing across
all plans. So that an accountable health plan, which has a fee-for-
service base or an accountable health plan which has an HMO
base, if you will, for example, a staff model, are all competing to
deliver the same product.

If you are allowed to vary the cost sharing it is just another way
of sort of shifting cost if you will.

The CHAIRMAN. Yes.
Dr. STRAUB. It is shifting cost to the individual. The other thing

it does, it really does not have these accountable health plans com-
peting on the same basis. A fee-for-service plan is really competing
with sort of an edge because its premium may be close to the same
as say the HMO plan, but out-of-pocket expenses to the individual
is coining in as higher.

So the plans are really not competing on a level playing field for
the same purpose.



Senator CHAFEE. So what you would say is that with the uniform
benefit package, within that uniform benefit package you must
have the same cost sharing features. In other words, if it is $100
deductible, whatever it is, and a $10 co-payment-

Dr. STRAUB. Correct.
Senator CHAFEE.-that applies right across the board. So then

the plans are competing on the basis-the accountable health plans
are competing on the basis of quality and price.

Dr. STRAUB. Precisely.
Senator CHAFEE. Because presumably the fee-for-service plan

will be more expensive than the HMO.
Dr. STRAUB. Precisely.
Senator CHAFEE. But within the HMO if, let us say, there is a

standard deductible of $300, how do you get a deductible with an
HMO?

Dr. STRAUB. Well, the HMOs have begun to explore the use of
co-payments and deductibles.

Senator CHAFEE. I can understand a co-payment.
Dr. STRAUB. All right.
Senator CHAFEE. But, in other words, you go in an HMO and

with a co-payment you have to pay $10. I can see that. But how
do you work a deductible with an HMO?

Dr. STRAUB. -t is really, I think, just another means of shifting
or cost sharing if you will. I mean, how do you work it?

Senator CHAFEE. Yes. In other words, an HMO by definition is
a capitated program. So you have paid $200 and somebody has
paid $200 for you to belong to this thing. Now what happens? You
go there. -I got up and I broke my leg. So I go to the HMO.

Dr. STRAUB. It stretches the definition of an HMO. There is no
question about it and it puts it more in the realm of a continuum
of these care processes or plans which would be more in the PPO
type range where you have now a select network. But you are at
more risk because it, in fact, is not totally prepaid care.

Senator CHAFEE. So I have to pay something or other in addition
to the co-payment, my $10. I have to pay extra, whatever. Let us
say that the deductible is $500. I have to work my way up to the
$500 before I can go with no charge.

Dr. STRAUB. Precisely.
Senator CHAFEE. What do you say to that, Dr. McArdle?
Dr. MCARDLE. I would just like to add one caution, which is, as

I mentioned in my summary, there is so much variety in the sys-
tem right now that almost anywhere you draw the line it is going
to leave a lot of people with better benefits and a lot of people with
lower benefits.

The CHAIRMAN. Oh, yes.
Dr. MCARDLE. We put an attachment to our testimony that

breaks it out by the States represented by the Finance Committee,
and you will see a lot of variation there, even in the deductible.

Senator CHAFEE. Thank you, Mr. Chairman.
And again Dr. McArdle, in pursuing your duties, if you get a

chance to go to Sidney, Australia, grab it.
Dr. MCARDLE. I will, Senator. Thank you.
The CHAIRMAN. And thank you all. I think we should not con-

clude this morning without wishing Senator Chafee and his col-
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leagues a very successful meeting in Annapolis where you are
going to be dealing with '.his subject and with the benefit of this
advice I cannot but doubt you will return with the answer.

Senator CHAFEE. Well, Mr. Chairman, I want to take this oppor-
tunity to say publicly how much we appreciate the thoughtfulness
that you have given to this whole effort here, the patience you have
shown with those of us who ask questions and the time you have
given us. You have been an ideal Chairman. We praise you for the
conduct of these hearings.

The CHAIRMAN. You are very generous.
Senator CHAFEE. We could not ask for anything more.
The CHAIRMAN. And with that, we stand in adjournment.
[Whereupon, at 12:50 p.m., the hearing was adjourned.]
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PREPARED STATEMENT OF JUDITH FEDER

Mr. Chairman and Members of the Committee: I am, pleased to come before you
today to talk about the comprehensive benefit package under the Health Security
Act. The Act represents the President's commitment to the American people for
health security through a guaranteed comprehensive benefit package.

I do not need to remind you that 58 million Americans are uninsured for some
time each year and that millions more have health insurance that does not meet
their needs:

* 81 million Americans with pre-existing conditions; people who are paying more
or can't get insurance at all or they can't even change their jobs because they
or someone in their family has one of those pre-existing conditions.

o Sixty nine percent of policies don't cover pre-existing conditions;
* Less than 40% of privately insured individuals have coverage for routine pre-

ventive services, and even in HMO's where preventive care is almost univer-
sally covered, more than 50% impose cost sharing on these services.

THE HEALTH SECURITY ACT: COMPREHENSIVE BENEFITS DEFINED IN STATUTE

Mr. Chairman, we all agree that the nation must address these inadequacies in
our current insurance system. I am pleased to come before you today to talk about
how the President's plan provides services and benefits that will enable all Ameri-
cans to stay healthy, prevent disease, and do this at an affordable cost. The Health
Security Act guarantees all Americans will have coverage for a comprehensive set
of benefits defined in statute. We consider it essential to the ultimate success of
health care reform to not only define the benefit package in statute, but also to
assure that the package is comprehensive.

Defining the benefit package in statute eliminates the confusion that exists today
and prevents patients from discovering, just, as they need coverage the most, that
they have reached their lifetime limit or that a particular illness or condition is not
covered. Just as important, it is impossible to estimate the costs of the benefit pack-
age to employers, individuals and the government without clearly defined benefits
or cost sharing.

In addition to being clearly defined, the benefit package must be comprehensive
to avoid the perpetuation of uncompensated care and the cost shifting that exists
today. Comprehensive coverage also ercourages the use of cost-effective preventive
care, instead of the present system, which encourages individuals to wait until their
illnesses are severe and costly before seeking treatment.

Second, without a standard comprehensive package, plans may offer benefits de-
signed to attract healthy customers, perpetuating their ability to compete based on
adverse selection of "cherry picking," rather than forcing them to compete by provid-
inghigh quality health care at an affordable price.

Finally, we must ensure access to comprehensive benefits to avoid the creation of
a two-tiered system where the wealthy may be able to afford a good benefit package,
while the middle class and poor may be forced to purchase only catastrophic cov-
erage with high out-of-pocket expenditures. Certainly those with the means to do
so will always be able to purchase "deluxe" coverage-for private hospital rooms,
plastic surgery, and other benefits beyond the guaranteed package. Health Security,
however, requires that everyone has coverage for medically necessary and appro-
priate care.

RANGE OF BENEFITS

The Health Security Act provides a benefits package which defines a broad range
of health services, prohibits plans from excluding anyone due to pre-existing condi-
tions, and has no lifetime limit on the benefits. The Act does not specify classes of
providers, rather it provides coverage for a range of services.

Services covered include hospital services and services of health professionals.
Health professional services are defined to include those services that are lawfully
provided by a physician, or those services which could be performed by a physician
and which are provided by another person who is legally authorized to provide those
services in the state.

Other services covered include emergency services; clinical preventive services,
mental illness and substance abuse services; family planning and pregnancy related
services; hospice care; home health care; extended care; outpatient laboratory serv-
ices; outpatient prescription drugs; outpatient, rehabilitation services; durable medi-
cal equipment; vision care including routine eye examinations, diagnosis and treat-
ment for defects in vision and eyeglasses and contact lenses for children under age
18; dental care; and health education classes.



This range of benefits is not, however a "cadillac" package. It is comparable to
the average coverage enjoyed by individuals with employment based private health
insurance. As noted by the Congressional Budget Office, certain benefits are more
generous, such as the coverage of clinical preventive services, while others may be
less so.

COST SHARING

It is important to note that the comprehensive benefits package provides cost
sharing options for consumers which are standardized to ensure simplicity in choos-
ing among health plans. These options serve to protect consumers from the dev-
astating costs of catastrophic illnesses through limits on out-of-pocket expenditures.
They also promote personal responsibility and the appropriate use of health services
through copayments and co-insurance requirements for all individuals. Low income
individuals will be eligible for assistance with these cost sharing requirements, but
they are not waived.

CLINICAL PREVENTIVE SERVICES

Prevention is the cornerstone of the Health Security Act. The comprehensive ben-
efitspackage includes a wide array of preventive services not covered by the major-
ity of today's insurance plans-immunizations, well-child care, mammography, pap
smears and other screenings and early detection measures-which will prevent
health problems or help resolve them before they become serious illnesses.

4 The plan offers periodic clinician visits-for children, adolescents, and adults-
which provide occasions for preventive monitoring and counseling appropriate
to each person's age, gender and developmental circumstances. These preven-
tive services will be fully covered with no cost sharing.

" Our first investment in healthy children is good prenatal care for mothers. To
remove any financial barriers to these critical services, the Health Security Act
provides for complete prenatal care with no cost-sharing.

" Children will receive a full range of prevention services, including immuniza-
tions, well-baby checkups with no cost sharing to ensure that all children get
off to a healthy start.

• For women, the Act will cover a schedule of preventive screenings, tests and
checkups with no cost-sharing. Certain preventive services will be targeted to
groups that have a high risk for particular diseases.

" All women receive clinician visits, including clinical breast exams, at regular in-
tervals with no cost-sharing. All women will also receive routine screening
mrnammograms every two years, beginning at age 50, with no cost sharing.

• Additionally, women of any age can receive clinical services, including clinical
breast exams, and mammograms at any time when they are medically nec-
essary of appropriate with cost sharing as specified by their plan.

MENTAL ILLNESS AND SUBSTANCE ABUSE SERVICES

For the first time, all persons with mental and substance abuse disorders, and
their families, will have access to specialized services. The proposal gives health
plans the flexibility to provide appropriate types, mix, and level of services for each
individual.

The substance abuse and mental illness benefits will provide important services
for persons with these disorders. The Health Security Act represents a meaningful
improvement over today's typical insurance policy that covers only a narrow range
of services, and that encourages expensive inpatient care over more cost-effective al-
ternatives.

The beginning benefit covers services that are important both to reforming the
system and to caring for Americans with mental or substance abuse disorders. Dis-
tinctly different from typical insurance policies of today, the Act does not limit in-
tensive treatment to inpatient coverage in hospitals but broadens it to residential
settings and intensive nonresidential care, such as partial hospitalization and inten-
sive day treatment programs.

Also important in this mix is that the Act includes coverage for diagnosis, medica-
tion management, crisis services, and somatic treatment services comparable to that
of other health services. Health plans will also have the flexibility to use case man-
agement services.

The beginning benefit adopts a flexible benefit design. Under the Act's flexible
benefit structure health plans are encouraged to move to a managed benefit. Bene-
fits such as intensive nonresidential services (e.g., partial hospitalization and inten-
sive day programs), outpatient psychotherapy, and substance abuse counseling are



available as substitution for the more expensive inpatient and residential settings.
This new structuring is consistent with the mental health and substance abuse ben-
efit in the year 2001, which will rely on health plan management of the benefit
rather than on specific limits.

The President is committed to making mental health and substance abuse serv-
ices an integral part of a national system of health care. The benefit proposed in
the Health Security Act is a dramatic step toward eliminating the historic discrimi-
nation against those suffering from mental illness and substance abuse.

PROTECTING LOW-INCOME CHILDREN

Under the Health Security Act, low-income families will be members of the same
health plans with the same health card as other families in their area, and health
plans will receive the same premium payment regardless of the income status of the
family. Families who today receive health care through Medicaid will join the alli-

ance and receive assistance in paying premiums to ensure that their insurance is
affordable. Eligible low-income families will also receive assistance with cost-shar-
invery American, including those who are so poor that they currently qualify for

health coverage under Medicaid, will be able to receive the federally guaranteed
benefit package. However, we recognize that some children who are covered under
Medicaid currently receive some services that go beyond the new array of benefits.
In an effort to ensure that there is no gap in service for low-income children, the
plan includes a new, capped, federal program for poor children with special needs.

This supplemental program will have federal eligibility criteria, roughly struc-
tured on current Medicaid criteria, and it will cover a federally determined set of
services for eligible children under age 19. Basically, the services will include Medic-
aid services that are not included in the comprehensive benefit package, such as
hearing aids, transportation, and some therapies.

PROTECTING INDIVIDUALS WITH DISABILITIES

Comprehensive coverage of preventive care and medical treatment goes a long
way toward easing the threat of disease that faces all children and families in
America. But families who have relatives with chronic health problems or severe
disabilities face special challenges.

Outlawing pre-existing condition exclusions and removing lifetime limits on bene-
fits will help these families enormously. But many of them need more-they need
long-term supports to help them keep their loved-ones at home, in the family, in
the community. Families are not looking to be replaced by a service system-but
they need some reinforcement. They need a real choice beyond institutionalizing
their relative or bankrupting the whole family to keep their children at home. The
plan offers real hope, in the form of a major new expansion in community-basedon-term care.

The new long-term care program, which represents a significant increase in
spending for community-based long-term care, will provide a range of community
supports to people with severe disabilities, regardless of their age or income. This
new program will be financed jointly by states and the federal government. How-
ever, it will differ from Medicaid in that federal match rates will be higher, federal
funding will be ca ped, people will not have to be poor to qualify, and the program
will be highly flexible.

In addition, the Medicaid long-term care program will continue to cover both insti-
tutional services, including nursing homes and ICFS/MR; and community-based
services, including personal care, home health, and Medicaid home and community-
based waivers.

OTHER INVESTMENTS

The President recognizes that insurance alone can not meet the needs of all Amer-
icans. To help improve access to appropriate care and to help prevent disease and
promote health, the Health Security Act includes several new investment proposals.

First, the Act includes two new grant programs to support school health education
programs and to fund school health services. Under the Act, $50 million in FY 1995
will be authorized to support the planning and implementation of comprehensive
school health education programs for children in kindergarten through grade 12.

In addition, the Act authorizes $100 million in FY 1996 rising to $400 million per
year by 1999, to help fund school health services including preventive health serv-
ices, mental health and social service counseling, substance abuse counseling, care
coordination and outreach, management of simple illness and injuries and referral
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and follow-up for more serious conditions. These funds will be targeted to adoles-
cents and communities most in need of support.

In addition, new funding will be authorized to help support public health initia-
tives of special importance to the health of children including immunizations, lead
poisoning screenings, health education and violence prevention.

Finally, the Health Security Act invests in primary care and enabling services
such as transportation and outreach services and in the training of primary care
doctors including pediatricians, obstetricians and family physicians to ensure that
children and expectant mothers will not lack appropriate medical care.

CONCLUSION

Mr. Chairman, the Health Security Act was designed to guarantee all persons le-
gally residing in the United States access to comprehensive medical care. The Presi-

ent has taken a bold step in spelling out that guarantee by defining a standard
package of benefits in legislation. This package is balanced to provide access to the
full range of medically necessa7 or appropriate services while ensuring affordability
through the appropriate use o cost sharing and the emphasis on acute and post
acute services. This guaranteed benefit package is essential to the success of health
care reform in terms of improved health for WlAmericans at a cost this Nation can
afford.

PREPARED STATEMENT OF SUSAN GLEESON

Mr. Chairman, and members of the committee, I am Susan Gleeson, Executive Di-
rector for Medical and Quality Management, of the Blue Cross and Blue Shield As-
sociation, the coordinating organization for the 69 independent Blue Cross and Blue
Shield Plans. Collectively, the Plans provide health benefits protection for about 67
million people. I appreciate the opportunity to testify before you on issues in health
care reform related to benefit design, including issues related to new technology and
experimental treatment. Benefit design is a central element in health care reforms
that are designed to bring greater accountability to the insurance markets. The Blue
Cross and Blue Shield System strongly supports these reforms.

BLUE CROSS AND BLUE SHIELD SUPPORTS INSURANCE REFORM

Insurance reform is the foundation for comprehensive federal health care reform.
Private insurers, employers, health care providers, and consumers are already
changing the way we do business to address the needs of a changing market. States
are moving ahead with reform efforts of their own. It is time for the federal govern-
ment to join these efforts to build a health care system for the twenty-first century.
Federal health care reform can support the transformation of the nation's health
care system by establishing a high, uniform standard of accountability for all health
plans. Delaying federal reform could needlessly dampen the pace of change in the
private sector. Strong federal action will maintain the pace of reform.

We believe that the best, most effective strategy to contain costs while still meet-
ing the needs of patients and consumers is the enactment of reforms that will per-
mit true price competition-for the first time-in the financing and delivery of
health care in this country. Price competition-not health alliances, not price con-
trols-will result in lower costs and better quality.

The adoption of strict federal standards for the market conduct of insurers is the
first and most important step toward reshaping the health care market-and assur-
ing fairness to consumers. We have described, the essential elements of insurance
reform in previous statements to this Committee. Today, we will focus on one area
of standards-those related to design of the benefit package.

THE ROLE OF BENEFIT DESIGN IN HEALTH REFORM

Standardization of benefit designs is one of the important elements of insurance
reform. The Blue Cross and Blue Shield Association supports standardizing the ben-
efit packages to be offered by Accontable Health Plans (AHPs). We are not sure
that it is possible to design a single benefit package that meets the diverse health
care needs and financial resources of individuals, small employers and large employ-
ers. It may be that health plans should be allowed (or required) to offer multiple,
but still standardized benefit packages each of which includes a basic level of guar-
anteed coverage. This is similar to the approach used to standardize supplemental
offerings to the Medicare population (i.e., Medigap coverage) which has been suc-
cessful. The proliferation of widely varying benefit packages has had a destructive
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effect on consumers, providers, and health plans. Standardization of benefit pack-
ages offers advantages to all three.

For consumers, standardized benefit packages will make it easier to compare
products based on their premiums and indicators of quality and subscriber sat-
isfaction. Consumers will no longer have to struggle to figure out the 'value' of
a large number of diverse benefit designs, or anticipate the impact on their an-
ticipated out-of-pocket costs of widely differing cost-sharing requirements. And
they will not have to worry about the 'fine print' that may make coverage of-
fered by apparently similar health plans, in reality, quite different. Such stand-
ardization is part of making coverage more secure.

* For providers, standardization of benefit designs will contribute to lower admin-
istrative costs through the adoption of streamlined administrative procedures,
uniform forms, and electronic data interchange.

* For health plans, standardization of benefit designs will contribute to lower ad-
ministrative costs and reduce the use of benefit design to compete based on risk
selection. By reducing 'competition' from health plans offering inadequate bene-
fits, it will also reward those health plans that have continued to offer com-
prehensive benefits, but learned to effectively manage utilization and costs.

The requirement that all Accountable Health Plans offer one or more of the stand-
ardized benefit packages is an essential element of insurance reform. In designing
the standardized packages, several considerations should be borne in mind:

1. The benefit packages should be 'affordable'-that is have an expected premium
that will not cause a significant financial hardship for either small employers or low
wage workers. Benefit design largely determines how expensive coverage will be for
both employees and employers. It also determines the 'value' of coverage to individ-
uals and families. Concern for providing coverage of a broad range of services must
be balanced against the need to keep coverage affordable.

2. Standardized benefit designs should allow health plans to create realistic incen-
tives for consumers to use providers that are part of a health plan's provider net-
work. Increasingly, cost-effective health insurance products rely on a selected net-
work of providers to manage care. Providers have widely-varying practice styles and
costs. The careful selection of providers can produce substantial savings for sub-
scribers. Differences in cost sharing are used to encourage subscribers to use provid-
ers that are part of the health plan's provider network. These differences between
in-network and out-of-network benefit levels need to be meaningful. Sizable dif-
ferences in benefits can be allowed without creating a financial barrier to access as
consumers can always limit out-of-pocket costs by using a health plan's provider
network.

3. Differences in benefit design across the standardized packages should not be
so great as to cause a major problem of risk selection or segmentation. Benefit de-
sign strongly influences the extent of risk selection or segmentation. Generally, ben-
efit packages with very narrow benefits and substantial cost-sharing will be more
attractive to healthy individuals and families who do not expect to use medical serv-
ices. Comprehensive benefits with limited cost sharing are more attractive to indi-
viduals and families in poor health who do expect to use substantial amounts of
medical care.

4. The standardized benefit package may need to rely on limits on the amount
or duration of coverage to limit spending for medically inappropriate care. When a
benefit package includes unlimited coverage of services that lack clear criteria defin-
ing 'medically appropriate' care, it will be difficult to manage the cost of coverage.
Often benefit designs control the cost of these services by placing limits on the
amount of care that will be covered, e.g., offering coverage only for a defined number
of visits or number of days of care.

5. Health plans should to continue to have primary responsibility for determina-
tions related to medical necessity. Federal guidelines can be helpful in the develop-
ment and implementation of policies by health plans to limit coverage of unneces-
sary or inappropriate care for specific medical conditions for which there are no
demonstrated, effective treatments. The nature of this problem, specifically as it
arises in the context of experimental treatment, is discussed in the next section.

MEDICAL NECESSITY AND INVESTIGATIONAL TREATMENT

A benefit package defines both the scope of covered services and required cost
sharing. These are only pait of the story, however. Most benefit designs, including
those proposed in the Health Security Act and other major reform proposals limit
coverage to 'medically appropriate' medical care. The identification of medically nec-



essary care has been the focus of intensive efforts over the past twenty-plus years.
These efforts have taught us three things:

1. A significant amount of medical care has little or no benefit for patients and
is not needed.

2. Identifying medically necessary care is more difficult than might be expected,
requires considerable judgment, and often requires flexibility to meet the needs of
different patients.

3. The rapid pace of technological advance requires the constant updating of
guidelines for the determination of medical necessity.

Several health care reform proposals raise two issues in the area of medical neces-
sit The first involves the categorical definition of medical necessity that would re-
sul in the coverage of many services that are not now defined as medically nec-
essary and that would fail to meet reasonable criteria of necessity. The second in-
volves the requirement that health plans pay for the 'routine' costs associated with
investigational treatment. We believe that neither of these policies are appropriate
as both would unduly limit the ability of health plans to appropriately manage
costs.

* Some proposals categorically classify certain-groups of drugs and devices as
non-investigational and safe and effective, without requiring any data to dem-
onstrate their safety or effectiveness. This restricts the ability of health plans
to limit the use of untested and unproven technologies.

* The coverage of investigational procedures in approved clinical trials has a
laudable objective. But the list of what constitutes an approved clinical trial is
overly broad.

Criteria and formal processes for determining medical necessity and non-
instigational status have evolved over several years. The current consensus is that
these determinations need to be based on scientific evidence. The health care reform
proposals that identify categories of drugs and devices as non-investigational clearly
undermine an evidence-based process of evaluation and would encourage coverage
of untested and unproven technologies.

The Blue Cross and Blue Shield Association's Technology Evaluation (TEC) Pro-
gram has been a pioneer in the use of on scientific evidence to form conclusions
about the effectiveness of new medical technologies. It is one of the nation's leading
technology evaluation efforts, having conducted more than 200 assessments since its
creation in 1984. The program examines and synthesizes scientific evidence to deter-
mine the safety and efficacy of new medical technologies, and does not rely on com-
munity practice standards or consensus.

The assessments developed by the program are scientific opinions meant to pro-
vide information to those who deliver and manage medical care.

In September of last year, the TEC program expanded to other payers with the
collaboration of Kaiser Permanente. David Eddy, M.D., Ph.D., senior advisor for
health policy and management for Kaiser concurrently assumed the role of the pro-
gram's Chief Scientific Advisor. The Medical Advisory Panel, which is the program's
external review team, was expanded to include prestigious experts in scientific
methods, clinical research, and medical practice. A majority of the panel's members
are not independent medical experts with no affiliation with health care payers. As-
sessments will now be available to other interested parties on a subscription basis.

The TEC Program uses five criteria to determine whether the technology in ques-
tion improves health outcomes such as length of life, ability to function, or quality
of life. Cost is not a consideration in technology evaluation. The five TEC criteria
are:

1. The technology must have final approval from the appropriate government reg-
ulatory bodies.

2. The scientific evidence must permit conclusions concerning the effect of the
technology on health outcomes.

3. The technology must improve the net health outcome.
4. The technology must be as beneficial as any established alternatives.
5. The improvement must be attainable outside the investigational settings.

Many BCBSA Plans will consider only technologies that meet all five TEC criteria
to be eligible for coverage. These Plans find new medical technologies that do not
meet all the criteria to be investigational.

Health care reform offers an opportunity to reshape certain aspects of our health
care system. But lowering the threshold and standards for determining what is non-
investigational or medically necessary would increase costs without a commensurate
increase in value to consumers.
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Most health care reform proposals call for insurers to extend coverage for patient
care costs of certain treatment available through approved clinical trials. While we
support the concept of greater funding for clinical research, we are concerned that
current proposals are overly broad andwould lead to costly funding of research that
may not be either a high priority or definitive. We believe that insurer support of
clinical trials should be targeted to well designed, high priority trials that address
questions important to society.

The Blue Cross and Blue Shield system's Demonstration Project on Breast Cancer
Treatment offers a good illustration of the issues posed by experimental treatment
and an instructive model for how health plan's might support technology evaluation
under reform. High dose chemotherapy with autologous bone marrow transplant
support (HDC/ABMT) for breast cancer and other solid tumors. Clinical studies of
HDC/ABMT have not yet established that this treatment is as safe and effective as
conventional chemotherapy in the treatment of certain stages of breast cancer.
Many BCBS Plans exclude coverage for the treatment because they consider it to
be investigational.

HDC/ABMT for breast cancer has been evaluated twice b the Association's Medi-
cal Advisory Panel since 1988, most recently in 1991 by David Eddy, MD., Ph.D.
It does not meet the five TEC criteria. Until this study was undertaken there were
no well-controlled trials. Studies relied on poorly matched samples, and small dif-
ferences in survival demonstrated between HDC/ABMT and conventional chemo-
therapy for breast cancer were not statistically significant. Furthermore, treatment-
relatedmortality and morbidity from HDC/ABMT exceeded that from conventional
chemotherapy.

Despite the lack of conclusive evidence that HDC/ABMT is as good as, worse, or
better than conventional chemotherapy, coverage denials by BCBS Plans and other
payers generated unprecedented media interest and litigation. Some researchers ad-
vocate the treatment and women have sued, convinced that this treatment is their
last hope. A recent California jury award of 69 million dollars to a breast cancer
patient denied coverage for his treatment has increased the controversy and worried
payers who are attempting to limit coverage to scientifically established tech-
nologies. Some subscribers want access to this service regardless of the lack of sci-
entific evidence supporting efficacy. Unfortunately, as a recent editorial in the Jour-
nal of the National Cancer Institute stated, some members of the oncology commu-
nity "have raised the public's expectation far above what is supported by the pub-
lished data. We have no evidence as of yet that any patient will be cured by this
therapy who would not have been cured by more conventional treatment" (Hender-
son, 1991).

The Demonstration Project on Breast Cancer Treatment is an innovative effort to
help resolve the clinical controversy surrounding the efficacy of HDC/ABMT for
breast cancer. The Demonstration Project is an attempt to return the debate to the
appropriate forum of clinical research and away from the courtroom and television.
Only well-desi-ned research can answer the question "does HDC/ABMT work for
breast cancers"

The purpose of the Demonstration Project is to support randomized controlled
clinical trials (omparing the efficacy of HDC/ABMT with that of conventional chem-
otherapy in the treatment of advanced breast cancer and early breast cancer with
a poor prognosis. The clinical trials are being sponsored by the National Cancer In-
stitute (NCI), the Clinical Trials Cooperative Groups, and the Philadelphia Bone
Marrow Transplant Groups. Increased BCBS Plan financial support for this costly
investigational treatment will speed accruals to the trials and help answer clinical
controversy.

The Demonstration Project provides financial support, on behalf of BCBS sub-
scribers, to institutions that are participating in the trials and have entered into
contracts with the BCBSA. The all-inclusive financial support payments are sepa-
rate and distinct from coverage. They constitute support for clinical research and
not benefit payments. The financial support payments defray a significant portion
of the patient care costs of HDC/ABMT, including inpatient, physician, and ancillary
services. Participating institutions are expected to share in the costs of treatment
as well.

Currently 17 Plans and the Federal Employee Program, accounting for 40 percent
of our membership, are participatingin the Demonstration Project. To date, 43 hos-
pitals are participating and eligible hospitals are welcome to enter into contracts at
any time. Several of the supported trials are accruing very well and we believe our
support contributes to the rapid accrual.

BCBS Plans and the Office of Personnel Management for the Federal Employee
Health Benefit Plans have been willing to invest resources in the Demonstration
Project to obtain the clinical data necessary for determining the efficacy of this toxic



and. costly treatment. In the absence of such financial support, the trials might not
be conducted or completed. These well-designed, large, randomized multicenter
trials will provide the data essential for assessing this technology.

The TEC program and the HDC/ABMT demonstration project both illustrate how
the public and private sector efforts can be coordinated to address the problem of
defining medically appropriate care. The private sector can benefit from federally
sponsored research that provides evidence of efficacy, effectiveness or cost-effective-
ness. It can also participate in projects to provide the data needed to make these
assessments. However, federal guideline-3 are also useful in identifying treatments
for which evidence of effectiveness is lacking, thus relieving health plans from the
responsibility of making these decisions in isolation.

The policy issues presented by benefit design are among the most complex and
difficult of any issues in health care reform. There are no easy solutions, and many
uncomfortable tradeoffs, for example, between comprehensiveness and affordability
of coverage. 'Solutions' to issues such as the definition of medically appropriate care
may significantly limit the ability of health plans to manage costs through the elimi-
nation of inappropriate or ineffective treatment. These issues require ,:areful analy-
sis and deliberation. We look forward to working with this Committee to address
these issues as the debate on reform evolves.

STATEMENT OF SENATOR ORRIN G. HATCH

Mr. Chairman: I want to join in welcoming our distinguished witnesses to the
Committee, and I would like to thank them for coming before us today to discuss
the very critical issue of health care benefits.

This hearing will provide us with very important information. It addresses the
fundamental questions of what sort of benefits will be provided to American citizens
under proposed health care reform, who will receive those benefits, and how those
decisions will be made.

So far, much of the debate on health care reform has focused on how the different
plans will be financed. However, when all is said and done, and a final plan is fi-
nally decided upon, what our constituents will want to know is: what is covered
under this new plan, and what is not?

That is why it is imperative that the Congress examine this issue very seriously.
It is a delicate balance to determine ho, we can provide all consumers with the best
possible health care, while respecting the limitations of available resources, and the
needs of providers to have the flexibility to tailor services to medical necessity.

I am very concerned about proposals that suggest that a "one-size-fits-all," stand-
ardized benefits package be established. Clearly, just as our nation has a uniquely
diverse population, our citizens have unique health cre needs. A benefits package
that is appropriate for a young, relatively healthy person, for instance, with few
health concerns certainly would not be appropriate for an elderly person requiring
greater degrees of care, or dependent on prescription drugs. We must recognize that
only through the flexible provision of health care options, and not a standardized,
predetermined set of benefits, will we be able to offer each person the health care
that best suits their individual needs. We cannot shove every American into one
health care box.

I must also express my dismay at the proposals that put the decisionmaking
power over benefits into the hands of politicians, rather than those who know best-
providers and patients themselves. The notion that a national health board, govern-
ment-appointed experts, or even Congress can best determine which benefits can
meet our nation's health care needs is not only misguided, but irresponsible. Surely,
it seems quite obvious to me, that those who are trained in providing care are those
closest to the patient, and they should be making the recommendations as to which
benefits will best serve their needs.

The Consumer Choice Health Security Act of 1993, which I have drafted with
Senator Nickles, reflects my belief that we must provide consumers with maximum
choice in their health care plan, while allowing them to receive the benefits which
best fit their needs. Any plan we approve must include this flexibility.

With that said, I look forward to the testimony of our experts. I thank you all,
once again; for coming today, and I thank you for opening this critical dialogue, Mr.
Chairman.
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PREPARED STATEMENT OF ROGER C. HERDMAN

Mr. Chairman, I am pleased to appear before the committee to testify on issues
related to benefit design in health care reform.

The benefit package can be viewed as the centerpiece of health care reform. The
American public will, to a large extent, judge the success of health care reform ef-
forts by what services they get from the health care system, in relation to the price
they will pay.

Often, patients and providers focus on a specific item in the benefit package-is
the service they think they will need or they think they will provide included or not?
However, there are key conceptual issues that must be understood before consider-
ing the inclusion or exclusion of specific items. I have been asked to provide an over--
view of these ke conceptual issues. My testimony addresses two top priority ques-
tions that must be considered before individual diseases or services are considered:

" How does the benefit package relate to other parts of health care reform?
" How will the size, scope content, and priorities within the benefit package be

determined now and in the future?

Mr. Chairman, these are the main points about the selection of benefits based on
the work of OTA in this area:

• The "benefit package" (in terms of a list of covered and uncovered services,
items, and providers, whether specified by Congress or not) is a critical compo-
nent of the health reform debate and will affect the services that patients get
and the costs of health reform, and will be a focus of intense deliberations ana
heavy lobbying by important constituent groups.

However,

* Other aspects of health reform will interact dynamically with the benefit pack-
age to affect the services that patients get andthe costs of health reform. These
include, for example, patient cost-sharing, managed care and utilization con-
trols, caps on expenditures, and provider payment. Thus, should Congress wish
to influence the services that patients get under health reform, Congress needs
to attend to aspects of health reform other than the benefit package per se.

As a consequence, then,

" Numerous interested individuals and organizations will try to influence the
services and providers specifically listed as covered, by targeting this list and
the other aspects of health reform.

" In response to all of the above, it would be useful if all decisions about the size,
scope, content, and priorities within a benefit package could be made-by Con-
gress or anyone else--on the basis of scientifically validated evidence on the ef-
fectiveness and cost-effectiveness of services, and the impact of various financial
incentives on health care costs, the delivery of services, and health outcomes-
that is, what "works" and the least costly of equally effective alternatives. While
there is some information in this area that can be helpful to guide Congress
in its deliberations, the usefulness of this approach is limited, and a great deal
of judgment will still be required.

* Given that science cannot provide all the answers (although it can point fruit-
fully in some directions) and that the issues are inherently complicated, Con-
gress should be aware that the design of a benefit package is not likely to be
a one-time-only decision. Congressional involvement in benefit design is likely
to continue, although the level of Congressional involvement may vary depend-
ing on the provisions of reform.

My testimony will draw from work that OTA has completed or has well under
way.

WHAT IS A BENEFIT PACKAGE?

Let me first discuss how a benefit package is typically defined, and then how it
may be influenced in the context of other reform decisions.

Typical Definitions: A List of Covered Services, Items, Providers, Settings, and Con-
ditions

As depicted in the chart, a benefit package is typically described in health reform
proposal in terms of covered services.1 Covered items, covered providers, covered

1 The term "services" is dif'cult to define separately from providers, settings, and items associ-
ated with an episode of prevention or care. The dictionary defines service in relation to health
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settings, covered conditions, and covered populations may also be specified sepa-
rately from covered "services." Because these terms are used differently in different
reform proposals, a few definitions may be in order.

* Services typically refers to:
* the services provided by broad groupings of health professionals (e.g. physi-

cians' services);
* specific health specialties (obstetrics and gynecological services; substance

abuse or mental health services);
* specific groupings or categories of procedures (e.g., diagnostic services; pre-

ventive services).
" Items typically refers to such things as prescription drugs, eyeglasses, hearing

aids, prostheses, contraceptive devices, crutches, wheelchairs, oxygen tanks,
other durable medical equipment.

* Providers refers to such health professionals as physicians, nurse practition-
ers, psychologists, chiropractors, and a myriad of other health professionals (i.e.,
not institutions).

" Settings refers to the places in which services (and some items) are delivered,
and in which health care providers work. Examples of settings are physicians'
offices, community health centers, hospital outpatient departments, emergency
departments, nursing facilities, long- and short-term hospital inpatient facili-
ties, optometrists' offices, school-based health centers. 2

• Conditions refers to the diseases, disorders disabilities, and other health prob-
lems that patients may have (or be at risk of, if they are not prevented).

As shown in the examples in Tables 1, 2, and 3, services, items, providers, set-
tings, and conditions can be defined very broadly, in rather specific detail, or a com-
bination of both. For example, the bill illustrated in Table 1 lists 9 broad categories
of covered items and services. Table 2 provides an example of one proposal that is
very specific about some of the services to be covered, while at the same time refer-
ring quite broadly to other services. All three proposals would make use of a na-
tional board or commission that would either clarify or specify particular services
eligible for coverage. Table 3 provides an example of a proposal that specifies that
a national board specify a" "uniform set of effective benefits," with the additional
provisions that:

" such benefits include "the full range of effective clinical preventive services...
appropriate to age and other risk factors;"

• such benefits shall include a full range of diagnostic services.
An important provision of benefit packages is stated in almost all reform propos-

als. All covered health care is to be restricted to care that is medically necessary
and appropriate (see, e.g., table 3).3 These terms may or may not be defined; if they
are defined, the definitions are generally broad. Thus, of the three benefit proposals
illustrated, the benefit proposal illustrated in Table 3 is perhaps most broad about
services other than clinical preventive services and, to some extent, diagnostic serv-
ices.

Some reform proposals do not list any categories of services or providers, leaving
the definitions of covered and uncovered medical care to the market, within some
broad guidelines (e.g., medical care as defined in the Internal Revenue Code).

At the same time that the list of covered services, items, providers, and settings
can be crucial, explicit exclusions from coverage may be just as important in the im-
pact of health reform on what patients get and what reform costs (e.g., see Table
2).

To the extent Congress does not explicitly specify the services, items, providers,
settings, and conditions that are covered or uncovered, others will have an oppor-
tunity to make those decisions. In addition to the designation of a national board
or commission, or regional alliances, with sore specific decisionmaking authority,
there may be other aspects of reform that can influence who gets to make these de-
cisions and how, and the likely impacts of the decisions on the care that patients

and medicine as a branch of hospital medical staff devoted to a particular specialty. Health serv-
ices are no longer associated solely with hospitals. however, and the term has taken on broader
meanings. For ease of presentation in this testimony, the term "service" is sometimes used to
refer to the combination of services, items, providers, and settings that may be involved in an
episode of health care.

2 Some settings are now referred to as "providers" (e.g., hospitals).
"Even the directions to the national commission in the proposal in Table 3 specify that the

uniform set of effective benefits shall include such categories of health care services that the
Commission determines will provide for the delivery of medically appropriate treatment.
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get, in terms of access and quality. The next section of my testimony discusses some
of these factors.

OTHER IMPORTANT FACTORS AFFECTING THE CARE THAT PATIENTS GET

As also shown in the chart, a reform proposal's list of covered services is only
one influence on the care that will be delivered to patients as a result of reform.
The list of covered services--whether specified by Congress or an organization au-
thorized by Congress--will be filtered through a variety of other influences that can
affect access and quality. These include other reform decisions, and other factors
that are less likely to be influenced by reform decisions.

Other Reform Decisions
One important set of factors will be influenced by other reform decisions, particu-

larly on the financial and utilization control aspects of reform and delivery, for ex-
ample: reform provisions governing patient cost-sharing, caps on expenditures, man-
aged care/utilization controls, and payment to providers.

As noted in Box 1, these types of reform provisions are based largely on the prem-
ises that:

1. There is a considerable amount of waste and inappropriate use in the
health care system.

2. Inappropriate care can be driven out with the appropriate financial incen-
tives, rules governing utilization, or both.

However, a careful examination of the available evideiice suggests that there are
reasons to doubt the extent to which large amounts of savings can be found by
eliminating waste and inappropriate care (see Box 1). I will have more to say on
this topic when I review some of OTA's work on the effectiveness and cost-effective-
ness of services.

This is not to say that there are no inefficiencies in the health care system, or
that some combination of patient cost-consciousness, expenditure caps on premiums,
capitation, and strong utilization controls, could not eventually result in lower over-
all health expenditures, without harm to patients' access to necessary, high quality
care. However, these efforts all rest on the assumptions that:

" someone can determine at relatively fine levels of detail what care is effective
and cost-effective, and for whom; and that

" mechanisms are available to bring such information to bear on the delivery of
services.

The evidence on these assumptions is weak.
Our ongoing work, Assessing the Assumptions Behind Health Reform Projections,

has demonstrated that, as unclear as the interpretations of evidence on the effec-
tiveness of specific technologies may be, there is at least a method and a body of
evidence for some technologies that can clearly separate cause from effect with some
degree of certainty.

