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ADMINISTRATION HEALTH PROPOSAL

THURSDAY, JANUARY 31, 1974

U.S. Senare,
CoMMITTEE ON FINANOCE,
Washington, D.C.

The committee met, pursuant to notice, at 10:20 a.m.,, in room 2219,

Dirlgaqn Senate Office Building, Senator Russell B. Long (chairman)
residing, . N
P Present : Senators Long, Talmadge, Ribicoff, Byrd, Jr., of Virginia
ll\{lorlxdale, Bentsen, Bennett Curtis, Fannin, Dole, Packwood, an

oth,

The Cuamyan. Mr. Secretary, we heard the President’s State of the
Union message last night, and I think you are familiar with the health
bills that those of us on the committee have introduced. You have got
a plan here that we will be interested to know about, and we will want
to sce where that would differ from the sort of thing that the Senators
on the committee have been advocating,

STATEMENT OF HON. CASPAR WEINBERGER, SECRETARY OF THE .
DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, ACCOM-
PANIED BY WILLIAM MORRILL, ASSISTANT SECRETARY FOR

- PLANNING AND EVALUATION, DEPARTMENT OF HEALTH, EDU-
CATION, AND WELFARE; AND HENRY SIMMONS, DEPUTY ASSIST-
ANT SECRETARY FOR HEALTH, DEPARTMENT OF HEALTH,
EDUCATION, AND WELFARE

Secretary WeiNeeraer, Thank you very much, Senator, and members
of the committee,

I must apologize first. I had a difficult choice this morning: I could
attend either the Senate I'inance Committee or the Lord, and I am
afraid I chose the Lord and I am a little late from the prayer break-
fast. The traflic was thicker than I had anticipated, but I do appreciate
the opportunity to be here with my colleagues, Mr. Morrill and Dr.
Simmons, from our office,

There have been so many leaks about this plan, I think what I really
should do is simply ask if there are any questions, because most every-
body knows all about it. But I do u(ﬂ)reciate the opportunity to say a
few words about it and as you heard last night, the President. does in-
tend to make it a major initiative of the administration, and that means
that we will be seeking as early hearings as possible and pushing as
hard as we can all during the session to get this,
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And I am very pleased indeed that Senator Packwood, who is here,
could be one of the principal sponsors for the bill, He is also thor-
oughly familiar with the plan, and he can fill in, I am sure, any of the
points that I miss, which may be numerous,

Basically, this is & plan, Senators, which is designed to provide a
very comprehensive form of coverage for all Americans, There is no
group that we know of that is excluded, and it is designed to provide
a very comprehensive form of coverage for all Americans, There is no

roup that we know of that is excluded, and it is designed to provide
it by building on the strenxiths of the existing system and not by tear-
ing that down and nationalizing the health insurance 1nduatrgr or the
henlth providers. And it is designed to be done at a cost that can be
afforded by both the Government and the individuals concerned. It is
o plan that we think will have a significant effect on the delivery and
distribution of health care services. It will improve them, we believe:

It is a plan that takes into account the lessons that I think we have
learned from the introduction of medicare in 1965, when we put into
the system a very large amount of additional health care demand. We
did not have anything in the nature of cost controls, and the inevit-
able result followed that there was a huge inflation of costs of health
care because we put into the system this new demand, We guaranteed
payment of almost any bill submitted ini any amount, and we had &
considerable shortage of medical personnel at~that time; and with
those factors coming together and with no cost, the costs went virtually
perpendicular on all of the indexes.

ow we have tried to recognize that we will be injectinﬁ an addi-
tional demand for health care services into the system, and we have
tried to build into this plan suitable cost control for it. We have tried to
have a minimal role fnr the Federal Government. We have tried to
rovide that there will, of course, be su%ervision and guidelines estab-
ished by the Federal éovernment. for the plans, to make sure that the
insurance policies are comprehensive and that they do have the bene-
fits provided in the basic plan, \

When you say “basic plan,” it sounds sort of minimal, but actually,
as I hope you will see, there are very substantial comprehensive bene-
fits in this basic plan, and it is one that is really far in excess of the
insurance that covers most people right now.

There are some large companies that have plang that are as compre-
hensive, but very few people are covered under such plans, even though
some 90 percent of the people are paying for some form of health in-
surance. Our information is that tho t;f)remiuma that the individuals are
now paying would be very little different from the premiums which
individuals would have to pay under this plan,

Well, now, without further basic introduction, let me just run
through the structure of it.

The coverage would be provided through insurance from private
companies. We started frankly, Mr, Chairman and members of the
committee, with a model of the Federal Government, in which a num-
ber of different kinds of insurance are offered to Federal Government
employees; and the Government has a general supervision through -
the Civil Service Commission to make sure that the policies are as they
were described and that they are offered by companies that are strue-
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turally and ﬁnancia]l{esound enough to pay, and that the premium
charged the employee bears a reasonable re ationshif to the cost of pro-
:ﬁ?;x;g sttl(m;;1 insurance, And all of these things we followed in setting up

So what we would have would be roughly two plans, with the cover-

e identical, There is no difference in coverage for any person in the

nited States under this plan. There are different methods of payment
and there are different methods of coverage, but the benefits are the
same for everyone.

The employer plan would be offered by employers to all full-time
%mployeeg. The employees would pay approximately, after the plan

as been in operation § years, 25 percent of the premium cost, and em-
ployers woul paK 75 percent.

You will seo t e word “Draft” on the document that we have cir-
culated, and that is to indicate that there are still some minor differ-
gnfes]li)qlﬁxg thrashed about in connection with the drafting of the

ctual bill,

I mi(ght gay that when the President’s message transmits this plan
to the Congress on Tuesday, February 5, there will be a bill attached,
a complete bill.* We will not be separating rhetoric from logislation, as
has happened too frequently, I am afraid, in the past. We are going
to have an actual bill, and that is why we will be pushing as hard ag
we can for early hearings, because we will be ready this time. That
ing taken a very long time, It is a very difficult—and as all of you
know from your experience with working on other bills of this kind—
a very complex subject. But we have spent a lot of time on it, and we
do havea bill, -

The employer plan, then, would cover the bulk of the people, the
work force. There will be a Government plan, where again the benefits
are identical, but this would be designed for people of lower income.
or people of very high risk employment or very poor health, who coul
not otherwise obtain coverage except at ruinously high rates,

For the low income, the Government would pu&-—and that would
be the principal Government contribution—the Government would
gay a portion of the premiums for those who could not otherwise af-

ord it. So that there would be coverage for all.

The relationship between income and premium payments under the
Government plan is set out in the memorandum,

T would like to spend a moment or two on the benefit ﬁmgkage, and
then one or two other small points and then have as much time as you

. wish for questions, . )

: The benefit package, we think, is very comprehensive, and far more
8o than most policies provide todag'].1 And we believe it is far better de-
signed, because a8 you know, Mr. Chairman, most of the private health
insurance in this country now lays heavy emphasis on hogpitalization,
as indeed does medicare, to the point that the recommendation by the
physician that the patient go in the hospital is almost the first choice
rather than being the last mode of treatment that should be used an

the one used only when it is completely necessary. Hospitalization costs
are enormous now, and have been going up at a very steady rate. I
think the national average is $146 a day, and there are many more that

A ———————————

"i‘he bill, 8. 2070, was introduced by Senator Packwood on February 8, 1974,
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are higher than that. So a lot of the insurance that people now have
18 comparativély illusory in the sense that it may bo $1,500 or $2,500
and most of it is for hospitalization, and in a very fow days you just
exhaust that. So what we have tried to ({;rovide 18 coverage for hos-
pital services and physician services, and we have tried to provide it
in a way that did not lead or induce or persuade the doctor: to send a
patient to the hospital as a first resort,

We are not saying that it should not be used where necessary, only
that it should be used only where it is necessary, so that there will
not be the concern, or rather almost the eagerness, to send a patient to
the hospital.

We provide for a number of proventive services in our memoran-
dum: maternity care; well-child care up to the age of 8, which I think
is very important; various examiuations for children up to the age of
13, including dental work; and mental illness is covered, includin
alcoholism and drug abuse, for a limited number of days—80 days o
full hospitalization, and the equivalent of 80 outpatient visits in a
community mental health setting, for example,

This latter benefit has a twotold purpose: it can encourage treat-
ment in what I believe now most people feel is the most effective
method of treating mental illness, close to home with an opportunity
to get back into a happy, useful life.a lot sooner; and also it can en- .
courage, through the use of the funds that will be flowing from this
program, the development of community mental health centers. .

We have, as we have testified—and I know there are different opin-
ions on this—demonstrated the effectiveness of this concept and feel
that the Government should not be directly supporting the operating
costs of these centers, but in any event this benefit would be a very
large new source of revenue to community mental health centers, and
so support facilities where you can get better and more effective
treatment, ‘ :

Home health services and posthospital extended care are covered
up to 100 days a year. Drugs, prescription drugs, and blood transfu-
sions would also be covered, as would all of the other medical services
a8 in medicare. And also there is the dprovision of catastrophic cover-
age, so that health costs that exceeded a calendar year limit of $1,500
per person, which under the cost sharing and deductibles would mean
care roughly in the nature of a total cost of $5,000, $1,500 to the indi«
vidual, then everything above that would be fully and completely
covered by the insurance. . '

There is also an HMO option; that is to say, an employee who wishes
to have his emfloyer paiy not premiums on an insurance policy, but
dues in an HMO, can direct that. This would encourage, I think, a
greater use and formation of HMO’s, at the same time that we are
putting the act, which was worked out very well by the Congress and
the executive branch and signed last month, into effect.

The cost sharing that I mentioned and the income relationship under
the Government plan are set forth in tables in my statement.

I think it remains only to mention that the medicare would be re-
tained. It would be, in a sense, integrated into the system, in that the
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benefits provided by the new comprehensive coverage for the two in-
surance {)lans, the Government and employer plans, would also be
pplicable to medicare; thercfore we would improve substantially the:
enefits of medicare and would again follow the basic goal that the
xPresident has insisted on, that everyone in the country be given uni-
prm, equal coverage of a very high and comprehensive nature, rather
than having different standards of care. .

Some question has been raised that medicaid would be terminated,
except for certain services that might not be covered by this program,
I?ut tl}e medicaid people would be brought in within the coverage of
this plan, :

Ingian Health and Veterans’ Administration programs would con-
{)imu;[i as at present, without termination or reduction of their service

enefits,

The health card would be the identification of everyone who was
eligible and covered. It would also have some very valuable informa-
tion, I think, included on the card, such as blood type and other things
that would help in an emergency nature. This was not our suggestion;
this was a suggestion of onc of the Congressmen, Congressman Carey,
when we were briefing the Ways and Means Committee, and we think
it is] a 'V(]n'y good one and one that should be added to and included
in the plan.

There has been somo feeling that there might be differences in care
because there are diilerent procedures for reimbursement and billing
provided. That is, those doctors who wish to have the insurance com-
panies tako care of their billing and their collections would be classified
fnll participating providers, and their reimbursement would come
through their acceptance of the various fee schedules, The insurance
companies, through the health card, would make all of the collections
for them, take care of all of those problems, Those who did not wish to
do that could charge a higher rate if they wished to have individuals
covered under the employee plan, but that would simply be mostly,
I would think, eaten up by the additional administrative costs within
their own offices, It would not entail, provide, or call for, any differ-
ences in care, and I do not think there would be any differences in care,

Some doctors might not wish to join the plan at all, though I think
they would be very few, given the number of people who would be
covered, And if they did not wish to join, they would not, obviously,
have to, since this is a plan that uses the private system and does not
nationalize, or turn into a Government operation, this activity.

. There would, of course, be regulation of the insurance carriers pro-
vided by the States who would perform the function of making sure
that the premiums bore some reasonable relationship to the cost of
coverage; making sure that the company was financially sound and
could pay the benefits; making sure that the company was in fact pro-
viding the benefits that they said they were. But in keeping with the
regular practice on insurance regulation, this would be done under this
plan by the States.

We have various provisions involving the cost controls that are set
forth in our statement and they are attempts to monitor utilization,
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prevent overutilization, to insure that the services of doctors and others
are within the basic community standards as certified bg the PSRO,
and are not exceeding that standard ; that there are not 12 house visits
being paid in 8 days in order to build u charges or anything of that
kind, And the entire reimbursement schedules would be worked out
and administered by the States and would be full payments for the
Government plan and for medicare and for those physicians who wish
to, as I said before, turn over their billing, collections, and administra-
tive details to the insurance companies to administer.

The basic role of the Federal Government is set out, as I tried to
outline it in my statement, and also the State government role.

The financing would come, as we have said, from payment of joint
premiums on & 75-25-percent basis when the plan is fully in opera-
tion, with the employer bearing that. )

The Government plan costs would be as shown on those earlier .
tables, and would be income related,

And again, the basic idea would be to try to secure complete and
full coverage for everyone of the same uniform, high quality, and
comprehensive case.

Additional costs to the Federal Government would be in the neigh-
borhood of $5.9 billion, I think that is a conservative estimate in the
sense that I think there would be additional savings and I would hope
that the costs would not run quite that high, but I think that is & fair
estimate to place before the committee, We hoi)e we might do better.

The State spending under the Government plan, in which the State
would share some of the costs, would be, or is estimated ‘at approxi-
mately $1 billion, spread over the States, but would be offset by sub-
stantial reductions in various State health programs that would be
made unnecessary ij the comprehensiveness of this coverage.

There is a great deal more I can say about it, but I appreciate so
much this opportunity to be able to present it to you that I want to
keeptjt as brief as possible and have the maximum time reserved for
questions,

If I have left out anxthing siggxiﬁcant or misstated anything, or
there is anything that Assistant Secretary Morrill or Dr, Simmons
wish to fill in, why this might be a good time, and then we would open
ourselves to as many questions as you care to ask,

Mr. Mornirr, Mr. Secretary, I would add one note.

In our document there is a collection together of & number of pro-
visions designed to ease the situation for the small employer, which,
in the debate on the previous bill, was a very substantial problem.
This is an area in which there is still some final work going on with
respect to the details. It is not whether we will include such as provi-
sion, but the precise form, and it may be adjusted somewhat from the
recitation that is on that last page.

Secretary WeINBeraeR, Dr, Simmons, anything

All right, sir; thank you very much.

The CrairmaAN, I think we will start on the far end of the table,
with Senator Roth. I would suggest that we stay with the 5-minute
rule this morning. That will give everybody a chance to ask at least
one question during this morning’s session.
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' Senator Rorr. Well, my first question in a sense is unrelated, but

one of the things that has concerned me, Secretary Weinberger, is the
upply of medically trained personnel. .
n ‘several occasions I have attempted to look a little bit into it be-
use it seems to me if we are going to increase the services and keep

thd costs down, that it is extraordinarily important that we have ade-
quate personnel. And I find in my own State, not only in the rural
areas, but even in the urban areas, we have shortage. .

On the other hand, I have had a number of instances—a robin does
not make spring—but people, students who have had excellent back-
grounds and grades cannot get into medical training. )

My question is, what are we doing in this area to Insure this? I have
met with people in the past from HEW and they say we are training
enough, I find that hard to believe, And to me, this is a very important
part of the program, . o o

Secretary WEINBERGER, I think our principal problem here is dis-
tribution, given the geo le who are in training and the plans to train
those in the future, But Dr, Simmons may want to go into much more
detail about it than that. )

My impression is that we do have a substantial number planned, but
that there is a distribution problem; because there are too many coun-
ties in the area of the country that are underserved. And we are trying
and hope through this plan to make some readjustment and some better
distribution,

Henry? o

Dr, Smmons. The pipeline in health professions is very full. In
fact, the increase, even the proportion of the population, is going to be
very substantial—some 80 to 60 percent increase. So the problem, I
think, is as the Sccretary stated, not in the supply that is coming out of
L:hel pl};elme now and will come out in the future, but how you get them

o locate.

Senator Rora. Of course, if you had a large enough suplily so that

they were glutting the more desirable offices or areas, then they would
-/ go 1n the other.

Dr. Smmons, We do not have any evidence to support that. As a
matter of fact, they probably would create problems from their over-.
supply in possible unnecessary utilization, That might be much worse.

r. MorriLL, It might be well to add that we have a companion
effort, about which more will be said, subsequently, directed at this
health manpower problem. The problem of the geographic distribu-

v tion, including emphasis on primary care and other aspects that relate
to this distribution problem, is something we hope to address specifi-
cally in legislation in connection with our health and manpower activi-
ties. We want to see if, in terms of the support that is being provided
by the Federal Government to the training of medical professionals,
we can begin to influence the direction in which that goes, to solve those
specific problems which are not problems of aggregate numbers, but
istributional problems.

Senator Rorx. My second question would relate to the Long-Ribi-
coff legislation.

I wonder if you could spell out the primary differences and prob-
lems you see between the two approaches? :
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Secretary Wrrnnrrarn, Well I wo doth
SINBERGER, uld hesitate to do that in the pres-
'ﬁ\lcg o]f the authors, I have ir;&icated ours, and my understa.ndh': is
Ahat their primary emphasis is on catastrophic coverage and on ?ow
lpclc])me families and that it is a plan which would require a substnn-
;1:}1 ‘i l}:;ﬁ)}::’arﬂoutlay from thte Federal Government, lnd T am sure,
) here are a i
Ehis pomn great many other differences, but I would at
Senator Rori. Do you have any figures on the estimated costs ?
Secretary WeiNnerarr, I would relv on vour figures, sir, I have

%19:111'(1 somowhere between $17 and $25 billion, something of that
kind.,

Mr, ConsranTINE. No, sir, $5.3 billion additional cost in Federal
general revenues for the Long-Ribicoff bill, related to health eare for
ow-income persons, and $3.8 billion in trust funds, not general reve-
nues, for the catastrophic health insurance part.

Mr. Siaaons, A total of $8.9 billion as I recall. One of the key
differenceg——

Mr, WrrNBeroer, $8.9 billion more?

Mr., CoNsTANTINE, Yes, sir,

Mr. WrINBrRaER. So $17 or $18 billion is roughly the additional new
outlay of the Federal Government required under hat?

_Mr, ConstanTINE. No. sir, Total new Federal expenditures of $8.9
?ﬂh?n, of which $5.3 billion is general revenues and $3.6 billion trust
unds.

Mr. WEINBERGER. I see,

Dr, Simyons. One of the key, and T think obvious, differences is
whether you have some sort of approach to the employed populucion,
and that is the fundamental difference, I think, between the plans,
And part of our objective in terms of the plan that we are advancing,
is that we intend to change a bit the nature of the coverage and pro-
vide some influence on the nature of the care, It is pretty hard to do
that with the partial coverage many have, as we discovered in the pub-
lic programs, even though there were efforts made to have, for exam-
ple. some sort of cost containment, They represented a sufficiently

small fraction of the total that it was hard to achieve that.

Also, there is a need to balance out the system, if you will, o that
outpatient services are on an equal footing with hospitalization, so
there is not the skew to influence people to fgo into the hospltalz—timt
alfso is a pretty hard objective to achieve if you do not deal with all
of it.

Senator Roru. My time is up.

The Cr1airMAN. Senator Bentsen ¢ .