M contrast, changes in financial incentives and other rules governing the delivery
of care, are rarely made or studied using an experimental--or any prospective-re-
search design (U.S. Congress, OTA, Oct. 1985; U.S. Confess, OTA, May 1992; U.S.
Congress, OTA, Assessing the Assumptions, in preparation). 4 And yet it is possible
that these other aspects of reform can-by design or unintentionaly-have a sub-
stantial impact on the services that patients get, and potentially on their health
(e.g., U.S. Congress, OTA, Sep. 1992b, Sep. 1993a). The next section reviews, to the
extent possible, the available evidence on the effects on access, costs, and quality.

Patient Cost.Sharing

Patient cost-sharing is the share of providers' charges that insured patients are
obligated to pay out-of-pocket when they receive a service (see box 2). Patient cost-

sharing requirements are designed, in part, to make people "think twice" before

seeking care and to forgo the use of services that are expected to bring little benefit.
Evidence. Unlike in the case of other financial incentives and utilization controls,

there is some experimental evidence, albeit limited, on the effects of patient cost-

sharing on use of services, associated expenditures, and patients' health (Newhouse,
et al., 1993; U.S. Congress, OTA, Sep. 1993a). OTA recently reviewed the experi-
mental and non-experimental evidence related to the effects of patient cost-sharing,

4 This is not necessarily the fault of researchers. Typically, a number of changes to a system
are made simultaneously, and it is difficult, if not impossible, to sort out the "active ingredients"
in any changes, if one is observed (see, e.g., U.S. Congress, OTA, Oct. 1985).
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Box 1-Waste and Inappropriate Care

Some have argued that we will be able to afford all effective services by
systematically eliminating unnecessary and inappropriate care. This argu-
ment is based upon estimates that 20 percent or more of health care serv-
ices and/or expenditures may be unnecessary or inappropriate (Aetna,
1992; 1 Brook, Kamberg, Mayer-Oakes, et al., 1990; 2 Cutler, 1993).

The actual amount of care that is truly without potential benefit is un-
known. Available estimates have been derived from studies of services that
were widely suspected to be overused, or from studies of variation in health
services provision (U.S. Congress, OTA, Prospects for Health Technology
Assessment, in preparation). Ratings of appropriateness are often based on
judgment and consensus, rather than detailed and unequivocal evidence.
Further, services that may be underused have been given less attention;
correcting the amount of underuse may offset much of the projected savings
from elimination of inappropriate overuse. Finally, estimates of inappropri-
ate utilization do not necessarily translate into estimates of unnecessary
spending.

Clinical practice guidelines are one possible way to raise the level of
knowledge about what constitutes appropriate care. However, we are still
at an early stage in our understanding about how best to produce and pro-
mote valid guidelines. And guidelines, of course, can encourage more care,
where appropriate, as well as less. Thus, while identifying and eliminating
unnecessary and inappropriate care clearly benefits patients and payers
alike, we should not, in the near future, be confident that expanded services
under health care reform can be funded by savings on inappropriate care.

IAn insurance company advertisement suggested that "if our scales are ri ht," "health care
in America" is $145 billion overweight" in the sense that "about $145 billion of the "$735 bil-
lion" Americans spent for health care in 1991 was for "unneeded tests and treatment alone"
(Aetna, advertisement in Business and Health, Sep. 1992). $145 billion is equal to almost 20%
of $735 billion.2 By some methods, if "equivocal" care is combined with "inappropriate" use, 64 percent of
some procedures have been determined to be "not justified" (Brook, Kamberg, Mayer-Oakes, et
al., 1990). Brook and his colleagues also found that between 30-and 75-percent of a specific pro-
cedure (cardiac pacemakers) had been found to be overused.

SOURCE: OTA, 1994.

and found that, due to the inherent limitations of the available evidence, some of
the conventional wisdom concerning the effects of patient cost-sharing is not sup-
ported---or only partially supported-by the available evidence.

* For example, the conventional wisdom holds that cost-sharing reduces utiliza-
tion by promoting the use of more cost-effective, appropriate care and by dis-
couraging the use of unnecessary services. In fact, the Rand HIE suggests that
cost-sharing is a rather crude instrument for matching health care services with
health needs. Coinsurance deterred individuals from seeking all types of care,
even potentially effective treatment and appropriate hospitalizations (according
to Rand criteria).

* The conventional wisdom also holds that cost-sharing does not pose any health
risks. The evidence suggests instead that the jury is out. The HIE health-relat-
ed findings are inconclusive in many respects. They do suggest, however, that
some individuals, especially lower income persons in poor health, may be
harmed by cost-sharing. 5

The Rand HIE did demonstrate, however, that cost-sharing significantly reduccA
health care spending by or on behalf of those individuals enrolled in the experiment.
The experiment did not, however, examine total health spending by patients other-
wise enrolled in health care providers' practices (i.e., it did not examine the effect
of potential cost-shifting).

5Only the Rand HIE examined the health effects of patient cost-sharing. However, the Rand
HIE did not examine the health effects of patient cost-sharing in the form of flat copayments
to HMOs.
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Box 2-Elements of Patient Coot-Sharing I

Patient cost-sharing can consist of:

" an initial deductible,
" plus a percentage of the charge for covered service,

sometimes referred to as coinsurance;
• up to a maximum annual dollar amount.

Members of health maintenance organizations (and some other forms of
managed care plans) are rarely subject to deductibles or coinsurance, 2 but
often pay a flat copayment for primary care visits and sometimes for hos-
pitalizations.

I For these purposes, patient cost-sharing does not include the insurance enrollee's share of
the premium costs. Premium costs serve a different purpose than other cost-sharing mecha-
nisms; they do not directly affect how many services are purchased but rather that mount and
type of insurance purchased. Nevertheless, there is a relationship between premiums and other
forms of cost-sharing. If a purchaser faces a choice between higher premiums with limited cost-
sharing and lower premiums with higher cost-sharing, he or she may choose to purchase the
less expensive policy with higher deductibles and copayments or coinsurance. Other factors may
come into play in this choice, however, and not all the factors in health insurance purchase
choice are well understood (Fischhoff, contractor paper for OTA, 1994; U.S. Congress, OTA,
ATA, in prep. 1994).

2Unless they choose to use the "point of service" option that is becoming more common, even
in former group/staff model HMOs.

SOURCE: U.S. Congress, OTA, Sep. 1993b.

Implications. Most health reform proposals provide for some patient cost-sharing. 6

Policymakers who decide to include cost-sharing should not assume that patients
will eventually obtain the care that they need, regardless of levels of patient cost-
sharing, patient income, and health. In particular, low-income people in poor health
may be harmed by cost-sharing.

Unfortunately, available evidence cannot provide precise guidance on how dif-
ferent types and levels of cost-sharing can be used to induce particular levels of uti-
lization, expenditures, or health. 7 Further, should Congress want to protect people
of low incomes from adverse consequences of patient cost-sharing, there have been
no examinations of how best to do this administratively.8

MANAGED CARE/UTILIZATION CONTROLS

Managed care is a generic term referring to a wide range of health care delivery
and payment strategies designed to hold down health care expenditures. Managed
care plans typically provide "prepaid care, " that is, the plans have a relatively fixed
amount to spend ("capitation"). The plans try to hold to this fixed amount through
the use of provider incentives to restrain (hopefully unnecessary) utilization or
through other explicit controls on utilization. In managed care plans, individuals
other than individual providers and patients-with an eye on overall costs-make
many of the care-related decisions, and/or provide explicit incentives to providers to
make decisions that will reduce utilization.

Formerly considered an "alternative" form of delivery and financing, managed
care is in a state of evolution, if not revolution, and the extent and nature of differ-
ing arrangements is almost impossible to describe. By some counts and definitions,

6 Patient cost-sharing levels may be specified in legislation, referred to a national board or
commission for determination, left to the decisions of local entities (e.g., States or private insur-
ers), or some combination of the above. Patient cost-sharing provisions are typically included in
sections of reform legislation related to benefits or the benefit package; they are discussed sepa-
rately in my testimony.7 The cost-sharing and service price levels of the Rand HIE, which was conducted between
1974 and 1981, cannot be translated into cost-sharing, service price, and consumer income levels
of today. One reason is the inherent shortcomings in the construction of the medical consumer
price index; another is the structure and terms of the Rand HIE, in which patients were pro-
tected from spending more out of pocket than they had spent before enrolling in the experiment.

81t may be important to note, for example, that "low income" was not always equivalent to
being below the poverty level in the Rand HIE. Different analyses used different definitions.
Thus, it is impossible to tell precisely the level of income at which some people's health may
be adversely affected.
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almost every insurance plan in existence today contains some aspects of managed
care (Bailey, 1994; Schwartz and Mendelson, 1994). 9

EIAd4'nce. OTA has reviewed in depth the literature on the cost implications of
managed care for a forthcoming publication (U.S. Congress, OTA, Assessing the As-
sumptions, in preparation), but has not conducted an in-depth review of the access
and quality implications of managed care.

()TA finds that most of the credible available evidence stems from work done on
staff and group model lIMOs, although these are no longer the dominant form of
-nanaged care plan.

Although managed care plans in general have been found to have lower utilization
per enrollee than fee-for-service plans, utilization differences va-y widely in mag-
nitude and by type of utilization [and type of managed care plh' ,?](Miller and Luft,
1994; I.S. Congress, OTA, ATA, in preparation). There is no e,-,.dence that managed
care plans have lower overall expenditures (as opposed to ,me evidence of lower
premiums paid by employers). In particular, there is no e" idence on how expendi-
tures will be affected in managed care plans with a point .A service option. 10 A point
of service option is required in some plans, and insurer.; have found that consumers
prefer it.

A common perception is that managed care plans are able to keep utilization and
costs low because their utilization control arrangements (and provider incentives)
enable them to distinguish between unnecessary and necessary care, and to provide
only the latter (see Box 2). Current federally-qualified managed care plans are re-
quired to provide a more comprehensive set of benefits than is typically required
by fee-for-service plans; 11 the fact that some managed care plans have been able
to keep recent premium growth at the level of fee-for-service insurance plans-and
direct evidence---suggests that use of some services is lower in managed care plans
than in fee-for-service plans. But the jury is still out on the true reasons for the
lower premiums (relative to the more comprehensive set of covered services) in the
current environment, and whether such low relative premiums can be maintained
-is managed care becomes the dominant form of care and insurers adopt a variety
of utilization controls. 1 2 The only study that has examined inappropriate care in
managed care settings suggests that the amount of inappropriate provision of a se-
lected service can be as large there as elsewhere (Bernstein, et al., 1993). There
have been no direct comparisons of managed care with indemnity or fee-for-service
plans in terms of appropriateness or quality of care. At the same time, however,
there is no evidence that patient health has been harmed by enrollment in managed
care plans. Studies on this question are very difficult to conduct (see, e.g., U.S. Con-
gress, OTA, June 1986).13

Implications. Many proposals would provide incentives to encourage people to en-
roll in managed care plans. However, Congress has no guarantees that managed
care will--or will not-insure that patients can be guaranteed a comprehensive set
of benefits, yet receive only that subset that is appropriate and necessary. Nor is
there compelling evidence that overall national health expenditures will-or will
not-decline with continued widespread enrollment in managed care plans, although
expenditures may decline for some payers.

Caps on Expenditures
Many proposals that list a comprehensive set of covered services deal with the

likely increase in associated expenditures 14 by specifying a cap on expenditures, ei-
ther for governmental or selected private spending. Other proposals would expand
government subsidies on the basis of demonstrated savigs at a specified level. One
proposal provides for cutbacks in the list of covered services and items if spending
reaches a certain level (S. 1770-check). No country or program in the United States

9 These counts apparently use a very broad definition of managed care (e.g., to include plans
with only pre-hospitalization admission certification).

10 A point of service option gives individuals the choice of going "out of plan" provided that
the patient pays a higher level of cost-sharing (e.g., a deductible and coinsurance). Current plans
vary in the level of coinsurance they require under the point-of-service option.

iiAs noted elsewhere, fee-for-service plans are required by Federal law to offer any particular
set of benefits.

12Reasons might include: adverse selection and rationing by inconvenience.
131n response to increasing demands for information on quality, the HMO industry is develop-

ing a quality of care battery designed for use in quality "report cards." The industry has been
unable to find a health outcome measure suitable for use in quality reporting.

14All other things being equal, the more comprehensive the specified list of covered services,
the higher we can expect the Nation's health care bill to be.
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has put such as stringent a cap on expenditures as some proposals aim to do (U.S.
Congress, Assessing the Assumptions, in preparation).

As noted in the recent CBO reports on the American Health Security Act (U.S.
Congress, CBO, Dec. 1993a, Dec. 1993c) and the Health Security Act (U.S. Con-
gress, CBO, Feb. 1994), a system with expenditure caps or target, and a very com-
prehensive list of benefits, will put intense pressure on responsible parties to ex-
ceed any specified caps.

The intention under the Health Security Act (and other acts with expenditure
caps and comprehensive lists of benefits) is to have the caps provide an incentive
for third party payers and providers together to drive out-purportedly huge quan-
tities of unnecessary care and other waste in the system (e.g., Cutler, presentation
before the Council on Competitiveness, Jan. 1994). However, as noted above, there
is as yet no persuasive evidence that such caps will-or won't-act in this way (see
Box 1).

Provider Payment Schedules
One apparently obvious means of controlling growth in health expenditures is to

control payments to health care providers.
Evidence. Numeroils studies have been devoted to attempting to determine how

providers might respond to constraints on their fees. Evidence that providers appear
to respond by increasing volume has resulted in some policy changes (e.g., the Medi-
care volume-performance standards). However, it is difficUlt to tell whether increas-
ing expenditures in the face of provider payment reductions is the result of in-
creases and improvements in technology or whether providers have increased vol-
ume independent of technological changes. No study has examined the impact of
provider payment changes on health expenditures controlling (or technological
change (M1.S. Congress, eTA, ATA, in preparation).

Evidence from Medicare's I)1)S system is sometimes cited as evidence that fee con-
trols can restrain health care cost increases. Inferences are limited because Medi-
care's PI)S system was not studied on a controlled basis. There is evidence that lim-
its in Medicare expenditures for inpatient hospital care have been countered by evi-
derice of large growths in hospital outpatient expenditures, and cost-shifting to other
sectors (I.S. Congress, OTA, Assessing the Assumptions, in preparation).

Evidence related to the Medicaid program suggests that there may be a limit
below which provider fee caps should not go, if full access is to be maintained. Sub-
stantial proportions of providers have cited low Medicaid reimbursement rates as
one of the reasons for not participating in the Medicaid program (see U.S. Congress,
OTA, June 1991; U.S. Congress, OTA, May 1992). On the other hand, there is anec-
dotal evidence that other providers may provide potentially unnecessary care in
high volumes. Many States are now looking to managed care as a means of control-
ling growth in Medicare expenditures.

The U.S. has had only short-lived experience with universal provider fee con-
straints (see U.S. Congress, oTA, Assessing the Assumptions, in preparation).

Implications. It is unclear that reform provisions relative t) provider fees would
be able -or unable -to restrain the growth in health expenditures. Most--but not
all.---reform proposals avoid the direct regulation of' provider fees,1" trusting instead
to the provisions discussed earlier (patient cost-sharing, managed care, expenditure
caps) to reduce utilization. One proposal requires that fees be set in fee-for-service
plan-.

Othe'r ti"ctors Influencing Access, Costs, aindt Qtuality
Another important set of factors affecting the care patients get may be less likely

to be influenced directly by reform. These factors include the availability of particu-
lar services to patients,"(1 and the individual patient and provider characteristics
that influence whether people get access to specific types of care (e.g., patients' in-
come and beliefs about insurance and professional health services; providers' beliefs
about the needs of particular patients Isee U.S. Congress, OTA, September 19921).
I will not discuss these issues further in my testimony.

16II.R. 200 is an exception, in which Medicare would be expanded to uninsured people, and
Medicare rates would be applied.

10Some proposals have substantial provisions intended to make services more available to pa-
tients. However, there is no proposal that has anything equivalent to the required placement
of specific services in relation to specific patient needs (e.g., reflecting the prevalence of particu-
lar conditions in geographic areas); thus, there is likely to continue to be some problems with
the availability of services for some people.



INTERESTED ACTORS

Given the range of influences on what patients can potentially receive under
health reform (see chart), and the costs potentially associated with additional serv-
ices provided, it will come as no surprise to you that a variety of parties are in-
tensely interested in Congress's decisions about the list of covered services and
items and the other aspects of health reform. Some of these people are testifying
here today, and others are scheduled to testify or have already testified, so I will
be brief about what their potential interests may be.

States
States (e.g., State insurance commissions) have been traditionally active in shap-

ing benefits package, although they have lost a considerable amount of influence in
the wake of the Employee Retirement Income and Security Act of 1974 (EAISA). 17

The State role varies under the proposed reforms. For example, under most propos-
als that would maintain a role for private insurers, States would continue to have
responsibility for certifying insurance companies and other "health plans," but some
proposals remove States' ability to mandate coverage of certain services, items, pro-
viders, and conditions. Other proposals give States a broad role, but make them re-
sponsible for financing aniy coverage above and beyond the Federal ceiling.

The nation's governors have indicated that States would like to maintain a maxi-
mum amount of flexibility,' but they also support national specification of, and em-
ployer-sponsored availability of, "a core benefits package that is comparable to those
that are now provided by the most efficient and cost-effective health maintenance
organizations" (National Governors Association, 1994).19 According to the Gov-
ernors., the cornerstone of this package "must be primary and preventive care."
However, apparently as a stopgap on utilization increases, they called for relief from
antitrust statutes so that health insurance and care networks (i.e., managed care)
could be more easily established. 20

Emplyers
Even those employers who do not object to an employer mandate to offer or spon-

sor coverage, are likely to be interested in not having Congress specify a standard
benefit package, especially one that is expansive. Rather, most would likely prefer
to maintain their ability to design packages on their own (if they self-insure) or ne-
gotiate directly with insurance companies, in order to maintain leverage over costs
and efficiency as they perceive it (Knettel, 1994; National Association of Wholesaler-
Distributors, 1994).

In su rers
Similarly, insurers are unlikely to be willing to have Congress dictate the terms

of insurance packages, unless those terms permit them a substantial degree of lati-
tude in controlling the utilization of the covered lists of services (e.g., being able to
contract with "preferred" providers as the insurers define them) (e.g., Schaeffer,
1994). Given recent lawsuits (Hall, 1993), insurers may particularly object to a pro-
posals that simultaneously appear to promise a broad array of services but which
give them little leverage in deciding what services are medically necessary and ap-
propriate or investigational, and which make insurers bear the risk of underestimat-
ing the costs of the benefit package.

Providers
Health care providers are extremely interested in the outcome of the health re-

form debate. Their livelihoods and, for many, their sense of professional ethics, are
potentially at stake.

It is probably a truism that providers as a group would like to see a broad range
of services eligible for services, but they may disagree intensely on the types of serv-
ices and providers that are eligible for exclusion on the.basis of being less effective
or necessary, and/or more costly than apparent alternatives. Like other actors, they
would like to maintain flexibility concerning the provision of those services, and the

I7 ERISA permitted corporations to self-insure, making them exempt from State health insur-
ance regulations such as mandated benefits.

"iFor example, the Governors called on the administration and Congress to modify the ERISA
statute to give States the flexibility the need to move ahead on health reform, either by statute
or through waiver authority [National Governors' Association, Feb. 1994).

19 The Governors did not agree on whether employers should be required to pay for any por-
tion of the premium, but they did agree that coverage should be available "to those employees
who wish to purchase it" (National Governors' Association, Feb. 1994).2(The governors also want legislation (rather than waivers) to allow managed care in the
Medicaid program.
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fees that they can charge for the services they deliver. Providers may be particularly
sanguine about proposals that intend that health care professionals will take over
both the care delivery and business sides of health care, enabling them to wrest
back care-related decisions from financial professionals. Depending on the incentives
available, some providers may not want to see their services transformed into the
form of "gateeeping" that will inhibit patients' use of specialized care. Similarly,
they are likely to object to clinical practice guidelines that become more. than guide-
lines.

Consumers
Consumers, as patients, and as the ultimate payers for health services are in-

tensely interested in the types of care that are actually delivered to them under
most proposals, and the costs of that care to them. In brief, consumers as a group
would like:

" access to a comprehensive set of services;
" provided with high quality and good access;
" with substantial choice of plans and providers;21
" at low cost.

Reform proposals vary in all these respects. For example, consumer/patients may
or may not be active in:

" choosing an insurance plan;
* choosing whether or not to purchase coverage; 2 2

" choosing specific providers, and, ultimately,
" choosing (or participating in choosing) specific diagnostic and treatment proce-

dures in their time of need.
Some proposals attempt to find ways to give potential purchasers of health insur-

ance greater real choice among plans than many currently have. Many proposals
emphasize as well the importance of informed choice among plans, requiring, for ex-
ample, quality report cards and/or a standard benefit package. 23 Similarly, most
proposals attempt to provide at least some patient choice among health care provid-
ers.

According to past testimony by the Consumers Union, consumers do not want
Congress to "pass the buck" on the specification of the benefit package (Shearer,
Feb. 10, 1994) and would prefer, as expected, to have access to a comprehensive set
of services. 24

Consumer expectations may be an area in which Congress has perhaps the most
complicated job of education and persuasion.

National Boards and Regional Alliances
There are other actors who can be expected to attempt to influence Congressional

decisionmaking on aspects of reform affecting the benefit package. Depending on the
specific reform proposal, these may include a national board or commission and re-
gional health alliances. Because these types of entities would be quite new and un-
tried, and their proposed duties and responsibilities are still being refined, I will not
attempt to predict what objectives these entities might have in their contacts with
Congress.

USES AND LIMITATIONS OF EFFECTIVENESS AND COST-EFFECTIVENESS DATA

Given the variety of factors that might influence costs, access, and quality, Con-
gress would likely find it useful to be able to employ-either directly or indirectly-
valid scientific information on the effectiveness and cost-effectiveness of particular
services to guide decisions about benefits (U.S. Congress, OTA, May 1992; Septem-
ber 1993a; September 1993b; in preparation). This section reviews briefly some of

21However, according to past testimony by Shearer, health reform proposals would be im-
proved by requiring that alliances "limit fee-for-service plans to one in order to achieve adminis-
trative cost savings and avoid risk selection problems" (Shearer, Feb. 1994).22 Some proposals would require almost all individuals to purchase health insurance coverage
(e.g., S. 1757); some have a universal individual mandate with exceptions for religious reasons
(S. 1770). Other proposals would more or less automatically cover almost everyone via a tax-
based system of financing, although individuals would be required to enroll in the specified
State-based (federally approved) system (e.g., S. 491; H.R. 1200).

23One of the advantages of standard benefit packagesis that they make choice on the basis
of price (i.e., premiums, or the individual consumer's share of the premium) more feasible.

ATese services would include nursing home care, expanded home care, more extensive men-
tal health care, and care for children with congenital problems (Shearer, Feb. 10, 1994).
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the key conclusions from a series of reports that looked at the feasibility of taking
this approach, including OTA's review of the effort by the State of Oregon.
Promises and Limits of Effectiveness and Cost.Ef/ectiveness Information Generally

OTA has generally found that, while effectiveness and cost-effectiveness informa-
tion can be extremely useful in the policy process, the determination and uses of
effectiveness and/or cost-effectiveness remain difficult for a variety of reasons: 26

* Solid scientific evidence regarding the effectiveness of many-perhaps most-
services is lacking.

" When evidence is available, the processes of integrating and evaluating re-
search, and determining effectiveness, are neither simple nor straightforward. 26

" The finding of "no evidence" is not always equivalent to finding that a service
or intervention is not effective; it can mean only that the appropriate st-idies
have not been conducted.

For example, the recent debate over the proper use of mammography as a breast
cancer screening device for women under the age of 50 demonstrates the dif-
ficult of restricting benefits to only those clearly proven to be effective. When
the National Cancer Institute recently concluded that available studies did not
demonstrate conclusively that there was a benefit for this age group, there was
a strong negative reaction from several medical associations and women's
groups. They believe the service should be a covered benefit. The studies did
not prove that the test is useless for individual patients, only that it was not
clearly shown to be useful. Nor did the National Cancer Institute make a rec-
ommendation about coverage per se. Decisions of this type will clearly rely on
value judgments, the pressure of stakeholders, and whatever evidence does
exist.

Some reform proposals deal in part with the conundrum presented by "no avail-
able evidence" by specifying that "investigational" treatments and procedures
shall not be eligible for coverage unless the patient receives such treatments as
part of an approved research trial. This type of provision may improve the flow
of valid information on future innovations, but it does not address the fact that
there remain a large number of interventions that have long been generally ac-
cepted by the clinical community, but whose effectiveness has never been tested
using valid effectiveness research methods.

* The "effectiveness" and "cost-effectiveness" of a service is a relative judgment:
how effective is it, for whom, in what circumstances, compared to what? An
intervention that is "cost-effective," in the sense that it is less costly than an
alternative, will not necessarily save money.

* Net cost also has limitations as a criterion for coverage. For example, a net cost
criterion may result in coverage for services with relatively low effectiveness
(per resource consumed), while at the same time an intervention that increases
costs but confers substantial health benefits might not be covered. 27 Neverthe-
less, attempting to limit net costs may be appropriate and necessary, particu-
larly in the face of budget constraints and considering that the net costs associ-
ated with particular services may be high. 28

Finally, whether, how, and by whom consideration of both costs and scientific evi-
dence about effectiveness should enter into decisions about health insurance cov-
erage are contentious issues.

For example, Medicare has decided not to pay for liver transplants in the case
of liver cancer. It is not the case that liver transplant is completely ineffective for
liver cancer: from 0- to 30-percent of such patients are alive afer three years (U.S.

25 An ongoing OTA assessment (tentatively titled Prospects for Health Technology Assessment)
is examining in greater detail the potential uses and limitations of ongoing research on effective-
ness; the project will also provide Congress with options for improving the health technology
assessment enterprise in the U.S.

26 It is rare that any single study is dramatic enough to demonstrate conclusively that a proce-
dure or treatment is effective, particularly for the range of conditions and people to which it
might be usefully applied. Rather, knowledge about the effectiveness of health interventions
typically advances through the replication and integration of results (U.S. Congress, OTA, Sep.
1993a).

27For example, a certain intervention may be relatively inexpensive to perform, but may re-
sult in few health benefits.2 8For example, under the National Cholesterol Education Program recommendations, the an-
nual screening costa for adults age 20 and over would be almost $870 million. If the cost of
treatment were included, the total expenditures might range from a approximately $6 billion to
$67 billion depending on assumptions about the age group treated, the effectiveness of diet in
lowering cholesterol, and, when diet fails, the medications used (U.S. Congress, OTA, Sep.
1993a).
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Department of Health and Human Services, 1990). HCFA's decision reflects a judg-
ment that such a low rate of survival does not justify public coverage.

Under the terms of the final decision to grant the waiver to the State of Oregon
for its Medicaid program, the Oregon health commission was told that, in revising
its list of covered services, it could not use improvement in an individual's "func-
tional limitation" as a criterion for judging the medical effectiveness of a service in
regard to a condition, because that standard would discriminate in favor of condi-
tions that could improve patients' functioning.

Will a reform proposal be able to include improvement in functional limitation or
5 year-survival from liver cancer in its definitions of medical effectiveness? Whether
or not Congress decides to make such decisions, they will be made at some level
of the health care system.

Despite all the inherent shortcomings of using effectiveness and cost information
to make priorities, good evidence on the effects and costs of care and a public discus-
sion of the issues and tradeoffs may lead to a more informed debate on health care
policies-nationally and at the bedside of particular patients. Congress should be
aware, however, that it takes time to develop any such information in a form that
will stand up to public and professional scrutiny. 29

However, no one type of information-on needs, the effects of care, or resources
and public priorities-is likely to be sufficient for improving policies and decisions
in health care. Having evidence of effectiveness at some level does not necessarily
mean that Congress must require that insurance plans cover specific services.

The next section of my testimony draws lessons from several of OTA's reviews of
the effectiveness and cost-effectiveness of particular services or groups of services.

Specific Examples of Effectiveness and Cost-Effectiveness Analysis of Services
OTA has looked at the evidence on the effectiveness and cost-effectiveness of spe-

cific services on the margin. Most recently, it reviewed the available evidence on a
broad range of clinical preventive services (U.S. Congress, OTA, September 1993a).
Previously, OTA had looked at the effectiveness and cost-effectiveness of specific
preventive services that were being considered by Congress for inclusion in the Med-
icare benefit package (see, e.g., U.S. Congress, OTA, Feb. 1990). OTA also has under
way a review of the evidence on mental health and substance abuse services as part
of its "benefit design series."

Clinical Preventive Services
Preventive services in general are often portrayed as providing "good investments"

and thus are regarded as potentially good candidates for health insurance coverage.
In evaluating this perception, OTA found that many clinical preventive services
have not been evaluated in terms of their effectiveness and cost-effectiveness; there-
fore, whether they are effective or relatively cost-effective is simply not known.

We also found that some, but not all, clinical preventive services for a sympto-
matic individuals have been found to be effective in reducing, or delaying, the inci-
dence and burden of disease for some patients.

However, very few clinical preventive services have been found to be cost-saving
to society in terms of medical care costs when provided to individuals at average risk
for the condition.

In summary, OTA concluded that there is a considerable amount of effectiveness
(and some cost-effectiveness) information that can be used to guide policymakers
should they decide to require that insurance cover certain preventive services. Spe-
cifically, OTA suggests that, if the decision is made to require coverage for preven-
tive services, -and if policymakers aim to either save money or improve the health
of the population, or both, policymakers will need to:

9 take care to distinguish among the preventive services that they cause or en-
courage to be supported; and

* consider the patient characteristics, frequency, and fee schedules for such serv-
ices.

If Congress-or whoever designs the benefit package-does not take such care and
take such information into consideration, the Nation (or particular payers) could
wind up paying for services that are both costly and potentially ineffective.

2 9For example, the AHCPR panel guidelines on depression took several years to complete.
Furthermore, these guidelines are still controversial for good reason (e.g. there is evidence con-
trary to a central recommendation of the panel that primary care providers be given increased
responsibility to screen for and treat depression.



Treatment Services in General
Decisions about the provision of treatment services of any kind have been held

to a different standard of evidence than have decisions about preventive services
(U.S. Congress, OTA, Feb. 1990; U.S. congress, OTA, Sep. 1993a).

Preventive services have usually been held to a higher standard, for several rea-
sons. Perhaps most importantly, unlike decisions about provision and coverage of
preventive services, decisions about treatment services are made in response to obvi-
ous patient needs.

Mental Health and Substance Abuse Treatment Services
Treatment for mental health and substance abuse problems and disorders have

traditionally not been given the same latitude as have disorders regarded us "phys-
ical" (U.S. Congress, OTA, The Biology, Sep. 1992a; U.S. Congress, OTA, Benefit
Design, in preparation). This is one area in which compelling evidence about
reatment effectiveness would be useful to Congress in making decisions about cov-
erage. The lack of such information is a contributing factor to the widespread uncer-
tainties about the value of mental health services, and reluctance to broaden cov-
erage thr them.

Implications of the available research evidence for benefit design can be difficult
to draw, for the following reasons:

" The groupings "mental health problems and disorders" and "substance abuse
problems and disorders" comprise wide varieties of problems and disorders with
different manifestations, likely etiologies, and sensitivities to treatment.

" Similarly, the available treatments for mental health and substance abuse prob-
lems and disorders comprise a potentially broad range of interventions and set-
tings.

" As a consequence, there is no one research literature-and no one possible con-
clusion--on the effectiveness of treatments for "mental health problems and dis-
orders" or "substance abuse problems and disorders."

Published scientifically valid research on effectiveness, with the exception of treat-
ments for depression, and some treatments for other serious disorders (e. g., schizo-
phrenia) is quite sparse.

Nevertheless, the literature, and clinical and personal experience is not so lacking
to suggest that mental health and substance abuse services in their entirety go com-
pletely covered:

9 If all treatment for mental health and substance abuse problems and disorders
are excluded from coverage, some people with serious and chronic disorders
(e.g., depression, schizophrenia) and others with short-term problems in living
(e.g., marital and family problems) will not seek treatment that is actually or
potentially effective.

o The treatment effectiveness literature is also not very useful as a means of set-
ting particular limits on the number of hospital days or outpatient visits (for
psychotherapy or medical management), or deciding between broad categories
of: modalities (e.g., psychotherapy v. medication), settings (e.g., inpatient hos-
pital v. outpatient services in general), or providers (e.g., psychiatrists, psy-
chologists, social workers, nurse-therapists). Nevertheless, if Congress decides
to fund one modality, provider, or setting and not another, individuals may be
deprived of treatment that is actually or potentially effective or equally effec-
tive, but less costly.

* Managed care is sometimes viewed as the means of matching patients to appro-
priate treatments and reducing unnecessary utilization in the mental health
field, but managed mental health has not demonstrated that it saves money for
society in general (although it appears to reduce psychotherapy- and inpatient-
hospital-related expenditures for some groups of insured people); nor has it
demonstrated that it improves the mental health of patients.

* The mental health and substance abuse treatment area is definitely an area in
need of additional objective, unbiased, scientifically credible research on treat-
ment effectiveness, and on objective, unbiased, scientifically credible syntheses
of that information.3 0

30 In the meantime, most reform proposals tend to compromise, restricting coverage to individ-
uals with "severe mental illness," placing a series of explicit limits on mental health services
(except for psychotropic prescription drugs, which are typically treated separately), or leaving
decisions about coverage to national boards or commissions or local decisionmakers.



Lessons from OTA's Evaluation of the Oregon Medicaid Proposal
In 1991 and 1992, the State of Oregon attempted to extract a list of the most im-

portant and cost-effective services for the most critical conditions from a comprehen-
sive list of all health services and conditions. 3 1 Oregon had hoped to be able to re-
fine the list of benefits available to Oregon's Medicaid beneficiaries so that it could
expand Medicaid eligibility to many of the State's uninsured people.

A 1992 OTA evaluation of Oregon's Medicaid proposal concluded that Oregon's at-
tempt at this exercise demonstrated that outcomes and cost-effectiveness data, while
extremely valuable for certain purposes, are inadequate for use as the building
blocks of a ranking system of all services (U.S. Congress, OTA, May 1992). OTA con-
cluded that any comprehensive ranking system, whether attempted by Congress, the
Administration, a national or local board, or private health plans, would, like Or-
egon's, need to rely on judgment- and value-based decisionmaking (U.S. Congress,
OTA, May 1992).

CONCLUSIONS AND POLICY IMPLICATIONS FOR CONGRESS

The implications of my testimony for Congressional decisionmaking will depend,
of course, on the goals of health reform. Health reform can have many goals, but
two major objectives are usually cited:

1. That health reform should reduce the rate of growth in health expenditures
2. That all citizens will be able to have access to the services that will help them

become productive, healthy individuals; insurance coverage is intended to facilitate
that access.

As you are well aware, these goals may be in direct conflict. We know that, all
other things being equal:

" expanded coverage for health services will result in an increase in the use of
services (U.S. Congress, OTA, DHIMAD, Sep. 1992; U.S. Congress, OTA, Bene-
fit Design: Patient Cost-Sharing, Sep. 1993; Newhouse, et al., Free for All?,
1993);

" additional use of services will cost more money; and
• someone will pay.

How does Congress design a benefit package-and an overall reform package-
that will ensure that people get the services they need, without seeing national
health expenditures overtake the nation's gross domestic product? Congress faces
decisions about:

* whether there should be a standard benefit package as part of reform;
" how extensive or narrow in scope that package should be, now and in the future;
" the intended and unintended consequences of other aspects of reform on what pa-

tients get and how much we as a Nation (and particular entities and individ-
uals) pay for it; and, last but not least,

" who decides, now and in the future

(Box 3 notes some specific combinations of these questions as they are reflected
in particular reform proposals.)

Congress has not faced health system decisions of this scope and magnitude in
a long time. There are few existing working models to confidently build upon.312

Some may call some reform proposals' attempt to be very specific-or to have a
national board specify covered items and services in detail--an attempt at micro-
management, but the temptation to provide specifics is understandable, given the
history of previous expansions of coverage, in particular Medicare (see Box 4 on
Medicare).

Your decisions can have a substantial impact on the health care services people
obtain, on the costs of the health care system, and, ultimately, on the health of the
Nation. My intention here was not to try to persuade you to go in one direction or
another, but merely to lay before you some of the issues you face as you consider
the centerpiece of any health reform proposal-the benefit package. Science can pro-
vide some guidance, but many of the decisions are political or social. The decision-

31 Mental health and some other services were not included in this effort.32There is, for example, no national "standard benefit package," except for Medicare and Med-
icaid and, to some extent, for the Department of Veterans Affairs. There are also few Federal
rules that directly govern premium prices, provider payments, utilization controls, patient cost-
sharing, or eligibility for insurance coverage, particularly in the private sector (see, e.g., U.S.
Congress, OTA, June 1991; U.S. Congress, OTA, Sep. 1992b).
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making process will obviously not end with the passage of reform, although future
decisions can be shaped by reform.

I may have provided you with more questions than answers, Lat I'd be happy to
try to answer any questions you might have.

Box 3-Benefit Design Questions

* Should Congress specify in detail a comprehensive and detailed list of
covered services, while at the same time providing incentives and rules in-
tended to have other aspects of reform result in people getting only those
services they benefit from?

e How should Congress decide what is to be in such a comprehensive and
detailed list?

0 How does Congress decide which incentives will promote the delivery
of only those services that are necessary and appropriate and the least cost-
ly of the available alternatives?

o Should Congress instead try to take Oregon's Medicaid waiver ap-
proach and attempt to specify a list of services prioritized in terms of effec-
tiveness and cost-effectiveness?

o Should Congress leave the specification of a list of covered items and
services to a national board?

o Should Congress provide the board or local providers with directives to
use information about effectiveness and cost-effectiveness as the basis for
decisions?

" How much public input should there be? How shall it be obtained?
" Should Congress specify a list of broadly defined covered services and

items and hope to limit utilization solely by providing consumers with
greater financial penalties for the use of such benefits (e.g., large
copayments and deductibles)?

o Should Congress allow decisions about the scope and depth of benefit
packages to be highly variable as they are now, by being primarily in the
control of private insurance companies and employers?

9 Should each State be permitted to regulate the design of standard ben-
efit package and rules governing access and cost for all residents of its
State?

* Should Congress take an incremental approach, requiring coverage for
a limited set of services initially, and expanding the benefit package gradu-
ally? If so, how should it decide what to add and when?

Finally, health and health care are not static, and during the reform de-
bate, Congress will also need to think about how to modify the benefitpack-
age over time. There will always be new and recurring diseases and dis-
orders (e.g., HIV infection and AIDS, multiple-drug-resistent TB 1), evolving
interpretations of disorders as being at least partially within the purview
of the health care system (e.g., substance abuse, violence, stress); and new
technologies, providers and settings. There is likely to be a continuation of
newly developed evidence about the ineffectiveness of certain traditional
and unexamined procedures, and evidence about the relative effectiveness
and cost-effectiveness of new v. traditional procedures.

1See, e.g., U.S. Congress, OTA, The Continuing Challenge of Tuberculosis, 1993.
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Box 4-Medicare

The Medicare program was passed with a short, but broad list of covered
services, to wit, hospital and physician services. Medicare cost escalation oc-
curred even though Congress legislated that the only services covered were
to be "medically necessary and appropriate," and that patients contribute
toward a premium for outpatient physician services. In 1965, Medicare Part
A was projected to cost $7.5 billion in the year 1985. Instead, HCFA esti-
mated in 1992 that 1985 Medicare Part A expenditures were $48.6 billion
dollars (U.S. Congress, OTA, Assessing the Assumptions, in preparation).

The discrepancy between the projected costs of the Medicare program and
th3 actual recent costs have been attributed to poor statistical projection
methods. However, the broad definitions of covered services, and the incre-
mental expansions over the years, typically for broadly specified popu-
lations or services, may be equally to blame. The ESRD program under
Medicare is perhaps the most dramatic example that, if a service is written
into law, there will be an incentive to get or to provide that service, all
other things being equal.'

1 The line between consumer demand and provider-induced demand is not a bright one. A con-
siderable amount of available evidence suggests that while patient-consumers are largely re-
sponsible for initiating an episode of diagnosis and treatment, health care providers appear to
drive the intensity of the services delivered (and the related expenditures) (U.S. Congress, OTA
Benefit Design: Patient Cost-Sharing, Sep. 1993b).
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Table 1-Example of Covered Items and Services, Broadly Defined

Covered Items and Services Specifically Listed

"1) Medical and surgical services (and supplies incident to such services).

"2) Medical equipment.

"3) Prescription drugs and biologicals.

"4) Preventive services.