Senator BextseN. Mr. Chairman, I had to attend a Public Works
Committee. We are setting budgets, and they are pretty important, so
I would like to defer my questions until later. I did not get to hear the
presentation, ,

The CramrMAN. Senator Packwood ¢ )

Senator Packwoop. I might comment, Mr, Chairman, on three or
four things, because I have worked with Bill Morrill at length on this.
I think there are some ghilosophlcal (iuestlons that this committee
could come to early, and I think, apart from Senator Kennedy’s plan,
which is substs_mtiaily philosophically different, all of the rest of the

plans, including yours and Senator Ribicoft’s, are harmonizable. It is
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a question of how much money you want to spend and where you
want to put the threshold. But the questions we are going to have to
face up to are first are we going to use private insurers, or are we going

wipe themn out.? .

Senator Kennedy would simply wipe them out, The Government
would be the direct writer of the insurance and the direct payer of
the providers,

Second, are we going to pay for all benefits from dollar one, or are
we going to have some kind of o deductible and coinsurance?

All of the é)laqs except Senator Kennedy’s have some kind of o
dedugtible and coinsurance, except for the vory low income, in which
case’you do not have it, We can pay from dollar one, but it is extraor-
dinarily expensive when you start it, And if other nations’ experience
is comparable, there is a tendency to abuse the delivery system when
everybody gets paid from the very first dollar, The cost is tremendous.

Thero 1s a third provision in this that may cause the physicians to
go up in arms, In your statement where you are talking about n Stnte
fee schedule for physicians, there is just one little sentence here. But
what you are saying is to the State, you can set the physicians’ fees,
and that is what they will be paid and will accept for the Government
plan and medicare people. How will we provide reimbursement for
providers? It is a question we have got to come to.

The fourth philosophical question is, whether we are going to limit
this to health { ‘

There will be a strong effort made to include extended facility enve,
custodial care, not really health care, but custodial. It is very ex-
{;ensive, and it is not really related to health. We must deal with it,

ut we may or may not want to include it in the bill. But you ought to
look at the expense if you do it and the social implications, and realize
it is not really as much a health cost as a custodial cost.

And the fifth philosophical question is, how do we finance it ?

Do you want to go the general fund route or the trust fund?

Ang included in trust funds are mechanisms like this employer
plan, where employers and employees buy insurance. My preference
would be for the assisted plan, that we stick very closely to some kind
of guaranteed source of revenue, rather than hoping each year that we
get adequate appropriations, This may mean loading even more of the
cost onto the employers. Also the question of total cost, depending on
benefits and eatastrophic levels, Senators Ribicoff and Tong's eata-
strophic trigger is lower. It goes into effect quicker, as I look at it, than
this does. It costs more money. .

Those are the philosophical tradeoffs I see. And, I think if this com-
mittee wants to go we would be wise to address ourselves to the philo-
gophieal questions first and decide what we can agree upon, and then
gee where we want to go with it. .

Mr, WrinBERGER, I want to say just one thing, Mr. Chairman., And
that is on the financing side. We think that catastrophic is equalized
in both bills in the sense that ours is, we believe, somewhat more com-
prehensive. There may be a somewhat lower threshold, but with the
cost saving in the deductibles, T think it is very similar, although we
‘have a certain pride of authorship and we think ours is perhaps better.
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" On the financing, when the President said last night that this plan
ican be put into effect with no new taxes he was right. Assume the cost
is $5.9 billion, and as I say I think it will be a little bit less than that,
and could be substantially less than that, but let us take that range.

What he had in mind was that that should come from the Treasury,
and that given the 2-year leadtime on this bill there will be ample
time to fit that in as the high priority which he assigns it, with the
additional revenues that can normally be expected to be carned on
the present tax base within that time.

Thoe payroll tax route was considered and reiected because we have
now a very high payroll tax. It was a source of surprise to me to find
out that for a majority of families the {mvroll tax is higher than the in-
come tax. I think that line was crossed about a year aﬁo. And that is a
very substantial consideration, And if we would load this onto the pay-
roll tax, it would not just be emlplogers, it would be employees also, who
would have a very substantial additional payroll tax over the very
substantial amount that is not only there now, but programed to in-
crense in the next few years,

The CHAIRMAN, Are you through, Senator Packwood ?

Senator Packwoon, Yes.

The CrramryaN, Senator Gravel is not here, so then the next Senator
would be Senator Dole.

Senator Dorr. Do you have some sheets floating around, information
that would sort of separate all of the different plans that are before
this committee?

Maybe the staff?

Mr. WrinBerarr. We have not done that. We could do that. I think
some sort of a_comprehensive tabular sheet could be done in a short
time for you. Senator. We would hope it would be impartial, though
some of the authors of other Xl:ms might feel that we had not stated
theirs properly. But we would try to do it as comprehensively and as
accurately as we could. -

Senator Dorx. T think we all have our own little charts. But I think
it would be helpful in view of the new program, particularly as far
ns benefits,

Now. I understand this covers everyone?

M»r. WeInnerarr. There is no group that we know of that would be
excluded by this plan. There are some who have said the unemployed
would be excluded. That is not correct. They would be covered. because
the Government plan would pick up at this low-income level. The
self-employed would be covered. The employed would be covered.
There is no specific exclusion, like farmers or household help or any-
thing like that. Eiveryone so far as we know of would be covered.

There is a feature in the plan which I think is important to main-
tain, and that is that while the employer would have to provide the
coverage, the employee is free to choose or not to choose., If he does
not want it, he would not be required to take it. And that obviously
would be true of the self-employed. But that is not an exclusionary
category ag we see it. That is a voluntary decision, and there is no group
that is excluded. , v

There are now approximately 90—87 or something like that—per-
cent of the people who have some form of health insurance. We be-
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lieve this would be a much more comprehensive, better designed -
flete package, and I would think th%re is:no Teason to su%?)%sza c&lxgt
here would be anything less than 95 percent of the people or 90 per-
Acent of the people who would be covered by this plan should it be

put into effect. .
Mr. Morrire, It might be well to supplement that with a few illus-
rations. We have an estimated population of three to four million peo-

ple who are in the category of early retirees, no longer covered by an
employer plan, not yet into the medicare program, who even though
they may have satisfactory incomes can either not get insurance at all
or get it on?"at very high rates, There would be an opportunity for
them, should they so desire, if they cannot get insurance coverage on
the busic plan at less than 150 percent of the State average group rates,
to enter the Government plan at that price, so that they could obtain
access to coverage,

And wo have created that, if you will, as a safety valve in that Gov-
ernment plan that, failing all else at a reasonable rate the individual
could enter that plan at a reasonable rate, .

Senator Dore. Well, I think, second, just a broad question.

. AsIlook at the outio,y, which I have done before, and listen to the
Secretary, it appears that it is o much broader program than we have
hnﬁl before from the administration as far as dental coverage and
others,

Does it cover podiatry?

Is that included ?

Mr. MorriLr. Yes, it—although, Henry, you ma%vwant to—

Dr. Starmons. It covers preventive foot care. We have not yet de-
fined whether that is—— L .

Senator Dovz. One of my podiatrists is already worried.

It covers most everything, is that right ¢

Mr, WenseRcER. We think so..

Senator Dore. Chiropractic?

Dr. Siatons. Well, we have not spoken to that. .
The medicare rules on chiropractic are a model

Mr. WEINBERGER.
that conceivably could be followed. ) . .

Mr. MonnirL. Honestly, you know, that is the one medicare benefit
that we have been a bit reluctant about including, that one. .

Senator Dorz. I think you have to make some adjustments in the
proper sense of the bill. . )

Senator Curris. Would you yield to me rl%?t there?

Senator Dore. I want to make a ;zomt about rural Americans.

Senator Curtis. On this chiropractor business and all these others,
particularly for that block of people where the Government does not
pay any part of it and the service is provided b¥l private insurance
coverage, what business has the Government in that? What kind of
physician or healer you want to goto?

ow, why do we have to cross that bridge?

Mr. WEINBERGER. T suppose, Senator, one of the problems is that the
desire is to make uniform and complete the coverage for everyone,
rather than saying that the employer plan has certain benefits and
certain items and the Government plan for the low income has other
ones. The desire here was to say that everybody should have the same
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care, but obviously there are going to have to be different means of
financing and paying for it, and that would be one thing. And I would
suspect that the desire to have that kind of similar treatment for
everyone regardless of income would be one of the main factors here.
There is a Government interest in this kind of plan because the stat-
ute, would require the employers to furnish it, and that kind of inter-
est has led in the past in Medicare and other programs that are based
on a contributory system to have a substantial Government interest
in the kind of care and in the quality qualifications of the health
providers.

Senator Dove. I think my time is about up. .

Senator Curris. xcuse me. I am sorry. Charge that time to me,

Senator Dork. I just want to supplement what Senator Curtis said.
In many of our Western Kansas counties, the same question that
Senator Roth raises and everybody in this room that has rural areas,
there are not any M.D.’s. And the chiropractor, I think, provides a real
service. At least he knows how to get hold of a doctor if he needs one.
And in many cases he can provide n]l) 1propriate care,

So hopefully they will not be totally excluded.

Mr. WEiNBERGER. I do not think there has been any decision to ex-
clude at all. We have had the problem, as you know, of trying to define
it in regulations with the medicare coverage and medicaid coverage,
and there are different——

Senator DoLe. Osteopaths are included? -

Mr. WEINBERGER. Yl;s, they are. Osteopaths I think, for the most
part are equivalent to physicians at the moment in most States.

Senator DoLe. Right.

Mr. WEINBERGER. But there are differing degrees as you move down
or across the spectrum, however you want to phrase it, and you do
sometimes get into some fairly strong cults that claim to be able to
administer these services and are not slow about demanding reim-
bursements. And. there is the protection of the public idea that is in-
volved here. And I think it is fair to say on the two that you have
mentioned there has not been any decision, and we would certainly be
more than willing to listen to various arguments on it.

Henry, you might want to add something on that.

Senator Packwoop. Cap, I think you might want to add, on the
employer plan where you are talking about covering the bulk of the
peo{ﬂe in this country—this bill sets forth a base, not a ceiling, and

f they want to negotiate for anything additional, they will simply
paK more, )

{r. WeinsERrGER. That is right. It is a very high base, but it is a
basic plan. And whenever you say basic plan or minimum plan every-
body thinks that maybe 1 day in the hospital and a visit to the doctor
every year or something like that. But this basic plan is very compre-
hensive. But it is a base, and obviously, as the Senator has said, any-
one who wishes to bargain for more or pay for more would be per-
fectly free to do so.

The Crarman. Senator Mondale?

Senator MonpaLe. What is your estimate of the increase ?

The Cramraan. If I might just interject, gentlemen, all T can do is
call on the Senator for his turn. It is up to him to guarantee that he
gets the benefit of his 5 minutes.
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Senater Monpare. Well, I would like to, Senator Long.
Is time running now %

General laughter.]

he Crarrman. All right, start now.

Senator MonpALE. What is your estimate of the aggregate increased
dollars that would be spent on health over the present level, if this’

lan goes into effect, when it is fully in effect

Mr. WeinBeraer. That would be 2 years, a little over 2 years down-
s;:lream. And I will ask Secretary Morrill to see if he can deal with
that one. .

Mr. Morrirr, The total of what we call induced demand is in the-
range of about, we believe, $4 to $6 billion.

Senator Mo~xpaLe. In other words, for all of the increased public
and private spending it would only be $4 to $6 billion additional
aggregate spending for health in the country ¢

r. MorrmLL, In terms of demand on the system, and most of that
will go in the direction of the outpatient services.

Senator MonpaLe. I am not asking were it goes now. I just want
to know how much additional money would be spent, from whatever
source, over what would have otherwise been spent, assuming this is
the system.

Mr. MorriLr, I would like to doublecheck that number, Senator, but
I think $6 billion is the one I am carrying in my head for that, the
answer to that question.

Mr. WeINBerGER. There is a real hypothetical factor in that we have
to estimate what would have been spent in any event 2 to 8, 4 years
downstream, which is not all that certain. But trying to do tilat, that
is the extra we have estimated.

Senator Monpavrk. If this is supposedly a dramatic new grogmm to
bring adequate health care to all Americans, how can you do it for $4
to $5 billion ¢ '

Mr. MorriLL. Well, the total industry, as you I am sure know, is
indeed a very large. one in terms of how those health costs are now
distributed in the society. There are, in our view, some things on which
one would expect to go minus as well as plus. That is, to the extent that
overutilization exists out there or that there is hospitalization at a
higher costs when outpatient services would do as well as a lower cost to
meet the medical need, there are both pluses and minuses involved in a
forecast such as total induced demand.

Dr. Siamons. Senator, that is a difficult question, because you have
to tako two assumptions: One that we will continue to do things exactly
the way we have now, but just do more of it, or two, that some of the
programs this committee has instituted like PSRO will start taking
effect. Because there are substantial differences from the way we can
- practice medicine today that will give better quality care at a very

substantial savings. You know, if cataract patients just start staying
1 day the way our best evidence now shows is actualiy safer for them,
that is a three-quarter billion dollar saving a year.

Senator MonpaLe. Well, so in other words, what this program in-
volves is a modest increase of new spending on health of $4 to $6 bil-
lion. But in addition you argue it is basically a reshuffling in the way
in which health care is delivered so that you get better health care,
in your opinion, for less? -

20-147-—74——3
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Mr. WEINBERGER, I think, Senator, it is more than a modest increase.
It is o substantial increase. But there are also some substantial nets
agninst what is now being spent, I might saf unnecessarily or in a
wag that does not necessarily benefit the health of the Nation.

e

nator Moxpare. Well, I follow that.
How much is being spent this year totally on health do you

_estimate?

Mr. Morrie. I think we are getting close or heading close to $100
billion.

Mr. WEINBERGER, $90 billion is the figure we use.

Senator MonpaLE. So this is maybe a 5-percent increase, maybe a 7-
percent increase in spending for health? o

Mr. MorriLr. In total, yes.

Senator Monpare. Now, I notice in your outline IV (7), you refer
to (e) tax provisions, but my copy does not have any tax provisions.

Mr. MorriL. There were two items that the Department had dis-
cussed in terms of what might be done, and I think they are probably
both reasonably well known. One is & proposal with reference to the
treatment of employee contributions to health insurance premiums as
to whether those ought to be allowed as a deduction. And the otner
was—-— -

Senator MonpbarLE. They are now, are they not ?

Mr. MorgiLr. They are now.

q %enator Moxpare. And have you decided yet what you arc going to
(031 '

Mr. MorriiL. The Treasury Department was, I think, before the
committees last spring suggesting as a part of the tax simplification
package that the elimination of that deduction was one change that
ought to be——

enator Moxparr, How much would that save the Treasury ¢

Mr. MorriLr. There was in addition to that the treatment of em-
ployer contributions to the premium, a question of whether those
ought to be treated as wages to the employees or as they are now, not
treated in that fashion, The value in terms of revenue loss, if you will,
to the Treasury because of those two provisions was on the order of
about $4 billion. Most of it was in connection with the treatment of the
emgloyer contributions to premiums.

Senator Moxpawe, If I could just ask one more question——

When you talk about Government costs and say $6, $7 billion, are
you talking about an addition of Federal revenue if you change the
tax treatment ¢ -

Mr. MorriLr. If a change in the tax treatment on those two items
were to be proposed, the $5.9 billion additional would be offset by addi-
tional revenues flowing into——

Senator MoxpaLE. So it would not cost the Government anything?

Mr. Morrirr. Yes; a couple of billion dollars,

Mr. WernpereER. The financing provision, Senator, was proposed
when we first devised the plan as a sort of alternative, That is to say.
you can do it by making it a high ,Friority and adding it to the total
cost to the Government out of the Treasury 2 or 3 years downstream,
or you could get this additional revenue in. And if you took the latter,
as you say, there would be very little cost. And that was the choice that
we put, or we offered in the plan.
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Senator MonpaLE. It has not been made yet ¢ . ;
Mr. WeINBERGER. No, it has not been made yet. But it has been made
in the sense that it has been decided that it would probably be better
not to do it in this bill, but to let the Treasury effort on tax simplifica-
tion proceed with all the tax provisions incorporated. It is more a
atter of arrangement than anything else. L
Personally, I think it would be a better way to go. But the desire is
not to try to do it in this bill, and I think there is a lot of sense to that.
Senator Packwoop. Cap, I wonder if I might add a comment on
T worked with Jay and Jim, and I think
their estimnate is low as to what this is going to cost. If you assume $90
billion in expenditures this year, a rough estimate, had this plan been
in effect this year I think we figure, what, someplace between $105 and
$110 billion total, Not new, total. '
Mr, ConsTaANTINE. About that. Yes, sir.
Senator Packwoop. The reason being, the basic plan is so high, it is
So relatively costly, where the new money is coming from is the em-
loyers, The employce contribution will probably actually go down
ecause there are very few plans at the moment, even limited plans,
where the employer 1s paying three-quarters of the cost. It is very
unusual to find that situation.
Mr. Weinsereer, Well, Senator, you are not talking of the cost to
the Government being low.
Senator Packwoop. Well, I am not sure. I think Senator Mondale
was asking how much total new money is going to go into medical.
Mr., WeiNpERGER, That may be a bit low. It is very hard to estimate

that figure, and every once in a while one of our estimates is not quite

right. So I am a little hesitant to offer too many of them. But I think
it 1s true that for the average person, for the average employee in ‘this
country, this plan contempi;ates either the same or lower payment for
a far more comprehensive coverage.

The CratrMaN. Senator Fannin ?

Senator FANNIN, Thank you, Mr. Chairman. .

Mr, Secretary, in your statement you cover the Federal programs,
what we talked about today. I notice quite extensive changes being
made in the medicare, but when you get over to medicaid, you say
medicaid would be terminated except for certain services not covered
by NHI. And then you give the list here of some of the additional
services, ,

What cost controls do we have in this program that are not present
in theexisting medicaid program ¢ t

Mr. Morrirr. In terms of the existing medicaid program, there is a
reimbursement schedule, but most States do operate in terms of what
they will reimburse providers, and that varies very substantially as
between States.

One of the features of the new plan is that the reimbursement
schedules, both for the institutional providers and the individual pro-
viders, would be uniform for all plans in the State. And what would
tend to happen, at least in some of the States, is that the medicaid
reimbursements would be low relative.to what they would likely be
under the plan,

The cost controls on the institutional providers now are basically
under the phase 4 system and are being operated through that direc-
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tion, although, obviously, the public programs now are paying atten-
tion to their reimbursements in light of those controls.

We would expect States to do more in the way of oversight of new
facilities and certificates of need. Some of them are now doing it. By
and large, those States which have very large medicaid programs
have stepped in and done a fair amount of oversight, because if they
did not, the program would eat them alive. They have been quite
aggressive in terms of getting on top of it, Other States, with smaller
programs, have done less,

Senator FANNIN. The reason that I am so concerned about the costs
and what would happen is because, as you know, my State happens
to have particular problems in this regard, and perhaps more so than
most any State in the country. But we have hesitated, our legislature
has hesitated, to go into some of these programs, just because the ex-
periences that have been related to them from other States, some in
t.helncighboring State of New Mexico that you are probably familiar
with,

But we do have a peculiar problem, too, with the number of Indian
citizens we have in the State. And, of course, I understand that the
Federal Government offered them a separate program to insure In-
dians now ecligible for THS, and this, too, has been something that
we have been negotiating with you. But I think that is probably
something I should discuss individually, rather than to bring it up at
this time, but I am vitally concerned as to just what is being done in
that regard and how we can proceed to take care of our Indian citizens
in the perspective of what will be done for the other citizens of our
State and Nation.

But. as T understand it, on this program you have further explana-
tions of your plans that might cover some of these arcas?