"5) Rehabilitation and home health services related to an acute care episode.

"6) Services for severe mental illness. -

"7) Substance abuse services.

"8) Hospice services.

"9) Emergency transportation and transportation for non-elective medically
necessary services in frontier and similar areas."

NOTE: Covered items and services listed are to be "clarified" by a Benefits Commission. The Benefits
Commission's clarification would be submitted to Congress in the form of a legislative proposal that
would be voted on (or rejected) by Congress. Clarification can include the deletion of covered items and
services in categories 1 through 7 only. Clarification cannot include the addition of any benefits. In
addition, the Benefits Commission (and, therefore, Congress) is not permitted to specify particular
providers who may be authorized to deliver any of the services or items, nor is it permitted to specify any
particular procedures, treatments, or classes of procedures or treatments that may be covered.



Table 2-Example of Proposal with a Combination of Broad and Detailed Lists of Items and Services Covered and
Excluded from Coverage

Bill Section and Item or Service Level of Specification
Sec. 1111. Hospital services Combination: Inpatient hospital services, outpatient hospital services; 24-

hour a day hospital emergency services, with "hospital" as defined by the
Social Security Act.

Sec. 1112. Services of health professionals Combination: Inpatient and outpatient health professional services,
including consultations, that are provided in...a home, office, or other
ambulatory care setting; or...an institutional setting; and services and
supplies (including drugs and biologicals which cannot be self-administered)
furnished as an incident to such health professional services, of kinds which
are commonly furnished in the office of a health professional and are
commonly; additional definitions of a health professional, limitations, and
exclusions apply 1

Sec. 1113. Emergency and ambulatory medical and surgical services Broad
Sec. 1114. Clinical preventive services Specific, as to procedure, eligible populations, and periodicity
Sec. 1115. Mental illness and substance abuse services Specific, as to eligible populations, specific interventions, day and visit limits
Sec. 1116. Family planning services and services for pregnant women Broad

Sec. 1117. Hospice care Defined in terms of the Social Security Act
Sec. 1118. Home health care Defined in terms of the Social Security Act, with specific limitations addedI by¢ S. 1757
Sec. 1119. Extended care services Defined in terms of the Social Security Act when provided to an inpatient of

a skilled nursing facility or a rehabilitation facility, with other specific
limitations added by S. 1757 .

Sec. 1120. Ambulance services Specific definitions in S. 1757
Sec. 1121. Outpatie,.t laboratory, radiology, and diagnostic services Broadly defined, but eligible population specified (upon prescription to

individuals who are not inpatients of a hospital, hospice, skilled nursing
facility, or rehabilitation facility).



I Sec 1141 Exchusxtxu

In particular:
The items and services described in this section do not

include items or services tha are described in any other section of this
part. An item or service that is described in section 1114 but is not
provided consistent with a periodicity schedule for such item or service
specified in such section or under section 1153 may be covered under this
section if the item or service otherwise meets the requirements of this
section.

2 Sections 1122 through 1140 are not included In this table.

Tabi a3-Irmpk lfa P P a Tha on M Desm fie atadmd Ded

The i rm m bAtu aus [by m CIam~ -' ia mach
cau.one ofhsh cvansviesd t Cmm thCoamon dumi 'w peide

for lbsdlvwy of nudcaly apppfsuu by Imom" mf

cSudc baidisA5 Im "d6 lE rq o( db cbmal
a.propim to ap md,,wrinkI ms,

( ) Custodal care, except in the caw of"hoopsce cat moder ncbo 1117
(2) Surgery and other procdure mperfotmed s lely f Or cnm I-w, &W
hosPtal or other s -Am s= % theretounlss-

(A) required to correct a ongutal ano ,ly or
(B) required to reaor or xrect a pan of te body t has bem

altered assaresult of-
(i) sacidental jury:
(ii) disease; or
(iii) surgery that is otherwise coveed ude- thisw .title.

(3) Hearing aids.
(4) Eyeglasses and contact lenses for individuals at kest 18 years ofage.
(5) In vitro fertilization services.
(6) Sex change surgery and related services.
(7) Private duty using.
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1117.
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PREPARED STATEMENT oF Rt!)I)A 1-. KAIPATKIN

Thank you for inviting Consumers Union I to testify today on the issue of com-

prehensive benefits in national health reform legislation. This Committee will play
a pivotal role in shaping health reform legislation. The bi-partisan leadership of
Members of this Committee--with intensive work on the part of Senators Pryor,
Daschle, Riegle, and Durenberger--was successful in enactment of consumer-friend-
ly reforms of the Medicare supplement insurance market in 1990. The medigap re-
form serves as an inspiring model for how the Congress can and should work to
achieve health care reform.

Like many Members of this Committee, Consumers tJnion's efforts in support of
health reform go back many years. In 1939, Consumer Reports noted that forty mil-
lion Americans received inadequate medical care and called for enactment of the
Wagner National Health Bill, which would have been a "cornerstone for a national
health program."' 2 In 1946, Consumer Reports supported the Wagner-Murray-Din-
gell Bill, which would have established federal compulsory health insurance.3 In
1975, Consumer Reports published a comprehensive comparison of five proposals for
national health insurance and established five goals that a national health insur-
ance plan must meet to serve the consumer interest. We published a two-part series,
"The Crisis in Health Insurance" in 1990, and a three-part series in 1993 that re-
viewed wasted health care dollars, consumer satisfaction with Health Maintenance
Organizations, and solutions to the health care crisis.

In 1939-over fifty years ago--our article concluded: "It has become obvious that
the people of the country intend to see to it that the whole population shall benefit
from the discoveries of modern medical science. The only question before the country
now is 'how soon?"' It is time for us to finally answer this question "now!" Consum-
ers can not and should not have to wait longer for a solution to the health care cri-
sis.

Consumers Union recently prepared a report: "The Clinton Health Care Act: What
Will it Mean for Consumers." Attached to our testimony is the report's summary of
25 suggestions to improve the Health Security Act. Also attached is a copy of Con-
sumers Union's "FivelFive Plan"--five key provisions to preserve against the pleas
of special interest groups and five key provisions that should be improved to better
serve consumers.

The remainder of our testimony addresses the issue of the need for comprehensive
benefits that are explicitly listed in the legislation.

CONSUMERS WANr COMPREHENSIVE HEALTH CARE BENEFITS

When Consumers Union commissioned a Gallup survey in April 1993, we received
a very clear message from consumers: they want com prehensive health care
benefits. Virtually all (close to 90 percent in each case) of those polled favor univer-
sal access to a comprehensive health plan that includes: doctor care, hospitalization,
prescription drugs, well-child visits and immunizations, nursing home care, long-
term care at home, mental health treatment, dental care, prenatal care, and vision
care. When asked about the possibility of phasing-in health care benefits, at least
75 percent of those surveyed wanted each of these benefits phased-in within four
years, with a strong preference for phasing in doctor care, hospitalization, well-child
and immunizations, prenatal care, and prescription drugs within two years.

The survey showed a willingness on the part of consumers to wait somewhat
longer for the nursing home and home care benefit-with 50 percent of those polled
preferring phase-in within 2 years, an additional 30 percent preferring phase-in
within 4 years, and an additional 10 percent supporting a more gradual phase-in
of these lonfg-term care benefits. Support for inclusion of long-term care benefits
came not only from people over 65, who are most likely to need the benefit in the

' Consumers Union is a nonprofit membership organization chartered in 1936 under the laws
of the State of New York to provide consumers with information, education and counsel about
goods, services, health, and personal finance; and to initiate and cooperate with individual and
group efforts to maintain and enhance the quality of life for consumers. Consumers Union's in-
come is solely derived from the sale of Consumer Reports, its other publications and from non-
commercial contributions, grants and fees. In addition to reports on Consumers Union's own
product testing, Consumer Reports with approximately 5 million paid circulation, regularly, car-
ries articles on health, product safety, marketplace economics and legislative, judicial and regu-
latory actions which affect consumer welfare. Consumers Union's publications carry no advertis-
ing and receive no commercial support.2Vrhe Wagner Bill and Mr. Gannett," Consumer Reports, April 1939, p. 20 and "By Popular
Demand," Consumer Reports, February 1939, p. 32.

"Bureaucracy in Medicine?," Consumer Reports, April 1946, pp. 110-111.
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near future: fully 91 percent of 18 to 44 year-olds favor including long-term care
(both nursing home care and home care) in a benefits package.

CONSUMERS NEED COMPREHENSIVE HEAlUI'll CARE BENEFITS: THE PRIVATE MARKET IS
NOT UP To THIS IMPORTANT JOB

In order to achieve true health security, benefits must be comprehensive. Each
family has its own unique health profile and its own set of health care needs.
Whether your health need be for a cancer operation, physical therapy to improve
the quality of life of a child with cerebral palsy, a measles shot (and other immuni-
zations) to prevent chronic illness in the future, home care for a grandmother with
Alzheimer's disease, insulin for diabetes, or medicine to control high blood pressure,
every family needs health care of some kind. High deductibles or lack of coverage
can present financial barriers to care. For example, preventive care such as chil-
drens' checkups and immunizations are typically not covered by indemnity policies.
As long as there are gaps in coverage, we can be sure of unacceptable experiences
where the lack of coverage prevented needed treatment and resulted in poor health
outcomes or more expensive treatments. If a child's family can not afford needed
medicine to control asthma, this child could very likely end up in the emergency
room with an asthma attack that is not only life-threatening but also expensive to
treat.

The private insurance market is not designed to come to your assistance when
you need help. The private market is designed to maximize profits for insurance
companies. The cliche that you can't buy fire insurance when the barn is already
burning applies to health insurance--once a family needs long-term care, insulin for
diabetes, chemotherapy to treat cancer, etc., insurance companies prefer not to take
your call. It's clear that what is best for insurance companies is not what's best for
sick consumers.

Only a comprehensive, guaranteed benefits package, covering everybody (regard-
less of age, health status, income status and employment status) will assure that
the gaps that exist in today's health care system will be closed. It is time to face
the facts. Children need their measles shot to prevent serious chronic illness. Preg-
nant women need prenatal care to avoid having a low birth-weight baby that will
be treated at a cost ranging from $14,000 to $30,000, or even higher. Kids need
early treatment for asthma to avoid that trip to the emergency room. Grandparents
with Alzheimer's disease (and their families) need some assistance so that they can
remain at home.

"CAI)IIIAC" HEALTH CARE COVERAGE IS A MYTH

There has been some discussion recently of' the need to avoid "cadillac" health
care protection in favor of more modest coverage. I would like to dispel the myth
that there even is such a thing as a "cadillac" plan. Even supporters of the notion
of a scaled-back standard benefit package are hard-pressed to identify benefits that
should be excluded. The guiding principle should be the necessity of the medical
care. While cosmetic breast implants and nose jobs would fail to pass the medical
necessity test, benefits like prescription drugs, mental health care, and long-term
care would tc- covered. An operation to cure cancer is essential to the cancer victim,
just as insulin is essefitial to the diabetic. It is difficult to argue against inclusion
of mental health benefits, or that an elderly person afflicted with Alzheimer's dis-
ease should be forced into poverty before receiving any assistance with home health
care bills or nursing home bills.

l)esigning a barebones benefit package does not dramatically reduce total national
health care costs. For the most prt, a minimal benefitlhigh deductible plan would
merely shift costs from the population as a whole (based in large part on ability to
pay) to people who are sick and must face high out-of-pocket costs. The net etfect:
creation of financial barriers to care, reduced access to necessary care, and higher
health costs when lower-cost early treatment is foregone, leading to later high-cost
emergency treatment and/or intensive high-tech treatments.

CONGRESS SHOULD) NOT LEAVE THE DESIGN OF THE BENEFITS PACKAGE TO A BENEFITS
COMMISSION

Only two bills before the Congress-the Wellstone/McDermott single payer bill
and the Administration's Health Security Act-spell out a comprehensive benefits
package. Other bills include broadly described benefit packages (that do not even



include prescription drugs 4 and long-term care) and then delegate benefit decisions
to a National Benefits Commission (S. 1770, Senator Chafee); a Health Care Stand-
ards Commission (S. 1579, Senator Breaux), the National Afisociation of Insurance
Commissioners (S. 1533, Senator Lott),6 and the Department. of Health and Human
Services/state insurance commissions (S. 1743, Senator Nickles).6

A health reform bill with an unspecified benefits packaf'e doesn't make sense-
you simply don't know what you're getting. Consumers Union would never rec-
ommend a consumer buy any insurance policy without reading theprovisions that
specify coverage. Passing the buck to a commission threatens to reduce the health
benefits many people have worked so hard to attain. In order for consumer-friendly
health reform legislation to pass in this Congress, broad consumer support is need-
ed. Hlow can consumers support a bill without knowing its key provisions? Consum-
ers need to know that they will not be losers under health reform. They need to
know that their health benefits will not be cut. This is true both for consumers with
employer-provided health benefits and for low-income consumers who are now on
Medicaid. It is crucial that the Congress spell out the benefits in the bill.

If Congress defers to either a national commission or the states, consumers can
be sure that special interests will work to assure a benefits package in their own
interest. The design of the benefits package is simply too important for Congress
to pass the buck.

COMPREHENSIVE BENEFITS WILL BE MEANINGLESS IF COMBINED WITH A CATASTROPHIC
INSURANCE POLICY

The promise of comprehensive benefits will be hollow if, as in the Chafee, Lott,
and Nickles bills, consumers can buy a catastrophic insurance policy, with a $2000
or $3000 deductible, and be considered "insured." A $3000 deductible does not de-
liver preventive care to children, $2500 worth of insulin to a diabetic, or many other
pressing health care needs. What it means is thatymany low- and middle-income
families will not get access to comprehensive health care,because they won't be able
to afford it. Instead, they will end up with an unfunded Medical Savings Account
and a catastrophic policy with a $2000 or $3000 deductible. Financial barriers to
health care willcontinue for these families.

IF GUARANTEED BENEFITS ARE NOT COMPREHENSIVE, THERE WILL BE A BURGEONING
SUPPLEMENTAL MARKET

If Congress-or even an outside benefits commission-designs a barebones bene-
fits package, the market response is both predictable and alarming. Insurance com-
panies that are excluded from participating in health alliances (probably because
they are less efficient and provide less value) will rush in to find their market
niche-the supplemental market. Employers searching to maintain benefits pre-
viously provided will seek out supplemental policies. Individuals that want com-
prehensive policies will try to buy a policy. All of the problems that have plagued
the health care market-and that plagued the medigap market for 25 years before
Congress enacted a very successful reform package in 1990--will be continued in
the supplemental market. There will be pre-existing conditions exclusions, denied
coverage, frivolous variations in policies. The bottom-line will be a multi-tiered
health care system, with the lucky getting barebones coverage plus supplemental
coverage, and the unlucky relegated to barebones-only protection. The poor will con-
tinue to face financial barriers to needed health care, and their costs will be shifted
to others.

IF COVERAGE IS VOLUNTARY, COMPREHENSIVE STANDARD BENEFITS WILL NOT
GUARANTEE SECURITY

The Congressional Budget Office estimated that last year's version of the Breaux/

Cooper bill would leave 25 million people uninsured in the year 2000. Other bills
had higher numbers. H.R. 5919 (Congressman Michel) would leave 39 million people

4S. 1743 would include prescription drugs in the catastrophic benefits package; but the $1000
(individual) and $2000 (family) deductible for a catastrophic policy makes this inclusion mean-
ingless for many consumers.

S. 1533 does not call for a standard benefits package, but requires insurers to offer small
employers a choice of three plans: standard coverage, catastrophic coverage, or a medical sav-
ings account. The NAIC would determine the actuarial value of coverage. Insurers must offer
packages that have benefits within 5 percent of the actuarial value calculated by the NAIC.

6 The benefit package for catastrophic benefits ($1000/individutal and $2000/family deductible)
would include medically necessary acute care, physician, services, inpatient, outpatient and
emergency hospital services and inpatient and outpatient prescription drugs, but not required
to include preventive services, mental health and substance abuse, or long-term care services.



uninsured in the year 2000 [CBO]. A voluntary plan ---without an employer man-
date--simply does not offer the security that consumers want and need. A com-
prehensive benefits package is meaningless to you if you are one of the 25 or 39
million people left without any insurance at all. Many supporters of a voluntary ap-
p roach proclaim the fact that their bill restricts "p're-existing condition exclusions."
But in fact, pre-existing condition restrictions will continue to exist under reform
that is voluntary. As long as there are "pre-existing condition" periods of six months
in the voluntary bills, children with diabetes, children in need of therapy, pregnant
women, and millions of others who get sick, will continue to be victims of the gaps
in the system. And yet without these pre-existing condition restrictions, consumers
will be have an incentive to buy health insurance only when they get sick. A vol-
untary reform approach simply cannot close the health care gaps and end the suffer-
ing of children and adults who are left out of the system.

CONSUMERS WANT FREEDOM-TO-CHOOSE HEALTH CARE PROVIDERS

Freedom to choose their health care provider is one of the most highly valued fea-
tures that consumers seek in the health care system. The April 1993 Consumers
Union/Gallup poll found that 85 percent of consumers feel that choice of doctor is
important. Consumers want to be able to continue long-standing relationships with
their family doctors, specialists, pediatricians, and other health care providers. Con-
sumers want to be assured that if serious illness strikes, they will have access to
the highest-quality specialist and specialized treatment centers.

Congress can meet consumers' needs by assuring access to all consumers to a fee-
for-service health plan at a fair price and by making sure that consumers who enroll
in HMO's and other networks are guaranteed a fairly-priced point-of-service option.
A sure way to alienate millions of consumers would be to create financial incentives
that will herd them into managed care coverage that denies them the ability to se-
lect their providers.

CONSUMERS NEED COMPREHENSIVE INFORMATION A13OUT HEALTH PANS AND
PROVIDERS TO ALLOW FOR FULLY INFORMED CHOICE.

Freedom to choose providers or health plans is a hollow freedom in the absence
of comprehensive information and consumer education about providers and health
plans. Today's marketplace is devoid of this type of information-with the result
that consumers enroll in HMO's, for example, that they would not choose if they
were aware of their high disenrollment rate. They select surgeons to operate on
their child without knowledge of the surgeon's medical malpractice record.

Standardization of health care benefits is the basic building block for making it
possible for consumers to understand their choices in a reformed health care system.
This Committee understood the benefits of standardization when it took the lead in
enactment of medigap reform in 1990. In 1990, Congress replaced the confusing
medigap market where frivolous variation in policy terms was the rule, with a
standardized market in which seniors can now make apples-to-apples comparisons
of policies. In order to achieve standardization of the reformed health care market,
it is important that all consumers be covered by the same standard benefit pack-
age--regardless of whether they work for a large company, a small company, or are
self-employed or unemployed.

It is also crucial that consumers-most of whom will have more choices than they
now have since their employers select their coverage-have information about
health plans in new "report cards." These report cards would include invaluable in-
formation about consumer satisfaction, disenrollment statistics, complaint statistics,
qualification of primary care physicians and specialists, qualification of hospitals,
provider turnover, financial condition and outcome/performance measures such as
hospital mortality and immunization rates. Consumers also need complete and acc .....--
rate information about providers' medical malpractice experiences. They need infor-
mation about recommended immunization schedules, other recommended preventive
care, and information about stein, they can take to improve their health.

Congress should build in to health reform better consumer information about
treatment choices. Recently, efforts have been made to better educate men better
about non-surgical alternatives for treating prostate cancer. Women need full infor-
mation about treatment choices for breast cancer. Not only can these efforts improve
consumers' quality of life, but they also can tiave money for the health care system.

Consumers will also have choices to make about which cost-sharing arrangement
best meets their needs and about which supplemental policy, if any, to buy. Con-
gress should extend counseling services beyond seniors (adopted as one of many
path-breaking provisions in medigap reform) and provide objective sources of advice
about health insurance to all consumers. In addition, it is essential that Congress



apply the regulatory reforms that work so well in medigap insurance to both the
cost-sharing market and the supplemental benefits market. These include standard-
ization of benefits, restrictions of pre-existing condition exclusions, open-enrollment
periods, and community rating.

CONGRESS SHOULD BUILD IN CONSUMER PI)TECTIONS TO CONSTRUCT A HEALTH CARE
SYSTEM THAT IS ACCOUNTABLE TO CONSUMERS

A bottom-line health reform issue for consumers is: is the nation's health care sys-
tem accountable primarily to consumers or to the profit/loss statements of insurance
companies, pharmaceutical companies, and health care providers?

There is no question about the need for consumers to be encouraged to take re-
sponsibility for their health and to do all in their power--through diet, exercise, pre-
ventive health care and more-to improve their health and the health of their fam-
ily members. They should not be forced to resort to devices such as bunching medi-
cal expenses in one year to get coverage, or stressing their child's allergies in order
to get coverage for a regular check-up that should be covered by any health plan.

Similarly, we need to remove incentives for insurance companies togame the sys-
tem-to select the best risks, to exclude coverage for pre-existing conditions, and to
locate their offices in areas populated by healthier consumers. It is important to rec-
ognize that substantial exclusions'for coverage for pre-existing conditions-for peri-
ods of six months to a year-are built in to all the health reform proposals except
for the Administration bill and the single-payer bill. And in the absence of a truly
universal system with full community rating, efforts to adopt regulations against
the financial interests of insurance companies will result in more bureaucracy and
policing against gaming-the-system than any one wants to see in a reformed health
care system.

Some of the elements of a health care system that would be accountable to con-
sumers include: (1) full representation of consumers on any regional alliance boards
AND health plan boards; (2) uniform treatment protocols-and uniform coverage of
experimental treatments--within each regional alliance, so that health plans pro-
vide truly standard coverage; (3) cost controls on public and private health spending,
and on prescription drug prices; (4) an appeals mechanism based at the alliance
level, minimizing incentives for profit-maximizing health plans to deny needed med-
ical care; (5) true universality--covering everyone--with fair financing that removes
financial barriers to health care and requires an employer contribution; and (6) a
real option for states to adopt a single payer health care system.

In sum, the popular slogan regarding crime control "3 strikes and you're out" can
be applied to health care reform:

-- Strike one: make participation (and employer contribution) voluntary;
-Strike two: pass the buck on defining benefits to an outside commission;
--Strike three: encourage catastrophic policies with a $3000 deductible.

Any one of these crucial mistakes will totally undermine health care reform, and
result in gaps in coverage and continuing suffering, lack of needed health care, and
financial barriers to care. We urge you to avoid these mistakes, and assure that uni-
versal, comprehensive health care benefits become a reality.

Thank you very much for providing Consumers Union with the opportunity to
present our views.

25 WAYS TO MAKE A Gooi PLAN EVEN BEI'ER RECOMMENDED CH-ANGES TO THE
HEALTH SECURITY ACT CONSUMERS UNION

1. Make the benefits provided by health plans truly standard. Require all health
plans in-any regional alliance to have the same treatment protocols, including poli-
cies toward experimental treatments.

2. Require the alliances to handle disputes and appeals for denied treatment.
3. Integrate all segments of the population into a single system with a global

budget within five years.
4. If market conditions warrant (an area has too few high-quality, low-cost health

plans available), require alliances to create a Medicare-buy-in type of option that al-ows consumers to get coverage outside of the insurance industry.
5. Expand benefits to include nursing home care, expanded home care, more ex-

tensive mental health care, and care for children with congenital problems.
6. Require that alliances limit fee-for-service plans to one in order to achieve ad-

ministrative cost savings and avoid risk selection problems.
7. Limit the difference in cost between fee-for-service plans and the average pre-

mium plan so that low- and middle-income consumers can enjoy freedom-of-choice
of health care providers. (This is especially important for migrant workers.)



8. Protect low-income consumers by reducing the portion of income that must be
spent on premiums to 2 percent, by expanding the premium discount for low-income
consumers, and by reducing or eliminating L he cost-sharing required of low-income
persons.

9. Standardize the supplemental benefits market.
10. Provide the National Health Board with authority to regulate-and roll back-

prescription drug prices.11. Give the National Health Board the authority to set minimum quality and a -
cess requirements for health plans.

12. Eliminate the antitrust exemption that allows doctors to rig bids.
13. Modify the medical malpractice reforms so that they serve consumers' inter-

ests.
14. Establish a national guaranty fund for health plans. This fund would pay out-

standing policyholder claims in the ever. IJ company insolvency.
15. Regulate health plan finances to protect consumers. Specifically, expand fed-

eral capital and surplus standards to cover all health plans and health alliances;
health plan assets should be separate from the rest of a company's assets. Antitrust
laws should be--extended and exemptions should be limited to prevent companies
from using predatory pricing practices in non-health portion of business to bolster
health plan business.

16. Expand counseling programs (that now serve senior citizens) so that all con-
sumers have access to an objective source of advice about selection of health plans.

17. Improve the regulation of the private long-term care insurance market.
18. Exempt low-income senior citizens (those earning up to about 150 percent of

the poverty line) from the increase in the Medicare Part B premium.
19. Provide for nationwide risk adjustment, so that the costs associated with high-

risk populations are spread fairly. This is the only way that small groups of high-
risk populations (who may be grouped within one regional alliance) will not pay dis-
proportionately higher premiums. In addition to health problems, risk adjustment
should include non-health related factors that can restrict access to health care,
such as transportation, translation, and other related services.

20. Adjust the subsidy for early retirees so that those with incomes substantially
above the poverty level pay their fair share of health care costa.

21. Ban hospital indemnity and dread disease policies.
22. Ban variations on the standard benefit package.
23. Require insurance companies to have legitimate consumer representation on

boards; expose insurance company executives' salaries to public scrutiny.
24. The plan should be consistent in how it deals with supplemental insurance

policies designed to cover cost-sharing, or the out-of-pocket expenses a consumer
would face. Either this coverage should be banned across the board, or it should be
allowed under both low cost-sharing plans and high cost-sharing plans.

25. Impose an income tax surtax, a tax on new hospital revenues that are created
by reduced spending for uncompensated care, and increase the tax on corporate alli-
ances to pay for additional benefits and subsidies.

FIvE/FIVE PlAN FOR HEALTH CARE REFORM, CONSUMEiRS UNION, FEBRUARY 4, 1994

Congress should fight hard against special interests to preserve these important
provisions of the Health Security Act:

1. Universal health care must be a reality within three or four years.
2. Cost containment through limits on public and private spending must be kept.
3. Employers must be required to contribute to the cost of their employees' health

care.
4. Keep the benefits package comprehensive.
5. Maintain the state single payer option.
Congress should improve the Health Security Act to make it better serve the

needs of consumers:
1. Protect low- and middle-income consumers from facing financial barriers to care

or burdensome premiums.
2. Increase accountability to consumers by prohibiting insurance companies from

varying the benefits offered within each alliance, by shifting the appeals process
outside the insurance company, and by reducing the ability of insurance companies
to deny coverage.

3. Make freedom-of-choice of provider a real option for people of all income levels
by requiring all health alliances to offer a fee-for-service plan that costs little more
than the average cost plan.

4. Include the blueprint for phasing-in nursing home benefits and expanded com-
munity care benefits.



5. Give the National Health Boar( the authority to regulate p)rescript ion drug
prices that apply to all Americans.
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By Popular Demand
"People in gener am b.ginni g o $*Ae *itfor granted

tA an equla opporsity /or keakh i a bw Amercan
ri t. They are t"^&n ju a litt ahand of s4e law.
maker, and even, I ler. ahend of the pracitoners of
pubc health and cliica medicine. It has been th
inuistenc of the people back hmt dat Am pushed
through both homier of Cngrtu, without a diuening
vote, our recent le xi LUon for cancer and venereal di-
eases. Though tw i sues have been over-compliaed and
the diculties over-magnified, common, ordinary folk are
beginning to get the idea that we know how to do a great
deal more an is done to keep them well and cure then
when they are sick."

T Om are the words of Dr. Thomas Parran, Surgeon
General of the U. S. Public Health Service, to the

National Health Conference in Washington last July.
That Conference, composed of nearly 200 delegate from

government and public health departments. labor, .farm
and consumer groups, medical and civic organizations,
was called, at the suggestion of President Roosevelt, by
the Interdepartmental Committee to Coordinate Health
and Welfare activities.

Its purpose: to obtain "attention and constructive criti.
cism" for the Committee's report on national health.

The report included a s' eated program calling for
expansion of public health aud maernal. and child health
services, of hospiud facilities and of medical care for the
medically needy.

It suggested a form of health insura and it proposed
disability insurance to cover loss of wages during sickness.

It recommended the participation and cooperation of
Federal, State and local agencies.

It in no way sought to establish socialized medicine, as
charged by alarmist critics. It did propose to apply direct
methods of dealing with a situation in which some 40,000,.
000 Americans were getting inadequate medical came

T Hr Washington Conference did more than accept with
enthusiasm the proposals of the Committee. It laid

the groundwork for action to carry them out.
Said Dexter Masters, Consumers Union delegate, in

summing up his address to the Conference:
"I propose .. . that the representatives of the trade

unions go back to their trade union and work for strong
and immediate action to turn these recommendations into
law; and that the representatives of the farm organiza-
tions and the women's clubs go and do likewise...."

The delegates did go home and work-and the news-
papers and the magazine in the months that followed told
the nation the story of the Conference. But during the
same months the hierarchy of the American Medical Ass'n
was working, too. And pretty soon the press of the country
was telling another story-how the U. S. Dep't of Justice
wa taking action against the A.M.A. for trying to create
a monopoly in the health.and-life-eaving business.

Now never in the history of the homan race has curing
the sick been regarded as an appropriate field for monopo-
listic practice: nor has the art of healing been considered
a product which businessmen could, in decent, try to
comer. People were a trife shocked by the A.M.A.

AAd, as betwm the AMA. and the recommendations
of the Ihdeprepartamul Committee, the Amarv.sn public
has wholehearly andnwiuaetakably ied up. ie differ.
enre of opinion bewe n the public and the AM.A. is
sharply underlined in the matter of health insurance. The
medical businessmen, having paid a certain amount of lip
service to other recrmmendations of the Committee, came
out flatly against health insurance.

But a nation-wide survey by the American Institute of
Public Opinion has shown that no Im than 32 million
Americans are so eager for health insurance that they
would be willing to pay $3 a month for it.

T rnm is now no doubt of the growing wave of popular
Isentument in favor of an efficient public health pro-

gram. It ha become obvious that the people of the country
intend to see to it that the whole population shall benefit
from the discoveries of modern medical science.

'I only question before the country non is:
iw soon?"

Last month the report of the Interdepartmental Com.
mittee was sent to Congress by the President. It-or the
substance of it-will next appear as a National Health bill.
probably sponsored by Senator Wagner of New York.

This National Health bill can die or be delayed in
committee; can be defeated in either Congressional house;
can be emasculated at almost any point in the legislative
process. Whether or not it is so delayed, defeated or
weakened depends on how loudly and clearly the people
ask for what they want; depends on that popular demand
which "pushed through both houses of Congress, without
a dissenting vote, our recent legislation for cancer and
venereal disease."

Watch for the National Health bill. It should be
introduced within the next 10 days. When it is, write to
your representatives, to President Roosevelt, to Senator
Waner---tel them of your support, demand the bill's
page. Let's have a senible and humane health program
-and soonI
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PREPARED STATEMENT OF FRANK B. MCARi)mE

Mr. Chairman, and Members of the Committee, my name is Frank McArdle. I am
a consultant with Hewitt Associates LIJC and I manage our firm's Research office
here in Washington. I have been addressing employee benefit issues for over 18
years and have focused the majority of my attention on health care reform in the
past few years. With me today is Ken Sperling of Hewitt Associates, from Rowayton,
Connecticut. Ken is one of our lead consultants working directly with employers on
health care plan design and cost management. While Ken has worked with health
plan design in many parts of the U.S., he is currently most actively working with
employers and employees in New York, New Jersey, and Connecticut.

Hewvitt Associates is an international consulting firm specializing in the design,
financing, communication, and administration of employee benefit programs. We
provide consulting services to over 75 percent of the Fortune 500 and have an active
client base of over 2,000 employers. We provide these services through over 60 of-
fices worldwide, including offices in Michigan, Minnesota, Missouri, New Jersey and
New York

We are honored by your invitation to be here. The subject of this hearing is one
of the most difficult and important ones you will have to address as part of national
health care reform.

Many of the health care reform proposals envision a standardized health care ben-
efit package. Our assigned role trday is not to advocate to the Committee what spe-
cific benefits should be included or excluded from any standard package. Our objec-
tive is to describe how the typical employer develops and continually readdresses
the design of its health benefit plan, the typical health benefits offered today by em-
ployers, and how designs may vary in particular regions of the country.

HOW EMPLOYERS DESIGN HEALTH BENEFIT PLANS

Benefit plan design is not static, nor is it common across all companies. It is con-
tinually changing, continually trying to self-perfect, and continually adjusting to the
domestic and international marketplace that surrounds it. One reason that plan de-
sign is in constant change is because whenever there are new design features that
go into widespread use, the health care marketplace reacts fairly quickly, new tech-
niques that may work well in one year may be completely ineffective or even coun-
terproductive a short time later. That is one of the reasons we see tremendous vari-
ety in plan design from one company to the next.

Today we will discuss the process different types of employers flow in setting
and revisiting plan design, provide examples of the results of this process, and brief-
ly describe how innovative ideas enter the market and spread throughout it.

A key thing to remember is that the decisions about plan design are very impor-
tant in determining the overall cost of the package and in determining the quality
the mix, and the levels of health care services used by employees and their families.
At least for the larger companies, those decisions are not made by the "outside" de-
sign consultant. Instead they are decisions organic to the employer/employee com-
munity that the benefit plan will serve. The outside consultant really steps out of
the process when the company's culture and philosophy take over. For example, we
can provide a company with the prevalence and cost impact of covering fertility pro-
cedures such as in-vitro fertition, but whether the company actually includes this
in their health care plan is their own decision, driven by their attitudes, values, and
feelings of responsibility to their employees. We're not saying financial impact
doesn't come into play but the financial decisions are just as much focused on the
allocation of available dollars to be most effective among different design features.

Degree of Control
If you took a snapshot of employers at any point in time, you would likely see

three different varieties of the design process, differing by the degree of control an
employer has over the final product. For purposes of our discussion, the three types
of companies can be categorized as:

" Small employers,
" Large employers, and
" Innovators.

Small employers (those with less than, on average, 100 employees) have limited
flexibility when it comes to benefit design. In order to minimize administrative over-
head, insurance companies offer "standard" packages that are fairly comprehensive,
administered by a third party and have a core level of cost controls. A small compa-
ny's claims experience may or may not be blended with many other small companies
in the insurers pool. The small company's plan design decisions are usually related



89

to the tradeoff between premium cost and level of coverage, much like you or I
would decide what automobile or homeowner's insurance to purchase. The small
company must also decide how the premium will be shared between employer and
employee, and the amount (and the technique) of payroll deductions that will apply
if employees are to contribute towards the premium cost.

As the size of the company increases, the degree of control the employer has in
setting the plan design parameters also increases. Large employers may follow a
disciplined process for translating their business goals into benefit plan design.
Whether formal or informal, many employers use a process designed to deliver tar-
geted, fact-based decisions.

First, the company examines its overall business objectives. These broad goals are
then translated down to a human resources level. From there, the process "drills
down" further to total compensation objectives (since employer-sponsored benefits
are, in large part, a form of total compensation). Specific benefits objectives next
emerge, and finally he process can be narrowed to health care objectives. This link-
ing of benefits to business goals, while not used universally has been an important
startir-; point for many large companies. We also should note that it is rare for a
large ,company to be designing its benefits "from scratch." Most large companies
have provided health care coverage to employees for decades, so the redesign effort
is mucn more common than the initial design process.

The most common next step is for the company to examine the historical data o
the actual health care experience of its employees. This is typically accomplished by
an analy uiis of the claims for reimbursement that have been submitted for each em-
ployee. Ttchnological and other advances in data reporting and analysis have made
it possib!e fbr employers to understand the real drivers of their health care costs.
Instead of' niplementing the. most popular set of cost constraints that may have no
effect on a particular company's problems, concrete utilizationl and charge patterns
allow the company to focus its design modifications on the elements that have the
greatest potential return.

Large companies then select among various design alternatives that have the po-
tentialto achieve the desired results. Because each company has different cost prob-
iems and each has its own culture, demographic makeup, and geographic location,
different companies will choose different solutions. The result is a system that is
by no means standardized, but in aggregate attempts toprovide cost-efficient com-
preher:iive benefits. Most often, this process is conductedpon an annual basis, and
takes ,ri!o account the likely return on investment (both quantitative and quali-
tative), administrative complexity, fit with the culture of the organization, and
amount of disruption to employees. Most companies seek to maximize return on in-
vestment while minimizing employee disruption. It is common, for example, to find
employers going to great lengths to match the employees' current physician and hos-
pital utilization within potential managed care network providers--seeking to choose
the network that disrupts the least, amount of employees from their current provider
relationships.

A competitive analysis is typically included in this process as well, recognizing
that the ability to attract and retain employees is a major reason for offering and
sponsoring employee benefit plans. Companies gather "benchmark" information
about the plans offered by other employers in the geographic locations in which they
operate, as well as from other companies in their industry. Design parameters and
employee contribution levels are frequently included in this evaluation.

Many companies seek employee input as a part of the design process, either
through surveyti or small group metings called "focus groups." This employee in-
volvement can give the employer powerful information about employee preferences,
which will facilitate some of the difficult choices that lie ahead and help the em-
ployer decide where its health care expenditures will likely result. in the optimal em-
ployee satisfaction.

Final decisions are made regarding changes to design parameters, employee con-
tributions, and cost management programs, and the changes are communicated to
employees and then implemented. A methodology is put in place to measure the suc-
cess or failure of the changes.

Upon completion of the evaluation, the process begins all over again. As we shall
see, the end results of this process are unique to each company.

The third type of company is the inr )vator. This could be either a small or large
employer, although most are larger cc,,-Nanies. These are companies that have the
resources and market influence to expk ,nent with new ideas. These employers are
usually self-insured, i.e., they do not u.e an insurance company to insure--or de-
sign-their plan. They follow much the same process as other large companies, butwhen looking at possible alternatives they do not bind themselves with existing so-
lutions. They frequently enter into a cooperative sharing of ideas with their internal



staff, health care management vendor, and providers, such as the large hospitals in
their major locations. The innovative employer is really the "new product develop-
ment" research arm of the health care benefits industry. Successful experiments are
regarded as "best practice" examples which then expand to other, more conservative
large employers whose data and culture support imitation of the initiative. As the
idea matures, more concrete information about its effectiveness becomes available,
and insurance companies become comfortable with its administrative implications,
the idea is standardized, packaged, and finds its way into the menu of options of-
fered to the small employer market segment.

A perfect example of this evolution was the point of-service managed care net-
work, or "combination plan" (as the proposed Health Security Act calls it).
AlliedSignal was perhaps the first nationally recognized employer to experiment
with this concept back in 1987. Their successful experience soon created market de-
mand from other large employers, and by 1991 nearly every major insurance com-
pany was offering this option to their corporate clients, and by 1994 so are many
HMOs-Kaiser Permanente being the most recent example. Even the Health Secu-
rity Act's proposed standard benefits package mandates that a point-of-service op-
tion be offered by every regional alliance in the country. In just seven years this
health care delivery model has moved from the laboratory environment to the main-
stream.

Other innovations we are seeing in today's marketplace include:
" Using health care quality and efficiency measures to motivate employee choice

of high quality, comprehensive health plans;
" Creating customized networks of hospitals and physicians based on the provid-

er's ability to use resources efficiently without sacrificing health outcome;
" Empowering employees to use company subsidies to create their own benefits

programs that meet their individual needs at various points in their life cycle
(the so-called LifePlan Resources technique);

" Incorporating employee satisfaction measures into the evaluation, selection, and
ongoing monitoring of company-sponsored health plans; and

" Using state-of-the-art managed mental health programs to provide more gener-
ous benefits at lower cost.'

These are just a few of the many experiments being tested in the changing health
care marketplace of 1994. Thcse that prove to be successful will become more wide.
spread and institutionalized 'n the coming years through the continuous improve-
ment and self-perfection process. There will likely be other initiatives whose effec-
tiveness is overtaken by market forces. As the measurement process identifies this
evolution, these programs will be replaced. Again, we can expect the innovative com-
panies to remove them firfit, followed by large companies in general, and then by
small companies through the actions of their insurance carriers.

THE I1EALT1i CARE PIAN OF TO)AY

Health care plans began to get more complicated in the 1980s. Employers started
to realize that the typical family consisting of the husband working and wife at
home with two children no longer represented the actual needs of their employees.
Employees wanted and demanded more choice in their benefit package so they could.
select the best combination of benefits for their situation. Thus, the concept of "flexi-
ble benefits" was created.