My, MorriLr, Yes, sir,

Senator Fan~iN. And. so I wounld await that, but I would hope that
we could be able to get through legislation this year that would help
take care of some of these needs now that are certainly lacking. And we
have cases where some of the load is thrown off onto the communities
that T would hope would be taken care of in this particular program.

Do youn think that that will be more effective in that regard?

Mr. MorniLr., Well, with reference to the Indian population that
is now eligible for THS services, they would clearly be made no worse
off and not disadvantaged in any way. Indeed, we tried to open up
within the framework of the plan additional opportunities for them,
The THS would continue to provide services to that community, but
in addition—and the benefit structures, of course, would be essentially
identieal for all-——we would provide in a non-IHS setting for Indians
to %mrticipate in our program, should they so choose and be eligible.

Senator Faxxin, Well, T am still vitally concerned about just what
procedures will be followed that will insure that these costs will be
held down and that we will not have the serious problems that some
of the States have experienced over the past few years.

Thank you. .

The Cratryax, Senator Ribicoff. :

Senator Risrcorr. Mr. Chairman, this plan is so complex that it is
mind-boggling. T hope somebody knows what is in it. I was rather
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intrigued with the President’s statement, the statement by Mr, Wein-
/\berger, that this would not cost the Treasury—-the taxpayers any

jnoney. ) ) o
that it is not costing the taxpayers as individuals

i Do you assume

/-%&money?

/ "hat is the total cost of the premiums that the employer and em-
ployee will have to pay ?

ecretary WriNneraur, We estimate that the premium cost for em-
ployees would be somewhere in the neighborhood of $200, around in
that range. And we also believe that that is at or below the present
average that the 85, 88 percent of the people who have health insur-
ance are paying at the present time, :

Senator Risicorr. What does the employer pay? .

Sceretary WEINBERGER. And the employer would pay somewhere in
the neighborhood of $420 to $440, I think it is, and that is a bit more
than employers are paying at the moment.

The President's statement, Senator, was entirely based on govern-
mental costs, and there is just no question that people are going to have
to pay something for this coverage on a personal basis, unless they
are very low-income or people in the categories covered by the Gov-
ernment plan.

Scnator Ripicorr. So, really, there is no free lunch here?

Secretary Weinsrroer, Well, of course not.

Senator Risicorr, Well, I don’t think you should kid the American
people that this plan won’t cost them by way of taxes or social security
or otherwise. It is going to cost them money out of their pockets
somewhere,

Secretary WEINBERGER. Certainly. As Government employees we pay
for the health insurance. Somebody is going to have to pay.

Senator Rinicorr. It is going to cost money.

Secretary WEeINBERGER. Oh, yes, sir. His statement was that it will

not require any additional taxes.

Senator Risicorr. But it is going to cost money whether you pay a
tax bill to an insurance company or you pay it to tKe Government ?

Secretary WEINBERGER. There is no way you can get free medical
care unless you pay taxes for it or costs for it.

Senator Rinicorr. OK.

What do you figure total premium costs will be to the employers and
employees ; more than they are paving now?

Secretary WeINBercER. Well, as far as employees are concerned, a
little less.

Senator Risicorr. I want the total.

Seccretary WeINBerGer. The total figure would be the $200 plus the
$440 that T mentioned.

Senator Risicorr. What does that add up to for the whole package,

" nationwide ?

Mr. Mornirr. I was going to suggest, Senator, there is a deseription
of the premiums that we are projecting for both the family and the
individual and what, for the composite or average group rate, it would
be nationally. with the total being $625 for the family, of which the
employer would carry three-quarters at full—
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Senator Risrcorr. I know, but I want the bottom line for the whole
country.
Mr. ilonmm,. The total dollars through premiums? I am going to
have to get you that number, and I will doso. ’ -

Senator Riprcorr. It becomes very important. The Long-Ribicoff
plan costs $3.6 billion through social security and $5.8 billion through
general revenue; that is $8.9 billion. That is what it is going to cost.

Now, what is yours going to cost overall ? In one way or another, it is
coming from the people. '

Mr. MorriLr. Right. L .

Senator Rinrcorr. All right. Let us find out what it is, in all fairness.

Secretary WEeINBERGER. If you are using the Long-ihblcoﬁ‘ figure,
Senator, as the cost to the Government, we have those. Your own plan,
of course, would mean the people would also still be paying a very
substantial amount for other insurance and so on.

Senator Risicorr. That is right. But I want to know what the total

_package is.

Secretary Weinsereer, Well, the total package is as we have

resented it, and the total additional cost to the Federal Government
1s as has been stated. The total additional cost to the individuals and
the company we could only pull together after we could find the total
cost that is now being paid by each employer and try to measure it
against this 2 years downstream, taking into account the guesswork
that is involved and what collective bargaining agreements would
bring with or without this bill in the next 2, 3 years. L

Senator Rinicorr. Well, you people have been working on this for
years, and you do not have a total cost ¢

Now, in addition, as I see, you are paying 75 percent of the amount
if the total premium for an employee exceeds 10 percent of the work-
er’s wages, What does that amount to? ‘ ‘

Secretary WeiNneraer. We did mention that there is still some dis-
cussion going on with respect to providing some relief for small em-
ployers, employers of a small number of employees. And that is
what that provision is all about, and that is one of the ways in which
we try to ease the burden to smalier em loyers.

Mr. MorniLL, With respect to the additional subsidy for low-income
employees and employers, as we have it in the plan, as indicated on
page 13, we estimate that it will cost about $800 mirl)lion.

enator Risrcorr. Do you still intend to charge to the employee as
income, the total premiums paid by the employerg ‘

Secretary WEINBERGER. That was the point we covered a moment
ago, Senator, and that was initially suggested for inclusion in this bill,
At the present time, the suggestion is that that not be included in this
bill but that it will possibly be presented to the committee in the form
of the Treasury’s overall tax simplification measure.

Senator Risicorr. But, generally, if we are going to do it, we have
got the responsibility to see what you are driving at.

Secretary WeiNBerGeR. That is correct, but there are two ways you
could finance it. You could simply say we would finance it 2 years
downstream by assigning a high enough priority to it in the budget
process. so that the extra $5.8, $5.9 billion is taken out of general
revenues. Or we could say we would take in approximately $4 billion
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of new revenue by making it taxable to the employee and, therefore,

/\ substantially reduce the total net new cost to the Federal Government.

§ And at this point, the decision is to submit the bill to this com-

mittee without that additional taxation feature, which would mean

hat there would be about a $5.8, $5.9 billion additional cost to the

Federal Government to be financed as recommended in this bill, by

general taxation out of the general treasury ,which would not require
additions to the tax rate because it would be included in the budgets.

Senator Risicorr. Just one comment. It is very ironic that it is not
going to cost the taxpayer anything, but it is going to cost the Treas-
ur{ 5.9 billion,

Vell, who pays the money that goes into the Treasury? The
taxpayer.

ecretary WEINBERGER. Senator, it is exactly the same problem we
had with cost sharing. We have a $6.5 billion program that is not
costing the taxpayers any more than they had to pay before because
it is assigned a highex")‘;)riority than some of the other requests.

Senator Risicorr. Well, my only comment is, whether your plan
is good or bad, the one thing you shall not get away with 1s kidding
the American people.

Secretary WeINBeraER. There is no intention or suggestion of doing
that, and I think the President’s statement last night is quite ac-
curate, that it will not cost the American taxpayer any more. By it-
self, the passage of this bill will not result in an additional demand
being put on the American taxpayer for Federal tax payments, I
think that is clear,

Senator Packwoop. Let me give you a rough answer to your——

Senator RiBicorr. It is not my time, If genator Long will allow
you, that is fine.

The Cuairman. I yield you 1 more minute, and you can do what-
ever you want to with it.

Senator Risrcorr. I yield to Senator Packwood.

Senator Pacgwoop. Jay, Jim and I have tried to play with these
figures. Again, assuming that $90 billion was the cost of health care
in the country this year, and if this plan had been in effect, it would
have been $110 billion, roughly, $6 billion of it from general fund—
it is a guess—$14 billion of it from the employer plan, which is three-

uarters employer, one-quarter employee. So you have got a new cost
there that the employers are not otherwise covering.

o Then, my hunch is, of the existing $90 billion, of which a fair por-
tion is covered by insurance, you are going to have a shift a little bit
more toward the employer, a little bit less from the employee, because
of the 75 to 25 split.

Senator Riicorr. Well, that is exactly what Senator Kennedy’s
argument—in other words, you are shafting Senator Kennedy by
gqis;ing, My God, you have got a plan that is costing $90 billion, $100

illion.

Well, Senator Kennedy says, all I am doing is substituting an over-
a}lll plan in which the overall costs to the individuals come to the same
thing.

Ngw. you say that is horrendous, what Senator Kennedy is trying
to do. But what you are arguing is exactly the Kennedy approach.

Secretary WEINBERGER, Well, no, sir, Senator—oh, excuse me.
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Senator Packwoon. And also the very significant philosophical
difference of whether or not you are going to use private insurance
companies,

Senator Rieicorr. Well, I am not for the Kennedy plan, but in all
fairness to Senator Kennedy, what you are really coming up with is
the Kennedy approach, but instead of social security or %overnment
funds, you are using the private insurance companies. So it is unfair
to Senator Kennedy. I am not here defending him, because I criticize
the Kennedy plan.

Secretary WEeINBErRGER. There is a tremendous difference between
the two, Senator. We have in the department now 126,000 employees.
I do not want that figure to go over 250,000, and I do not want to have
all of the doctors in this country be Federal employees, and I do not
want to have all of the health insurance be a Federal responsibility,
and we are not talking about any attempt to conceal overall total
payments for health by the American people. But we are talking
about how it is done and what you get for the money and whether or
not you are going to have an enormous and unwarranted expansion,
as we see it, of Federal authority and Federal taxes.

The cost—somebody is going to certainly have to pay for health
care. There is no free lunch, as you said. But the difference between
who pays it, how it is paid, and what you secure for your money is
the difference between day and night, and we think that is the differ-
ence between this bill and Senator Kennedy’s bill.

The CuairMAN. The staff is working on a table comparing the cost
and features of all the different plans so that everybody can see the
different elements of the various plans and they can put whatever
interpretation they want on it. I am sure everybody can give their
own mter{)retation, and, I doubt if you are going to give the other
fellow’s plan quite as good a break as he gives his own. That is how
it tends to work out. : ‘

Dr. Simmons. Mr. Chairman, before Senator Mondale leaves,
though, there are three questions that have come up here—Senator
Ribicof’s, Senator Curtis’, ana Senator Mondale’s—on costs. It seems
to me it would be very unfair to talk about, you know, costs alone, un-
less you consider one thing.

This committee knows better than I do that there are a lot of prob-
lems in the medical care system. There is tremendous overutilization,
misutilization, a lot of what we do makes no sense, and we have no
preventive program. -

Senator Curtis said why put in a whole program, why not put in
just a piece. Well, there is a good reason, you can provide leverage on
the whole system by the plan you put in. You could affect it by the
plan you put in. And what we are saying is that with the same amount
of dollars, or maybe more, you could provide a lot more care, depend-
ing on whether you encourage outpatient utilization. If preventive
services really work, and there is good evidence that it does, that is
going to affect costs,

And if, in addition, you put in a utilization review system that
affects the total amount of care given, not just medicare, medicaid,
and not just inpatients care—that system is important to consider
when you talk about costs. There could be substantial differences by
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the kind of system you put in. It seems to me that is one of the
beauties of this kind of an approach.

Secretary WeinseraeR. The only amendment I would make to that
is I do not think Senator Curtis said that. Some people have said that
there should be a much smaller partial plan. And the reason we are
‘putting in, are recommending, a comprehensive plan, is because we
think we can get an overall net benefit of delivery and restructuring.

The Cramrman, Senator Curtis.

Senator Currtis. Is this compulsory on all employers?

Secretary WEINBERGER. On employers? Yes, sir.

Senator Curtis. Is it compulsory on the self-employed ¢

Seecretary Weinperoer. No. The self-employed and the employee
would have the choice as to whether they wished it. )

Senator Curits. Well, now, the employers’ burden is going to be
three-fourths of $625 when this is in full motion. How are you going
to enforce it ? T

Secretary WriNserger. Well, it would be enforced initially by over-
all guidelines. .

Senator Curris. No, what I mean is, what are you going to do if he
cannot do it ?

Secretary WEINBERGER. If he does not gay ?

Senator Curtis. If he cannot do it. You see, you have got to view
the burdens of Government cumulatively. And we go to the little fellow
that has got one or two employees, they are all making a living. They
are not upon the Government. But we hit him on the head with Occu-
pational Safety and Health requirements, and now we say to him, here
1s an additional $100 a month compulsory payment. -

What are you going to do with him if he says I cannot do it?

Secretary Weinpereer. We do have some provisions to ease the bur-
den for small employers. I think, Senator, the ultimate answer to your
question is the same that would be true if he is unable to meet Occupa-
tional Health and Safety standards or if he is unable to meet minimum
wage, or if he is unable to meet any of the other things that are now
im’l)osed by the Government,

'he problem we have here is that at the present time, a very large .
number of employers have some kind of health insurance that they
are paying for as a result of either collective bargaining or other nego-
tiations with their unions. The trend of this is such that we think, in
the 2 years downstream when this plan would be fully operational,
most of them and a great many more will have very much higher pay-
ments to make than they have at the present time and that would be
required by this proposal. -

here is no doubt—and I agree with you—there are a great many
burdens on employers of labor today. This would be another, but it
would be one that is not wholly new and would be ultimately, I think,
because of the improvements that we could make in the whole health
delivery system, a lower amount than they would otherwise be forced
into making by negotiations and bargaining.

Senator Curris. Well, that applies to the larger employers where
labor is organized. But my hometown—and I do not think the business-
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men average five employees apiece and they Are not asking to be
subsidized.

Secretary WeiNBerGER. No. -

Senator Curtis. And, now, all of this will be handled through the
insurance companies?

Secretary WEINBERGER. Yes, sir, We would not have the Government
collecting or paying premiums, and we tried to keep the role of Fed-
eral Government to an absolute minimum.

Senator Curris. Well, I can further minimize that for you, too, and
I will do my best.to do it. [General laughter.]

My ideal of a healthy country is one where the Government keeps
its hands off. That would be the best thing for blood pressure and
peace of mind and enjoy vacations and so on.

. Now, suppose, under this plan, there is too much paid for a par-
ticular medical service. It costs the insurance company, less profit for
them, and they are in a less competitive position, and I know of no
reason why the Government should set fees, because you have told
them what their obligation is, If they do not perform, they are out. If
they pay too much for what they get, they do not have any profit, and
ghut is a better restraint than you ever can establish by & Washington

ureau.

Secretary WrINBERGER. Senator, I am fully as strong a supporter of
the free market system as you, and T z(tlpdpreclabe and agree with all the
things you are sa; inﬁ. There 1s one additional problem here, and that
is, you do not really have all that free a market in the health care field,
because gou have had the Government enter already in many ways,-
with médicare and with medicaid and with a number of other programs
and guarantee up to this point repayment of any charge that is made,
gr}cll do it for a very large number of people, with a cost of some $18

illion.

The problem is that in the years since medicare has come into effect,
without a free market, and with that kind of a Government interven-
tion already, the inflation in health care alone has eroded—-

Senator Curris. No. I am talking about medicare ; I am talking about
this new plan,

Secretary WEeinBercer. Well, there is such a large chunk of the
market already invaded, so to speak, by Go -rnment in the medicare
field that you do not have the forces that you were speaking of that
can operate in the rest of it. I wish there were, but I do not think——

Senator Curtis. I think all you would have to do is, the Government
n;]ﬂl not pay more than the insurance company is paying, a fee beyond
that.

Mr. MorriLr. One specific response, Senator, with respect to the cost
control features, be it for individual hospitals or individual doctors,
is that it would not be done as a Federal program, but, indeed, would
be done within each State by the State in accordance with what is
more nearly customary for them.

Senator Curris. If the insurance companies gay too much for that,
they are going to pay it out of their profits, and let them woray about
it. And why do you not just provide that the Government does not

ay, in the part where they are obligated for reimbursement, beyond ;

et the insurance companies pay it.
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Secretary Wrinseroer, Well, I am afraid that the testing of that
idea with the Government intervention that is already there and the
basic policies of reimbursing charges that are made, Kas contributed
very largely to the rapid increase in health cuare costs. And I feel,
Senator, that we could not propose a degree of Government partici-
f(mtion in the increase of demand of health care without having some

ind of health care cost control built into it, and that is a reluctant
and a difficult decision for me to make. But I think the experience
that we have had since 1965 when medicaid came in more or less com-

_pels that.

Senator Curtis. But you have a different situation, Prior to the
entrance of the Government, the insurance companies did have it
under control and did hold down costs. It was the intrusion of Govern-
ment that created the inflation.

Secretary WEINBERGER. I agree with that.

Senator Curtis. And I do not think the Government setting fees
will save a dime for the taxpayers, and I am sure—I am not worried
about the individual doctors; they are going to get along all right;
they are smart; they are well educated ; they can do anything they
want to, But, I have never yet seen an industry, including the oil in-
dustry, where they start in for the Government to decide how much
money they ought to make and they did not create scarcities, So, I
just do not think there is any need of that. But, I will not take any
more time. -

T am not mad. I have got an appointment.

Seceretary Wernserger, Thank you, Senator.

Senator Ben~NETT, Mr, Secretary, I am going to do some nit-picking.
I am going to ask some technical questions. In your statement, you say,
“The employer plan must cover all employees under age 65 and hig
family members.” Employees do not retire at 65 necessarily, so are
you going to put that kind of a limit, that they lose their coverage if

they keep working after 65

Mr, Morrirr. No. They woyld move at that point in $ime into the
medicare program and could well go on being employed.

Senator Bexnerr. That has some dangerous possible effects on the
whole social security program, because 1f in one instance a man can
claim social sccurity benefits and go on being employed, then maybe
he can claim the cash benefits and go on being employed.

Secretary WEINBERGER. Senator, medicare has been administered
separately from the social security system and with separate rules,
Ilwould not think you would be setting that kind of a precedent for
that. ,

Senator Brx~vert. Well, I was not allowed to go on medicare until
I had complied with the social security rule that I was 72 and, there-
fore, out from under the minimum earning estimates. So, in effect,
social security operated with me on the medicare rules.

I just raised the question. I think you had better look that one
over.

, Wha;; happens to the employee who opts out? Can he have a second
chance

Secretary WEINBERGER. Oh, yes. Yes.
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Mr. MorriLr. Oh, yes. There would be something like an annual
enrollment period durin}g{ which, if he changes his mind and wants to
get in, he could do so. He would have the opportunity at the initial
time or the time of employment, and then at specified periods
thereafter,

Secretary WerNperaer. Based on the Government plans where there
are the opportunities to shift I think twice a year, maybe once a year.
I have forgotten,

Senator BeNNETT. You then say, “Employers who desire to do so
could offer the Government plan at 150 percent of the average group
rate in the State.” :

That puzzles me. What does that mean?

Mr. Morrinr, Well, there are some high risk employers who are
unable to find on behalf of their employees a glan at any reasonable
price. This would provide an out for that kind of a group, where if
they could not get coverage through normal private insurance mech-
anisms at a 50-percent increase over the rates applicable to that kind
of a group within the State, they could then as a group enter the
Government plan.

What that feature is designed to do is to provide access to afford-
able insurance for all, inclué’ing that group. Sometimes the insurance
premiums run 200, 300, 400 percent ; and that seemed like an unreason-
able situation to us; so we included this kind of a provision.