In addition, as health care cost pressures mounted, companies began to alter the
level of benefits provided. Typical changes were to apply deductibles and coinsur-
ance to all kinds of expanses, including hospital and surgical.

For the past 20 years, Hewitt Associates has maintained a data base of benefit
plan provisions. Currently, we have provisions for the salaried employees of over
1,000 major employers (SpecBookTM). In addition, we maintain data on the provi-
sions for the hourly and union employees of more than 200 major companies. These
employers together provide benefits to more than 20 million employees and 35 mil-
lion of their spouses and dependents. Many employers in our data base offer their
employees a choice of medical plans.

As Figure 1 shows, almost 9 out of 10 employers offer more than one medical
plan. Where more than one plan is offered, alternative plans might be HMO options,
a PPO or other managed care option, or an indemnity plan with higher deductibles
and copays--so the employees can choose the coverage that benefits their personal
situation.

'See Hewitt Associates' testimony on mental illness and substance abuse benefits presented
to the House Energy and Commerce Committee, Subcommittee on Health and the Environment,
December 8, 1993.



The typical medium- to large-size employer offers its employees at least one in-
demnity plan choice and one lIMO. The typical indemnity plan looks like the follow-
ing:

" Comprehensive major medical plan design (all services are paid under the
plan a provisions);

" Annual/front-end deductible of around $200 per person;
" After the deductible, the plan will pay 80 percent of covered expenses;
" The employee will have his or 'her out-of-pocket expenses limited to about

$1,500 (including the deductible) per person;
" Employee contributions range from $-0- (15 percent of employers) to over $50

per month for single coverage and from $-0- (9 percent of employers) to over
$150 per month for family coverage; and

• Employee contributions are paid on a pretax basis.
Another way to state the above benefit coverage is that the plan pays 80 percent

of covered expenses from $200 to $6,700 and 100 percent of covered expenses above
$6,700.

Comprehensive plans will typically cover all medical expenses that are incurred
due to injury or illness, as long as the fees charged by providers are not out of line
with what other providers charge. This would include hospital stays, physician fees,
X-rays and testing, mental health care, and prescription drugs. It would typically
exclude preventive care, cosmetic surgery, experimental procedures, and other ex-
penses that were not due to injury or illness. The plans would also exclude expenses
that were paid under another plan (e.g., veterans' hospital or workers' compensa-
tion).

HMOs generally provide "richer" benefits than indemnity plans and also offer the
luxury to the employee of no claims forms to be filed. The typical HMO plan of bene-
fits provides 100 percent coverage of all services except for nominal copays per phy-
sician visit (e.g., $10 per visit). They will cover the same types of services the indem-
nity plan does and will usually include preventive services. These higher benefit lev-
els are provided because HMOs negotiate discounted fees from providers restrict
employee choice of providers, and may manage deliver-, of services more eficiently.
In general, HMOs provide lower levels of benefits than indemnity plans do for men-
tal health and substance abuse services.

Figures 2 and 3 provide a graphical illustration of the estimated level of benefits
provided under the average indemnity plan and average HMO for each major serv-
ice category of health care costs. Note that neither of the plans typically pays vision,
hearing and long-term care expenses. And both types of plans limit the coverage of
mental health and substance abuse costs, but to varying degrees. Usually the em-
pl=oyee also getsi benefits from a stand-alone dental plan, which is available to HMO

an indemnity plan participants alike. Ninety-six percent of our data base employ-
ers offer a dental plan. In addition, 36 percent of our data base employers offer a
corporate vision care plan, and 10 percent offer hearing care.

The typical coinsurance level for indemnity plans is 80 percent. Figure 2 shows
several services being reimbursed at higher rates. The reason for this is that the
typical plan will also have an out-of-pocket limit. Therefore, for high cost services
(e.g., hospital and surgical), the actual benefit percentage paid is greater than the
80 percent.

On average, when an employer offers employees a choice between indemnity plan
or HMO coverage, about 25 percent join the MO. Figure 4 shows the percent of
employees in our data base who have elected coverage under an HMO option where
such an option is available. For example, 21 percent of employers in our data base
have 20 to 29 percent of their employees enrolled in HMOs.

Regional Variations
Figure 4 is based on our overall national data base. You would get very different

resu ts if you looked at specific geographic areas of the country. These regional vari-
ations can be subtle but quite important to recognize.

We have attached a table showing variations in plan design among the states rep-
resented by many of the Committee members to give you a flavor for how important
regional variations may be. Note that most of the data in this table represents the
one plan of each employer that covers the most employees; this may be an indem-
nity plan, a PPO, or an HMO.

We have highlighted some of those differences below.
HMOs have had tremendous success in enrolling participants in California. So,

you would expect much higher percentage of participation in this state. In fact, the
traditional indemnity medical plan is the high est-participation plan in only 13 per-
cent of employers in California but is the highest-participation plan in 75 percent
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of employers in New Jersey and 71 pei ,ent in New York. 31 percent of employers
in California and Minnesota have HMO participation of more than half of their en-
rollees whereas 'none of the employers in New Jersey and 7 percent in New York
have over half of their employees in HMOs.

Other plan features tend to have geographic differences too-primarily because of
the higher prevalence of managed care plans in certain areas. For example, states
where managed care is most prevalent (California and Minnesota) tend to have
lower deductibles and other copay amounts. 40% of major employers in California
have either no deductible or a deductible of $100 or less compared to 27% in New
Jersey and 19% in New York where indemnity plaris are more common. Major em-
ployers in New Jersey and New York tend to offer higher inpatient mental health/
chemical dependency coverage, in that fewer of these employers tend to place limits
on that coverage. Deductibles and out-of-pocket limits for New York and New Jersey
"vary by pay" 2-3 times more frequently than in other geographical areas, largely
because of the high contingent of financial industry employers.

Hourly vs. Salaried Plan Variations
As mentioned earlier, the statistics shown in our data base represent the plan

provisions of salaried employees' programs. There are generally variations between
salaried employees' and hourly employees' benefit programs. In some cases, hourly
employees have greater benefits, especially when represented by a union, and in
some cases, hourly employees have lesser benefits.

For example, in our Hourly Plans' SpecBookM, we show 54 percent of the collec-
tively bargained plans are provided to employees (for the employee's own coverage)
at no charge. This is in contrast to 15 percent of slaried plans that have no em-
ployee contribution.

RECENT TRENDS

During the latter pail' of the 1980s, employers were subjected to much greater
health care cost increases than in previous years. Many employers altered their
plans to shift some of their cost increase to employees. These alterations generally
took the form of increased deductibles and employe.,e contributions.

In recent years, many employers have begun to truly understand how costs can
be controlled, not by cost shifting, but by identifying and managing factors that un-
derlie the costs. Different eleme As of these factors are finding their way into today's
health care plans.

The general movement of larger employers is to manage both the utilization and
thet price of health care. Depending on the amount of health care that is "managed"
by the plan, the employees freedom to choose their provider and the type of care
they can receive from the plan is limited. Figure 5 graphically shows this tradeoff
between employer cost control and employee choice.

GIx)SSARY-MANA(;EI CARE MOIEAIS
Pure indemnity-Fee-for-service plan with no controls on utilization or
price.

Managed Indemnlty-Fee-for-service plan with utilization review and
case management.

Preferred Provider Organization (PPO)-A contractual arrangement be-
tween providers and an employer or insurance carrier to provide discounted
fee-for-service medical core. In most cases, no primary care physician to
serve as "gatekeeper." *

Open-Ended HMO (OEHMOfPoint-of-Service Choice)-Arrangement
that allows enrollees to make a choice at the point of service either to stay
within the HMO network of providers or to receive rare (at a higher cost)
from non-HMO providers outside of the network. A primary care physician
is required and serves as "gatekeeper."

Individual Practice Association (IPA) HMO--A type of HIMO that con-
sists of a central administrative authority and a panel of physicians and
other providers practicing individually or in small groups in the community.



Grou t Model iMO--The *traditional" IMO (such as Kaiser) in
which physicians work directly, for a single HMO. Under a group model,
physicians are typically paid via capitation; in a staff model, physicians re-
ceive a salary.

* Gatekeeper-A primary care physician who is accountable for the total
health services of enrollees, arranges referrals, and supervises other care
such as specialist services and hospitalization. Gatekeepers are typically
used to manage care in HMOs and OEHMOs.

Today's indemnity plans typically have many of these "managed" elements in-
cluded in their plan designs (e.g., utilization review, concurrent review and
preadmission testing). These are often called "managed indemnity" plans because
the benefits are based on the typical fee-for-service indemnity plan design but have
included some managed elements of reviewing health care delivery.

The other types of managed care plans have different benefits depending on
whether a person goes to a doctor who has been pre-approved to provide care under
the plan (or is in the plan's network). "In-network" benefit payments are generally
higher than if a non-network provider (hospital or physician) is used. The difference
in going to a non-network provider may be to pay a higher deductible (e.g., $500
non-network versus $200 in-network) and/or receive less employer-paid coinsurance
(e;g.,70 percent non-network versus 90 percent in-network).

'he following table shows the prevalence of the reimbursement spreads between
in-network and out-of-network benefits, based on the plans in our employer data
base (total <100% because some designs cannot be easily categorized):

Spread PPO POS HMO

N o difference .. ..................................................................................................................... 9% 1%
1 0 % or le ss ........... ............................................................................................................. 2 1 8
1 5 % ....................................................................... ............................................................... 6 3
2 0 % ...................................................................................................................................... 3 0 44
2 5 % ...................................................................................................................................... 2 4
30% or m ore ........................................................................................................................ 5 36

A key difference between the "preferred provider" plan and the other three plans
shown in the graph (point-of-service, IPA HMO and staff HMO) are that under the
latter plans, the covered person must have all services coordinated by a "gate-
keeper" that is usually a primary care physician. The gatekeeper may refer the pa-
tient to other specialists, but he or she has complete control over the patient's care.
In a point-of-service plan, the covered person may go outside the network, but he
or she will have to pay higher copays. Generally under HMOs, a person cannot use
non-network providers with the exception of limited benefits if they become ill or
injured while away from home. Therefore, the HMO has the highest limitations on
the employee's choice of health care provider.

Most of the managed care plans (the point-of-service and HMO plan) in place
today offer almost 100 percent coverage for all health care services if they are per-
formed within the network. However, recently adopted plans have begun to intro-
duce more copays (plan deductibles, coinsurance and office visit copay,) because ex-
perience has shown increased use of health services unless the employee has a fi-
nancial incentive not to use the service.

The two key trends that should be considered in developing a standard benefit
package are that employers are moving to managed care types of plans, and higherlevels of employee copays and contributions are being introduced Financial incen-
tives are being created to encourage the use of more cost-effective providers, but the
employee usually also retains the option of higher or lower levels of coverage.

OTHER DESIGN FEATURES TO CONSIDER

If the Committee is concerned about the potential costs involved with a standard
benefit package, here are some additional design aspects that you may wish to con-
sider.

83-17494-4
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A standard benefit package will need to focus on both cost and utilization to achieve
overall cost control

Hewitt Associates maintains several different data bases to support our health
care practice. Based on these data bases, we have helped employers design their
benefit program to provide health care services to their employees that meet the em-
ployers' objectives in terms of cost and quality. We have learned a lot from this data
analysis. F or example, we have made comparisons of actual costs and utilization of
services against expected results. In one case, we noted that the employer had nego-
tiated very attractive discounts with a group of physicians to be included in a pre-
ferred provider network. When their actual experience was analyzed, however, there
were apparent savings from a price of services perspective, but they were more than
offset by higher than expected use of services.

To avoid this problem, the standard benefit package could include items to give
employees a financial incentive to seek the most cost-effective care.

The standard benefit package should encourage employers to continue to expand on
health promotion initiatives that will ultimately lower health care costs

We can identify lifestyle-related claims that could be prevented. For example, for
one employer we noted that they had a higher than average rate of premature and
underweight babies being delivered. This indicated that it would be beneficial to
offer incentives for prenatal care for expectant mothers.

The standard package may need to allow flexibility on an industry and regional
basis

As identified earlier, prevalent benefit practices vary by region of the country. In
addition, there are substantial variations by industry For example, retailing typi-
cally has lower benefits than manufacturing. The more flexibility that can be al-
lowed in plan design, the easier it will be to win acceptance of the basic changes.

RELATIVE VALUE OF STANDARD PACKAGE COMPARED TO LARGE EMPLOYER PLANS

We have reviewed the actuarial value of the high cost-sharing plan proposed in
the President's Health Security Act compared to indemnity (fee-for-service) plans of
similar design offered by large employers. Our data base of employer plans used in
the valuation includes large companies from a variety of industries.

Out of 487 large companies in the comparison, the Health Security Act's high
cost-sharing plan ranked 431st in value (with 1 being the "richest" plan). This
means there were 430 companies (or 88 percent) with plans that provide more gen-
erous benefits, on a relative value basis, and only 57 companies (or 12 percent) with
lesser benefits.

The main reason for the lower value of the initial proposed Health Security Act
plan is the low adult dental benefits. If we only focus on the medical plan benefits,
excluding dental, the proposed Health Security Act plan ranks 227th. That is, there
are 226 companies (or 46 percent) with richer medical benefits than the Health Se-
curity Act plan.

Note: These values are for total plan benefits; individual employers and employees
pay varying shares of that total cost. In our experience, the degree of employer/em-
ployee cost sharing varies more than the plan designs themselves.

Generally, there are also variations between benefit programs for salaried and
hourly employees. As we noted above, in some cases, hourly employees have greater
benefits, especially when represented by a strong union; in other cases, hourly em-
ployees have lesser benefits.

We have not been able to determine the relative value of certain other health care
reform proposals because the benefit package is not always specified in the proposed
statute, as it is in the proposed Health Security Act.

EMPLOYEE ATTITUDES TOWARD HEALTH PLAN DESIGN

When designing a health benefit package, ,key employee attitudes should be con-
sidered to gain public acceptance. Medical benefits are very important to employees,
and therefore any change will evoke very emotional responses. Also, although em-
ployees have opted for freedom to choose tieir own physician over all other consider-
ations (including cost, convenience and quality of care), the importance of choice of
provider varies significantly with the type of medical provider. Employees are much
less willing to change pediatricians or ob/gyn providers than they are willing to
change general practitioners.

Whenever an employee survey is performed that includes questions on importance
of specific benefit programs, medical benefits consistently rank number one. Figure



6 summarizes 1993 findings from Hewitt Associates' Perception IndexTM data base.
It clearly shows that medical benefits are the most important employee benefit.

On another note, when asked why an employee chose a particular medical option,
the leading response is the ability to choose any physician. This is over other factors
such as cost and convenience. Figure 7 summarizes thece responses, also from our
Perception IndexTM data base,

Thus, based on the above information, the design of the health benefit package
should consider whether its application will be so restrictive that employees are di-
rectly or indirectly forced to change their current providers, or whether employees
should be given a true option to retain their current providers and pay higher costs.
Even so, our data indicates that the tradeoff between choice of doctor vs. lower con-
tribution cost will be a tradeoff between the two most important employee concerns.

The table below shows overall findings from our surveys on employee attitudes:

Would you change doctors to save money?

No
Current Provider response

General practitioner ............................................................................... 50% 43% 7%
O b/gyn I .............. .................................................................................. 2 0 68 12
Ped iatrician 2  .................................................. ..... ......................... .........  18 61 21
O ther specialist .................................................................................... 3 1 50 19

IAnswered only by females.
?Answered only by those with children.

SOME CONCLUDING OBSERVATIONS

There currently is no single "standard"health benefit package in the marketplace
today. There are typical forms of plans offered, but most em p yes have a signifi-
cant degree of choice--choice of plans and choice of medical providers-and they
value and appreciate that choice. Therefore, if a single standard health benefit pack-
age is imposed on individuals, a wide variety of human experience would be forced
down a very narrow funnel. From our experience in designing health care plans,
there wouldbe substantial negative employee reaction unless it were preceded by
a long and effective educational program to communicate the reasons that there has
to be change.

Health benefit packages may or may not contain so-called "ancillary" benefits
such as dental benefits or vision care benefits. Regardless of what priority the Con-
gress assigns to such benefits, the fact is that most employees with major employers
now get dental benefits as part of their health plans and that the employees highly
value such benefits (Figure 6). If a uniform plan design were to cause them to lose
access to those benefits, either directly or indirectly (e.g., through taxation), nega-
tive employee reaction would be considerable. Thus, it is important to include the
value of health care benefits other than medical in determining the "standard bene-
fit package" if that package is to be used for determining the tax deductibility of
employer contributions or the employee tax exclusion.

Steps also must be taken to transition employees to a new form of health benefit
plan (e.g., a shift to a standard benefit package) in order to manage change. As men-
tioned earlier, such a shift could be extremely disruptive of existing provider/patient
relationships and therefore provoke strong negative reactions from the public.

Alternatively, transitions toward managed care arrangements can also be accom-
plished on a phased-in basis, which is sensitive to the existing choices of employees
and their families. If done properly, over time and by means of financial incentives,
a large majority of employees can end up moving to managed care arrangements.
But a sudden shift by government decision-making could be too abrupt and provoke
too strong of a backlash.

Imposing a single standard benefit package could well result in a loss of benefits
for many employees of the type that these employees highly value. If one of the rea-
sons Congress is looking at a single standard benefit package is to contain costs,
it is worth considering that there are many other factors besides standard plan de-
sign that may have an equal or greater effect in reducing costs.

For example, in our experience, as much as 40 percent of the costs now incurred
by employers and employees may be avoidable costs. We have a data base of ap-
proximately 7 million lives that helps us calculate, for each employer and each em-
ployee population, where the areas of spending are above the norm and, therefore,
where savings can be realized without compromi %.y of care. As exam-
ples of these avoidable costs, please refer to the "ata Base Findings on Avoidable
Costs" in Attachment B.
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If the Committee were to pursue strateies to reduce avoidable coats that would
result in savings to the federal government and employers, it may obviate the need
to impose a single standard package all at once and reduce the risk of public rejec-
tion of the reform concepts.

CONCLUSIONS

Mr. Chairman, we hope this information will be of assistance to the Committee
as it makes its deliberations.

Like the rest of the Nation, we at Hewitt Associates have heard the call for a larg-
er contribution from private individuals and from the private sector in the resolu-
tion of public policy problems. We are prepared to do our part by volunteering our
technical assistance as the need arises. Thank you.



Figure 1: Number of plans offered by employers
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Figure 2: Percentage of covered expenses paid under typical indemnity plan.
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Figure 3: Percentage of covered expenses paid under average HMO plan.

Figure 4: HMO participation.

This table captures the percent of employees who have elected

coverage under a standard HMO option.

HMO Participation % of Employers

Less than 10% 16%

10%-19% 24%

20%-29% 21%

30%-39% 15%

40%-49% 10%

50%-59% 7%

60% or more 7%
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Figure 5: Levels of cost control versus employee choice.

Figure 6: Order of benefit importance to employees.
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Figure 7: Reported reasons
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ATTACHMENT B-HEWITT ASSOCIATES' DATA-BASED FINDINGS ON AVOIDABLE COSTS

In a very general sense, roughly 40 percent of health care costs incurred
by an Individual employer may be avoidable. We base this observation on hav-
ing analyzed the experience of more than 200 major employers in the United States,
representing the experience of 7 million individuals.

Provider Price
Provider price may account for up to 15-20 percent of inappropriate costs. The

opportunity to control costs through more aggressive pricing arrangements can be
as small as 3 percent or as high as 20 percent. Some carriers' managed care plans
and Blue Cross and Blue Shield plans have negotiated very effective payment pro-
grams.

We realize that in today's environment, many of these pricing arrangements typi-
cally control costs simply by shifting the provider's costs to other payers not covered
by such an arrangement. In a future environment where providers are subject to
"pricing arrangements" for all payers, the cost savings in this area will have to come
from pricing arrangements whereby the provider truly is cutting back on overall
cost, instead of only shifting costs.

Utilization
Inappropriate testing and utilization of services may account for as much as 5-

10 percent of the total cost. Price controls alone suggest to is that inappropriate
utilization would be exacerbated. Managed care systems that truly track both inpa-
tient and outpatient care by provider should be encouraged.

Lifestyle Management and Early Detection
Another source of inappropriate cost is tied to lack of early intervention and dis-

ease detection, potentially accounting for 5-15 percent of total health care charges.
The availability of age-related and clinically supported preventive care benefits will
help to reduce the risk of late detection. A primary care system should be considered
in which physicians are accountable for managing health as well as illness and fer
communicating with their patients about the need for, and timing of, periodic
exams. We caution, however, that it is not uncommon for 10--45 percent of the eligi-
ble work force to forgo their exams even if the exams are "free." Again, incentives
to make employees both care for their own health and seek appropriate medical care
should be encouraged.

Administrative Performance
Administrative inefficiencies can yield up to another 3-5 percent of unnecessary

cost for larger employers (and a much higher percent of inappropriate cost for small-
er employers). The current health care system supports as many claim forms, claim
systems, utilization review approaches, and payment schedules as there are admin-
istrators. Simplification, uniformity, and streamlining are essential reform needs.
The checks and balances applied to administrators are inadequate. Typically, it is
only the larger employers who audit the accuracy and timeliness of their adminis-
trators. Smaller employers would benefit dramatically from having a Health Insur-
ance Purchasing Cooperative or other source held accountable for auditing adminis-
trators. Just as the National Committee on Quality Assurance (NCQA) reviews proc-
esses that measure results and financial solvency ratings, we need a mechanism to
ensure quality and accountability in the execution of financial and service trans-
actions.

Employed Spouses
Coverage for employees' employed spouses who have access to other health insur-

ance also may add more cost for employers:

" Duplicate coverage drains employers of investment and compensation opportu-
nities, and the government loses taxable income from both employers and em-
ployees.

" Some employers bear the financial burden of being the community source for
coverage if they have very low or no contribution for families (or if the employ-
er's plan has more favorable benefit provisions).

If a decision is made to require employers to provide coverage for their own em-
ployees and dependents, cost-effective approaches to coordinating duplicate coverage
should be addressed as well.
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PREPARED STATEMENT OF PAINE SIPES-ME'ZLER

Mr. Chairman and members of the Committee, I appreciate the opportunity to ad-
dress you on the issue of whether Congress or a commission should develop the ben-
efit package of health services for national health care reform.

My name is Paine Sipes-Metzler, and I am the Executive Director of the Oregon
Health Services Commission, which was responsible for the development of the ben-
efit package for the Oregon Health Plan. I am here today' to recommend that a com-
mission structure be utilized in the development of the benefit package rec-
ommendations and to offer some of the lessons that Oregon has learned from using
a commission in this manner.

The government of the United States was created as a system of checks and bal-
ances to maintain an appropriate balance of power between the executive, legisla-
tive and judicial branches of government. In order to maintain the separation be-
tween the design of a basic health care benefit package and the financing of that
basic benefit package, I would recommend that a commission be created. My
premise for this recommendation is that Congress is responsible for balancing the
resources necessary to create a healthy nation by the appropriate funding of edu-
cational, environmental, economic, public safety, and health care programs. These
programs often offer competing but compelling reasons for additional funding which
results in a reduction of funding in other areas. Congress, with its over arching vi-
sion, is the appropriate body to be responsible and accountable for the allocation or
non-allocation of such resources, while allowing a separate board to develop the ben-
efit package itself.

History has demonstrated that advancement of medicine and medical technology
can occur rapidly. A commission offers the opportunity for a timely response
through its dedication to a single purpose. The broad nature of issues that face Con-
gress offer impediments to rapid responses, whereas a commission focused on health
care and its advancements would be able to offer information and revisions as ap-
propriate.

A commission would allow the benefit package to be regulated versus being writ-
ten into statute. The actions required for changing statutes versus regulations vary
significantly in time and effort. This is a critical issue from the state's perspective
as the direction of the executive branch is to minimize statutory requirements which
result in cumbersome waiver processes. A commission, based on legislative intent,
would be able to ensure that the basic benefit concept is consistent in intent across
states.

One benefit that the Oregon Legislature discovered from the use of a commission
structure was the relief of political pressure for particular medical conditions. The
development of a benefit package by the Commission focused the debate to a smaller
area of services about which funding decisions were to be made.

I would like to focus on the strengths of a commission as a decision making body.
Ideally, a commission would be an apolitical body that is focused on the goal of iden-
tifying a basic benefit package for the nation. A small group of people with different
perspectives can offer a blend that is dedicated to improving the overall health of
the nation. The success of the Oregon Health Plan has stemmed from the ability
of the Health Services Commission to be apolitical, yet respond to various constitu-
ent concerns.

The selection of the commission members is a critical process. The commission
should be of an odd number with no more than 15 members to ensure the ability
to reach decisions in a timely manner. Membership should be selected from people
who are active in the health care arena, representing both providers of health care
and consumers and their health care advocates. Appointment to the commission
could be by a sole source (e.g., the President) or equally between the branches of
Congress and the Office of the President. Recognizing that these appointments will
be political in nature, it is key that the individuals appointed understand the issues
that surround health care benefits.

The limitation on the number of commission members encourages the use of
smaller, technically competent panels or task forces for particular issues: This ap-
proach incorporates broader input, yet allows the decisions to remain with the com-
mission using a uniform decision process. In Oregon, we found the use of task forces
focused on special interests or populations allowed the development of responses to
which all parties were satisfied.

Commissions are not without potential weaknesses. A commission may become
fractionated by special interests or potential personal gain. Too many members may
decrease the opportunity for the development of consensus and lead to splintered
decision making. A commission may become preoccupied with the process that is
being developed to achieve the goal rather than the goal itself.
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Commissions have the ability to offer avenues to the public and respond to their
concerns. This accessibility, while available in the legislative arena, is tempered by
the fact that the public has to access a large number of the members of Congress
to impact the decision. A small body is viewed as being more open and responsive
to the public.

A key process that is required in the development of a benefit package is the
blending of public values with scientific fact to ensure that the benefit package of-
fers an acceptable outcome to the public. The commission structure and its use of
small work groups promotes the opportunity for this unique identification of values
to be integrated with fact.

A threat to a commission is that the commission may become a life to its own
and, therefore, assume a political nature. Also, a commission could fail due to inter-
nal friction and lack of consensus on mandate. Lastly, adoption of activities that ex-
ceed the mandate of the commission can defeat the commission's effectiveness.

In summary, I recommend the use of a commission in the establishment of a basic
benefit package for the following reasons: maintenance of a balance of power, the
ability to respond timely to public concerns and changes in the health care field,
its apolitical nature and an ability to achieve its goal. I would be glad to answer
any questions that you may have.

PREPARED STATEMENT OF WILLIAM H. STRAUB

The Jackson Hole Group proposes that a standard benefit package defining the
coverage available to all would be continuously amended by a National Health
Board and approved by Congress and insulated from inordinate political inter-
ference and the influence of special interests.

A standard benefiL plan is needed to:

(a) Facilitate the side-by-side comparison and choice of accountable health
plans based on premium price and perceived quality. Multiple benefit plans ob-
uscate this process which is the very foundation of managed competition.

(b) Promote efficiency and reduce hassle through standardized claims forms
and processes.

(c) Permit the determination over time of the cost and relative value of pro-
viding the various services covered by the standard benefit plan. This will be
increasingly important as budgetary constraints impose tough choices regarding
adding or deleting benefits.

(d) Facilitate the equitable application of policy particularly as regards tax ex-
clusions and subsidies.

(e) Bring private and public programs together under a single system.
While a standard benefit plan is important, we should be careful to protect

the public's clearly expressed value regarding choice of physician. We believe
that this can be accomplished by requiring accountable health plans to offer an
open-ended or point-of-service option (at increased cost). Plans could of course
also offer a closed panel plan as well. Individuals would, of course, be free to
purchase additional benefits at their own expense.

The standard benefit plan should be based on the scientific documentation of effi-
cacy and relative cost-effectiveness. New technologies should be included in the ben-
efit plan only after they have been shown to be more cost-effective than existing al-
ternatives. Less effective technologies should be systematically excluded.

The determination of an initial standard benefit plan, along with the continual
modifications that will be required, should be insulated from the political process
whereby the influence of special interest groups rather than documented clinical ef-
fectiveness can largely determine which services are covered or excluded. For this
reason, we would strongly favor that a national health board or commission ap-
pointed by the President, and approved by Congress, be charged with the respon-
sibility for developing and modifying the standard benefit plan. Congress could then
vote--up or down-the benefit plan or its modifications.

It remains important to stress, however, the need for a single, federally des-
ignated standard benefit plan. Many of the reasons previously identified
rationalizing a standard plan argue strongly against leaving it to individual health
plans or even states to develop benefit plans under broad federal guidelines. The
goal should clearly be to develop a seamless and simple system. We should begin
by defining an affordable standard benefit plan at the national level.

Finally, the public has a need and even a right to know what will be specifically
included and excluded in any proposed standard benefit plan, and what it is likely
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to cost them in terms of co-payments, deductibles, or new taxes. This provides a
true challenge to those offering plans to reform our health care system.

Attachment.

MANAGED COMPETITION II

[A proposal from the Jackson Hole Group, March 19941

INTRODUCTION

The managed competition proposals presented by the Jackson Hole Group in Sep-
tember 1991 have contributed significantly to the current debate on American
health care reform. Critical elements of our earlier work-purchasing cooperatives,
accountable health plans, outcomes information-are instrumental to most current
state initiatives and many proposals for national legislation.

While these ideas have formed the basis of mainstream thinking about health
care delivery Coraress and the President have not yet been able to formulate a con-
sensus strategy or ensuring universal coverage and effective cost containment.
Each proposal for federal legislation seems stymied by its inability to predict the
economic consequences of its implementation.

Changes of the magnitude envisaged under leading reform proposals have never
been tried before, creating.tremendous uncertainty that threatens to undermine re-
form. No one can confidently estimate the costs associated with various proposals,
how effectively different mandates will achieve universal coverage, the results of
price controls or global budgets and whether they can be enforced, the lack of capac-
ity that may result from a continued shortage of primary care practitioners or
delays in accountable health plan (AHP) formation, how employers will use savings,
the effects of increased consumer involvement in the decision-making processes, or
the magnitude of savings that may be achieved by reducing the amount of ineffec-
tive care.

This level of uncertainty poses a serious risk to implementing effective reform.
That risk, along with other lessons learned in actually applying managed competi-
tion, has caused us to revise selected parts of the original managed competition pro-
posals. The underlying premise of Managed Competition II is that reform should
adapt to observations and experience. This is exemplified by a common sense ap-
proach in which government health care Financing is always in balance, and is cou-
pled to a step-by-step approach to reaching universal coverage. The original man-
aged competition proposals continue to provide the basic framework for health care
reform, as summarized in Table 1.

Managed Competition II presents three technical improvements to the managed
competition model, including refinements in the design of Health Plan Stores
(HelPS), increased protection for consumer choice of provider, and incentives for cost
consciousness and healthy behavior. It also adds two critical policy initiatives to the
original model: a balanced health security budget and a universal coverage program.

REFINEMENTS OF THE MANAGED COMPETITION MODEL

More and Smaller Health Plan Stores (HelPS)
As introduced in the original managed competition proposals, HelPS in a reformed

system would act as sponsors for individuals and small employers, giving them the
ability to pool risk, achieve economies of scale, and drive the competitive process
through informed individual choice. HelPS should not be regulatory or price setting
agencies and should not negotiate, or limit choice of AHPs. Rather they would offer
an informed set of choices to help individuals to weigh personal priorities in health
plan selection. If HelPS were allowed to negotiate (i.e., refuse to offer plans whose
Srices are too high), individual choice would be limited. In addition, an effectively
functioning and competitive market would be undermined by concentrating too

much purchasing power in a single entity.
While many private sector initiatives are proving effective in holding down health

costs, especially purchasing efforts of large employers, the problems associated with
the small group and individual markets have not improved and the need for HelPS
remains. We initially proposed creation of a single exclusive HelPS in each geo-
graphic area to address the needs of the small group market. Recently, however, we
have seen that concentration of purchasing power in monopoly HelPS provides a
structural device that can be easily applied to constrain-rather than support-com-
petitive markets.

We now propose a system of competing Health Plan Stores. States would be re-
quired to create a state sponsored Health Plan Store for pooling consumer purchas-
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ing power, but multiple stores could be created to compete, providing that each
meets the standards outlined below.

We appreciate the value of HelPS where participation would be voluntary, and
have considered-greater reliance on such structures. Experience has shown, how-
ever, that the small group market is easily fragmented into small, expensive groups
that insurers avoid and small low cost groups that are easily insured. Such risk se-
lection, and the associated cost shifts, remains the central problem which purchas-
ing pools are intended to overcome and which will not be addressed by voluntary
HelPS.

It therefore seems prudent to start with a system in which HelPS are the manda-tory sponsors for the small group and individual markets, in that preferential tax
treatment of health expenditures would be conditional on purchase of coverage
through a licensed HelPS. This competing HelPS structure would still require spe-
cial measures to ensure that the market is not undermined by adverse risk selec-
tion: Private sector organizations or associations could become licensed as-HelPS
if they agreed to open enroll, offer all AHPs, cover entire HelPS regions, meet sol-
vency standards, and conform to other HelPS standards including a prohibition
against conflict of interest. AHPs would offer the same base community rate to all
HelPS serving designated regions. HelPS would compete only on their administra-
tive overhead (the cost of which would be added to premiums) and their customer
service. Competing HelPS that negotiate premiums would undermine community
rating in the small group market. In a system of competing HelPS, states would
have to take on the additional responsibilities of dividing their territory into HelPS
regions, and coordinating risk adjustment and standardized data collection. With
this design, competing HelPS can still achieve the original HelPS goals, yet satisfy
those that contend a need for significant reform of the small group and individual
markets exists.

Rewards for Cost Conscious Consumers
Recent purchaser initiatives and state reforms have recognized the central role of

consumer behavior (demand) in shaping successful reform. Any successful reform
must include mechanisms for encouraging cost-sensitive utilization of health care
services and healthy life style. A limit on the tax deductibility of health benefits re-
mains the best way to instill cost-consciousness in health plan selection, control gov-
ernment expenditures, and raise revenue for low-income subsidies without increas-
ing marginal tax rates. A revised tax code that addresses the concerns of the public
while preserving cost conscious incentives would include:

" Extending full preferential health insurance tax treatment to all consumers
that purchase coverage through the appropriate sponsor (i.e., large employer or
Health Plan Store). A requirement to use the appropriate group sponsor would
ensure that the risk of costly illness is fairly spread.

" Capping tax deductions and exclusions at the average of competitive AHP prices
in the lowest quartile (25%) of AHP prices in an area (instead of at the level
of the low-cost AHP). Consumers would be free to spend additional after-tax dol-
lars on health care.

" Allowing those who choose an AHP priced below the tax cap to keep the dif-
ference in a tax-free health bonus account to be used to defray the costs of
copayments, deductibles, and benefits not included in the standard benefits
package or to supplement an individual retirement account.

* Allowing health plans to reward healthy lifestyles and behaviors with contribu-
tions to members' health bonus accounts.

Assuring Choice of Providers
The original managed competition proposals did not limit the type of health care

delivery organizations that would compete in a reformed market. While we continue
to support a marketplace which offers a wide variety of insurance and delivery mod-
els, we acknowledge public concern that consumer choice should not be restricted.
For this reason, every sponsor should be required to offer at least one AHP with
an out-of-plan (e.g., point-of-service) option, which allows enrollees to use non-AHP
providers at increased cost. In the event that no AHP within a sponsor's region of-
fers an out-of-plan option, all AHPs in that region would be required to do so.

UNIVERSAL COVERAGE UNDER MANAGED COMPETITION

Balanced Health security Budget
The original managed competition proposals focused on structural reforms and did

not propose any specific strategy for financing universal coverage. However, as var-
ious financing schemes have been proposed in legislation, it has become clear that
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the financing of health reform has implications for how structural aspects will inter-
act. A managed competition approach to structural reform requires a managed com-
petition approach to financing.

The United States needs to achieve a predictable and acceptable level of health
care spending. In the current environment, spending can not be allowed to exceed
available funding. A balanced health security budget would instill fiscal discipline
into the health care system by guaranteeing that federal health expenditures do not
grow faster than revenue and promoting an honest and explicit debate regarding
these expenditures.

The balanced health security budget can be regarded as a ledger that (1) continu-
ously matches federal revenues to expenses, (2) relates the benefits package to avail-
able financial resources, and (3) relates the benefits package to providers' dem-
onstrated ability to improve function and well-being. Federal health spending cov-
ered by the balanced health security budget would include low income subsidies re-
ferred to as EquiP 1 and 2 (see below), Medicare, and the Federal Employee Health
Benefits Program (FEHBP). The increases in lost tax revenue (tax expenditures) to
the federal government, due to the preferential tax treatment of health expendi-
tures, would also be counted as part of the balanced health security budget, thus
helping to contain the growth in mandated private health security costs.

Under such a system, government health expenditures would be disbursed on a
pay-as-you-go basis, and the health system would move toward universal coverage
in carefully monitored stages. Each year, Congress and the HSC would adjust three
elements of the health care financing system in order to achieve an annual health
budget target. If projected expenditures exceed the rate of increase in the health
budget target, the HSC would recommend to Congress either (1) an adjustment to
the benefits package (the benefits package would be voted on in a manner similar
to the military base closing procedure), or (2) a slowdown of the expansion in low-
income subsidies. If Congress opted to not accept these recommendations, it would
have to appropriate more money to achieve fiscal balance. While it might be pref-
erable to have an explicitly earmarked health tax as the funding source for the bal-
anced health security budget, it may be best to begin with existing sources of public
health care funding. Ultimately, Congress must know what it is spending, who is
covered for which services and the impact of benefits on the health of Americans.

Universal Access as a First Step to Universal Coverage
The best way to achieve universal coverage is through a competitive, premium-

based system with adequate public subsidies for low income consumers, financed
through progressive taxes. Such a system will require several years to be fully im-
plemented and effective. Providers will need time to build high quality health plans,
the government will need time to measure and evaluate progress and accumulate
real savings to public programs from managed competition, and individuals will
need time to understand and avail themselves of the reformed system. If we wish
to build a national system that is sustainable, affordable, and integrated, then we
must introduce significant policy elements carefully, in a way which permits us to
fully understand their effects.

We must first establish a system in which all individuals have access to affordable
coverage-universal access-as a first step towards universal coverage. Such a sys-
tem would help those who need it most (i.e., the poorest individuals through sub-
sidies and individuals and small employers through purchasing cooperatives and in-
surance reform), allow establishment of a truly competitive system, and permit a
smooth transition to universal coverage by, say, 2002 if Congress passes comprehen-
sive health reform in 1994.

Achieving universal coverage in a fiscally realistic manner will require that public
programs are incorporated into a managed competition system and that a true uni-
versal access system is in place. A staging process follows:

STAGE-Equity Program, Part (EquiP 1): A government subsidy program for the
current categorically needy (those receiving AFDC and SSI benefits) acute care por-
tion of the Medicaid program that "equips them to obtain coverage.

Perhaps the greatest and most consistent challenge faced by state governments
in recent years has been the dramatic increase in and unpredictability of costs in
their Medicaid programs. While more states, like the private sector, now look to
managed care as a means of tackling cost and quality problems, little more than
10% of Medicaid beneficiaries are in true managed care programs like HMOs. Re-
form must accelerate this process to instill Financial discipline and to realize pre-
dictability of costs and accountability for quality where neither have existed for
some time. Furthermore, EquiP beneficiaries should have access to the same AHPs
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and standard benefits as the general population to eliminate inequities in the health
care system.

States would be responsible for the administration of their respective EquiP 1pro-
grams, which would be fully funded as of the first year of reform and designed as
follows:

* Because together they are generally regarded as above average risk and should
be explicitly financed to ensure their costs are spread equally, the AFDC and
SSI population would be maintained, at least initially, as a separate risk pool
that is covered by AHPs.

" Each state, or contracted sponsor acting on behalf of the state, would base capi-
tation rates for the EquiP 1 population on actuarially sound estimates of the
average reasonable costs across AHPs of delivering a standard benefit package
adjusted to the special needs of the AFDC and SSI population.

" The federal and state governments would jointly contribute 100% of the price
of benefits for EquiP 1 beneficiaries. States would be required to maintain their
current level of financial commitment to acute Medicaid and uncompensated
care (current expenditures would be trended forward according to Equip 1expe-
rience). Thus, they would be at a relatively greater risk for their AFDC and SSI
populations.

* sing a one-year voucher, the EquiP 1 eligible population could choose from
among participating plans through their own EquiP 1 HelPS during the annual
open enrollment period. For individuals who fail to select a health plan, the
EquiP 1 HelPS would choose one for them.

" Once the EquiP 1 population had experience in AHIPs and its risk could be pre-
dicted and adjusted with relative accuracy it would be served by the local com-
munity HelPS, where the government wouid pay a competitive health status ad-
justed community rate on their behalf. Additional benefits that were not part
of the initial standard benefits package available to the general population
would be added as needed, funded jointly by states and the federal government
and provided by AHPs.

• While personal costs for EquiP 1 beneficiaries should be mitigated so coverage
is within their reach, they, like everyone else, should pay some portion of the
cost of their care to instill a degree of cost-consciousness.

STAGE 2-Equity Program, Part 2 (EquiP 2): A government subsidy program for in-
dividuals below 200% of poverty, and those ineligible for EquiP 1 that "equips" them
to obtain coverage.

The below-poverty uninsured population consist of 10.8 million individuals (28.1%
of the uninsured), while the 100%-200% of poverty umnsured population represents
an additional 12.5 million individuals (32.5% of the uninsured).' In addition to the
subsidy available to everyone through the tax treatment of benefits and the con-
tribution to health insurance by some employers, this population needs further sub-
sidies to have meaningful access to the health system. EquiP 2 eligible individuals
would receive subsidies in the form of vouchers, and would select their coverage
through their local HelPS or large employer, depending upon employment status,
thus minimizing the government's role in the program. Equip 2 funding would be
phased in as funds accrue to the government. The initial subsidization targets would
be full subsidization into the low-cost plan for EquiP 2 eligible individuals below
100% of poverty, and a sliding scale of subsidies for beneficiaries between 100% and
200% of poverty.

Congress should appropriate sufficient funds to subsidize everyone in Equip 2 by
the year 2002. If these subsidies are effective, at least 95% of this population should
be covered by then. If 95% of this population is not covered, Congress would need
to expand the EquiP 2 subsidy program or proceed with some form of coverage man-
date.

The present Medicaid program creates substantial disincentives for returning to
work, since beneficiaries lose coverage after they cross the eligibility threshold.
Combined with the loss of other low-income benefits such as the earned income tax
credit, food stamps, and housing subsidies, this threshold represents a significant
disincentive to earn more. While any scaling of health care subsidies would be an
improvement over the current system the pressing need to tackle welfare reform
in conjunction with, or soon after health care reform, is apparent. To increase incen-
tives or work, the increase in cost of health insurance associated with moving to
a higher income bracket should be minimized. This can best be assured by hasing

I EBRI Analysis of the March 1993 Current Population Survey.
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out public assistance for EquiP 2, at a gradual rate as income increases, and may
require expansion of EquiP 2 beyond 200% of poverty.

STAGE 3--Guaranteeing Sustainable Universal Health Care Coverage

No system which provides for responsible financing can guarantee identical cov-
erage or every U.S. resident. Just as definitions of "full employment" accommodate
known structural deficiencies of the employment market, any working definition of"universal coverage" should allow for known political constraints (e.g., resistance to
mandates) as well as unknown behavioral responses to reform (e.g., possible reluc-
tance of wealthy to purchase insurance). Universal courage might be defined as the
point at which it can be verified that, say, 95% of the population are covered. (We
are currently conducting some analysis that may allow us to be more precise in de-
fining universal coverage.) As reform proceeds, the target percentage could be ad-
justed to reflect the point at which the additional cost of bringing individuals into
the health security system through government means, such as a mandate or in-
creased outreach, is too great for the public to accept. At some point it may make
sense to adopt a policy that uniquely targets care for the residual percentage of un-
insured, rather than devoting limited resources to the difficult and expensive task
of pulling every individual into the general system of universal coverage.

To ensure that universal coverage is achieved within a reasonable timeframe, legis-
lation should include a mandate (compulsory coverage) for the year 2002. If univer-
sal coverage, as defined by Congress has not been achieved by 2002, this measure
would automatically force Congress to implement a mandate unless it took proactive
measures to attain universal coverage by other means, such as increasing the scope
of the Equity Program.

Congress should defer a decision on the nature of the mandate until 2002 to en-
sure that it is the appropriate measure. By then, much will have been gained from
experience with a reformed system; broad low-income subsidies would be at or near
full phase-in; competing AHPs would be functioning; group purchasing and health
insurance reforms would have been in place for some time; and the residual unin-
sured population would likely be less significant in number and different in char-
acter than the presently uninsured population. Only with accurate information re-
garding the number and percentage of uninsured by employment status, income and
demographic groups, geographic location, and health status can an informed deci-
sion be made regarding what type of compulsion, if necessary, would best lead to
universal coverage. For example, if it is primarily low-income, unemployed individ-
uals that remain uninsured it is unlikely that any form of mandate would be effec-
tive; instead, changes to the EquiP program would be required. On the other hand,
if mostly wealthy, non-working individuals were uninsured, a free-rider tax would
probably be the most effective way to achieve universal coverage. Finally, if large
numbers of employed individuals were uninsured, an employer mandate might be
the most appropriate. (Mandates are discussed further in the Appendix.)

Medicare
Medicare recipients should have the opportunity to receive the same universal

standard benefits as the general population, with the same choice of providers and
health plans. Equally, beneficiaries should be motivated to save money and pursue
prevention and health maintenance measures. While reform of Medicare cannot be
immediate since many beneficiaries value the present program, Medicare should ul-
timately resemble the rest of the health care system. The standard benefits package
will be more comprehensive than current Medicare benefits and potentially elimi-
nate the need for Medigap policies. While AHPs should be paid on a Capitated basis
for providing this enhanced benefits package to Medicare beneficiaries, cost-cutting
measures proposed by Congress and implemented by HCFA could continue to con-
trol traditional Medicare expenditures. Medicare would start to be integrated into
a managed competition environment as follows:

* The Medicare population would be maintained as a separate higher risk ad cost
group. During an annual open enrollment period, regional Medicare HelPS
would allow current Medicare beneficiaries to choose between traditional
HCFA-administered Medicare with the present Medicare benefits, and compet-
ing AHPs offering the more comprehensive standard package, including pre-
scription drugs Beneficiaries would have a greater choice of AHPs than present
law permits, including AHPs that offer an out-of-plan provider option.

* For beneficiaries who choose a AHP, the federal government would make a de-
fined contribution toward premiums. Under present law, Medicare risk-contract-
ing HMOs are paid 95% of what HCFA estimates it would have paid for Medi-
care covered services had beneficiaries remained in the fee-for-service sector.
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This system is fraught with problems, including ties to fee-for-service medicine
and the geographic inequities in the distribution of Medicare reimburnsement
that penalizes regions of the country where health care expenditures are lower
and better managed. Whatever future payment iaethodology is used, it should
allow fbr a transition toward a system in which Medicare reimbursement is de-
Ormined by competitive bidding ad consumer cost sensitivity (as In the private
sector), and low cost regions are rewarded for their effectiveness. One such sys-
tem would tie the government contribution to: the average of competitive AHP
bids in the lowest quartile of AHP prices in a Medicare HelPS region, or the
adjusted average per capita cost (AAPCC), whichever is lowest. Once the pene-
tration of AHPs into the Medicare market exceeded a certain percentage, say,
50%, the tie to the AAPCC would be removed.

* Beneficiaries who choose an AHP would be responsible for paying the difference
between the government contribution and the premium cost of their plan of
choice. Present employer-sponsored retiree health benefits that pay for wrap-
around coverage could be redirected to defray the difference between the gov-
ernment's defined contribution and an AHP's premium. Also, employers and re-
tirees might agree to reconfigure retiree health benefits into a defined contribu-
tion, added to the government contribution, so that those who join AHPs receive
the savings derived from their purchasing decisions.

" Beneficiaries that age into the Medicare program would be encouraged to con-
tinue obtaining standard coverage from AHPs.

* Eligible low income Medicare beneficiaries would continue to receive premium
and cost-sharing assistance through EquiP 1 or 2.

* The present policies that impede HMOs from participation in the Medicare risk
contracting program would be aggressively reduced with a significant shift to-
ward policies that develop Medicare-oriented AHPs and encourage them to com-
pete to serve beneficiaries.

As AHPs find ways to improve efficiency, they should be able to offer rates that
are at or below the contribution set by government, even though they offer a richer
standard benefits package. The opportunity to obtain more benefits at no additional,
or only lightly higher cost, as well as continuity of care through primary care phy-
sicians, reduced paperwork, and the elimination of the need to purchase a Medigap
policy, should motivate Medicare beneficiaries to join AHPs. However, present Medi-
care beneficiaries who place more value on the fee-for-service alternative could re-
tain the opportunity to stay in the current system.

As AHPs succeed in lowering their costs below fee-for-service Medicare program
costs, and more Medicare beneficiaries choose to enroll in AHPs, the federal govern-
ment would achieve significant savings.

CONCLUSION

We can only achieve the required broad-based support for health care reform if
we avoid rash, complex, and untested strategies. Federal reform measures must be
sufficiently flexible to adapt to whatever new behaviors emerge in response to the
changed health care environment. They must not preempt our ability to adjust key
elements of the financing system as we learn more about what works. It would be
foolhardy to guarantee universal delivery of a rich package of benefits only to find
ourselves bankrupt before the decade expires, thereby undermining every Ameri-
can's ability to receive needed health care.

Managed Competition II is offered as a pragmatic approach to achieving universal
coverage. If its concepts are ultimately selected as a template for reform, then sev-
eral key elements of MC II are necessary if the integrity and effectiveness of the
proposal are to be preserved:

(1) Staging of health care reform with the attainment of universal coverage
by a specific date that allows a sufficient time interval for the development of
a lasting health care system.

(2) Establishment of a health system based on consumers choosing between
accountable health plans which compete on both price and quality.

(3) Promotion of cost, quality and health-conscious decisions by consumers.
(4) Obligatory purchasing of health plans through group sponsors including

Health Plan Stores and large employers.
(5) A public program of equitable health care with the same incentives and

benefit choices as the private sector.
(6) A balanced health security budget with pay-as-you-go financing of public

health expenditures that prevents unfunded health care entitlements and in-
stills fiscal responsibility.
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It is our desire that Managed Competition Ii will expose to public and political
scrutiny thi interplay between funding, benefit levels, id health care effectiveness.
It is designed to expedite access to affordable insurance coverage to every American,
and provide a mechanism for sustaining universal coverage far into the future, re-
gardless of shifts in the political mood, advances in technology, or changes in public
needs. National health care reform can not hope to fix on a perfect financing for-
mula in 1994; it nmst put in place, instead, prudent mechanisms for experimenting
with, learning from, id responsibly managing our health care economy for the long
term.

ACCOUNTABLE HEALTH PLANS (AIPs) - "The Providers"

AHPs are the 'engines of reform' and would shift the emphasis in health care from disease and
intervention to prevention and weleu. APs ame organization thi:

0 Bod, finac and deliver the full range of a nationally defined package of health benefits.
* Ar, wcountable to the public for saisfactmio of their umber and the effect of their

services on nmnbea' health.
* Comply with etblised solveny and undeawriting standards, iclu ng community

rating and guaranteed issue and renewal provisivas.
* Adhere to uWform dat reporting requienmts as established by a Health Security

Commisson.

SPONSORS - "The Health Pl* Store"

Large employers, government, and Health Plan Store (HelPS - fi rmety known as HPPCs, Health
Alliances) would all act s sponsors that facilitate individual choice of health plan. In general the role of
the sponsor is to:

* Providi!; information and incentives for individuals to choose among competing AHPs.
* Pool ri!;' and achieve economies of scale in purchasing.
* Set rules to assure equitable coverage of all members of the sponsored group.

STANJDARD BENEFTS - "The Me ae of Universal Coverage"

A standard beefit-packlg would:

* Provide a basis for defining service to be mad& universally available to all Americans,
and put private and government programs on the same votingg.

• Faciliate side-by-side comparison of AHPs (increasing elasticity of demand), and
promote efficiency through standardized claim forms and issuing required ts.

• Be continuously amended by the HSC and approved by Congrs through a process
insulated from inordinate political interference.

• Be based on scientific documentation of efficacy, including cost-effectiveness.

TH; HEALTH SECURITY COMMISSON (IC) - "The Referee"

The HSC would be an independent federal agency to guide, oversee, and facilitate a transition to a new
health system. HSC powers and responsibility would be explicitly limited in legislation to:

0 Recommending a standard benefits package to Congmss.
S Re meums to balance the health security budget (see below).

* Cordminattg a ndardmd data reporting system.
* Setting standards for and licensing AHPl and HelPS.
* Disseminating information and making recommeondti on risk adjustment.
* Entering into agmemests with state govermenmu to admistr appropriate regulations.

Table 1: Core Elemm of Managed Competitiom that Remaln Uncha ged

APPENDIX: DISCUSSION OF MANDATES

Combination of Mandates
A combination of employer and individual mandates, as outlined in Table A-I,

best builds on the current employment-based system, ensuring that the 99% of corn-
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panies above the 100-person threshold currently offering coverage to their employ-
ees would continue to do so.

E ,yeTr Mmauf or LaWEa rJym

All employers with mon.thin 100 employees would have to offer a choice of MIN
offenn the stdard health bcut us pakW to employces who work more thn 30
hours per wek, and their depends. Employer would be required to make a
detflsd contribution of a minimum of, say 50% of the price of the low cost plan to
the health can przeum of their emplyees To minimize employment effms, the
mandstd cotribution requremmt would be phae in over a period of time. A
prorated contribution would be required for part-ime work who worked more than
1,000 hours per year and a payroll tax of X% would be paid for workers who work
1.000 hours or less.

To assuage effects on employers near the HelPS thrshold size, there would be a
gradation of their faincial obligation in accordance with firm siZe. These employers
would not be relieved of their obligation to offer standard health care benefits.

lMdidual Mawkae for s&t luaLs and Sial REnpoyen

* Part-time workers (not otherwise covered) workig 1.000 hours or less per annum for
an employer with more than 100 employees and all individuals (not otherwise
covered) not employed or those employed by fums with less than 100 employees
would be obliged to purchase coverage through their local HelPS.

0 At the direction of their employees, small employers would be required to make a
monthly payroll deduction and send the amout to the appropriate HelPS.

To the extent that large businesses compete with small businesses in the same
industry, employee compensation packages would differ, but since a mandate would
exist in both sectors, total compensation in any individual firm should not be dif-
ferent. However, if employees do not recognize the trade-off between wages ad bene-
fits, small employers would have a hiring advantage. A combination of employer and
individual mandates would increase the incentives for firms to game the threshold
by engaging in such actions as hiring 'temporary personnel and splitting companies
into separate entities. However, this may be mitigated by phasing in the percentage
requirement with firm size.

Low income is the major detect in access to health insurance, not size of firm in
which one is employed.Therefore, for a combination approach to be equitable and
efficient, the subsidization formula used must be consistent across mandate environ-
ments, and tied to income level (as in the EquiP program), not employment status.
Individuals eligible for EquiP subsidization would use their vouchers either through
their large employer or the HelPS to defray the cost of coverage. If, on the other
hand subsidies under the employer mandate were targeted at employers, as o
posed to individuals, the employer mandate portion of the combined mandate would
represent an inequitable and inefficient financing mechanism, and would result in
the reallocation of labor on the basis of the subsidies available (so-called sorting).

The most expedient, efficient, and politically viable way to enforce the individual
portion of the mandate would be through a free-rider tax. Individuals choosing not
to purchase coverage would be required to pay a tax; Advantages of a free-rider tax
are that it could be progressive and enforced by the IRS. The free-rider tax would
be equal to a fixed amount plus a penalty that would be directly proportional to in-
come. While such an enforcement strategy would not perfectly attain universal cov-
erage, it would go a long way towards ending the free-rider problem while minimiz-
ing societal and economic dislocation.

Some proposals have embraced employer mandates and subsidies targeted at
firms because they allow the government to shift some of the burden of public pro-
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gams onto employers and create the perception that no one is paying the price.
While fiscally attractive to the government, this type of mandate perpetuates cost-
shifting, and causes the most economic dislocation because it effectively raises the
minimum wage in many firms. To the extent that employers were unable to take
the additionalcosts of health premiums out of wages, an employer mandate would
cause some unemployment especially in firms not currently offering coverage and
in firms with low wage workers.

Individual Mandate
If individuals are targeted to receive low income subsidies to make those subsidies

more explicit, efficient, and equitable, a mandate targeted at individuals makes
sense as well (see Table A-2). An individual mandate could be easily and quickly
implemented without disrupting present purchasing arrangements. It would satisfy
those who believe the ultimate obligation to purchase health care should be on the
individual, not the employer, id that health care coverage should be divorced from
employment status.

* All individuals would be requid to pxwums ovm a of the date of
implemenatiOn, or pay a fr-rider ax.

* Ali employers, while not required to finance coverage, would be required to offer
coverage, either through the HelPS if they have fewer than 100 employees, or directly
for large employer.

0 Voucher eligibility and preferential tax treatment would be contingent upon purchasing
coverage through the appropriate sponsor.

The greatest potential disadvantage of an individual mandate is the risk that
companies that are currently active, value-based health purchasers will cease these
activities, and will perform the minimum duties necessary to fulfill the obligation
to offer coverage. It is not possible to predict the extent of this behavior. However,
business leaders suggest that competitive forces in the labor market may be suffi-
ciently strong to maintain an active employer role, especially if there is a stipulation
that predicates tax-preferred treatment of health expenditures on purchasing
through the appropriate sponsor (the large employer for its employees). In addition,
in a mandated environment, employees will value health purchasing that maximizes
the wage portion of their compensation and secures quality health care. Employees
of large firms without access to HelPs will look to their employers for purchasing
expertise, since most employers purchase coverage for employees today If large em-
ployers prove to be inefficient purchasers, it would be possible for employees to pres-
sure their employers to go to secondary purchasers such as purchasing coalitions,
to purchase coverage.

Another potential serious disadvantage of an individual mandate is that upon
passage, all individuals might demand access to HelPS. It is unlikely that Congress
would have the political will to deny this. If the public then demanded that HelPS
exercise greater control over the cost of health care, the result could be slow, but
steady progression toward covering a great majority of the population through the
HelPS-leading to regulation and possibly a single payer system. To some extent,
competing HelPS should mitigate this danger.
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STATEMENT OF THE AMERICAN ACADEMY OF OPHTHALMOLOGY

INTRODUCTION

Mr. Chairman and members of the Committee: Good day. My name is Allan Jen-
sen. I am an ophthalmologist in private practice in Baltimore and Secretary for Fed-
eral Affairs of the American Aca emy of Ophthalmology.

On behalf of the Academy's 19,000 ophthalmologists-physicians who provide pri-
mary and comprehensive medical and surgical eye care, I am pleased to have this
opportunity to present this statement.

The Academy supports the highest level of quality eye care afforded to each Amer-
ican. The organization's perspectives on quality of care can be found in its endorsed
policies and positions, namely the Academy's Preferred Practice Patterns, which de-
scribe desirable practices to promote and provide for a more comprehensive quality
of care.

However, the economic and political realities have pressed for an evaluation of
what is considered a "basic" or more "minimal" level of care in order to assure finan-
cial access to coverage for every resident in this country. The difficulties in provid-
ing for the highest and most comprehensive level of health care for everyone have
been pointed out by decisionmakers in the government and other public arenas. So-
ciety has acknowledged that it cannot provide all care to all the people all the time.Therefore, to reach the goal of universal coverage, a level of care or benefits has
been proposed. This is not an aspirational level of care; this is not a highly com-
prehensive lcvel of care intended to discover all risks or signs of disease for eachSatient. This proposed level of care has been defined as a level of care that can be
feasibly provided to all, with public funds covering all who cannot afford it on their

own. For fitting this specific purpose, the Academy has developed this proposal for
a core eye care benefit package to provide a broad range of eye care services.

This proposal provides for a more cost-effective solution than is provided for in
the current, fragmented system because it specifies coverage of appropriate and ef-
fective care at periodic intervals as needed. ltdoes not promote routine annual eye
exams in the absence of risk factors, symptoms or signs of eye disease because they
have not been proven cost-effective. Increased access to preventive care at appro-
priate intervals and timely, effective treatment should result in better health and
reduce overall costs of disease treatment.

BACKGROUND

Eye care is an integral component of health care and contributes to the well-being
and daily functioning of American citizens. Vision is the principal pathway for
learning for the young, and primary means of communication for adults. Vision is
vital for acquiring skills and maintaining optimal performance in today's high tech-
nology society.

Disorders and diseases of the visual system are widely prevalent. More than 100
million Americans have or could benefit from spectacles, and one-third of all Ameri-
cans have a medical or surgical disease of the eye and visual system. Nearly 11.5
million persons in the U.S. suffer from vision impairment to some degree, and half
a million are unable to lead normal, productive lives. There is still a great need for
eye care services. It is estimated that approximately half of all cases of blindness
could be prevented if patients were to receive current treatment in a timely manner.

Tremendous strides have been made through ophthalmologic advances in the de-
tection and treatment of eye disease. Advances in the treatment of cataracts, dia-
betic retinopathy and glaucoma have enabled many millions of Americans to retain
visual function and lead productive lives. Treatments that prevent visual loss and
disability produce significant savings to society. For example, early detection and

(119)
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treatment of diabetic retinopathy is estimated to cost $966 a year for saving the
sight of each person, compared with an average annual cost of $6,900 in social secu-
rity disability payments, and if the federal government were to pay all the costs of
an early screening and treatment program, the net annual savings would be $103.5
million.

Ophthalmology, as part of the medical profession, is dedicated to the basic pur-
pose of patient care of enhancing the health of an individual person and society
through early diagnosis and timely treatment of ocular and systemic disease proc-
esses. The ophthalmologist views each patient as a complex, integrated human
being with other medical conditions, with the ultimate goal of promotion of health
of the whole person.

Core eye care benefits should be considered together with other medical care ben-
efits because of the close interrelationship between the eye and other organ systems.
The eye is a microcosm of the whole body and inextricably affected by systemic dis-
ease processes. Signs of a systemic disease might be first detected during an eye
examination. Diabetes, hypertension, AIDS, many brain tumors or disorders of the
brain, hematological or immunological disorders can often be detected first through
ocular signs. Medications prescribed for systemic diseases could have untoward and
undesirable side effects on the eye and visual system, and vice versa. For example,
medications commonly used to treat glaucoma such as beta-blockers have effects on
the cardiac and pulmonary systems. In the treatment of immune diseases or res-
piratory diseases, the use of steroids might induce eye diseases such as cataracts
or glaucoma.

DEFINITION OF CORE EYE CARE BENEFIT PACKAGE

In order to ensure every American equal opportunity to good vision and eye
health, core eye care services should be made accessible for all, regardless of his/
her ability to pay. The core eye care benefit package includes the following:

For healthy patients with no known eye disease:
(1) preventive vision screenings and eye health screenings for children;
(2) refractive examinations for children and adults as needed;
(3) preventive basic eye evaluations for adults;
(4) periodic comprehensive eye examinations for children and adults in gen-

eral population; and
(5) periodic comprehensive eye examinations for groups at high (statistically

greater) risk for developing eye disease.

For patients with eye disease (children and adults):

(1) periodic comprehensive medical eye examinations and other medical eye
exams, including consultant and referral services;

(2) medical testing and diagnostic services, including laboratory and imaging
services;

(3) medical treatment of eye diseases on an inpatient, outpatient hospital or
ambulat9ory facility basis, including emergency health services;(4) surgical evaluation and treatment on an inpatient, outpatient hospital or

ambulatory facility basis, including emergency health services; and
(5) follow-up and monitoring.

FUNDAMENTAL SERVICES

The fundamental services provided in the core benefit package are described as:

(1) vision screening and eye health screening;
(2) a refraction;
(3) a basic eye evaluation;
(4) a comprehensive eye examination; and
(5) medical and surgical services.

Patient education is an essential component of preventive services to provide pa-
tients with information on how to avoid eye injuries, reduce risk factors for disease,
develop healthier behaviors and promote the benefits of early disease detection. For
care to be optimal, patients need to be made aware of the importance and benefits
of early detection and treatment of eye diseases and conditions, and take more re-
sponsibility for their own health.

There are two kinds of eye screenings. The vision screening consists of a testing
of distance Snellen acuity with the patient utilizing the current spectacle correction
(if any) for the purpose of detecting visual problems. It is not a truly diagnostic pro-
cedure and cannot detect all visual problems nor identify their causes. The screen-
ing is usually performed efficiently, as accurately as possible and at the lowest cost
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in order to serve the general population. It is most useful on a periodic basis for
detecting visual problems in the pre-school and school-age population. An eye
health screening consists of a vision screening with a general, brief history of any
symptoms or previous eye diseases, and an abbreviated evaluation of the pupil, ocu-
lar alignment and motility, and the fundus. This does not require dilation of the
pupil and could involve an ophthalmoscopic examination and intraocular pressure
measurement. This is useful in a pediatric population where risks of developing eye
disease are fairly low, but where more common eye conditions can be screened
through simple testing (strabismus and amblyopia). These screenings can be- per-
formed by a variety of providers.

A basic eye evaluation consists of a general history of the patient, complete his-
tory of eye symptoms or previous eye diseases and an evaluation of the gross ana-
tomic and physiologic status of the eye. This would include a slit-lamp examination
and ophthalmoscopic examination, and may or may not include dilation of the pupil.
Testing of extraocular muscle motility, including a determination of visual acuity,
measurement of intraocular pressure and a pupillary evaluation would be included.
The basic eye evaluation should be performed by a qualified eye professional defined
as one having the competence to take and evaluate an appropriate systemic and eye
history, to recognize risk factors, indications by family history and systemic condi-
tions, signs and symptoms of eye disease and conditions and to perform and inter-
pret the components of the evaluation.

A comprehensive eye examination is a more thorough medical exam, and con-
sists of three major components: medical history, history of any eye conditions and
evaluation of anatomic status and physiologic function. A thorough history collects
demographic data, past history, other systemic conditions, use of systemic and topi-
cal medications and other relevant information. During this process, information
about the patient's general health status and any systemic symptoms are evaluated
and interpreted. The evaluation of the anatomic status of the eye focuses on three
major area: lids, lashes, lacrimal apparatus, orbit and other pertinent features; an-
terior segment, including the conjunctiva, sclera, cornea, anterior chamber, iris, lens
and posterior chamber; and posterior segment, including the retina, vitreous, uvea,
vessels and optic nerve. Examination of the posterior segment is best performed and
usually done through a dilated pupil and examination with a direct and indirect
ophthalmoscope. The evaluation of physiologic function includes, but is not limited
to the following: measurement of visual acuity with present correction, measure-
ment of best corrected visual acuity obtained by refraction, testing of ocular align-
ment and extraocular muscle motility, evaluation of pupillary status and measure-
ment of intraocular pressure. An ophthalmologist, by virtue of his or her M.D. or
D.O. training, has the level of skills and knowledge to assess and interpret general
medical history and examination, ocular and systemic signs and symptoms related
to the patient's condition, and the competence to perform and evaluate this exam-
ination.

A refraction or examination specifically directed towards prescription of correc-
tive lenses is defined as a fundamental service for the core benefits and should be
covered when indicated by a change in the patient's visual function. A diagnostic
refraction is an integral part of a comprehensive eye examination that is indicated
at appropriate intervals throughout a patient's lifetime. A refractive exam consists
of a quantitative measurement that yields the data necessary to determine the best
visual acuity with corrective lenses and to prescribe these lenses. A refraction con-
stitutes a significant component of eye care to the public. Because it is nearly uni-
versally applied to the general healthy population and its costs can be well-quan-
tified, it is not normally considered as an insurable risk. For example, under the
Medicare program, refractions have not been routinely covered, and the Academy
supports this decision. However, as health care reform seeks to develop a more com-
prehensive health benefit package, and as refraction is an important component of
total eye care and valued by the American public, it is included in this core eye care
benefit package. A refraction is not recommended routinely in the absence Z(fvisual
symptoms and is not necessarily required more often than outlined in the program
of basic and comprehensive examinations. To assure good vision and eye health, any
patient who perceives that his or her vision has decreased should be evaluated.
These services would not necessarily include any other screening or basic examina-
tion.

Medical and surgical services include ordering and performing of appropriate
supportive testing, prescription of pharmacologic treatment, performance of other
medical procedures, evaluation for surgical treatment, performance of surgical pro-
cedures, including laser surgery, delivery of post-operative care, follow-up and mon-
itoring of patients with eye diseases. An ophthalmologist, by virtue of broad medical
expertise, schooling in diagnostic abilities and clinical decisionmaking in general pa-
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tient management, and specialized medical study of the visual system and training
in the broad range of treatment methods, should perform medical and surgical serv-
ices for the diagnosis and treatment of eye diseases.

ELEMENTS OF THE PACKAGE

The following briefly describes the schedule for periodic preventive eye examina-
tions for children, adults and high-risk groups with more detailed tables available
upon request.

Children:
For all children, early comprehensive eye examinations are important to de-

tect or evaluate inborn or congenital eye abnormalities and those associated
with prematurity. These include fixation preference, ocular misalignment or oc-
ular diseases leading to amblyopia, cataracts, glaucoma or tumor. There should
be an eye health screening when the baby is in the nursery and at six months
of age. There should be an eye health screening at approximately 3 years and
5 years of age. An initial comprehensive eye examination should be performed
when a child is between three to and 5 years of age. Between 7 to 18 years,
children should have an eye health screening, and receive vision screenings at
ages 8, 12, 14 and 18 years.

Adults:
For the general adult population without symptoms or other indications be-

tween the ages of 19 and 39 years, an initial comprehensive eye examination
is indicated. In the absence of risk factors, symptoms or other indications, these
healthy adults do not require routine annual evaluations. African Americans be-
tween the ages of 20-39 years old require a comprehensive eye examination
every 3 years, because of a higher incidence and more aggressive course of glau-
coma. All adults aged 40 to 64 years old should have a basic eye evaluation
every 2 years, and adults over 65 years old should have a basic eye evaluation
every year. All adults should have a comprehensive eye examination once be-
tween the ages of 40 and 60 years and once around the age of 65 years. A com-
prehensive eye examination should also be performed when indicated by risk
factors, signs or symptoms.

High-Risk Groups:
For patients, both adult and children, at high (statistically greater) risk to de-

velop eye diseases, such as having a systemic disease associated with eye prob-
lems, use of systemic medications with ocular complications, history of risks of
eye injury due to vocation, or family history of eye disease, the frequency and
intensity of examination should be increased to detect the onset of vision-threat-
ening diseases as promptly as possible. Comprehensive eye examinations should
be provided at appropriate intervals, with frequency depending on the risks en-
countered, the patient's condition and likelihood for detecting onset of disease
as determined by clinical judgment.

Patients with Eye Symptoms and Diseases"
Patients who have signs or symptoms may first be identified through an ini-

tial screening or eye health screening. After a screening, children warrant a
comprehensive eye examination if they have abnormalities upon exam; signs or
symptoms of eye problems by history; multiple health problems, systemic dis-
eases or use of medications associated with eye disease; relevant family history;
or health and developmental problems that make screening difficult.

The following eye symptoms or systemic diseases warrant referral for a prompt
comprehensive eye examination: failure to achieve normal visual acuity in either eye
unless cause of impairment has been m medically confirmed by prior examination and
visual acuity is stabilized, significant eye injury or eye pain, flashes of light, recent
onset of floaters, halos, transient dimming or distortion of vision, obscured vision,
loss of vision or pain in the eye, lids or c- ' 'ts, double vision or excessive tearing,
loss of any part of the visual field, abnormalities in the transparent media of the
eye or in the fundus or optic nerve head; tumor or swelling of eyelids or orbit, pro-
trusion of one or both eyes, inflammation of lids, conjunctiva or globe, with or with-
out discharge, strabismus, abnormal intra-ocular pressure, diabetes mellitus, eye ab-
normalities associated with thyroid disease, HIV-positive patients with ocular symp-
toms and all patients with AIDS.

Individuals with acute eye symptoms should have a prompt comprehensive eye ex-
amination and appropriate follow-up visits. For patients with defined eye diseases
or decreased visual function, appropriate medical and surgical services should be
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provided for diagnosis and treatment of their conditions. These services should meet
the test of medical necessity and reasonable provision of care, based on current
practice guidelines, and should be provided by qualified professionals. Patients with
chronic eye diseases should be evaluated periodically, with the frequency of visits
depending on the severity of the condition, the response to therapy and the potential
for disease progression.

CONCLUSION

In closing, the Academy believes that access to appropriate and timely eye care,
asprovided for in this benefit package, will result in better health for Americans
and reduced overall costs for disease treatment. We recommend the use of the Core
Eye Care Benefit Package to ensure that the resources allocated for eye care under
any health system reform proposal are used effectively and cost-efficiently.

We thank the members of the Committee for their attention to this issue and we
appreciate the opportunity to present this statement to you.

STATEMENT OF THE AMERICAN ASSOCIATION OF ORAL AND MAXILLOFACIAL SURGEONS

I. INTRODUCTION

The American Association of Oral and Maxillofacial Surgeons (AAOMS) appre-
ciates the opportunity to submit this statement for the record and convey our views
on the Health Security Act of 1993.

The AAOMS, founded in 1918, represents more than 6,000 oral and maxillofacial
surgeons, and is one of the oldest surgical specialty organizations in the United
States. Oral and maxillofacial surgery (OMS) is the surgical specialty of dentistry
that deals with the diagnosis, and surgical and adjunctive treatment of diseases, in-
juries, deformities, defects and esthetic aspects of the oral and maxillofacial regions.

An oral and maxillofacial surgeon is a dental school graduate who has completed
a postgraduate hospital residency in an accredited oral and maxillofacial surgery
training program, including a core surgical year. This year of comprised of rotations
in internal medicine, general surgery and anesthesia services. In addition, she or
he completes a minimum of 30 months of surgical halting focused in the maxillo-
facial region. Oral and Maxillofacial surgeons heat a significant number of patients
in an outpatient setting. Their expertise in this area includes in-depth knowledge
of ambulatory general anesthesia and sedation, gained through residency hating
and an in-office evaluation program required by the specialty. The AAOM is dedi-
cated to continuing education, clinical research, and quality of patient care in the
field of oral and maxillofacial surgery.

The AAOMS has been progessive in its endeavors to advance the specialty of oral
and maxillofacial surgery. Through the establishment of the Oral and Maxillofacial
Surgery Foundation, the specialty has committed itself to continuing improvement
of patient care through support of education and research. The OMS has raised
more than $5.1 million for the Foundation's Endowed Research Fund to ensure the
long-term availability of funding for research in oral and maxillofacial surgery. In
the past two years alone, the OMS has awarded $380,000 to research applicants.

Furthermore, the AAOMS has been in the forefront of the health care field as one
of the first specialties to develop parameters of care. The establishment of these pa-
rameters provides a means to assess the appropriateness and quality of treatment
to patients heated by oral and maxillofacial surgeons. This represents the strong
commitment to patient care and accountability of the specialty of oral and maxillo-
facial surgery.

The AAOMS was one of the eighteen specialties examined in Phase I of the Har-
vard Resource-Based Relative Value Study. Since then the AAOMS has worked
closely with Harvard, the Physician Payment Review Commission and the Health
Care Financing Administration to refine the Medicare payment system.

II. AAOMS POSITION AND VIEWS ON HEALTH CARE REFORM

In viewing the development of health care policy, the AAOMS has identified some
issues with respect to health care reform legislation of critical concern to oral and
maxillofacial surgeons.

The most important issue for any health care provider is to assure that patients
have access to care, and that providers have the ability to provide it as well and
as efficiently as possible. With that in mind, our central concern is that any health
care reform plant not permit discrimination against oral and maxillofacial surgeons
because of their academic degrees in dentistry.
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Degree of provider discrimination occurs when a licensed and highly trained oral
surgeon is subjected to diminution of authority, refusal of reimbursement, or restric-
tion in providing services solely on the basis on his or her academic degree. These

practices by third parties are detrimental to the effective delivery of health care.
is can result in preventing the public from receiving care from the health care

provider most experienced and skilled in handling the needed procedures. This ulti-
mately translates to increased costs to the consumer and a lower quality of health
care.

Degree Recognition
Oral and maxillofacial surgeons have a long history of providing care for trauma.

Yet, over the years, other oral and maxillofacial surgeons have encountered health
plans that limit our participation or reimbursement because we have a dental de-
gree and not a medical degree. For instance, there are plans which cover treatment
for a fractured jaw, but only when the services are provided by an M.D., even
though it is a procedure for which we are trained and licensed.

Oral and maxillofacial surgeons have also been discriminated against by plans
that permit a non-M.D., such as an oral and maxillofacial surgeon, to provide treat-
ment, but then reimburses the provider at a differing rate because of their academic
degree. This arbitrary distinction has nothing to do with the provider's ability or ex-
perience and therefore should not be permitted. We believe that no health care re-
form legislation should permit managed care plans to discriminate against health
care providers, in the areas of participation or reimbursement, because they hold
or do not hold one type of academic degree. This problem is widely recognized at
the state level, where 46 states have enacted legislation prohibiting discrimination
based on the academic degree of the provider.

This concept of equality between oral and maxillofacial surgeons and M.D.s, and
prohibiting degree of provider discrimination is endorsed not only by the AAOMS,
but by the Medicaid and Medicare systems with their adoption of a physician defini-
tion that includes oral and maxillofacial surgeons, and by 46 states. In implement-
ing the Resource Based Relative Value Scale in the Medicare payment system, the
1989 Omnibus Budget Reconciliation Act dictated equal payment for the same serv-
ice regardless of provider academic degree. That mandate has been specifically and
repeatedly endorsed by Congress, the Physician Payment Review Commission, the
Health Care Financing Administration and Harvard during the past five years.

Degree of Provider Protection and The Health Security Act
As proposed, the Health Security Act recognizes the importance of prohibiting de-

gree of provider discrimination. Its definition of health care providers and health
professional services encompasses individuals legally authorized by states to deliver
health care services. By not distinguishing between M.D.'s and other health care

providers, the Act would prohibit some forms of discrimination. In addition, the Act
prohibits health alliances and health care plans from discrimination against the mix
or anticipated need for health professionals.

However, by not explicitly prohibiting degree of provider discrimination, the Ad-
ministration's proposal does not adequately address our concerns.

We believe the Health Security Act of 1993 should prohibit state, regional or cor-
porate health alliances or other plans from discriminating in employment, contract-
ing, participation, reimbursement, or indemnification against a doctor of dental sur-
gery or of dental medicine who is acting within the scope of the dentist's profes- A

sional license under applicable State law, solely based on the academic degree of the
provider.

This language does not require a plan to reimburse oral surgeons or any type or
category of provider. Moreover, the language would not prohibit a plan from limiting
the number and type of health care providers, and would not require that any addi-
tional or related services by covered. Rather, the language merely prohibits a plan
that already provides coverage for certain services (e.g. surgery for a jaw fracture
as a result of an automobile accident) from discriminating against an oral or maxil-
lofacial surgeon solely because he or she is a dentist who is licensed to perform such
services and not a medical doctor.

Hospitalization of Patients
As oral and maxillofacial surgeons, we, like other doctors, have patients who vary

in their physical condition, medical history and pain tolerance. To provide our pa-
tients with the highest quality of care, the least amount of risk or discomfort, we
must have the authority to hospitalize patients when their raedical condition so dic-
tates. This authority currently exists in virtually all U.S. hospitals accredited by the
Joint Commission on the Accreditation of Health care Organizations (JCAHO).
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We believe that the needs of the patient and the experience, training, and ability
of the health care provider should be the critical factors that determine plan partici-
ation and reimbursement policies. Our specialty is unique in its training curricu-
um and its scope. We bridge the disciplines of dentistry and medicine. ur scope

of practice encompasses dental and medical procedures, and although the distinction
between which procedures fall under what heading is at times clear cut, at times
there exists a significant overlap. Oral and maxillofacial surgeons complete dental
school, at least an additional four years of residency, and have clinical experience
in medicine, surgery and anesthesia.

As surgeons, nearly all of us work in a hospital setting, and are subject to each
hospital credential committee's high and stringent standards that are based on the
JCAHO. Education, training, experience and quality assurance ensure that patients
receive the best care from the best qualified individuals.

III. COVERAGE OF ORAL AND MAXILLOFACIAL SURGERY SERVICES

Obviously, the issue of cost will likely determine what is included in the final ver-
sion of any health care reform legislation. At this time, the AAOMS does not have
sufficient information on the parameters of the Health Security Acts benefit plan
to provide the Subcommittee with specific recommendations on which oral and max-
illofacial surgery procedures should be covered. However, we have reviewed the pro-
visions of the Administration's proposal and believe the following critical procedures
performed by oral and maxillofacial surgeons should be considered as included in
the plan's comprehensive benefit package:

I. Anesthesia
The specialty of OMS pioneered the delivery of outpatient anesthesia, over forty

years ago. Through a continuous process of refinement of existing techniques and
the adoption of new procedures, fully 75 percent of OMS care is now delivered in
the outpatient setting. Sedation and general anesthesia form the cornerstone of our
ability to provide this public service. We believe that this medical service should be
included in any basic health care package.
2. Birth Defects, Growth, and Development Problems

We subscribe to the notion that there is little as important as providing optimum
care to the young among us. We therefore believe that any congenital defects must
be addressed as expertly and expeditiously as possible so that all can become fully
participatory in our society.