Senator BENNETT. So in effect, insurance companies could refusc
to cover an emploi'er for any reason of their own; and if he is refused
coverage, he can then get a coverage under the state plan for 150 per-
cent of premium.

Mr. MorriLL. Let me say in terms of—

Senator BeNNETT. It may be credit. It may not be the qualifications
of the people. It may be credit.

Mr. MorniLL. There is every reason for the insurance companies
obviously to compete for coverage amongst various employer groups;
and indeed, we included a provision you may not have come to, in
terms of ]ooking at the coverage for the group under 50 in size. We
have cstablished in effect a community rating for that class group,
saying to the insurance company you may set your own rate for that
class, but once you offer it to one, you must offer it to all for the same
price.

Senator BexNETT. Then there was another question. The fee sched-
ules will be set by the State on the State plans. Will they be set for the
employer plans in that State?

Mr. Morr1LL. Yes, for all.

Senator BENNETT. The same fee schedule?

Mr. MorriLL, Yes, for all plans.

Senator BENNETT. That was not clear to me.

That is all I have, Mr. Chairman.

The CriatrmaN. Mr, Secretary, this is the first time I have had to
congratulate you publicly for doing something I have been advocating
for a long time. I see that you have done something about prescription
drugs in requiring that they be made available by the generic name.
I think you are going to save a great deal of money with no sacrifice
to quality. That action is just something that was long overdue. I am
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very pleased to congratulate you on being the Secretary who had the
courage to bite the bullet and go ahead and make the move.

Secretary WeINsERaER, Thank you very much, Senator. It has dras-
tically increased our mail, but I still think it was the right decision.

Thank you, sir.

The CiamrMan. You are just as right as you can be about that; and

have been advocating it a long time. That is a place where we will
make a big savings in the cost of medical care.

Secretary Weinserger, I hope so.

The CrairMaN. Now how much are you going to let the insurance

companies charge us for selling and advertising costs under this new
program?
. Secretary WrinBrroeR, Well, the regulation of the companies, Sen-
ator, would be a matter of State law with Federal basic guidelines and
supervision, since it is coming into being under the hypothesis of a
Federal statute. And the guides that I have had in mind generally are
those that are used by many of the regulatory agencies at the present
time; and that is that the premium has to hear some reasonable rela-
tionship to the actual cost of the coverage itself. And that certainly
involves a consideration of what are allowable costs, as you have
indicated.

And I think if Senator Curtis was here—I wish he could hear this—
I think the free market is going to have quite o bit to do with this,
because this is a very substantial additional market for insurance
companies to compete in.

And I do not think that you are %;)ing to have any company, even
without State regulation of a reasonable kind, that is going tobe
allowed, because of market factors, to get very much out of line with
very large promotional or advertising costs.

I think there is going to have to be—I think there will be—pretty
iOOd competition for the carrier to serve various groups of employees.

nd I would certainly think that the states themselves would have—
and we could conceivably get into some kind of guidelines—standards
that would indicate reasonable advertising of what the plan was all
about and what kind of coverage there was without allowing quite
unreasonable promotional costs that would boost the total charge up.

The CramrMaN, Well, it just seems to me that if we do not do some-
thing to }E:in that down, we are just making the employees—we are
making the public pay for a great deal of fraud that they are paying
for in these name brand drugs. Who would know whether Squibb was
better than Pfizer when they put an aspirin tablet on the market?
Nobody would know. But the public has for years been paying a for-
tune; the Small Business Committee staff computed it. They estimated
we are paying the cost of $5,000 per doctor per year to go out here and
misinform the public about the relative merits of these drugs when
nobody really knew whether Pfizer products were better than Lilly’s,
or Squibb was better than both of them.

. It would seem to me that to let the public be charged a lot of adver-
tising and selling costs in order to get the benefit of something that the
fellow is required to buy anyhow under law is sort of ridiculous.

Secretary Wrinsereer, Well, Senator, the reasonable and unreason-
able promotional and selling advertising costs are traditionally and
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typically a matter for examination by State regulatory agencies. And
T would think they would certainly continue m%‘g Ty 88

Mr., Morrill had a point he wanted to add.

The CuarmaN. Well, are you going to let them deduct the costs
of contributing to the campaign expenses of Governors and State legis-
lators, then?

Secretary WEINBERGER. Public utiliites are not able to do that, and
tthy are under State regulation.

he CrratrMAN. Why do you want to get involved in all of that ?

Secretary WEINBERGER. ‘We are not. The Federal Government would
not be in that.

The CrarMAN. But you are going to let it happen, and it seems to
me that it is just a great big waste of time. So you find out that the
fellow who contributed the most money to the winning candidate for
for Governor winds up with a contract; and he also turns out to be
the guy who made the largest contribution to the guy in the State
legislature and the insurance commissioner.

Secretary WEINBERGER. The man who would malke the decision as to
which company to award the contract to would be the employer. He
would simply buy insurance from the company that offered him the
best package within the basic package described by the bill at the
best rates. And there would be no problem of his getting campaign
contributions. The Government will not be purchasing,

The Crramryman, All right. .

Let us put it on that basis then. Are you going to crank in all of
the costs of his entertaining the employers, the steak dinners, and the
beverages that go to in%ratmting himself with all of these various em-
ployers and hiring of salesmen %

Why should this program be made to carry the cost of thousands of
galesmen out padding the highways, fighting one another trying to
get an individual employer, be it a big business or a small business, to
sign up with that particular firm? _

Why should the public be made to pay for that?

Secretary WEINBERGER. I do not think they will be.

Mr, Morrirr. Could I make two responses to that? First, with re-
spect to the emﬁloyer lan, we believe that with a standard basic benefit
package that the employers will be in a better position than they now
are with respect to competition on price. ) )

What now so often happens is even though the big companies are
sophisticated negotiators with insurance companies for coverage,
middle or small sized companies that cannot hire an actuary, get var-
jous companies coming at them with slightly different benefits, and
they may not be as certain about the real value of them. o

Tf you have a benchmark in the basic services covered, there will be
clear knowledge as to what it is that the employer is being offered by
that insurance company. Unless you believe that he is going to pay
more money than he needs to provide those basic services. I think that
competition will be improved. )

Second, with respect to the Government plan, there clearly, in
terms of advertising and similar expenses, is a different game; and the
State would be franchising a limited number of carriers to offer that
plan within a government framework. And advertising clearly is

not appropriate.
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The Cramman. They would be franchising a limited rumber of
carriers. |
Mr, MorriLL. Right,
/\ The CHAIRMAN. All right.
| So we do have the campaign contribution problems all over again

/\then, do wenot ¢ .
/ Secretary WEINBERGER. Senator, there is no limit on the number
that can be franchised under the employer plan. They can franchise

anyone who applies who meets the various requirements,

The CrarMaN. Well, can they limit the number ¢

Secretary WeiNsercer, No. I would think not with the employer
plan. There would not be any desire that they do so. As a Government
-employee at the moment, it seems to me that I have a choice of some-
thing like 8 different plans in the Washington area. There is not any-
thingi in the civil service rules that says there has to be 8 or 9 or 11
-or only 3. )

Those companies that wish to do so come in and make a showing
thiat they are a responsible company, that they can make the payments,
and that they are willing to provide the coverage that is considered
basic and necessary, and then I pick and choose between them.

And that is the way, to my mind, the plan would work when it is
fully in effect. So there would not be anything that the State would do
in the sense of granting any Eurticular privilege to these companies,
They would be certifying that certain companies are fiscally re-
sponsible, are able to paﬁ', are oﬁerin%]the benefit as required by the
Government, and that the premium charged bore a,reasonable rela-
tionship to the cost of the insurance, and after that, fine.

Now, if some company did not qualify, and under your hypothesis
did not make a proper contribution to the gubernatorial race, I
would like to represent them in court as being unreasonably denied

g the right to sell insurance in that State.

Senator BentseN., Mr. Chairman, could I ask my questions now?

I want to say, Mr. Secretary, I think this is a very constructive
proposal; and I see a great deal in it that X like, Obviously, I think
there are some things that could be improved on.

Secretary WrINBERGER. Sure. .

Senator BentseN. And I had some concern about the $1,500 expo-
sure on the cost sharing after you have your deductible plus your
coinsurance. I think that is rather high, even though we are talking
about the private employer plan rather than the Government plan.

Secretary Weinsereer, The high threshold for the catastrophic?

Senator Bentsen. Right. That concerns me. But I like the coinsur-
ance feature. I think that is necessary. I like the idea that you keep
‘the private insurance companies involved. :

I would say to the chairman that I know the problem he is talking
-about, but T really believe when they set the benefits with uniformity
as they are here that it is going to be awfully easy to compare one
‘price against another one. And a person who would choose to give it
to the higher priced carrier—a public official who would do that is
going to find himself in an extremely vulnerable political position and
would probably pay the consequences at the next election, if not in the
court prior to that time, | v
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Secretary WeINBERGER, Perhaps sooner. ' .

Senator BEnnNerT. Would there really be any higher priced carriers
in this situation ? .

Senator Bentsen, Well, I will say this; there probably will not.
The way the insurance program worked—I know in Government in-
surance when you fellows provided for higher coverage and one of the
major carriers came in and pretty well took the package and then
doled it out to the smaller carriers, my company having been one
of them, that we took it as fluff. We did not make anything off of it}

* orif we made anything, it did not amount to anything.

And I really believe on your Government program that you will
find carriers making a very negligible return. II)think that is the way
it will probably work out.

Senator Benyrerr. And all quoting about the same rates.

, Senator BentseN. Yes. I think the rates will almost be identically
the same.

Secretary WriNperaER. That was our hope. And if they were not,
they would soon be driven back to that because of the marketplace.