An example of some of these defects are cleft lip and/or palate, facial clefts,
hyperplasia, hypoplasia, aplasia, neoplasia, hypertelorism, dystopia, Crouzon's syn-
drome, Apert's syndrome, Treacher-Collins syndrome, or identified by other descrip-
tive terminology.

Similarly, we adhere to the belief that those among us who suffer growth and de-
velopment problems resulting in not just stunted physical development be granted
the same opportunity of care.

Our ability to correct the function of the facial skeleton as well as the correction
of hard and soft tissue deficiencies. secondary to congenital and acquired defects
should be an integral part of any basic health plan.

3. Trauma
Trauma remains a major health and social issue in the United States. Every year,

hundreds of thousands of people of all ages sustain facial injuries from automobile
and bicycle accidents, athletic activities, or altercations. Many of these injuries are
maxillofacial fractures-fractures of the lower jaw, upper jaw, palate, cheek bones
nasal bones, bones surrounding the eyes, or combinations of these types of facial
fractures.

Our involvement in facial trauma is all inclusive. Such facial trauma all too often
causes significant oral disruption resulting at times in serious interference with
one's ability to masticate, swallow, breath, smell and see. Treatment of these pa-
tients often requires hospitalization and the skills of professionals trained in trauma
management. The patient may have chronic pain, and those with extensive residual
defects frequently become emotionally impaired. Due to tissue loss, subsequent re-
constructive procedures are often necessary to allow the patient to re-enter society
expeditiously and fully functional.

The principles of treatment of a facial fracture are the same as for a fractured
arm or leg. The parts of the bone must be aligned (reduced) and held in position
(fixed, stabilized) long enough for healing to occur. This may require six weeks or
more, depending upon the patient's age and the complexity of the fractures, When

83-17494-5
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fractures are extensive, multiple incisions to expose bones in order to employ a com-
bination of reduction and fixation techniques (e.g., wiring or plating) may be needed.
4. Pathology

Pathology of the maxillofacial region includes tumors, both malignant and benign,
and infections of odontogenic (dental) and non-odontogenic origin. Pathology also in-
cludes disorders of the temporomandibular joint, which often result in severe pain
and dysfunction. The disabilities resulting from a dysfunction of this joint are no
different than those emanating from joints anywhere else in the body. Again, the
reconstruction of any anatomical disruption resulting in dysfunction is an indivisible
part of therapy.

Finally, we endorse the view that reconstruction of deformities or disease condi-
tions resulting from prior surgery should be treated the same as other surgical to
or therapeutic procedures.

IV. CONCLUSION

Oral and maxillofacial surgeons also perform other outpatient dental procedures,
which are normally covered under dental insurance policies, and are not included
in our recommendations for health care reform.

The AAOMS is currently evaluating the development of a more specific list of
prioritized OMS services. Such a list could be relevant to the determination of which
OMS procedures should be included in a standard benefit package. As Congress pro-
ceeds in its deliberations of any health care reform legislation, including the Health
Security Act of 1993, the AAOMS will be available to discuss the specific details of
the health care plan with the members of the Senate Finance Committee.
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PHYSICIAN

PAYMENT REVIEW

COMMISSION

CHAFER 9

PAYMENT TO LIMITED LICENSE PRACITrIONERS

Under the Omnibus Budget Rwondiliaion Act of 1989, Medicare will pay for physicians'
services under a fee schedule based on resource costs. This fee schedule will apply not
only to doctors of medicine (MDs) and ostepathy (DOs) but to limited license
practitioners (LLPs) defined as physicians* under the Medicare statute, specifically, as:

o doctors of dental (oral) surgery or dental medicine,

o doctors of podiatric medicine,

o doctors of optometry, and

o chiropractors meeting certain educational and licensing standards.

Because Congress has resolved the issue of whether limited license practitioners should
be incorporated into the fee schedule, this chapter reflects the Commisson's thinking on
how that should be accomplished. The chapter begins with a review of current Medicare
policies affecting payment to LLPs It then describes the practice characteristics and
professional training for each of the four types of practitioners and analyzes Medicare
charge data for their services. The chapter condudes with a discussion of the
Commission's recommendations for payment of LLPs under the Medicare Fee Schedule.
Although other concerns about Medicare policy related to LLPs, such as serce coverage
and competency to perform specific services, have been raised, this chapter focuses on
payment.,
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While dental services are not covered by Medicare, doctors of dental surgery or dental
medicine may receive payment for other services. These include surgery related to the jaw
or contiguous structures, reduction of jaw or facial bone fractures, dental examinations
necessary to detect infections prior to surgery, treatment of oral infections, and
interpretation of diagnostic X-rays in connection with other covered services.
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Dentists specializing in oral and maslobdal surgery receive four years of residency
training beyond the four-year post4-baaureate D.DS. degree. The curriculum includes
instruction in basic sciences and physical diagnosis as wel as rotations in anesthesia,
surgery, and internal medicine.

Services provided by oral surgeon accounted for only $11 million, or 0.05 percent, of Part
B allowed charges for physician' services in 1987. While their services account for a
substantial proportion of axllwed charges for a small set of procedure codes (Table 9-4),
this set of procedure codes does not account for a substantial proportion of charges by
oral surgeons to Medicar beneficiaries The top 90 percent of oral surgery allowed
charges is distributed among 187 codes (Table 9.5).'

Oral surgeons bll for many of the same codes as olaryngologists, general and plastic
sugeon, and in In esn , radiologists (Table 9-4) Som variation exists in average
allowed charges acr these specialties (Table 9-6). These figures should be viewed with
caution, however, due to the smail number of services provided by e speh ty for a
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Oral and maxlWabcasurpons should be paid under the Medica Fee Schdule,
using the same relative values and c menlos factors asapplied to doctors of ediine
and osteopathy.

Information about resource costs for services billed by LLPs under the me procedure
codes as those used by PDs and DOs could be used to assign relative values for some
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STATEMENT OF THE AMERICAN DENTAL HYGIENISTS' AssocIATION

The American Dental Hygienists' Association (ADHA) is the largest national orga-
nization representing the professional interests of the approximately 100,000 dental
hygienists across the country. Dental hygienists are preventive oral health profes-
sionals, licensed in dental hygiene, who provide educational, clinical and therapeutic
services which support total health through the promotion of optimal oral health.

ADHA commends Congress for making reform of the nation's health care delivery
system one of its highest domestic priorities. We are committed to participating in
t is process to ensure universal access to cost-effective quality health care, includ-
ing, at a minimum, preventive oral health services. Oral health is a part of total
health and the oral health care delivery system requires reform along with the med-
ical care delivery system.

ADHA is pleased that the Health Security Act proposed by President Clinton in-
cludes preventive and primary dental care for children as well as emergency care
for both children and adults. However, in light of the proven cost-effectiveness of
preventive oral health care-where each $1 spent yields $8-$50 in savings--ADHA
feels strongly that preventive and other basic oral health care benefits should be
provided to adults from the outset. As currently written, the Clinton plan would
phase in additional dental benefits for adults by the year 2001.

ADHA has joined the Coalition for Oral Health, which includes approximately
twenty-five national oral health organizations, to press for the inclusion of cost-effec-
tive oral health benefits in health care reform legislation. The Coalition, using U.S.
Public Health Service data, has developed a preventive and primary oral health
package for children and adults which would cost a modest less than $10 per per-
son per month. This package would include: preventive services consisting' of a pro-
fessional oral health assessment, dental sealants, professionaliy-applied topical fluo-
ride, an annual dental cleaning (oral prophylaxis), and fluoride supplements; acute,
emergency dental services; early intervention services (to maintain and restore func-
tion) including restorative services and priodontal maintenance services; and certain
accommodations for persons with disabilities.
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ACCESS TO ORAL HEALTH CARE

The Institute of Medicine estimates that fifty percent of Americans do not receive
regular dental care. Further, while at least 37 million Americans lack medical insur-
ance, the National Dental Research Advisory Council reports that 150 million Amer-
icans lack dental insurance, and millions more are underinsured for health care, in-
cluding oral health care.

Preventable oral diseases currently afflict the majority of children and adults in
our country. Dental caries (tooth decay), gingivitis and periodontitis (gum and bone
disorders) are the most common oral diseases. In fact, the Public Health Service re-
ports that fifty percent of all children in the United States experience dental caries
n their permanent teeth and two-thirds experience gingivitis. Furthermore, nearly

half of all employed adults have gingivitis and eighty percent have experienced
periodontitis, according to the U.S. Preventive Services Task Force. If untreated,
gum disease causes bone deterioration and eventual loss of teeth, pain, bleeding,
oss of function, diminished appearance, and possible systemic infections. Indeed, as

many as four to fifteen percent of American adults, and more than forty percent of
the elderly, have lost all their teeth. These individuals frequently experience nutri-
tional deficiencies as a result of being unable to chew food. Each of these oral health
disorders-dental c'aries gingivitis and periodontitis--can be prevented through regu-
lar Jreventive care.

Universal access to oral health services should be provided to all Americans as
one way to support total health. Ideally, everyone should have access to diagnostic,
preventive, restorative and periodontal care, as well as emergency care to treat
pain. At a minimum, however, preventive services should be available as an invest-
ment for long-term savings.

Children, in particular, should be assured regular preventive services. The Amer-
ican Academy of Pediatrics supports a fully funded preventive care benefit pack-
age-which includes preventive dental care-as a component of its recommended
basic benefit package for children. The Medicaid Early and Periodic Screening Diag-
nosis and Treatment (EPSDT) program also recognizes the value of preventive oral
health care for children, mandating coverage of these services for all Medicaid-eligi-
ble individuals from birth to age 21. Because of financial and other restrictions im-
posed by states, however, the September 1989 "Public Health Service Workshop on
Oral Health of Mothers and Children" revealed that the Medicaid program contin-
ues to serve only a fraction of the children it was intended to serve.

Preventive oral health care has already proven beneficial. The National Institute
of Dental Research (NIDR) reports that one-half of American children ages five to
seventeen are now cavity free. Although the prevalence of dental caries among
school-aged children has declined in recent years, 84 percent of 17-year-olds were
found in a recent NIDR survey to have cavities. Further, the Centers for Disease
Control reports that the oral health of African Americans and Hispanics is far worse
than that of whites. For example, one of the most severe forms of gum disease-
localized juvenile periodontitis--disproportionately affects teenage black males and
can result in loss of all teeth before adulthood.

Americans with access to preventive dental services highly value this care, as il-
lustrated by federal government workers. Last year, the Washington Post reported
that 1.5 million of the four million current and retired federal workers who partici-
pate in the Federal Employees Health Benefits (FEHB) program choose the Blue
Cross-Blue Shield policy, in part because of its preventive dental package, whiich in-

-cludes dental exams, X-rays, prophyiaxis (cleaning) and fluoride treatments. In ad-
dition, Hewitt Associates (Hewitt), an international consulting firm specializing in
employee benefit plans, reports that 92 percent of the health plans in its data base
include dental coverage.' Hewitt also reports that employees ranked dental coverage
second in importance only to medical coverage and before all other benefits, includ-
ing paid time off, pension options, sick leave and life insurance.

COST SAVINGS ASSOCIATED WITH PREVENTIVE ORAL HEALTH CARE

Investing in America's oral health care will translate directly into fiscal savings.
It is a known fact that preventive care can reduce the need for expensive critical
care. In fact, NIDR reported in July 1992 that Americans saved nearly $100 billion

IHewitt Associates March 30, 1993 testimony before the House Ways and Means Subcommit-
tee on Health, "HealthCare Reform: Consideration of Benefits for Inclusion in a Standard Bene-
fits Package," stated that it maintains a data base covering the salaried employees of over 1,000
major employers and the hourly and union employees of more than 200 major companies. These
employers provide benefits to more than 20 million employees and 35 million of their spouses
anddependents.
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in dental bills during the 1980s because of improvements in oral health. Again, each
$1 spent on preventive oral health care yields $8-$50 in savings.

Remarkably, while economic factors, such as population growth, increases in num-
bers of dentists, and increases in numbers of Americans with dental insurance,
might have significantly increased the growth in dental expenditures over the past
decade, National Income and Product Accounts data from the U.S. Commerce De-
partment indicate that average annual growth in total real dental expenditures, ad-
justed for inflation, was only one percent annually from 1979 to 1989. This was sub-
stantially less than growth in medical expenditures. This slower growth in dental
expenditures is estimated to have resulted in savings to the American public of

more than $39 billion in 1990 dollars from 1979 through 1989. Increased emphasis
on prevention, widespread use of fluorides, and a better-informed public contributed
to those cost savings.

Even with these savings, however, there is room for significant improvement. In

fact, the American Fund for Dental Health reports that 20 million work days are

lost annually due to oral health problems. Increased access to preventive oral health

services undoubtedly would reduce this staggering number and exponentially in-

crease cost savings.
A working draft report prepared by the Public Health Service's Oral Health Co-

ordinating Committee entitled "An Essential Oral Health Benefits Package" esti-

mates an annual per capital cost of $74 to provide all American children with com-

prehensive oral health services 2 and all American adults with only acute emergency

and preventive services.3 Thus, the estimated cost of providing these services would

be $19.2 billion for the entire population or $11.8 billion for the 160 million Ameri-

cans who presently lack dental insurance. The report further estimates that extend-

ing comprehensive coverage to all Americans would entail a per capita cost of $134

or $34.9 billion for the entire population or $21.5 billion for the dentally-uninsured.
[See attached table.]

ROLE OF DENTAL HYGIENISTS IN PROVII)ING AMERICA'S ORAL HEALTH CARE

As the primary providers of preventive oral health services, dental hygienists

stand ready to aid the nation in improving its delivery of oral health care and subse-

quently contributing to total healt by providing valuable services such as routine

prophylaxis; periodontal assessment, treatment and maintenance; application of

fluorides and sealants; x-rays; and education in self care. By helping patients modify

personal health behaviors to promote self care, dental hygienists assist individuals

in playing a vital and cost-effective role in their own oral health.
s Congress reforms the health care delivery system, lawmakers thus should not

view dentists as the gatekeepers of oral health services, akin to the primary care

physician whose status may be elevated to that of gatekeeper of the provision of

medical services in the future. The role of a dentist in the delivery of oral health

care is not akin to that of a primary care physician. The preventive oral health serv-

ices which ADIA is advocating be included in a standard benefits package should

be available to all Americans when provided by any state licensed provider. Both

dental hygienists and dentists are licensed in all 50 states arid therefore have dem-

onstrated their competence to the satisfaction of state licensure boards whose mission

it is to ensure the health, safety and welfare of the public. Further, dental hygienists

receive three times the amount of education in pr,,,entive oral health services as do

dentists.
Federal legislation should ensure direct access to dental hygienists by providing

for direct reimbursement in order to maximize Americans' access to preventive oral

health care services. We must break down arbitrary practice setting barriers to ac-

cess which have long tied oral health care delivery to the fee-for-service private den-

tal office, where only 50 percent of the population is served. Several states, includ-

ing Colorado and Washington, have endorsed direct access to dental hygienists

through legislation which permits dental hygienists to practice independently. These

2 Services recommended include professional oral health assessment, consisting of thorough

examination of the hard and soft tissues of the oral cavity and related structures provided on

an annual basis, for those age two and older; dental sealants for permanent molar teeth in chil-

dren; professionally-applied topical fluoride provided up to twice a year for children and adults

who are assessed to be at risk for dental caries; oral prophylaxis (cleaning) for the removal of

hard and soft deposits and extrinsic strain; and fluoride supplements made available to children

until age 13 whose water supply contains sub-optimal levels of fluoride, acute emergency dental

services, dental restorative services, and periodontal maintenance services.
sAdult preventive services would include oral health assessment oral prophylaxis, periodontal

maintenance services, professionally-applied topical fluoride for adults at risk for dental caries,

and acute emergency dental services.
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states expressly have recognized that full utilization of the services of dental hygien-
ists can address the need to augment the delivery of oral health care. Federal law
in no way should impede the progress that states are making in recognizing that
dental hygienists appropriately may provide preventive oral health services outside
of the purview of a dental office, thus breaking down the barriers which have im-
peded access to oral health services for too long.

A 1987 Federal Trade Commission study entitled Restrictions on Dental Auxil-
iaries, An Economic Policy Analysis recommends the elimination of licensing laws
which limit the number of dental hygienists in a dentist's practice, finding that in-
creased use of dental hygiene services will decrease costs to the consumer and im-
rove access without compromising quality. It is critical for federal legislation to
buttress, and not impede, state law efforts to ensure increased access to dental hy-

giene services for children, the elderly, minorities, the poor, and the traditionally
underserved. Indeed, recently proposed Medicaid EPSDT program rules for dental
screening services would provide for referral to a dentist or a professional dental
hygienist under the supervision of a dentist as an option to satisfy the requirement
for initial referral for entail services. The stated rationale is to "increase the avail-
ability of dental services in areas where dentists are scarce or not easy to reach."
Any federal legislation that provides for preventive oral health care services must
protect patients' direct access to dental hygienists by providing for direct reimburse-
ment.

CONCLUSION

In conclusion, preventable oral diseases still afflict the majority of children and
adults in our nation, compromising their health and unnecessarily adding to health
care costs. Ideally, all Americans should have access to diagnostic, preventive, re-
storative and periodontal care, as well as emergency care to treat pain. But, at a
very minimum, Americans need access to basic preventive oral health care, includ-
ing education in self care, routine teeth cleaning, provision of fluorides and sealants,
periodontal maintenance and routine x-rays. Any federal legislation that provides
or preventive oral health benefits also must ensure Americans' access to dental hy-

gienists, the primary providers of preventive oral health care services.
ADHA stands ready to work with the nation's policymakers to ensure every Amer-

ican basic oral health and the savings of billions of health care dollars.



rAXW IV. Ord Raft BwWft P4011'14
ho howmd Awmis FAM910a &

IMN& Orw umft Awwm I h"661 Sol
KA"dow I mwmwn I radmaw c"O

Almwq
A010 Smwrmr So

Ummdim SPOWk radmow 981fimlow
at Sm 0 Usk Amrid

*A*W MONAW coo ?w
C&OW

Ord AmM AmmbW CiWm I AdOhNNOM
A

A4miM I SOG M

" kddd Ord mumbomim 70% 132 Its

" F" Ord smawkwom 70% $17 111

116 $11

Dow SWAMW CUdm A A&Munwgf 1 50%4 4 sit $38
(S mW 14 y"no

411166 $14 111

,r"" nwma
2 20 Sb SS S, $16 5 4

A*AW (NO NA& Of CWWO 2 70% to Sj $16 3 3

060alake(CaftO 2 70% to %J 116 12

00d & AA@knmft 1 70% do Sk In $12

ON" ckumhmo AAWN A SONWm 1 704 40S, in

nmmo& MUM lu Sf 411 Se $16 so

(D*

Acoft tm=VNW Clihim I A466NOWN
Dowd So f &

A&"

$23 $3

2S - 131 $1

20 - 04 $1

10% - S47 $3

FA*wow OwlkmQ Is - It

Tnowak w ml Tz is

P"t is

133

OrW HMO SN"Ices Amckw - Pm W&*m DMO (NFM3)

Best Available Copy



Suk God Nam swww Too" F"dwilm PowIdWr4k"Eirvine
adhons I moo" I Adboad ca"

am*

INNOW" Uomd= sfmdk Ritaw" MOOMINOW
of 80% $wWwo usk Almid

#Wdw NGSAAW Cod Per
MOO OMAN c"M

cols

DWAMI PANOWWO" SO CwAim (Prwwy Telik) 10% In S30

MOMMI 11111140 (1 to 10 yowe sw

MUM & A496NNNO 70% 0.4 S" III
(PPOOMM T"d*

(0 to I I YMN04

AdWO (COOMW CWWO 70% 1.3 S"

Advils (RON COMO 705 0.4 S"

S@=M (COWN C4000 Im S"

c"404
war6mv

p W cbvdm A A4@bw@M losw "a $4

A*ft %to I" sz)
(I)IMANI said" a"

I" pisswo 70% 64%7 No us
SU

FOOTMOM AWMmpdW OW k dw 4WWBPMW Ot dW NO" SOW-& PukA@

"woo" oral bm" M v p""p pmjsm " Overall Mfib=d0a rw 0(

pgr"" JW dW MMK pWW8ftW, WAM 400M VMddjw" or WM mmld kV (MM W&ff*M hdrMCM49A of

OW nW* NVA" 4=W vars vWiNAM *ft (NMIS. 1"" OWS I M WWWA SAINOW WAM600 rW Of

57 F . - - I Hoskjlq Pmpk XW low ad a Vd *( 70 pwoM adliN&M o(OA OM haM can symme for A&b

&#W 33 years wW oMw.Jl Ptoommsmed " Amm oW oNWOM be bessill *a a AditKin role o(70 pw*M Off

69 a" . .

b owwwom 1w wAw" efiWe"weii smv an b"W *a I"S modiss hwo

bm a amboaal ravoy o(dndm ondwand by dw Amorwan DaMal AswasONO MW adjoOM 1* IM dolkn-

c -jMMLWdn-Tb* swv pWap wpm an popoladow o(two sp Vqu" (I awW 14 yew *W obiWm)

ke phoomma of dwW soalsom od PopmFoble pm - molar wok. is soy am yew.-* Rooommioad do

sppbmdon 0( seskma jo a joW of #*m (8) 1 1 molar sw* por ia dw m# do pawd of 7 io 0

yon of WN

MOO A modiGW ut rM O(SOl P soak* appfiamiot is rwomswadW basod upoe

Uw unw VW of 50 pwcm evAbk"W in Hosliky Powpit XOO.10 Is IM, osly 17 pen - of ei#A year oW

cAddron. wW 13 porom *(cUdm &gW 14 yon, win roponsd Io be" *NLIWA.3

welor Iss* par MAM*MAL iG My OW YOW, &M* dW PWW Of 7 10 15 yftn O(W

T)w bonsfit pWmp employs as 15 PWVW ublWN" Mo. wh" ow"OPOO& 10 ths

Moskhy Pmpk 2M at" g*M Ow m&"dwak no mown% QpMmM9Y &wWMW pvbiw "w.x

134

Ond men" series, pedw - pHs worung DNA (UFM3) ftgt 19



135

Orad H He Strices Pbckage - PUtS Wort Dno (24FEB3) Pag. 20

a S~a e difit-n.Th Caes for Disesse Control and Pmvao (co) estimates tha approxim ey 112
million people (or approximately 45 p roe) in the U.S. (1919) did no have aco" to th benes of optumally
fluordated water, e th trough adjusted or naturally ocicurringmn .' Assuming tMe U.S. population served by
o nantunty MWd OO@-000nMMAy w AMe upplis0sdi4* vW evenly by age aegory, this suvi package assumes
Ju 43 p r o( the child population consumer dnkig wawt with M than optimal levels of fluoride. Thus,
this igure rreeonts the proportim of the U.S. population aing water wat h a da*ay signLf cam
ooncentraon of fluoride and would benef most br the oappLication ofkpm swooLly-appW topical and
systemic fluoride supplamut. CA= and adolesmcesconsuming dentally ,xihcant conoonuvions of luoride
in there drinking waler should CZ be prescribed dietary fluoride supplemnts.

h jJ*rl-gu ,, ;l-A modified utilization rae of 24 p as usedain the model to t n the proportion of
the U.S. child popuaton at high risk of experuing dental res. and thus would benefits from A u topical
fluoride I M -even those residing in fluoridated eras. This esimawis based on the 193647 National survey
ofo h min booi that rord160 Feua of the decayed tooth an chlron war found an 20 percent
of te ipdividuals surveyed."

, df I '-The CDC estimates that over 128 million p pl (1909) in the U.S. in more than 1,081
communites arec e ving tho benefit of opianaUy adjusted fuoridaed watr, and an additional 9 million people
in 1.869 communities an using wat with naftmlly occurring luoride at lewl ol 0.7 mglier or highe.'
Assuming the child population served by community non-caao ay war suppliesi s distributed evenly by
age category, the service package used the estimate of 55 p mwe as the portion of the U.S. child population
wih aM os to drinking wawr **A a dentally sin ific a concmntrato of fluoride. This population would g
benefit significantly from pofeionally-apped topical fluorde unless there is evidence the individual is at
increased risk o( daul caries (m fonot h).

S 3k Vkg-The Natioal Ltiaft of Dental Research (NIDR) conducted the 194-6 Na in Survey of
O MHealth in U.S. Employed Adults ad Seniors und rorted that approximately 7 Fpe m of employed adults
(dentme) aged 19-64+ yers w e caries free and abou t 3 percent of dentme saion aged 65 + (duitae) were
caris.0AlWgh only a'small propoutign of adultassalorswere found to be caries free, an estimate of
I preem wa project as the proamaon of dult sailorss at increased risk o(acie dualcaries a d would

benefit from flownrisppla. The service mdi is based upon the survey finding that the decayed
componet (D) of cans s e (unwlou kd tooth A em) o ied approximately 9parev m pklyed aduls
and 9 erFi an seniors of ts deayed and fild tooth esem( )F). w

k SIda MuMK.-Ths prop o ofcidren and adolesmt requiring routee oral prophylis' is estimated to
be 60, pomeL Ths estimae is based on the 198647 NIDR National Suvey of Orl Health in School Children
wb.;ch reportedS 9 Opc of child aged 14-17 years dowadm iOnoval bleeding upon probing" Gingival
bleeding serves as an indicaor Aor mild or moderme gingival kfasioa and an indim ensure of eatmet
need required.

S a Approrime 89 percent of the adult populetisa aged 118and older is classified senm
Th proportion of datma &dultaged 19 to 64 years and deunate smeni saged 65 + years requiring *outae oral
prophyla " is i sd at 40 pncsm Projection based of da from the 1985-46 NtDR National Survey of
Oral HMb i U.S. Employed Adults and Seniors - 43.6 perom o( M~loyd adults (dtat) age 164+ years
wore reported with Xgivps lesdirg in at last one site;said 46.9 percawt of senr (dentae) wors reported with
bleedistg giva.

a fEjMible nThe tgat populain ihludes inhasand childe, 13 yam of age and younger. Daily use
of dictary fluoride suyplmaaw ism for inant (pedatric drop) and children (fluoride tablets) up
through theage of 13. who resids in asm not served by fluoridaed public or private water suppies."

a The. - , estimated need for emergencydental servics is perWt BasedondsafrOM
the 95l46 Nation Survy of Oral Healh in U.S. Employed Adults d Senion - 18.6 pFcnt ofemployed
adults, ad 16.2 pedren Of seniors swLf-nreorted d need for "icmedia' denal treaUtm" From the Same
national survey. 14 prcat of adults and seniors reportedly sought dental cam for either a toothache or to have A
tooth extracted '



136
Orl Healt SrvO* Pa - PHS Werki.g Dnft (24FEB93) Pag 21

* Kh MM" -ThS bb " mckap e l the popul of chld ( es, aed 3 to 10 yean at rskof
expenunmg am ina their primary dmtmon.

P 5 Cikg.mMn -&asd uoo the findings of the 195647 NatioMAl Suvey of DeMsal CAt,, in U.S. School
Cildra, the mesnauber of decayed (untored) primarytooth suracesm requiring retoration was
1.I totAk su7fa 1. The mesa desyed and filed tooth surbe score (d) for childr aged 5-9 ycars wu
reporvW u 3.9 a (the decayed compom wu 28 peraen). "

q F L9hi d mau -k-Te beefat packae argis the population of children ad lolscan, aged 6 to II yemu, at
risk of experuag deiesl carin i their pwfhmaw4 sduio.

r 5uzjLin,.df-4sed upon the findings of the 195647 Natiotal Survey of Del Cs ie in U.S. School
Childnm. the mesa uwMer of decayed (tNosoord) peuane tooth swcee rquiring reaorat.on was 0.4 ( a
surfae. The mesa decayed, vr ng, and filled tooth surface com (DMFS) for chtildro and aged 5.17 years wu
reoptod as 3.07 surface (the decayed oompoant comprised 13.4 P Ps-)."

5 jmCIgL id.-B d upon the findings of the 19546 National Survey of Oral Health in U.S. Employed
Adults and Seniors. the amen number of decayed (unmaor d) coronal surfaces for employed &dults aied 18 to
64+ vws 13 surfas. The mem decayed and filled coronal surface s cor (DFS) was reported u 23.2 surfaces
(the dcwayed mponma comprimed 5.6 paoaet).1

,Jga iMkjd& -B"*d upon the findings of the 191546 National Survey of Oral Health in U.S. Employed
Adult and Snion,, th mean number of decayed (untesored) root tooth surfaces for employed adults aged 1 to
64+ was 0.4 e( aetimrfa. Thbe mom decayed and filled root surm was reported as 0.76 of a surface (the
deay components comprised 53.5 pe ree of thi DF score).'

u t itk'-B d upon the findings of the 19346 Natimal Suv of Oral Health in U.S. Employed
Adului and Semiors, the imm number of decayed (wnsored) corona surfic for serin aged 65 + was
1.4 srfae1. The mes decayed and filled coronal surfaces sore wu ported as 20.4 surfaces (the decayed
compmu Pcomp;ised 7.6 pera of th DPbS more)."

T St. e e-&"W upo the findings of the 19L546 National Survey of Orl Health in U.S. Employed
Adulti and Se , the w mo mnunbe of deesyed (tsarueed) tooth surface for seniors aged 65 + was
1.46 surfaces. Th nmes decayed a fild rot surges scom was reported as 3.17 surface (the decayed
comptena compr-Wed 46.1 perafm of the DPS soe).0

W QdgAijeg. j- B.iwd upon the findings of the 195647 National Survey of DOIWal Cain U.S. School
Chilrm, 10 1pP- of children and alesosmm were emumatad to require dental acahing services beyond the
"roaitw oral pyWi."

x Se g.N, f-Bused upon the findings of the 191546 Natidonal Survey of Oral Healt in U.S. Employed
Adults and Seaion, 53.7 pIsu of employed adul I aged 1 to 64+ were reported wlth fidings of subgingival
calculse

s.

s JU*LMjfBlsod upon the indgs ofthe 195546 Ntiua Surveyof Oral Health in U.S. Employed
Adults and Seniors, 6.6 perm of mation aged 65 + yean were r ported with f iigs of subgingzvei calculus."
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(2) Oral Health Benefits Package - Cluster "B" Services:
(Prluuy Pvreeadve, Acute Enernocy, and Larfy Interventaon
Servke for Childrw and Adolescents & Primar Prevendwe and
Acute Emergency Senices for Adult)

Cluster "B" services (TABLE VII) represents a lower cost -alternative.
Services for children are identical to those in cluster "A", but only
acute emergency and preventive services are extended to adults.

At an annual per capita cost of $74, the estimated annual cost of
implementing this cluster of services for the entire U.S. population is
$19.2 billion (50 percent of the 1992 total expenditure for dental
services in the U.S.), and $11.8 billion for the dental uninsured
population (TABLE V9.

Although this package would have a positive impact on oral health,
attainment of the oral health objectives of Heafthy People 2000 for
adults and seniors would be unlikely by the year 2000.
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STATEMENT OF THE AMERICAN LUNG ASSOCIATION

These comments are submitted on behalf of the American Lung Association and
its Medical Section, the American Thoracic Society.

Founded in 1904 to fight tuberculosis, the American Lung Association is the old-
est nationwide voluntary health agency in the United States. Along with its medical
section, the American Thoracic Society-a 10,000 member professional organization
of physicians, scientists, and other health professionals specializing in pulmonary
medicine and lung research-the American Lung Association provides programs of
education, community services, advocacy and research to fight lung disease and pro-
mote lung health.

Every year, nearly 315,000 Americans die of lung disease. Lung disease is now
America's number three killer, responsible for one in seven deaths. That rank may
change. The lung disease death rate is climbing, while the rates for America's first-
and second-ranked causes of death, heart disease and cancer (except for lung can-
cer), are dropping. From 1979 to 1991 the lung-disease death rate rose by 19.6 per-
cent, while the death rate from heart disease fell a dramatic 25.7 percent.

A little over three years ago, and in part because of these grim statistics, the
ALA/ATS began deliberating the issue of health care reform, looking at the issue
from the unique perspective of the needs of people with chronic lung disease. In
1992, we formalized our thoughts in a policy statement that was approved by the
respective Boards of Directors of the two organizations. A copy of our policy state-
ment is included with this testimony. First and foremost, we support universal cov-
erage for all U.S. citizens and legal residents. The coverage must be portable, pro-
hibit pre-existing condition exemptions, and be affordable as well. We support a uni-
form, comprehensive benefits package, and our statement provides details of what
we believe the standard benefits package should look like,giving examples of pul-
monary-specific benefits. A chart detailing that discussion is located on page 3 of
our attached policy statement. Also, the ALA/ATS specifically endorses continuation
of an employer-based system that mandates employer participation with mecha-
nisms to facilitate that participation.

The Health Security Act, S. 1757, is the only health care reform proposal that
meets the overall policy recommendations of the ALA/ATS.

COMPREHENSIVE BENEFITS PACKAGE

Preventive Benefits
ALA/ATS Recommends that:

* influenza immunization be provided for all at-risk individuals, regard-
less of age,

" a mechanism be in place to allow for frequent changes in immunization
Indications,

" health education benefits be made mandatory, and
• asthma education and asthma self-management be covered under

health education.

The ALA/ATS supports a uniform package of basic benefits that includes the ap-
propriate levels of preventive, acute, chronic, and rehabilitative care. Although we
do not specifically include long-term care benefits in our position paper, we would
also support the inclusion of long-term care benefits in a basic benefits package. We
are pleased to see that the Health Security Act has included the influenza vaccine
and pneumonia vaccine in the preventive benefits section of his reform package.
However, we are concerned that the influenza vaccine would only be specified for
those individuals age 65 and over. In years such as this current year, when the
strain of influenza is expected to be unusually severe, we recommend that ALL indi-
viduals at-risk get their influenza vaccine, not just those over 65. Others at-risk in-
clude:

" health care workers of all ages;
" residents of nursing homes and other chronic-care facilities housing persons of

any age with medical conditions;
" adults and children with chronic cardiovascular or respiratory disorders, includ-

ing children with asthma;
" adults and children who have required regular medical follow up or hospitaliza-

tion during the preceding year because of diabetes mellitus or other chronic
metabolic disorders kidney dysfunction, blood disorders, or the
immunosuppression that can be caused by AIDS or various cancer treatments;
and
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* children and teenagers-from 6 months to 18 years-who are receiving long-
term aspirin therapy, and therefore may be at risk of developing Reye syndrome
after influenza.

We recommend that influenza immunization be available to all at-risk popu-
lations. The pneumonia immunization is probably appropriate for those age 65 and
over. However, as indications for immunization can change frequently it is impor-
tant to maintain flexibility. There must be a ready mechanism in the benefits plan
to deal efficiently and effectively with these types of necessary changes.

Health Education
The ALA/ATS strongly supports health education as an integral part of preventive

health care. These programs will encourage individuals to maintain healthy life-
styles and take responsibility for positive health behavior. However, we are con-
cerned that these benefits are left to the discretion of the various health plans. The
ALA/ATS believes these benefits should be mandatory and include provisions for
smoking cessation and asthma education and self-management training, among oth-
ers.

Smoking cessation is imperative in any benefits package. Tobacco is the only prod-
uct that, when used as intended, causes disease and death. 419,000 deaths a year
are attributed to smoking. The morbidity and mortality associated with second-hand
tobacco smoke raise the stakes even higher. Maternal smoking during pregnancy ac-
counts for an estimated 20 to 30 percent of low-birth weight babies, up to 14 percent
of preterm deliveries, and some 10 percent of all infant deaths. Smoking costs the
United States at least $65 billion each year in health care costs and lost productiv-
ity. As a further preventive health measure, we strongly support increasing the ex-
cise tax on tobacco products by $2 per pack.

The ALAIATS recommends that other health education benefits such as asthma
education and asthma self-management be included in a mandatory health edu-
cation benefits package. Asthma is, in fact, the most frequent reason for hospitaliza-
tion due to chronic disease in children and teens under age 15. Asthma is also the
number one cause of school absences attributed to chronic health problems. If stu-
dents are taught how to manage their asthma-what triggers an attack, how to
avoid those triggers, what to do should an attack occur, and how to effectively use
their medications--trips to the emergency room, hospitalizations, and lost school
days can be reduced significantly.

The ALA/ATS also believes that comprehensive school health education is nec-
essary for instilling positive health habits in our children. Such a program should
include information on health-risk behaviors such as tobacco use and drug abuse,
environmental health concerns, personal health, nutrition, and the prevention and
control of diseases.

Agencies such as the American Lung Association and the American Thoracic Soci-
ety are ideally suited to provide leadership in this area. Public education is a pri-
mary tool used by the ALAIATS to fight lung disease and promote lung health. We
urge schools, families, health care providers, religious institutions, community orga-
nizations, and others to join the voluntary health community in providing com-
prehensive health education.

CHRONIC CARE AND REHABILITATION BENEFITS

ALA/ATS Recommends that:

• a wide range of outpatient benefits be provided,
" oxygen benefits be retained under Durable Medical Equipment,
" a national coverage policy be established for home oxygen use, and
" criteria be ensured for rehabilitation services to allow for maintenance

or nondeterioration in condition.

Lung disease doesn't always kill. It may simply make each breath barely pos-
sible-a constant, moment-to-moment struggle to stay alive. Nearly 26 million
Americans are now living-often painfully-with chronic lung disease. At least 14.2
million suffer from chronic obstructive pulmonary disease (COPD), the fourth-rank-
ing cause of death. COPD includes emphysema, which afflicts approximately 1.65
million Americans, and chronic bronchitis, which affects nearly eight times as
many-12.5 million people.

Classic emphysema develops over many years of assault on lung tissues. Breath-
ing falters and, ultimately, each breath becomes a chore. In the end, patients are
dependent on oxygen, even at rest. The damage, and the disease, are irreversible.
In most cases, therapy is limited to relief of symptoms and attempts to improve the
patient's general quality of life.
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Like emphysema, chronic bronchitis typically develops over many years. Many of
those who suffer from it are subject to periodic attacks of obstructed breathing,
when their lungs become inflamed and clogged.

Sarcoidosis can attack any organ of the body, but it most frequently affects the
lungs. Pulmonary sarcoidosis causes stiffness in the lungs and a decrease in the
amount of air the lungs can hold. Although the disease can be found throughout the
world, it is particularly prevalent in middle-aged, African Americans. If a case of
pulmonary sarcoidosis becomes serious, it can develop into pulmonary fibrosis--the
abnormal formation of fiber-like scar tissue in the lung. This distorts the structure
of the lungs and can interfere with breathing. This can result in yet another chronic
lung disease, bronchiectasis, in which pockets form in the air tubes of the lung and
become sites for infection. Corticosteroid drugs are the primary treatment for sar-
coidosis.

Astha is another chronic lung disease. An attack finds the victim gasping for
breath as the airways become constricted. Between 1979 and 1991, the hospitaliza-
tion rate for asthma rose 24.2 percent. The reasons for this increase are currently
unknown but are the subject of extensive scientific investigation. For those who suf-
fer from asthma, treatment typically means a variety of medications, some used reg-
ularly to stave off trouble, other to counter acute attacks. They include
bronchodilators, corticosteroids and other reducers of inflammation, and a variety
of agents designed to minimize allergic reactions. Complying with often complex
treatment regimens can prove particularly difficult for children.

Although lung transplantation may be an option for some patients with endstage
lung disease, it certainly is not appropriate for all patients with chronic respiratory-
related diseases. Most medical care for diseases such as sarcoidosis, and severe
COPD, involve proven, highly effective treatments such as periodic physician visits,
drug therapies, supplemental oxygen, and, for some, pulmonary rehabilitation. For
many of these patients, support groups, health education classes and in some cases,
psychological counseling. may be necessary to help teach patients how to live with
their disease, and cope with the changes in their lifestyles. Such chronic or "mainte-
nance" benefits are the reality that help these patients live a relatively normal life
in their own home.

We recognize that durable medical equipment is covered in the Health Security
Act. We recommend that this include, as has been the case in the past, the admini1s-
tration of supplemental oxygen and supplies needed by many chronic lung disease
patients. However, the ALA/ATS would like to see a national coverage policy with
respect to home oxygen use. Even within the Medicare program, there is no na-
tional, uniform coverage policy. This gap creates unnecessary confusion for the pa-
tient and the providers over what treatment is covered for which diseases and symp-
toms.

The ALA and ATS would also caution that all forms of successful rehabilitative
care do not necessarily affect the outcome of the patient's condition. For patients
with chronic lung disease, the major benefits of pulmonary rehabilitation are im-
provements in quality of life. The objectives of pulmonary rehabilitation are to con-
trol and alleviate symptoms and complications and to achieve optimal ability to
carry out activities of daily living. Pulmonary rehabilitation may consist of a variety
of activities from exercise training to increase breathing capacity, to breathing re-
training, energy conservation and nutrition counseling. For many patients, rehabili-
tation keeps them at an even level, but more importantly it prevents further dete-
rioration in their condition. We hope that such assistive rehabilitations are not lost
in the move to cure all patient ills.

ACCESS TO SPECIALTY CARE

ALA/ATS Recommends that:

all managed care systems guarantee patient access to appropriate and
timely primary and specialty care.

Although the American Lung As.4ociation and the American Thoracic Society sup-
port the need to train more primary care providers, we are concerned that lung dis-
ease patients have access to the appropriate specialty care their condition demands.
Specialists serve a dual role in clinical practice as a primary care physician for a
person with a chronic disease/condition and as a consultant for acute illness where
the patient has been referred to the specialist. A gatekeeper system that too strictly
requires permission/referral for every visit to a specialist wou ld be a large detractor
to access for people with chronic lung conditions. Appropriate management of mod-
erate to severe asthma or sarcoidosis by a specialist, for example, is more likely to
result in fewer hospitalizations than care of those same cases by a general internist
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or family practitioner who does not have the extra, necessary training. In fact, pul-
monary physicians are well trained to assume full care for the patient whose pri-
mary problem is lung-related.

The Health Security Act raises a concern among patient groups that access to pro-
viders who are specialists for individuals with chronic diseases (e.g. specialist acting
in the primary care provider role) may be denied, or severely restricted in the inter-
est of cost savings. Financial disincentives for specialty referral must be eliminated.
Referrals must be based on the best interest of the patient, not the financial inter-
ests of the health Dlan.

BENEFITS DISCLOSURE

ALA/ATS Recommends that:

e health plans provide full disclosure of benefits.

Once the benefits package is established, health plans must be required to dis-
close the full spectrum ofbenefit3, including any additional benefits that may be
provided. It is important for individuals, such as people with astma, to know that
they will have access to the range of benefits they need to maintain a healthy life-
style, including the correct pharmaceuticals, nebulizers, peak flow meters, spacers,
tubing, asthma education, and so fortki. Thesq benefits must not only be fully dis-
closed, but also defined in easy-to-understand terms. Patients must be able to com-
prehend exactly what they are receiving, or more importantly, be assured that they
will receive the benefits they need.

EMPLOYER MANDATE

ALA/ATS Recommends that:

* an employer mandate be included with subsidies to assist small busi-
nesses.

The ALA/ATS believes any new health care system should be built upon our cur-
rent public/private system. We support an employer-mandated system in which
mechanisms and incentives are established to help employers finance health care
benefits for their employees and the employees' dependents. We believe this would
be the least disruptive way to achieve universal coverage, the primary tenet of our
position. Our statement proposes a list of benefits the we believe must, at a mini-
mum, be included in the employed financed package. Employers should certainly be
free to offer benefits above and beyond those mandated. Individuals also should be
allowed to purchase supplemental coverage on their own if they so choose.

In the past forty years, Americans have come to rely on their employer as the pro-
vider of health insurance. While the Health Security Act does not mandate that the
employer choose the one or two plans to be offered to their employees, it does re-
quire the employer to serve as the chief or primary contact for the employee to deal
with the overwhelming and daunting health insurance system. Workers already are
comfortable with that arrangement. The role of the employer certainly changes
under the Health Security Act from that of benefits administrator, to more of a
facilitator of information. It appears this would be a less time-consuming and less
costly role for the employer, while retaining the current relationship with the em-
ployee. Individuals who are uncomfortable obtaining health insurance through their
employer have the option to work directly with the regional health alliance. An em-
ployer mandate would level the playing field among different employers, most of
whom provide such coverage today. It would eliminate unequitable cost shifts that
employers bear today for the uninsured workers of other employers, as well as the
cost-shift that all payers of health services encounter due to other uncompensated
care and inadequate Medicare and Medicaid payments. According to a 1991 Lewin/
ICF study on cost-shifting, if all forms of cost-shifting were eliminated, employer
health costs could be reduced by approximately 10 percent. The ALA/ATS does not
believe that the health care system should be financed totally by either the govern-
ment or the private sector. But rather, the current sharing of responsibility is the
appropriate way to proceed. We realize that some employers and individuals will
need financial help to meet their obligation. Therefore, the proposal for employers
to finance partial coverage, with assistance from the government, is ideal. This ar-
rangement does not preclude individual responsibility for paying for a part of his
or her health care costs, again with governmental assistance if necessary.

INSURANCE REFORMS

ALA/ATS Recommends that:
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" all pre-existing condition limitations be prohibited,
* coverage must be guaranteed renewable and guaranteed issue,
* premiums must be community rated, and
• the medical portion of worker's compensation be consolidated into the

new plan
The ALA/ATS supports the need for changes in our current health insurance in-

dustry to ensure universal health care coverage. Most of these changes are included
in the Health Security Act and other proposals. Primarily, all pre-existing condition
clauses or mandated waiting periods must be eliminated. For people with chronic
conditions, even a six-month delay in coverage could be catastrophic. If the particu-
lar treatment is expensive, the person may become bankrupt in the intervening
time, or forego the expensive treatment, thereby increasing the severity of their con-
dition-and in all likelihood the ultimate cost of treating their illness-for when
they do become eligible for coverage.

The ALA/ATS believes that coverage must be guarateed renewable and that cov-
erage should not be cancelled for any reason, including nonpayment of premiums.
Although every effort should be made to ensure that individual s who can afford to
pay for their treatment do so, inability to pay for care must not be the deciding fac-
tor in care delivery.

Community rating must also be ensured. People who are sick must have access
to the health care system. Charging them more to receive the benefits they need-
which, in fact, the current premium system does-is inherently wrong. This ap-
proach must be changed to a system that treats everyone equally. Many diseases,
conditions, or injurif.s are unavoidable and people should not be penalized 'or be-
coming ill or disabled.

The ALA/ATS also supports the consolidation of the medical portion of the work-
er's compensation plan into the new system. This program has created jurisdictional
problems from both an insurance perspective and a health care management per-
spective; we welcome the president's proposal in this area.

CONSOLIDATION OF FEDERAL HEALTH PROGRAMS

ALA/ATS Recommends that:

9 all federal health programs be consolidated into the new plan.
The ALA/ATS supports the proposal in the Health Security Act to consolidate the

Federal Employees Health Benefits program and the Medicaid program into the
new system. We also support the consolidation of all other federally funded health
programs into a single entity. We would include in this consolidation programs cur-
rently funded through the Veterans Administration, the Department of Defense, the
Indian Health Service, the migrant health centers, and so forth. We believe this
would eliminate costly duplication of physical structures, equipment purchases, and
personnel. This consolidation would also stream-line government functions. Instead
of having multiple rules, regulations and procedures-not to mention forms--one
single procedure could be used by all federal health systems.

PUBLIC HEALTH INITIATIVES

Medical Research
ALA/ATS Recommends that:

additional funding for medical research be ensured through a dedi-
cated revenue source.

The ALA/ATS is pleased that the Health Security Act includes provisions for med-
ical research. A strong basic biomedical research program is the basis for a strong
health care delivery system.

We also believe "that health care dollars can be saved in the long-term through
improved diagnostic tools and treatments developed as a result of medical research
breakthroughs.

The Act places a new emphasis on medical research in two areas, preventive serv-
ices and health services research. Although the bill as introduced lists only broad
categories for the new research emphasis, an earlier draft included provisions of
specific interest to the ALA/ATS such as prevention of dependence on tobacco, re-
search on new vaccines to prevent tuberculosis and to develop better tuberculosis
diagnostic tools, and a new emphasis on identifying environmental health hazards.
The ALA/ATS is concerned, however, that funding for these new research initiatives
is subject to the regular Congressional appropriations procedures, and therefore, is
not guaranteed. We support a supplemental, dedicated revenue source, such as the
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one being advocated by Senators Harkin and Hatfield, that guarantees a new fund-
ing pool or basic biomedical research. We would also express caution to ensure that
this new emphasis on biomedical research does not detract from or reduce funding
for other ongoing, and equally important, biomedical and health services research.

Public Health Programs
ALA/ATS Recommends that:

* additional funding for public health initiatives be guaranteed.

The Health Security Act is the only proposal pending before Congress that ad-
dresses the needs of the public health system. We applaud these initiatives. The
flan seeks to redirect the current focus of the nation s public health system awayrom the direct provision of services, and back toward the more historical and tradi-
tional public health programs that monitor and protect communities from commu-
nicable diseases and exposure to environmental and occupational hazards, and iden-
tify and control infectious diseases.

We also support the new National Initiatives on Health Promotion and Disease
Prevention that are included in the bill. Of specific interest to the ALA/ATS are pro-
visiOns that allow the Secretary of Health and Human Services to make grants to
local government agencies, private nonprofit organizations, and coalitions of such
agencies to develop and implement community-based health promotion and disease
prevention activities. This is an extension of the current role/relationship that the
ALAIATS enjoys with state and local health departments in many areas. We look
forward to continuing and strengthening this important relations.

However, we are concerned as funding for these programs is also subject to the
regular appropriations process. In the early 1970s, Congress eliminated funding for
public health programs in the area of tuberculosis prevention and control. As a re-
sult of this and other breakdowns within, the public health infrastructure, we are
facing an extraordinary increase in the number of TB cases in the United States,
over 20% in just seven years. Funding for these important programs must be en-
sured, through some type of direct funding mechanism, or exemption from the cur-
rent cap on discretionary spending.

SUMMARY

In summary, the ALA!ATS supports a full continuum of benefits, appreciating the
emphasis on prevention, ensuring coverage of benefits for people with chronic condi-
tions to help them maintain a quality of life within the parameters we term "nor-
mal," and guaranteeing access to specialty care as is appropriate. Patients must also
be made aware of what the full benefits package includes, in detail, and the infor-
mation must be presented in a way that is comprehensible to the average person.

The ALA/ATS also supports a mandate on employers to help finance health care
benefits for their employees and the employees' dependents The system must in-
clude mechanisms that allow and ensure compliance with this mandate. The bene-
fits provided by the employer must be comprehensive and uniform for all individ-
uals, with the option for either the employer or the employee to purchase supple-
mental benefits. The ALAIATS also supports changes to the current system to elimi-
nate cherry picking and other cost avoidance mechanisms used by the health insur-
ance industry. The ALA/ATS supports the consolidation of all federal health pro-
grams into one single entity. Finally, the ALA/ATS supports a strong medical re-
search component and a strengthening of the public health infrastructure, with a
secure funding mechanism for each.
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Position Statement
of the

ALA/ATS Health Care PolicyTask Force

REFORM OF THE U.S. HEALTH
CARE SYSTEM

Founded in 1904 to fight tuberculosis, the American Lung Association
is the oldest nationwide voluntary health agency in the United States.
Along with its medical section, the American Thoracic Society
- a 10,000 member professional organization of physicians, scientists, and
other health professionals specializing in pulmonary medicine and lung
research - the Lung Association provides programs of education, commu-
nity service, advocacy and research to fight lung disease and promote lung
health.

Based on this mission, we believe our health care system must meet
the multiple needs of people with lung disease. It is widely recognized
that far too many peop:= are without access to even the most basic of
health care services in our current health are system. This structure,
therefore, does not meet the needs of people with lung disease or other
diseases existing in our society today.

A strong national medical research agenda as well as an effective
medical education program are critical to our health care system. How-
ever, after considerable discussion, the Task Force agreed that this docu-
ment was not the proper place to consider these significant yet slightly
tangential issues.

The ALA/ATS believes that patients (consumers of health care) and
deliverers of health care must have an effective voice in the health care
reform debate. As advocates for persons with lung disease and represent-
ing people who deliver health care, we therefore call on Congress and the
federal government to enact comprehensive health reform that takes into
account the principles outlined in this document. We recognv e the com-
plexity involved in these proposed changes and the need for a structure to
represent the diverse constituencies to implement the changes.
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ALA/ATS POSITION STATEMENT
ON HEALTH CARE POLICY

Te ALA/AT supports the development of a health care systm that will
meet the special needs of patients with lung disease based on the follow-
ing criteria

ALA ATS POSITION: Heal e Is a right Our health care
syam (k) must guarwee ams to a basic Sene ef services fo r11 resi-
dent of the Unked Se regardless of e w stu aby go
pay, pre-exisg conditlen or ether factors sck as, but net lMWted go,
age, gemder, sexual orlentate, or ndal or ettic backgMni

We believe health care is a right to which individuals are entitled by
virtue of their existence. We recognize and separate this right from those
rights that are guaranteed through the Constitution of the United States
and the legal system of the United States. Residents of this nation must
not be excluded from the health care system for any reason.

Although we believe all U.S. residents must have access to the health
care system, we recognize that parameters must be set with regard to the
breadth of services provided. For that reason, we support a basic level of
health care services to which all residents are entitled. Unfortunately, the
United States simply does not have the resources to guarantee unlimited
health care coverage to all individuals.

ALA/ATS POSITION: o rehensiven - The basic el of
services must be the same for all individuals These services include
appropriate lews ofpremtde, cute, chronic, and rehabiitative car, ,
and must be provided so as to preserve continuity of care. Access to
them sermces must continue regardless of Me cta.se of Ulness, or an
Individual's employment physical mental geographic, or financial

ALA/ATS POSITION: Quait of Cgre - The basic level of services
should be effective, appropriate, and timely. Medical effectivexess is
defined by research findings. Appropriateness is determined by the
patient, the family, and the health care team. Timely means without
delays that would otherwise adversely affect the outcomes of care.

ALA/A TS POSITION: fiaic Level of Sryk - These services should
be broad-based and the same for all individuals. Services to be provided
are listed on the follo wing page.

!A "wm-w"" -owl
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BASICHEALTH CAR R ETO SIPROVI)ED

Pg..ti

Outpatient

Inpatient

Rehabilitation

Wel babytwll chWd
Family planning mrvica

Ad* tmmintim

Periodic health examinations
Effective therpies for at-risk

populaons

Diagnostic evaluation: history,
physical examination,
testing, procedures, chronic
therapy

Prescription drugs

Extensive diagnostic evaluation
Complex treatment of both

acute and chronic
conditions

Physical therapy
Occupational therapy
Supportive care: nursing facilities,

home care, durable medical
equipment, respite, hospice

Mental health services:
substance abuse

Aprupriate toing for congenital
prcsM (;dcatic ibo &WWIpe~

TB pepyax

Smoking action pgams
Peatamidine "aeol (HWV)
Screening for ocaqpmion- and environ-

ina-elated pulmonary problem
Routine and complain-peciflc clinical

evaluations

Diagnostic evaluation: routine physical
problem-directed history,
physical examination

Diagnostic testing: radiologic imagi,
pulmonary functions

Outpatient procedrs: thoracettesis,
fieoptic bronchoscopy

Ongoing trefent for chronic pnob-
lems: chronic obstructive pulmonary
disease - COPD (chronic , nchi-
tis, emphyma), cystic fibrosis,
sarcoidosis, asthma, occupational
lung diseases

Follow-up for positive findings on
diagnostic evaluation

Treatment for serious exacertion of
chronic problem(s): COPD

Treatment for serious exacerbation
of acute problems: pneumonia

Physical therapy
Occupational therapy
Respiratory therapy
Pulmonry rehabilitation
Supportive are: home care, chronic

ventilator care, oxygen
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We balke all societal bwiers be eliminated in ding jvi9dio-
tosalquestions over coverage, so all individuals have w to the
miform ad of services nd ttm services a porl The gums-

teed servios should span the cmftinuum of coverage frm preventive
health services including prenatal and pm ny carem I
and health sceenings to acute seices including inpatient hospital cae
and outpatient services, and chronic and rehabilitative care. In all cases,
the services provided must be medically elective as defimdthmmh
research findings; appropriae as determined by the patient, family and
health car team; and timely - without delay due to financial or adminis-
trative barriers. We also realize that there are societal interests that may
be affected in the provision of care.

STRUCTURE ALA/ATS POSITION: We favr a halth care system a s a plurali.s-
tic publ/pri vakpaym et and deier sysx Mechanisms mu9t be
established to facilitae the requirement of employers to finance the
health care benefits of thei, employees and employees' dependenuL
Supplemental benefits can be provided in whole or in parl by the em-
ployer, or purchased privately by the individual

We recommend that all federally-sponsored health care programs be
consolidated Into a single public plan.

We believe the new health care system should build upon our current
public/private system. We support an employer mandated system in
which mechanisms and incentives would be established to help employers
finance health care benefits for their employees and the employees'
dependents. Under this proposal, the employer could, for example,
provide health care benefits directly as a self-insured program or purchase
a group plan as long as the benefits financed by the employer include at a
minimum all the services listed in the Benefils section on page 3. Em-
ployers would certainly be free to offer benefits above and beyond those
mandated. Individuals also would be allowed to purchase supplemental
coverage on their own, if they so choose.

It may also be necessary to effect changes at the federal government
level with respect to small market insurance laws (i.e., guaranteed issue,
guaranteed renewability, community ratings) to facilitate employer
compliance. In addition, procedures must be in place to ensure that
health care services are provided in instances of jurisdictional coverage
dispute (e.g., workers' compensation versus traditional insurance).

We strongly believe that all federally-sponsored health care programs
should be consolidated into a single public plan that provides all the
services listed in the acnefits section on page 3. This plan would include
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the Medicare program, Medicaid, Veterans' Administration health pro-
grams, CHAMPUS, community and migrant health programs, and so on.
It would eliminate the duplications of administration and delivery of
services among these many programs. It also would allow for a uniform
public program that would not vary by state (as is the problem with
Medicaid), and allow access to services regardless of the nature of the
illness (as with the VA programs).

SYSTEMIC ALA/ATS POSITION: Ad4migitjjf - The admiistration of the

AND PROVIDER health care system mustficilitae padtent access to car The adminis-

CONCERNS trtle process of the h#M care sysUm must be sandardied for all
payers, thus maximizing resources for actual health care services.

ALA/ATS POSITION: Proierizii bursemet and AgUabik& t -
Providers must be fairly compensated to ensure access to health care.
This compensation should reflect provider cost, work, and timde Incen-
tives must be developed to encourage an appropriate distribution be-
tween primary care and specially physicians and a more equitable
distribution of health care providers to ensure access to care in rural,
inner city, or otherwise underserved areas.

We believe the system must be "user friendly" and easily accessible
to patients. We believe the administrative processes of the health cawe
system must be simplified and standardized for all payers so that more of
our health care dollars are spent in providing health care services, and less
for paying salaries of people hired to fill out forms. Reforms in this area
could include electronic filing of claims, a single uniform insurance form,
or "smart cards" for individuals.

We also believe all providers of health care (physicians, nurses, nurse
practitioners, clinical nurse specialists, physician assistants, allied health
professionals, and hospitals) should be reimbursed at a fair rate so as to
ensure full access for patients to all providers. We also believe incentives
must be created within the medical education system to ensnre the avail-
ability of a full range of providers in all geographic regions, especially in
areas that are traditionally underserved. A strong primary care network
must be developed to act as the entrance point for individuals into the
health care system.

To achieve these goals, we make the following recommendations:
Improve academic preparation in middle and high schools; provide
financial incentives such as scholarships, loan forgiveness or tax credits;
revise clinical curricula in medical school to emphasize ambulatory care;
equalize compensation between primary care and medical specialties; and
reform the malpractice insurance system.

I . , -, - * I , k p- , -r-, - -:rz , .141.1'., -11 1 - "I"
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INDIVIDUAL
AND PUBLIC
RESPONSIBILITIES

FINANCING
AND COST
CONTAINMENT

ALA/ATS PO$I1"ON: Educadtmof hal is t e nsAbl, of
MMYAygerg 19of wsociet nctadbS mpieyenscheelsfamiffis, rlges

dons, health prniden and Iuauy heath aeoda such as he
Amercan Lug Assocatio, the Amerkn Thoradci Soadey, amd them
IndivIdual rWnsibilk for keaM is crm to an effeetve heal care
system.TArough proper eduaton indirua will become empowered,
ave, and swa of their rpxon biiky for posiive heat behavior and
maitena of heay UPstle

We believe strong, comprehensive health education programs are an
integral part of preventive health care. These programs will encourage
individuals to maintain healthy life styles and take responsibility for
positive health behavior.

Agencies such as the American Lung Association and the American
Thoracic Society are ideally suited to provide leadership in this area. Pub-
lic education is a primary tool used by the ALA/ATS to fight lung disease
and promote lung health. We urge schools, families, health care providers,
religious institutions, community organizations and others to join the
voluntary health community in providing comprehensive health education.

ALA/ATS POSITION: Fagaci - The financing of universal health
care should avoid placing an inappropriate burden on any individual or
particular sector wikin society and will require a degree ofgovernment
support Any premiums, deductibles, and co-payments for the basic level
of services should be uniform. An individual's ability to pay shall not be
a barrier to care.

ALA/A TS POSITION: ost Containgent- An employment-based
health care system of universal coverage can be economically feasible
only if Mere are cost containment features that address both aggregate
budget expenditures and provider payments and are applied to all payers

We believe the health care system should be financed through multiple
sources, including the government, with no one sector or individual bear-
ing an unfair or disproportionate share of the costs. We support a progres-
sively financed system and believe that any premiums, deductibles, or co-
payments required must be based on an individual's ability to pay.

Finally, we believe cost containment is essential for maintaining a
"healthy" health care system and that a variety of tools can be used to rein
in the spiraling costs of health care. We suggest toils such as outcomes
research, the development of clinical practice guidelines, reform of the
medical liability system, electronic submission of claims, a single uniform
insurance form, and such other tools as necessary to address aggregate
budget expenditures and provider payments.
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STATEMENT OF THE AMERICAN SOCIETY OF PLASTIC AN) RECONSTRUCTIVE SURGEONS

THE BASIC BENEFIT PACKAGE

The American Society of Plastic and Reconstructive Surgeons (ASPRS) represents
the nearly 5,000 (97%) board certified plastic surgeons in the United States. Plastic
surgeons provide highly skilled surgical services which improve both the functional
capacity and quality of life of our patients. These services include the treatment of
congenital deformities, burn injuries, traumatic injuries, and cancer.

Our primary and overriding concern is that all citizens secure access to appro-
priate services and that plastic surgeons retain the right to provide those services
with a minimal amount of regulatory or statutory restrictions.

ASPRS believes that all individuals in this country must have access to basic lev-
els of health care services. These services must be available in a timely manner and
by an appropriately trained physician. Gatekeeper systems should not be allowed
to unduly obstruct access to specialized care. Access needs to exist regardless of so-
cioeconomic or employment status.

Every American should have access to a universal set of benefits. Within the
scope of plastic surgery, those benefits include all reconstructive procedures and ex-
clude all cosmetic procedures as defined by ASPRS and AMA. Guidelines, practice
parameters and indicators should be used when there are questions about specific
procedures.

Plastic surgeons, as a result of providing burn and traumatic injury care, under-
stand that access to trauma care needs special consideration. Access to an appro-
priate regional trauma center should not be denied under any circumstances for eco-
nomic reasons.

The development of a basic set of health care benefits is possibly the most ardu-
ous and important task of health care reform. The benefit package must straddle
the fine line between providing all necessary services and providing other desired
services that we as a society are able and willing to pay for. The more extensive
the package, the longer it will take for universal access to be achieved and the
longer the present trends in health care will continue to burden our economy.

Plastic surgery presents a unique challenge to the development of this package.
The wide variety of services that plastic surgeons provide fall into two major cat-
egories, reconstructive surgery and cosmetic surgery.

It is widely assumed that the specialty of plastic surgery is only involved in elec-
tive cosmetic or aesthetic surgery. This is not the case. Over 60% of a typical plastic
surgeon's time is spent on reconstructive surgery. Reconstructive surgery is per-
formed on abnormal structures of the body, caused by congenital defects, devel-
opmental abnormalities, trauma, infection, tumors or disease. It is generally per-
formed to improve function, but may also be done to approximate a normal appear-
ance.

Unfortunately, the important reconstructive procedures that plastic surgeons per-
form are often overlooked. Among the most publicized cases was that of a North Da-
kota boy whose arms were severed in a 1991 farm machinery accident. His arms
were reattached by a plastic surgeon using microsurgical techniques. Another exam-
ple is the couple in Nevada who were trapped in a blizzard for days, suffered frost-
ite and needed to have portions of their feet amputated. A plastic surgeon recon-

structed the amputated portions of their feet.
These stories are well-known but by no means uncommon. Every day plastic sur-

geons treat patients in the most critical circumstances, repairing faces following
gunshot wounds, reconstructing limbs after traffic accidents, reshaping skin after
cancer ravages body tissue. With plastic surgery, a child with a cleft-lip and palate
has hope of leading a normal life, free from respiratory and eating problems and
free from the social stigma that many times accompanies those with a facial deform-
ity. These types of plastic surgery services must be included in a basic benefit pack-
age. They provide vital quality health care services that affect all segments of this
country's population.

Reconstruction, as exemplified here, allows these individuals to again become pro-
ductive members of society. Reconstructive procedures heal both the physical and
emotional scars left by deformities and trauma. A woman who has just gone through
breast cancer and undergone a mastectomy feels whole again after breast recon-
struction. The boy who lost his limbs or an individual who lost his fingers in an
accident are all made whole again through plastic surgery. With reconstructive bur-
gery, individuals have the ability to be self-sufficient and contribute to our economy.
Te benefit to society and the economy far outweigh the cost of the procedures.

The other portion of plastic surgery, cosmetic surgery, is performed to reshape
normal structures of the body in order to improve the patient's appearance. Cos-
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metic procedures include facelifts, nose reshaping, and other procedures done to im-
prove appearance and enhance the quality of life for patients who choose to have
this type of surgery.

Patients who choose to have cosmetic procedures come from all segments of Amer-
ican society. Cosmetic surgery is not a phenomenon of the idle rich. Cosmetic sur-
gery is important to the patient. The fact that 65% of cosmetic surgery patients
come from families with combined incomes below $50,000 shows how important
these procedures are.

Despite the fact that cosmetic procedures are important to individual patients, it
would be inappropriate for them to be included in a basic benefit package.
Liposuction, tummy tucks and face lifts performed for aesthetic proposes should not
be included in any benefit package.

For many procedures, it is not easy to determine where they should be placed.
There are a number of plastic surgery procedures that should only be included when
a particular diagnosis, or indication, is present.

For example, blepharoplasty, or the repair of a droopy eyelid, is essentially a cos-
metic procedure. But there are cases in which a patient's eyelid may droop over the
eye far enough to impair sight. In such circumstances, blepharoplasty should be re-
imbursed within the basic benefit package. In all other cases, blepharoplasty should
not be covered. There are numerous other procedures similar to this.

The ASPRS has completed an extensive survey of its membership to determine
which procedures should be included in a basic benefit package and if there are spe-
cific indicators of when a procedure should or should not be included. The day-to-
day contact that plastic surgeons have with their patients gives them an under-
standing of those procedures that are important to health care consumers and the
procedures that are appropriate to include in a benefit package.

The results of the survey indicate that a number of plastic surgery procedures
should be included in the basic benefit package outright, some should be included
only when a certain indicator or diagnosis is present, and others should be excluded
altogether.

A rationally defined uniform benefit package, based upon the efficacy of a proce-
dure for a certain diagnosis, has the potential of releasing physicians from the great
discrepancies that exist in our current reimbursement system. Today, a service that
is covered in one way by one carrier is covered differently, or not at all, by another
carrier. Or, coverage for procedures sometimes arbitrarily cease without notice to
the physician or patient.

Once the benefit package is determined, the appropriateness of inclusion of any
procedure must be periodically evaluated through outcome and other studies. The
development of clinical indicators, practice parameters and practice guidelines are
under development by ASPRS and other specialty societies with assistance from
many interested groups. ASPRS, and other groups, stand ready and willing to pro-
vide the professional judgements and decisions which will be needed to make safe
and effective adjustments to the composition of the minimum benefits package.

We look forward to the day when patients and physicians know that for a given
diagnosis, a certain procedure will be consistently covered around the nation. We
look forward to the day when we can practice medicine and our patients will not
be faced with uncertainty over whether a particular treatment is covered by their
insurer.

If a standard benefit package is defined and implemented properly, it will also
create incentives for technological advancements. It must be designed with incen-
tives for physicians to seek more efficient and efficacious methods of practicing med-
icine.

A rational approach to determining a basic benefit package with input from pa-
tients and providers is essential to the success of health care reform. We look for-
ward to working with the committee on this important component of health care re-
form.
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STATEMENT OF THE M.D. ANDERSON CANCER CENTER, HOUSTON, TX; CITY OF HOPE
NATIONAL MEDICAL CENTrER, DUARTE, CA; DANA-FARBER CANCER INSTITUTE, Bos-
TON, MA: Fox CHASE CANCER CENTER, PHILADELPHIA, PA; FRED HUTCHINSON
CANCER RESEARCH CENTER, SEArrLE, WA; ARTHUR G. JAMES CANCER HOSPITAL
AND RESEARCH CENTER, COLUMBUS, OH; MEMORIAL SLOAN-KETTERING CANCER
CENTER, NEW YORK NY; KENNETH NORRIS JR. CANCER HOSPITAL, LOS ANGELES,
CA; AND ROSWELL PARK CANCER INSTITIrrE BUFFALO, NY

ASSURING CANCER PATIENTS ACCESS TO APPROPRIATE CARE IN THE HEALTH SECURITY
ACT

The National Cancer Program was enacted by Congress in 1971 to improve the
prevention, diagnosis, and treatment of cancer. An important element of the pro-
gram is the designation by the National Cancer Institute (NCI) of comprehensive
and clinical cancer centers.

The NCI-designated cancer centers are the cornerstones for deepening the under-
standing of the causes and cures for cancer, for applying this knowledge to patients
under treatment, and for disseminating this knowledge to community hospitals. The
cancer centers have developed many of the major advances in cancer treatment.

The role of these national resources-and the continued success of the National
Cancer Program-may be threatened by health care reform unless their special mis-
sion is taken into account:

* The definition of an academic health center should include a cancer hospital
that is excluded from the Medicare Prospective Payment System. The President's
proposed definition of an academic health center does not include cancer hos-
pitals that are excluded from the Medicare Prospective Payment System.

" Patients in managed care programs must be guaranteed access to the NCI-des-
ignated cancer centers.

Cancer patients must be permitted to choose treatment at an NCI-designated
cancer center without extra financial charge.

Otherwise the cancer centers could be available only to affluent patients.
In addition, NCI-designated cancer centers should be automatically treated as

designated specialty providers to which managed care plans must allow the re-
ferral of their enrollees.

* The basic benefits package must cover treatment of cancer patients in qualified
clinical trials that substitutes for standard, and possibly less effective, therapy.

The customary exclusion of "investigational" services must not extend to
qualified clinical trials involving cancer patients, since the reasons for the exclu-
sion do not apply to such trials.

* Any rate-setting methodology must be designed to accommodate the atypical
services and patients of these cancer centers.

These NCI-designated freestanding cancer centers treat a disproportionate
number of severely ill patients and use particularly sophisticated techniques.
Current law affords nine freestanding cancer centers special status under the
Medicare reimbursement system because of their atypical services and patients.
Comparable status for both in patient and outpatient services should be af-
forded the nine centers under any payment mechanisms adopted by states or
health alliances.

THE CANCER CENTERS ARE NATIONAL RESOURCES

As part of the National Cancer Program, the NCI was directed to designate cer-
tain cancer centers to develop new treatments for cancer and introduce them into
clinical practice. 1 These state-of-the-art therapies and research activities offer the
greatest possibility for successful treatment of cancer patients. Moreover, research
is the driving force that allows these cancer centers to develop new innovations that
replace less effective cancer treatments and provide a positive impact on both the
quality of life for cancer patients and the cost of treatment.

As the centers develop new methods for treating, preventing, and detecting can-
cer, they demonstrate their effectiveness through treatment of patients at the cen-
ters and disseminate information on these developments so that they can be incor-
porated into clinical practice throughout the country. Much of the progress made in
understanding the biology of cancer and the treatment of this disease is directly at-
tributable to the work done in these NCI-designated cancer centers.

These cancer centers have played pivotal roles in developing and advancing treat-
ments for childhood leukemia which previously were often fatal and are now highly

142 U.S.C. §§285a through 285a-3.
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curable; safely substituting lumpectomy for mastectomy in many breast cancer pa-
tients; developing techniques for the early detection of cancer; originating limb pres-
ervation techniques that minimize disability and disfigurement; developing bone
marrow transplantation to cure previously untreatable cancers; and perfecting am-
bulatory cancer treatment for large numbers of patients. The work continues, as the
cancer centers innovate in such areas as gene therapy and immunotherapy. The
cancer centers' endeavors have contributed to the increasing number of survivable
cancers and have enabled countless individuals to return to productive lives. I

Health care reform must be undertaken in a manner that does not undermine the
National Cancer Program nordeprive patients access to these cancer centers.

ASSURING ACCESS UNDER MANAGED COMPETITION

Many health care reform proposals, including the President's, are intended to fos-
ter the development of managed care. In any expansion of managed care, extreme
care must be taken to assure that cancer patients are not denied the state-of-the-
art treatment available primarily, and often only, at the NCI-designated cancer cen-
ters. These federally designated national resources must continue to be available to
the general population and should not be limited to affluent patients who can afford
high coinsurance payments or special insurance coverage.

Moreover, without a patient base with which to test promising new techniques,
the essential translation of treatment advances from laboratory bench to the pa-
tient's bedside will not occur. Without patients, the cancer centers would be unable
to carry out their mission under the National Cancer Program.

Therefore, any health care reform legislation must contain the following protec-
tions to assure access by cancer patients to the NCI-designated cancer centers-

" Any cancer patient enrolled in a managed care plan would be guaranteed the
right to choose treatment at an NCI-designated cancer center. Managed care
plans would be required to arrange for such treatment at the same cost to the
patient as for in-network services.

" Managed care plans would be required to provide information on NCI-des-
ignated cancer centers to plan enrollees.

In addition, the President's proposal should be modified as follows--

" Health plans should be required to permit the referral of their patients to des-
ignated specialty providers and centers of excellence. This should be a state
mandate-not a state option, as the President's plan would apparently provide.

" NCI-designated cancer centers should automatically be considered to be des-
ignated specialty providers or centers of excellence.

" Although the regional health alliances would be organized on a state basis, ac-
cess to NCI-designated cancer centers should not be limited to in-state centers.
Health plans should be required to permit the referral of their patients to an
NCI-designated cancer center that can provide appropriate services regardless
of location.

THE BASIC BENEFITS PACKAGE SHOULD COVER QUALIFIED CLINICAL TRIALS

A clinical trial on a new cancer therapy is initiated because of the belief, based
on preliminary evidence, that the therapy is likely to be more effective than the con-
ventional therapy otherwise available. The trial is intended to establish the superi-
ority of the new therapy definitively. Patients in trials benefit since they receive
treatment that may be substantially better than conventional treatment and that,
in any event, is not likely to be less effective.

The NCI-designated cancer centers plan a major role in conducting clinical trials
of new methods to prevent and treat cancer. Through such trials, the cancer centers
develop the standard of treatment that are eventually used by physicians and insti-
tutions throughout the country. The system of NCI-designated cancer centers is a
model structure for determining which treatments are effective.

Although clinical trials offer the possibility of superior treatment for cancer pa-
tients, insurers frequently deny coverage of the associated medical care, such as the
hospital stay or physician visits, under policy or plan provisions excluding "inves-
tigational" or "experimental" treatment. By inappropriately invoking provisions de-
signed to prevent payment for questionable or speculative treatments, insurers have
adopted policies precluding reimbursement for state-of-the-art, advanced medical
treatments that are frequently more effective, and ultimately most cost effective,
than those the insurers would readily pay for.

The National Cancer Institute agrees that health insurance should cover clinical
trials-
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"NCI does not consider the research exclusion justifiable. For patients
with life-threatening diseases for which standard therapy is inadequate or
lacking altogether, participation in well-designed, closely monitored clinical
trials represents best medical care for the patient. The NCI believes that
clinical trials are standard therapy for cancer patients to whom a curative
therapy cannot be offered. .... For these reasons, we consider it appro-
priate for third-party carriers to reimburse patients for medical care costs
of participating in scientifically valid clinical trials." 2

The basic benefits package established in health care reform legislation must in-
clude coverage of the medical care associated with clinical trials provided to cancer
patients if the trials have been approved by (1) NCI or an NCI-designates cancer
center, cooperative group, or community clinical oncology program; (2) the Food and
Drug Administration, in the form of an investigational new drug exemption (IND);
(3) the Department of Veterans Affairs; or (4) a qualified nongovernmental research
entity as identified in the guidelines for NCI cancer center support grants.

Coverage of cancer clinical trials should not increase aggregate health care costs.
Treatment of cancer patients through clinical trials is ordinarily a substitute ther-
apy that is not necessarily more expensive than conventional therapy.

The President's proposal would include the "routine costs" of approved clinical
trials in the guaranteed national benefits package. The scope of routine costs is un-
clear at this time. While we would not expect administrative costs of the clinical
trials to be covered, all patient care costs should be covered.

THE NINE FREESTANDING CANCER CENTERS SHOULD BE PROTECTED FROM
INAPPROPRIATE RATE-SETTING PAYMENT METHODOLOGIES

Although most of the NCI-designated cancer centers are part of larger, diversified
institutions, nine of them are renowned, freestanding facilities. 3 As such, they are
particularly vulnerable to any health care financing measures that do not take their
unique characteristics into account. For that reason, Congress determined that the
Medicare diagnosis-related group (DRG) system was inappropriate for the nine cen-
ters.

By law, Medicare exempts the nine centers from the prospective payment system
(PPS) for inpatient hospital services and instead pays them under a cost-reimburse-
ment method. 4 Since PPS uses DRGs based on typical cases, Congress concluded
that it would not be appropriate for the atypical services of, and patients treated
by, the nine cancer centers.

In a June 1993 report, the Prospective Payment Assessment Commission
(ProPAC) reconfirmed that the reasons for the statutory exemption continue to exist
today.5 The statutory exemption acknowledges the cancer centers' status as unique,
state-of-the-art facilities with the most acutely ill cancer patient populations. Impor-
tantly, the exemption confirms that the existing cancer DRGs do not reflect the com-
plexity of illnesses treated at the cancer centers, or the intensity of services pro-
vided.

If health care reform legislation allows or requires rate-setting, it should include
special requirements governing the nine freestanding cancer centers comparable to
the Medicare exemption. For example, under the President's proposal, the regional
alliances would issue fee schedules for the fee-for-service health plans, and states
could regulate payments under health plans to assist the health alliances in meet-
ing the federally required premium targets.

As Congress recognized in exempting the nine freestanding centers from the Med-
icare prospective payment system, controls based on average cases or the experience
of ordinary institutions, such as controls based on DRGs, would be completely inap-
propriate for these freestanding centers. Federal legislation should require a similar
approach, with respect to both inpatient and outpatient services, for any rate-setting
by states or regional alliances.

2 Raub, William F. "Remedies and Costs of Difficulties Hampering Clinical Research." January
1989. (Submitted to the Senate Committee on Appropriations in response to S. Rep. No. 100-
399.)3 The nine are: M.D. Anderson Cancer Center, Houston; City of Hope National Medical Center,
Duarte, California; Dana-Farber Cancer Institute, Boston, Massachusetts; Fox Chase Cancer
Center, Philadelphia, Pennsylvania; Fred Hutchinson Cancer Research Center, Seattle, Wash-
ington; Arthur G. James Cancer Hospital and Research Institute, Columbus, Ohio; Memorial
Sloan-Kettering Cancer Center, New York, New York; Kenneth Norris Jr. Cancer Hospital, Los
Angeles California; Roswell Park Cancer Institute, Buffalo, New York.
442 U.S.C. §1395ww(d(1XBXv).
5 Prospective Payment Assessment Commission. 'Medicare and the American Health Care

System Report to the Congress." June 1993. Pag-s 84-85.
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An appropriate rate-setting methodology would be based on the historical costs
(e.g., average-per-patient costs) of each freestanding cancer center, updated to re-
flect inflation and any significant changes in the center's patient case-mix or serv-
ices provided. Any such methodology should be subject to revision based on changes
at each center. Rates must be established in a manner such as this if the nine free-
standing cancer centers are to remain viable.

ALTERNATIVE STATE SYSTEMS

Some proposed health care reform plans would allow states to substitute their
own reform and cost control plans for the national program. If this is permitted, the
federal legislation should require states to adopt the protections and benefits pack-
age requirements specified above. The National Cancer Program is an important
federal initiative that should not be thwarted by state regulation that does not ade-
quately accommodate the NCI-designated cancer centers.

SUMMARY

To ensure that the services of the NCI-designated cancer centers remain available
to patients, and that these centers continue to provide complex, state-of-the-art
treatment, it is essential that health care reform be structured to include the follow-
ing elements:

" The definition of an academic health center should include cancer hospitals that
are excluded from the Medicare Prospective Payment System.

" Patients in managed care plans suffering from cancer must be guaranteed ac-
cess to the specialty services and treatment available at the NCI-designated
cancer centers without the financial penalties assigned to out-of-network care.

* All managed care plans should be required to provide information on NCI-des-
ignated cancer centers, and how to access their services, to their enrollees.

* In the President's plan, NCI-designated cancer centers, including out-of-state
centers, should be included as "designated specialty providers" to which health
plans must allow the referral of their enrollees.

" Qualified clinical trials must be included in the basic benefits package.
" Rate-setting applicable to the nine freestanding cancer centers should be limited

to an appropriate non-DRG rate-setting methodology for both inpatient and out-
patient services.

" Any alternative state systems created under the health care reform legislation
should be required to include comparable protections for the cancer centers and
patients.

STATEMENT OF THE NATIONAL ASSOCIATION OF REHABILITATION FACILITIES

My name is Rob Schwartz. I am President of the National Association of Rehabili-
tation Facilities. We are submitting this statement for the record of your hearing
on the guaranteed benefits package included in President Clinton's Health Security
Act, S. 1757. NARF is a national organization representing over 900 members who
provide medical, vocational, residential and employment services to over 4 million
people annually.

We appreciate the seriousness with which this Committee is approaching the op-
portunity to reinvent, reestablish and recreate our health care system. We commend
the chairman, the President, and other members of the Senate for tackling this dif-
ficult issue. The President's plan takes great steps toward providing health care to
numerous people who do not have access to care, including persons with disabilities.

Over four million people receive rehabilitation services annually. Over 80% of
these people return to their homes, work, schools or an active retirement. Condi-
tions usually requiring rehabilitation include: heart attack, stroke, arthritis, cancer,
neurological disorders, joint fractures and replacements, amputation, head injury,
spinal cord injury, chronic pain, pulmonary disorders, burns, multiple trauma and
congenital or developmental disorders.

Rehabilitation is delivered in a numbe' of places-freestanding rehabilitation hos-
pitals, rehabilitation units of general hospitals, comprehensive outpatient rehabilita-
tion facilities, rehabilitation agencies and other outpatient settings, nursing facili-
ties and in people's homes. Determining which setting is appropriate is a function
of medical judgment. These settings, properly utilized, can provide a full continuum
of rehabilitation care.

Our specific comments on the benefit package follow.
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COMPREHENSIVE BENEFIT PACKAGE (section 1101 et. seq)

First we believe the benefits package must be established by law. The Clinton
plan proposes a comprehensive benefit package which is to reflect the coverage most
people receive today. It pr-oposes coverage of both inpatient and outpatient rehabili-
tation services which NAF supports. We are pleased to see that the President has
recognized rehabilitation. However, we have several comments on the package
which we think will be an enhancement. Coverage of inpatient and outpatient reha-
bilitation services should provide a full continuum of care for people needing reha-
bilitation services and ideally they will be delivered as quickly and efficiently as pos-
sible to the major benefit and prompt recovery of a patient needing rehabilitation
services. The recommendations we have for the comprehensive benefits package are
offered with the intention of assuring that the full continuum of care is available
to people.
A. Inpatient Hospital Rehabilitation Services (Section 1111)

This section covers inpatient and outpatient services provided by a hospital. The
term "hospital" is defined by reference to the Medicare Act and includes "an
institution . . . primarily engaged in providing . . . rehabilitation services for the
rehabilitation of injured, disabled, or sick persons." The inpatient hospital services
covered are those in section 1861(bXl)-(3) of the Medicare Act.

Inpatient and outpatient services of rehabilitation hospitals and units must be
covered in order to continue the coverage most people have now and enable the un-
insured access to such care. The services of rehabilitation units in general hospitals
should be covered by virtue of the larger institution being under the more general
definition of a "hospital."

Recommendation: NARF supports coverage of inpatient rehabilitation hospitals
and units and the services they provide in the hospital services benefit. Report lan-
guage should include an explicit reference to coverage of rehabilitation hospitals and
units and the services they provide under this benefit. A copy of such draft language
is attached, as Attachment A.
B. Extended Care Services (Section 1119)

S. 1757 covers 100 days of extended care services. These would be provided in a
skilled nursing or rehabilitation facility. Such coverage is available "as an alter-
native to inpatient treatment in a hospital after an illness or injury." A rehabilita-
tion facility is defined as "an institution (or distinct part of an institution) which
is established and operated for the purpose of providing diagnostic, therapeutic, and
rehabilitation services to an individual for rehabilitation from illness or injury."

This definition is virtually the same as that incorporated by reference from the
Medicare Act to define a rehabilitation hospital. Thus, the Plan contains an ambigu-
ity. Extended care services are to be provided as an alternative to hospitalization
level rehabilitation by an institution that is defined to include rehabilitation hos-
pitals and units.

Recommendation: For purposes of the extended care benefit, "rehabilitation fa-
cility" should be defined so that a continuum of care is available for rehabilitation
patients, where possible through a single facility. The intensity of nursing and ther-
apy services under the extended care benefit would be less intense than those need-
ed by patients in a hospital level rehabilitation program. The Plan should be clari-
fied to establish that a rehabilitation hospital or a rehabilitation unit in a general
hosital can provideethese extended care services as a rehabilitation facility'which
wil ?be at a less intense level than is the case for hospital level rehabilitation serv-
ices. To do so the sentence above should be redrafted to read "such services are cov-
ered only as an alternative to inpatient treatment under section 1111." The draft
report language in Attachment A also clarifies this point.

C. Outpatient Rehabilitation Services (Section 1123)
The Clinton Plan also covers outpatient rehabilitation services provided by enti-

ties other than a hospital. "Outpatient Rehabilitation Services" are defined to in-
clude physical therapy, occupational and speech therapy to restore functional capac-
ity or to minimize limitations on physical and cognitive function as a result of ill-
ness or injury. The need for such services are to be evaluated after 60 days to deter-
mine if there is continued improvement in function.

Recommendations:

1. The list of services comprising the Outpatient Rehabilitation Services benefit
should include psychology, social services and rehabilitation nursing services when
provided by Comprehensive Outpatient Rehabilitation Facilities (CORFs) as defined
under Section 1861 (cc) of the Social Security Act. The CORF benefit was added to
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the Medicare Act in 1980 in recognition that rehabilitation is the collective and co-
ordinated application of therapies and other services, rather than a series cf individ-
ual services.

2. Cognitive therapy, audiology and hearing tests should also be added.
3. Congenital and developmental disabilities should be added to illness and injury

as qualifying conditions for services.
4. The 60-day evaluation period should be used only as an evaluation period as

is the current practice under Medicare with which the field is familiar, and not be
interpreted as a limit.

D. Definition of the Benefit Package
The Clinton plan prescribes coverage of a benefits package, as does, S. 1770 and

S. 491. Each of these includes coverage for rehabilitation services. However, several
alternative plans, pending in the Congress would leave the determination of benefits
to an administrative body.

E. Medical Necessity (Sections 1141 and 1154)
In order for any benefits package to work effectively and for the plan to work ef-

fectively, the plan requires that only medically necessary services would be made
available.

Since the amount of money will be finite and the benefit structure fixed, the only
variables available to cut costs are rates of payment to providers and the extent of
care provided. Under these circumstances, there is a danger that specialty services
such as rehabilitation will be restricted through determinations they are not medi-
cally necessary. This is an experience that, several facilities have had under current
managed care programs, both Medicare and non-Medicare. Accordingly, it is essen-
tial that the Plan contain clear and controlling standards for determinations of med-
ical necessity.

Medical necessity is a function of the complexity of the medical, nursing and
therapeutic needs of the patient. Services should not be compromised in terms of
quantity or time. Medically necessary services are the most cost effective way to re-
turn people to their highest level of function and personal safety as soon as possible.
The current Medicare hospital inpatient rehabilitation guidelines found in the Medi-
care Intermediary Manual at Section 3101.11 provide a good basis for determining
the need for hospital rehabilitation services. They have been in use for 15 years,
are well known and tested. The inpatient guidelines highlight the need for medical
management and supervision, skilled rehabilitation nursing and other nursing, in-
tensit of therapies (the hospital level is a minimum of three hours a day, five days
a week of P.T., O.T. and other required therapies), plan of treatment and other fac-
tors. Additionally, there are outpatient rehabilitation guidelines for physical ther-
apy, occupational therapy and speech language pathology services found in the
Intermediary Manual at Sections 3904,3906 and 3905 respectively.

Recommendation: The Medicare coverage guidelines should be adopted for de-
terminations of the need for rehabilitation by alliances and plans. In any event, the
determination of medical necessity should be made by the attending physician.

While this hearing focuses on benefits we have several other areas of con-
cern. They are:

ADMINISTRATIVE STRUCTURE AND QUALITY OF CARE
While this hearing has focused on the issue of covered benefits, the other benefits

factor that is of our concern is as follows: The benefits should be available to indi-
viduals in need of them.

The administrative structure proposed under the Health Security Act is a major
systemic change in the delivery of health care services. Essential elements are the
creation of a national health board, regional and corporate alliances, and account-
able health plans. States will play a major role in creating alliances and certifying
plans.

The plan encourages the use of health maintenance organizations and other types
of managed care plans. Under managed care plans the receipt of services is deter-
mined by the decision maker, sometimes referred to as the gatekeeper. Given the
constraints on financing, there may be a natural tendency to refer to the least ex-
pensive level of care, which may not assure that the most effective outcomes for per-
sons needing services. We would hope, given our negative experiences with such or-
ganizations, that reinvention would eliminate the problems of the past.

As reported by our members, our experience with current managed care plans has
been problematic. Additionally, severalstudies show that managed care plans do not
deliver all medically necessary services. Let me give you some examples.
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A man riding his bicycle in the Arlington, Virginia area fell and suffered a serious
spinal cord injury. He is being rehabilitated at a local rehabilitation hospital and
is insured by a local HMO. His physician predicts he will need at least three months
of inpatient rehabilitation, but his insurance plan covers only two months. Iron-
ically, this results in his scheduled released on Valentine's Day.

In California some years ago, two men suffered spinal cord injuries. One was re-
habilitated and returned to his family, job and previous life. His colleague, dis-
appeared from rehabilitation one day. The rehabilitated man asked about the second
man. He found that he had been sent to a custodial nursing home where all of the
major gains while in rehabilitation. Now he was totally dependent. His HMO would
only cover 60 days of care. He received no additional therapies except for being
turned in bed only once a day.

Some HMOs do not refer to comprehensive or acute rehabilitation program as a
matter of practice even though the patient meets admission criteria. NARF recently
learned that a large risk based HMO will not refer stroke patients to acute rehabili-
tation, instead they are sending them to a nursing facility without the benefit of
intensive rehabilitation therapy. This rule of thumb may be inappropriate for all
stroke patients. As in the studies conducted on the cost benefits of stroke rehabilita-
tion have shown considerable savings. A 1981 study showed that for each stroke pa-
tient who, through rehabilitation, was able to live at home, this expense versus a
long term residential institutional setting saved $13,248 per year in 1981 dollars or
$20,447.61 in 1992 dollars. Given that the average stroke patient lives over five
years this is a savings of $102,238.12 in 1992 dollars.

A study in California also noted some of the serious problems in the failure to
refer to rehabilitation services and the quality issues this presents (Medicare Risk
Based Contract HMOs of California: A Study of Marketing Quality and Due Process
Rights, Medicare Advocacy Project, Los Angeles, California 90057, January 1993).
Also a recent study by Mathimatica, Inc. raised some serious questions regarding
quality of care and referral of appropriate patients to rehabilitation hospitals and
units. For example, medicare patients were being referred to skilled nursing homes.
The outcomes were not as positive as those in rehabilitation programs.

A recent managed care survey of NARF members revealed the following: 51 of 57
respondents had contracts for non-Medicare enrolles, 27% said that the HMO in
their area does not refer these patients to rehabilitation hospitals and units. For
Medicare enrollees, 31 of 57 facilities contract with HMOs, 50 percent reported that
the HMO does not refer Medicare enrollees in need of rehabilitation to rehabilita-
tion hospitals and units and 57 percent report that the HMO takes the position that
rehabilitation is not medically necessary. Therefore, a mechanism must be in place
to assure the referral for, and the delivery of, appropriate covered rehabilitation
services.

To assure appropriate, high quality services are delivered to persons requiring re-
habilitation services, particularly persons with disabilities, national standards must
be established. Such standards must be met by states before health plans are ap-
proved by a health board or similar entity, and prior to any state certifying a health
plan or designating an alliance. These standards must be consistent from state to
state and alliance to alliance. The standards that we propose approach this from
three perspectives. See Attachment B.

The standards should ensure that the decision maker, or gatekeeper would have
criteria by which to determine immediately if an individual needs rehabilitation
services. An individual would receive an immediate rehabilitation evaluation if he
came to his gatekeeper with one of the 15 conditions normally requiring rehabilita-
tion services. Rehabilitation should be a requirement included in all medical college
and allied health curricula. Persons with disabilities should have an opportunity to
choose a specialist in rehabilitation as their primary care provider or primary physi-
cian from a panel of specialists offered by the plan.

The standards should include safeguards during the treatment period. These
would involve stated times for appointments, follow-up appointments, transpor-
tation, etc. Finally, the standards would measure the referral of services retrospec-
tively through chart reviews and other quality assurance mechanisms that would
be included in the consumer report card.

* COVERAGE MANDATE AND DEFINITION OF AN EMPLOYEE (Sections
1001, 1901)

Recommendations:

1. The Plan should not include in the definition of "employee" persons who are
receiving Supplemental Security Income or Social Security Disability Income.
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2. The two-year waiting period for Medicare eligibility by virtue of disability
should be eliminated. Persons found to be disabled under Social Security should re-
ceive immediate Medicare coverage, retroactive to the date of disability.

3. Fringe benefit allowances in wage rate on Javits-Wagner-O'Day contracts
should be increased as necessary to include the cost of health insurance as man-
dated by the Health Security Act.

4. Rehabilitation facilities and their employees should be eligible for all subsidies
in the Plan for payment of health insurance premiums.

9 ADMINISTRATIVE STRUCTURE (Title I, Subtitles C, D, E and F, Part 1)
A. National Health Board

Recommendations:

1. The Board should set the standards discussed above.
2. The membership of the Board should be expanded and include a provider of

rehabilitation services, a consumer of rehabilitation services, and a person with dis-
abilities.

B. State Responsibilities (Section 1200 et. seq)
Recommendations:

1. Rehabilitation providers should be eligible to become centers of excellence in
Section 1203(eX2).

2. Rehabilitation providers should participate with states on all advisory and
planning committees.

C. Health Alliances (Section 1300 et. seq.)
Recommendations:

1. The patient classification system based on the function related groups (FRGs)
system needs to be finalized so that plans, alliances, and providers can negotiate
rates and schedules knowing who their patients are and their projected resource
use.

2. Plans should also comply with the standards recommended.
3. The Provider Advisory Board should include rehabilitation providers, not just

professionals.
4. NARF supports the annual open enrollment period to allow individuals to

switch plans if they find their current plan unsuitable. People needing rehabilitation
services and persons with disabilities need this flexibility, especially if their plan is
not responsive to their needs.

5. Rehabilitation providers should have an opportunity to work with each alliance
in developing the outcomes information to be requested. NARF is developing a pa-
tient classification system (FRGs) that can predict length of stay based on the pa-
tient's functional status at admission. It is being refined to examine functional
change from admission to discharge.

6. NARF supports the role of the ombudsman, but recommends that it be
strengthened to assure prompt resolution of enrolles' concerns. Again, our previous
experience with managed care companies and their focus on saving funds has been
at the expense of enrollees.

D. Health Plans (Section 1400 et. seq.)
Recommendations:

1. To assure referral and delivery of necessary rehabilitation services, plans
should meet the standards recommended above.

2. There should be an adequate number and variety of rehabilitation providers al-
lowed to contract with each plan to assure that a full continuum of care is available
to plan enrollees.

3. NARF supports the nondiscrimination provisions which prohibit preexisting
conditions clauses and practices that have the effect of attracting or limiting enroll-
ees on the basis of personal characteristics, including health status and the antici-
pated need for health care, among others.

* RISK ADJUSTMENT (Section 1541)
Recommendations:

1. Add functional ability and assessment to the list of factors used for risk adjust-
ment in order to avoid an impediment to enrollment of persons with disabilities by
health plans. Disincentives to enrollment should be removed. An appropriate risk
adjustment formula is one factor in removing such disincentives.
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2. Rehabilitation providers and persons with disabilities should be represented on
the Advisory Committee for the Risk Adjustment System.

* PLAN PAYMENTS AND BUDGETS (Section 6201 et. seq.)
Recommendation: The Plan should be modified to include a requirement that

payments to providers for services covered under the Plan conform to the standard
now governing state plans under the Medicaid program (the Boren Amendment).
This requires that such rates "are reasonable and adequate to meet the costs which
must be incurred by efficiently and economically operated facilities in order to pro-
vide care and services in conformity with State and Federal laws, regulations and
quality and safety standards."
* MEDICARE COST SAVINGS (Sections 4101 and 4103)

Recommendation: NARF proposes rebasing of TEFRA limits for rehabilitation
hospitals and units for a two-year period and adoption of a Medicare prospective

payment system for rehabilitation. Furthermore, the types of patients coming to re-
abilitation hospitals and units has changed over the last 13 years. To recognize

these changes, the current criteria used to define a rehabilitation hospital of unit
for exclusion from the PPS should be expanded to add pain, oncology, cardiology and
pulmonary.

• QUALITY MANAGEMENT PROGRAM (Section 5001)
Recommendations:

1. Rehabilitation's focus is on improved motor and cognitive function which are
measurable outcomes. The outcomes information requested should include informa-
tion on improvement in physical and cognitive functions as well as including voca-
tional and living status.

2. Rehabilitation providers should be members of and work with the National
Quality Management Council and National Quality Consortium, each state, alliance
and plan in developing the outcomes.

3. Persons with disabilities should be represented on the national council and any
other committees charged with developing the quality management program.

4. Rehabilitation providers should be included in the development of practice
guidelines and utilization review protocols at the national, alliance and plan levels.

5. Rehabilitation providers should be included in the design and conduct of out-
comes research which should focus on the resulting quality of life of patients as well
as more narrow indicators of functional ability.

* LONG TERM CARE (Title II, Subtitle B)
Recommendations: NARF supports this new commitment to long term services

with an emphasis on home and community based services. NARF also supports the
use of multiple eligibility criteria provision of personal assistance services, emphasis
on consumer involvement, and the basic philosophy that long term services must be
part of a health care reform program.

NARF also recommends:

1. Eligibility should be expanded to cover three of five ADLs or four of seven
IADLs (mobility, communication, managing money, taking medications, shopping,
etc.).

2. NARF supports recognition of cognition as an eligibility factor.
3. The personal assistance services included under the program look more like

personal care services. While a good first step, NARF recommends that states be
required to offer a full range of personal assistance services.

4. NARF is concerned that there be no incentives between the alliance based
health plan and the LTC plan to limit the rehabilitation services people are receiv-
ing under the alliance plan, and move them prematurely to a LTC plan. NARF rec-
ommends that, before services are terminated under the alliance plan, there be a
separate evaluation to determine if continued functional improvement is possible
and that the plan is not terminating them prematurely or for its financial advan-
tage.

5. Consumers must continue to have a role in the initial development of plans and
services that are delivered at the national, state and individual plan level.

6. There should be a cap placed on out-of-pocket coinsurance payments.
7. Psychiatric services required over time which are beyond those covered by the

basic benefits package should be addressed.
8. Issues regarding state medical practice and nurse practice acts in relation to

health-related tasks performed by personal assistance providers such as medication
administration and catheterization should be resolved.
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* TAX INCENTIVES FOR PERSONS WITH DISABILITIES WHO WORK (Section
2501, 7901)

Recommendation: NARF supports this proposal.

ATTACHMENT A-REPORT LANGUAGE TO ACCOMPANY THE HEALTH SECURiTY ACT

COVERAGE OF INPATIENT REHABILITATION SERVICES

With regard to inpatient rehabilitation services, section 111 of the bill provides
for coverage of hospital rehabilitation. Hospitals providing rehabilitation services,
including both rehabilitation hospitals and rehabilitation units in general hospitals
are defined by reference to the definition of "hospital" in section 1861(e) of the Social
Security Act. The bill includes as inpatient hospital services those under section
1861(b) (1)-(3) which covers all services currently provided by rehah'Aitation hos-
pitals and units.

Section 1119 of the bill provides for coverage of extended care 0 ",C) services by
a rehabilitation facility. The term "Rehabilitation Facility" is def .,ed in 1119(c)(1)
to be "an institution (or a distinct part of an institution) which ;s established and
operated for the purpose of providing diagnostic, therapeutir,, and rehabilitation
services to individuals for rehabilitation from illness or injuy." Section 1119(b)(1)
of the bill as introduced provided that EC services are cov. red only as alternative
to inpatient treatment in a hospital.

It is the Committee's intent that the bill cover both hospital level rehabilitation
services and rehabilitation services in extended care for patients who do not require
the level of treatment and intensity of medical supervision of hospital level rehabili-
tation services provided in rehabilitation hospitals and units. The Committee also
feels that providers of inpatient rehabilitation services should be encouraged, or at
least permitted, to provide services under both benefits to facilitate continuity of
service to patients. To this end the language of 1 119(b)(1) has been modified to pro-
vide that the EC benefit is covered only as an alternative to treatment under the
hospital services benefit. This change is intended to permit a rehabilitation hospital
or unit to provide both levels of service.

Unlike the Medicare Act, which bases payment on the type of facility providing
service, the Health Security Act does not prescribe methods of determining pay-
ments to providers. Methods and rates of payment are left to negotiation between
health plans and providers. With regard to inpatient rehabilitation services, the
Committee expects that health plans will prescribe standards to differentiate be-
tween hospital and extended care rehabilitation services and to vary payment for
services accordingly. Currently the Medicare program draws such a distinction in
its guidelines for coverage of inpatient hospital services, which specify the intensity
of medical supervision, therapy services and nursing to be provided in hospitals.
Such guidelines also require preadmission screening, coordinated care under the su-
pervision of a mulidisciplinary team and improvement of function by the patient to
continue treatment. The Committee expects health plans to adopt the same or simi-
lar guidelines to distinguish rehabilitation services covered by the hospital services
benefit from those covered under the extended care benefit.

OUTPATIENT REHABILITATION THERAPY

SECT. 1123. OUTPATIENT REIIAB1LITATION SERVICES
A. COVERAGE. The outpatient rehabilitation services described in this section

are:

1. putpatient occupational therapy;
2. outpatient physical therapy y;"-
3. outpatient respiratory therapy; and
4. outpatient speech-language pathology services atid audiology services.
B. LIMITATIONS. Coverage for outpatient rehabilitation services is subject to the

following limitations:

1. RESTORATION OF CAPACITY OR MINIMIZATION OF LIMITATIONS. Such
services include only items or services used to restore functional capacity or mini-
mize limitations on physical and cognitive functions as a result of an illness, injury,
disorder, or other health condition.

2. MAINTENANCE OR PREVENTION PROGRAM. Services described in para-
graph (1) include the following outpatient rehabilitation services designed to main-
tain functioning or prevent or minimize further deterioration:

(a) the initial evaluation and periodic oversight of the patient's needs by a
qualified rehabilitation health professional;
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(b) the designing by the qualified rehabilitation health professional of a main-
tenance or prevention program which is appropriate to the capacity and toler-
ance of the patient and the treatment objectives;

(c) the instruction of the patient, family members, or support personnel in
carrying out the program; and

(d) reevaluations.
3. REEVALUATION.

(a) At the end of each 60-day period of outpatient rehabilitation services
(other than services described in paragraph (2), the need for continued services
shall be reevaluated by the person who is primarily responsible for providing
the services. Additional periods of services are covered only if such person deter-
mines that the requirement in paragraph (1) is satisfied.

(b) Periodically, outpatient rehabilitation services described in paragraph (2)
shall be reevaluated by a qualified rehabilitation health professional.

EXPLANATION OF CHANGES

1. ILLNESS OR INJURY.
The bill limits coverage of outpatient rehabilitation therapies to those therapies

used to "restore functional capacity or minimize limitations on physical and cog-
nitive functions as a result of illness or injury." This policy is tantamount to perpet-
uating a pre-existing condition clause for persons wi,h congenital conditions. It re-
sults in arbitrary distinctions between two infants wii-h the same pattern of disabil-
ity and the same need for identical services. For example, there is no difference be-
tween the need for outpatient rehabilitation therapy services by a child born with
cerebral palsy and a child who one hour after birth develops an infection in the
brain (meningitis) and then develops cerebral palsy.

Solution: Insert "illness, injury, disorder or other health condition" in lieu
of illnesss or injury." The phrase in bold is consistent with language used elsewhere
in the Health Security Act (at page 846 of S. 1757) with respect to development of
practice guidelines.

This solution is consistent with policies included in many private insurance poli-
cies (e.g., Blue-Cross/Blue Shield; Government Employees Hospital Association). Ac-
cording to discussions between the March of Dimes and the Health Insurance Asso-
ciation of America, even those policies that include "illness or injury" language in
fact cover therapies required to address a congenital condition. However, negotia-
tions between the insurer, family and health professionals often are required.

2. RESPIRATORY THERAPY.
It is our understanding that respiratory therapy is intended to be included under

the Health Security Act. This simply clarifies this understanding.

3. SPEECH PATHOLOGY.
The bill limits coverage to "outpatient speech pathology services for the purpose

of attaining or restoring speech." This description is not reflective of the breadth of
need. "Speech-language pathology" is the accepted term rather than "speech pathol-
ogy" because the speech-language pathologist assesses and treats individuals who
have speech, language, and related disorders.

Examples of language disorders include aphasia due to a stroke or head injury.
The ability to speak may be intact but the ability to use the appropriate vocabulary
or even find the appropriate word may be impaired. Additionally, speech-language
pathologists can provide swallowing assessment and rehabilitation services. For ex-
ample, an infant with e i"p~dsy may require speech-language pathology serv-
ices to learn who to swallow. Without the therapy, the child might choke on food
or not be able to eat at all. Further, audiology services are important for individuals
with hearing impairments. Audiologists provide diagnostic and aural rehabilitation
services to individuals with hearing loss.

Solution: Insert "Speech-language pathology services and audiology serv-
ices" in lieu of "speech pathology services for the purpose of attaining or restoring
speech."

This solution is consistent with policy under Medicare and most private insurance
policies. Although audiology is not mentioned in the Medicare statute, it is a covered
service as defined in Section 2070.3 of the Medicare Carriers Manual.

4. MAINTENANCE OR PREVENTION PROGRAM.
The bill specifies that therapies are provided to minimize limitations on physical

and cognitive functions." While payment for services designed to maintain function-
ing or prevent or minimize deterioration are recognized under existing private and
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public policy, questions have been raised whether the language of the bill is suffi-
ciently clear to reflect this policy.

Under Medicare policy, "maintenance programs" are covered. The premise of the
policy under Medicare is that repetitive services required to maintain functioning
or prevent or minimize deterioration do not necessarily involve complex and sophis-
ticated therapy procedures, and consequentlyprovision by a qualified rehabilitation
health professional are not always required or safety and effectiveness. However
Medicare also recognizes that the specialized knowledge and judgment of a qualified
rehabilitation health professional may be required to establish, monitor, and oversee
a maintenance program.

The proposal clarifies the language in the Health Security Act to ensure that out-
patient rehabilitation services includes maintenance and prevention programs,
whenever medically necessary or appropriate.

The language is based on language in Medicare policies. The language is also con-
sistent with statements by the Administration that the bill language is intended to
include training individuals, their families, and others to continue working to main-
tair functioning and prevent deterioration.

The proposal includes the term "rehabilitation health professional" in lieu of
"therapist." The recommended terminology is consistent with the definition of
"health professional" set out in §1582 of the Health Security Act.

5. REEVALUATION.
Under the bill, additional periods of services are covered only if such person deter-

mines that "function is improving." ThiV language is ambiguous in light of the scope
of services provided under Sect. 1123(y)(1); i.e., restore functional capacity or mini-
mize limitations on physical and cog,,itive functions.

The proposal strikes "Additional period of services are covered only if such person
determines that functioning is improving" and inserts in lieu thereof "Additional pe-
riods of services are covered only if such person determines that the requirement
in paragraph (1) is satisfied."

This clarification is consistent with the clarification made by the Administration
with respect to home health care (See §1118 of the Health Security Act as compared
to the September 7, "Working Group draft" at page 24).

The reevaluation section also reflects the different requirements for reevaluation
for a "maintenance or prevention program.

OUTPATIENT REHABILITATION COVERAGE REPORT LANGUAGE FOR SEC. 1223 OUTPATIENT
REHABILITATION SERVICES, (A) COVERAGE

Coverage of outpatient rehabilitation services includes those services provided by
a comprehensive outpatient rehabilitation facility. The comprehensive outpatient re-
habilitation facility (CORF) benefit was added to the Medicare Act in 1980 (Section
1861 (cc)) in recognition that rehabilitation is the coordinated application of thera-
pies and other services, rather than a series of individual services. A CORF is pri-
marily engaged in providing (by or under the supervision of a physician) diagnostic,
therapeutic and restorative rehabilitation services. Covered CORF services include
physicians' services; physical therapy, occupational therapy, speech-language-pathol-
ogy, and respiratory therapy; prosthetic and orthotic devices, including testing, fit-
ting, or training in the use of these devices; social and psychological services; nurs-
ing care; drugs and biologicals; supplies and durable medical equipment; and other
items and services that are medically necessary for the rehabilitation of the individ-
ual.

A'I'A('FIMENT Il1---iPR()P()SEI) PLAN STANI)ARIDS F()E HEALTH CARE REFORM UNI)ER THE
HEALIll SECURITY ACT

Congress, in its directions to the National Health Board, the states, alliances and
plans must establish standards that states must meet and that they will require
the alliances and plans to meet before the Board approves a state's plan. These
standards presume that rehabilitation services are covered in the national benefits
package as proposed in the President's plan.

1. Each plan should have direction and incentives to deliver medically necessary
services. One way to do so is require that when an enrollee sees a primary care pro-
vider, the primary care provider must perform a rehabilitation evaluation within 72
hours for patients who fall into the diagnoses most commonly treated by rehabilita-
tion or have a congenital disability. These diagnoses include, but are not limited to,
stroke, spinal cord injury, congenital deformity, amputation, major multiple trauma,
hip fracture, brain injury, all forms of arthritis, neuro disorders, bums, cancer, car-
diac and pulmonary diseases and pain.
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A second way to assure delivery of services is to require education for primary
care providers on rehabilitation. It should be a requirement of their curriculum.

2. Plans must deliver medically necessary rehabilitation services. The standard
for medically necessary care must include factors relating to the medical condition
of the patient needed therapy and ancillary services, intensity of medical super-
vision required, intensity of nursing, improvement in functional capacity, prevention
of deterioration and prevention of secondary complications and disabilities. The
Medicare inpatient rehabilitation hospital guidelines, Section 3101.11 of the
Intermediary Manual, have been used for over 15 year to determine the medical ne-
cessity of hospital level rehabilitation services.

3. Plans must demonstrate that any financial rewards must be for the appropriate
referral for diagnostic and specialty, such as rehabilitation services.

4. Each plan must demonstrate where services will be available so that a full con-
tinuum of rehabilitation services is available to enrollees.

5. The total quality management program must include an audit to see if patients
with typical rehabilitation diagnoses are referred for rehabilitation services.

6. Plans must allow all enrollees who have disabilities or chronic conditions to
choose a physiatrist or other qualified rehabilitation physician as their primary care
provider, care manager or gatekeeper.

7. Plans must be required to develop (a) maximum waiting periods for appoint-
ments, both initial and followup, and get referrals to specialists; and (b) standards
for maximum travel distances.

8. Plans must assure that the grievance and appeals procedures be available to
both enrollees and providers; that they include short timeliness for review of a serv-.
ice denial; and they are clearly communicated to all parties. Plans must have proce-
dures for obtaining an independent second opinion promptly when covered benefits
are denied for any reason. Qualified rehabilitation professionals should review any
denial of benefits.

9. In specific cases, a patient should be allowed to go out of plan for specialized
covered services.

10. If the plan uses case managers, the case managers working with enrollees who
need rehabilitation services must be knowledgeable, trained and educated in reha-
bilitation.

11. Plans must involve rehabilitation providers in the development of utilization
review procedures and practice guidelines.

STATEMENT OF THE NATIONAL WHOLESALE DRUGGIST ASSOCIATION

INTRODUCTION

With health care reform a national concern, the government is facing the difficult
challenge of expanding access to high quality health care services at an affordable
price. As a vital link in the delivery of pharmaceutical care to America's consumers,
the wholesale drug distribution industry stands ready to help the country meet
those goals.

The National Wholesale Druggists' Association (NWDA) is the national trade as-
sociation for full-line, full-service drug wholesalers. Our members operate 250 dis-
tribution centers across the country that handle more than 98 percent of the whole-
sale sales of pharmaceutical products nationwide.

Today, the wholesale drug distribution channel is unquestionably the most cost-
effective means for pharmaceutical manufacturers to deliver product to market.

Drug wholesalers distribute almost three-fourths of prescription drugs in the
United States, up from 57 percent in 1980. This increasing market share reflects
the efficiencies and value-added services that wholesale drug distributors offer both
their suppliers and pharmacy customers.

Operating in a highly competitive marketplace, wholesale distributors have
passed the savings from lower operating costs on to their customers. These cus-
tomers constitute the entire range of health care facilities: independent retail phar-
macies; chain drug stores and warehouses; hospital pharmacies; supermarkets with
pharmacies; clinics; HMO and managed health care pharmacies; nursing homes;
physicians; mail order; mass merchandisers' pharmacies; prisons; and state and fed-
eral institutions.

NEED FOR A PHARMACEUTICAL BENEFIT

Because our members are committed to providing efficient and safe delivery of
pharmaceuticals to the health care marketplace, NWDA is equally committed to the
belief that the cost-effective chain of pharmaceutical benefits be extended beyond
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the delivery truck. The inclusion of a prescription drug benefit Is a long overdue rec-
ognition of the contribution prescription medication makes in cost effectively treat-
ing illnesses. This benefit, as well as the Medicare drug prescription benefit, must
remain as one of the cornerstones of any efficient health care system.

Appropriate pharmaceutical therapy and care not only improve the quality of life
for millions of Americans, but also help lower overall health care expenditures by
reducing the need for more costly medical interventions-such as surgeries, hos-
pitalizations, long-term institutional care and repeated visits to a physician--and by
improving premature morbidity and mortality rates, especially among infants. To
give just a few examples, a study by California's Medi-Cal system found that the
use of a prescription medication to avert coronary events by reducing blood fats pro-
duced annual savings of more than $5 million. In another example, a Department
of Veterans' Affairs study found that for many patients medication was as effective
as coronary artery bypass surgery while costing $300 a year compared to $41,000)
for surgery. Finally, former Health and Human Services Secretary Louis Sullivan
has noted that new drugs to treat respiratory distress have cut infant deaths 8 per-
cent a year since 1989. These are just a few of the many examples that could be
cited to show the positive impact pharmaceuticals have.

GUARANTEEING PHARMACEUTICAL CARE

Coverage of pharmaceuticals is only the first step in ensuring that both the pa-
tient and the health care system receive the greatest benefit from pharmaceutical
therapy. A complete pharmaceutical package also should include coverage for phar-
maceutical care and services. The pharmacist, working in conjunction with the rest
of the health care team, can have a great impact in managing a patient's course
of drug therapy to ensure that a patient complies with treatment instructions. The
pharmacist also can review that the proper medication is prescribed in the proper
dosage for a given patient and that treatment is compatible with other medications
a patient may be taking. By working to achieve optimum outcomes, these measures
address both the quality of health care treatment and cost efficiency.

Any pharmaceutical benefit should recognize that patients may need different lev-
els of pharmaceutical care. To maximize therapeutic outcomes-thus providing the
most effective and economically sound treatment-a pharmacist must manage the
drug-use process by addressing a patient's individual needs. Thus, any pharma-
ceutical benefit should encourage and support access to a wide range of services--
including drug utilization review and patient outcome analysis-and provide the
pharmacist the flexibility to tailor the services to the individual patient.

This type of coordinated care addresses both the quality of health care treatment
and cost efficiency. If pharmaceutical services are not covered as part of the pre-
scription drug benefit, too many Americans will be deprived of a pharmacists' impor-
tant contribution to effective and cost-efficient treatment. Total pharmaceutical care
should be included in a prescription drug benefit provision.

MEDICARE DRUG BENEFIT

Another essential element that should be included in any health care reform legis-
lation is coverage for the segment of the population that is most in need of prescrip-
tion drug therapy and too often least able to afford it--our senior citizens.

Numerous studies have found that Medicare beneficiaries are twice as likely as
non-Medicare beneficiaries to lack prescription drug coverage from any source.
Eighty percent of Americans 65 years of age and older are afflicted with at least
one chronic condition, such as heart disease, hypertension, arthritis or diabetes, all
of which require prescription drugs on an ongoing basis. The incidence of these
chronic conditions is highest among those 80 and older, among whom coverage for
prescription drugs is lowest.

NWDA commends the administration for including a Medicare outpatient phar-
maceutical benefit in its proposal. However, since the introduction of this proposal,
there has been much discussion about the cost of the Medicare drug benefit. Unfor-
tunately, there has been too little recognition of the savings that would result from
its implementation.

For example, a study that reviewed the cost experience of a New Jersey program
that provides prescription drug coverage to low and moderate income seniors 65 and
older determined that the benefit cost was offset by hospitalization reductions. An-
other study was conducted of nursing home experience in New Hampshire, before
during and after implementation of a three drug prescription cap. It was discovered
that nursing home admissions and costs increased when the cap was in place and
decreased aftr it was removed.
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A recent study conducted by Lewin-VHI (Savings From A Medicare Pharma-
ceutical Benefit, February 18, 1994) examined the Medicare drug benefit proposal
in the Health Security Act and determined that the "use of cost-effective pharma-
ceuticals, more appropriate use of pharmaceutical products and diffusion of ad-
vanced pharmacy services could save the Medicare program an estimated $29.2 bil-
lion between 1996 and 2000." "Savings identified could offset roughly half (49%) of
the direct costs of the outpatient prescription drug benefit between 1996 and 2000;
these savings are contingent on diffusion of an advanced pharmacy benefit among
the entire Medicare population." Finally, the study admits that the findings under-
state "the true savings because cost savings from the use of many pharmaceutical
products have not been quantified in the literature."

Clearly, a Medicare drug benefit would be a cost-saver in the long-run and it
should be included in any health benefit reform legislation enacted by Congress.

SUMMARY

The goal of health care reform should be to promote efficient, cost-effective and
beneficial treatment. With that objective in mind, a full-fledged out-of-hospital phar-
maceutical benefit, pharmaceutical care reimbursement and a Medicare drug benefit
should be required elements of a minimum benefits package in a successful health
care reform plan.

An efficient and cost-effective system for delivering pharmaceutical products and
care-from the discovery of the drug in the research center through the warehouse
until the patient is declared well-is in place today. At just 7 percent of the nation's
health care expenditures, pharmaceuticals and related health care products-when
utilized in the proper manner and under the appropriate supervision-are among
the most cost-effective methods of health care available. Under the current health
care system, however, pharmaceutical care is underutilized to the detriment of both
the patient and the system.

Wholesale drug distributors offer dramatic proof that it is possible to reduce costs
while increasing quality service. Wholesale drug distributors have made and will
continue to make a significant contribution to reducing the bottom line on health
care expenditures. We welcome the opportunity to work with this committee, Con-

gress and the administration as we all strive to ensure that the American public
receives both the best and the most cost-effective health care.
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