Senator BentseN. There is much in it that I think is very construc-
tive. There is one thing that I wish you would educate me on, Secre-
tary Morrill, and that is this question of the improvement of public
facilities, capital investments in new facilities, Just what is that—the
State government ?

Mr. MorrirL, If, for example, some local agency, or what have you,
proposed to build, say, a new hospital, it would have to go through
a review process similar to a certificate of need system; and the State
would have to agree that that facility was indeed a needed increment
to those that existed, to provide adequate health services within an
area, And were it not to get that certificate of need, it would not then
be eligible for reimbursement under the plan.

Scnator BentseN. I would disagree with one comment of Senator
Curtis’ insofar as the companies being able to hold costs down, Be-
cause. I firmly believe that the health’ companies contributed to the
high cost by encouraging people to stay in hospitals to receive their
benefits.

Now, in this you referred to the disincentives of staying in hospi-
tals. How is that accomplished in this with regard to outpatient care?

Mr. MorrirL, Well, we have removed the disincentive on the front
end about them not going into the hospital at all if that is not neces-
sary, Then in terms of what is an appropriate length of stay once they
are in, we would anticipate that the PSRO system and its utilization
review would apply. :

Scnator BentseN. I have no further comments, )

Senator Byro [presiding]. Mr. Secrotary, what is the cost to the
Federal Government of your plan ?
b_]?_ecretary Weinsercer. Mr. Chairman, it is about $5.8 to $5.9

illion.

%e_nat?or Byzp. Now, to that $5.9 billion do you not need to add $800
million ‘ ‘
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_Mr, Morrirr., Those additional numbers that are shown below the
$5.9 billion are a part of that total, They were just to identify the
source of the total. :

Senator Byro. They arc part of this?

Secretary WEINBERGER, Yes, sir, They are part of it.

Senator Byrn, It would cost us $5.9 billion ¢

Secretary WEINBERGER. Yes, sir. We believe a little less, Senator,
but I think it is proper to use that figure, I think there would be ad-

. ministrative savings and some other Federal programs that could be
stopped with the breadth of this coverage. But this is, I think, a sort
of overall figure.
Senator Byrn, Well, you were not here, of course, when other esti-
mates have been given to the committee on other programs but I am
just wondering how accurate this estimate really is.
Secretary WEeINBERGER, I am told our Department made one other
mistake in estimating in 1925, but——
[Sustained laughter.]
Secretary WEINBERGER licontinuing]. But.we are aware of that,
Senator, and we have tried to estimate this as fairly as we possibly
can, It is 2 years down the road that the program would take effect.
This is the full cost to the Federal Government, when it is in complete
operation; and we believe it is right.
Senator Byrp. Let us assume that it is $6 billion, in round figures.
Where do you get the $6 billion ¢
Secretary Wrinnerger, Well, I mentioned that, Senator, earlier this
morning. And that is, when the President said last night this would
not require any additional tax payments by the people, that was ac-
curate. And what he had in mind was this. This program does come
into full effect 2 years down the road; and there would be, therefore,
time within which to allocate this amount within the existing tax
revenues and within those additional revenues that would come in
with the normal growth of the economy.
Senator Byro. But within the additional tax revenues, though, you
are running a smashing deficit. We do not have any surplus. .
‘ Secretary WerNsrraer, Well, we were just about at balance. With

the energy problems, we will probably be somewhere around $9 bil-
lion in deficit this year. But it is very similar to the program of reve-
nue sharing, Senator. We had $6 billion added to the cost of the
Federal Government, but that is absorbed within the existing tax
revenues and the ability to borrow it.

Senator Byro. It is not absorbed in it, Mr. Secretary. By your own
figures it is not. And you just said there is a $9 billion deficit, and
that is by using the trust fund surpluses. L

Secretary Wrinperger. When I say within the existing revenues, I
mean within the existing revenues and the dbility ta borrow and stay-
ing within the kind of deficit that can still be paid.

Senator Byrp. Oh. Stay within the kind of deficit. You are planning
for additional deficit financing then? ‘

Secretary WeinNperGer. I am afraid, Senator—and I do not think
you and I differ too much on this—I am afraid deficit financing is a

~ way of life for the Federal Government for some years to come at
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least. And there will always be a call for it from those who are Key-
nesians—and I am not—who believe that the budget is the proper way
to meet the problems involved in recessions.

So I do not think we are dealing with any changed condition here,
nor do I believe we are dealing with any new program that is going
to require the taxes to be increased.

Senator Byrp. Now, let me ask you this. In the upcoming budget,
which will be submitted on Monday, is there anything in that budget
for this prog‘%&,zm?

Secretary WEINBERGER. No, sir, there is not, because it is not contem-
plated that this would take offect in the fiscal year 1975,

N genagor Byro. Do you expect to have anything in the fiscal 1976
udget

Sgcretary WEINBERGER, Yes, sir. If this program is adopted, we
would. And I cannot give you that exact amount, but Mr. Morrill
may have it.

Mr. MorrmLL. It clearly would not be the total of $5.9 billion ﬁg-
ure. Once the effective date is determined, there will be, understand-
ably, a phasein period to get geared up; and we would expect that
yo'lr18wou d probably not see the full cost until fiscal 1977 or possibly
1978.

Secretar%menEnsz. That is right. In that range.

Senator Byrp. And then the cost to the State, as I understand—to
the States, as I understand, would be $1 billion.

Secretary WEINBERGER, ’Yes, gir, That is the estimate that we make
now. Again, we believe it to be accurate; and we have tried to make it
as accurate as we can.,

Senator Byrp. And the cost to the employee would be what?

Secretary WeinBerGER, The cost to the employee, Senator—again we
mentioned this earlier—would be about or a little less than the
amounts that are now paid by most employees for the health care cov-
erage that they have, And it is very hard to estimate what that would
be 2 to 3 years down the road given the collective bargaining agree-
ments and all of the rest.

But we think that it is fair to saK that this plan would not require an
additional amount over that which employees are now paying for the
health insurance they do have. ‘

Senator Byro. And how about the employer?

Secretary WEINBERGER. As for employer, there would be an increase;
and we do not know precisely what it would be. Again—-

Senator Byro. May we have order in this room, please ¢

Secretary WEeINBERGER, Again, we do not know what it would be
because we would have to grind into that estimate the amount that
employers would bargain to pay through collective bargaining and
other agreements with employees 3 years away. '

At the moment it would be an amount that is, I would guess, some-
where between $75, $85, perhaps more, than empioyers are now paying
Fer employee if it took effect tomorrow. But, I think you cannot really

ook at it as a static thing. )

Typically, as you know, Senator, negotiations have resulted in em-

_ployers having to pay more this, year than they had to 'pai/ 3 years

ago for health coverage; and I think that same thing would apply.
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The hope is that with this kind of broad coverage and broad market

for insurance, as well as the additional improvements in the medical

7 deliver}\: gystem that Dr. Simmons was describing a moment ago, would

ean that it would net out, so that employers would not have to Ipa,y

re 3 years down the road than they would otherwise, perhaps less.
But, I cannot really give you any better estimate than that.

Senator Brro, Thank you very much.

Senator Benngrt, This is a vote.

Senator Byro. Any additional questions? . .

Senator Bennerr. May I ask one question following up on yours?

Senator Byro, Senator Bennett,

Senator BenNerr. Under this law, if it were passed, could a group
of employees bargain with an employer for a different mix¢

Secretary WEINBERGER. Yes, sir,

Mr, MorriLL, For a higher mix.

Secretary WEINBERGER. Not & lower.

Mr. MorriLL. Not a lower,

Senator BENNETT. I did not make myself clear, Could they enter
into an agreement where they would pay 10 percent and the employer
would pay 90 percent ¢

Mr. MorriLL. Yes; they could.

Secretary WEINBERGER. Yes,

Senator Bennerr. OK. '
be'I’;lg:e_xz'% ;s a vote on, Senator Byrd, but the normal agreement would

Secretary WEINBERGER. Yes; that is the plan.

Senator Byrp, Thank you, gentlemen,

The committee stands adjourned.

Secretary WeINBerGer. Thank you very much, Mr, Chairman. We
appreciate it.

A memorandum supplied by HEW follows:]

HEW NATIONAL HEALTH INSURANCE PROPOSAL Y

This memorandum highlights the structure benefits, costs and financing fea-
tures of the HOW national health insurance proposal. The principles underlying

the plan include:
Assistance for persons who cannot afford privately-offered health insur-

ance;

Minindization of Federal intervention ; )

Reliance on States for major aspects of administration where State laws
meet Federal standards;

Achievement of evolutionary changes in the health care delivery system,
such as the incorporation of provsions for an HMO option, a more balanced
use of ambulatory care versus inpatient hospitalization ; encouragement in

~ the use of preventive services, particularly for children; and

Regulation of private insurance carriers by the States under Federal
standards. These standards include :

An annual CPA audit;

Consumer protection against underwriter insolvency ;

geview of premiums, including assessing reasonableness of “pay-out”
ratios ;

Judicial relief for consumer complaints against carriers or the States;

Federal administration where State laws and regulations are absent;

Information disclosure standards. . - .

1 This proposal is undergoing final review by the Administration. Several aspect h
2‘1‘%% i@{:d stlll ander consideration and couizl change before the proposal ’l)s f?n?rfmtllge
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The present HEW proposal also makes the following additions and changes,
which respond to the fundamental problems in the Administration’s previous

bill:

All Americans would be assured access to affordable health insurance, as
called for in the President’s 1971 Health Message. The Administration's pre-
vious bill did not aid several low-income groups, including low-income singles
and couples, It also falled to assist unemployed persons, such as early re-
tirees, and certain employer groups who are unable to obtain private medi-
cal coverage at affordable rates because of their being high medical risks,

The same services would be covered under both a government-assisted
health insurance plan (Government Plan) and a mandated privately-
financed health insurance program (Employer Plan); the only difference
between the two programs would be reduced cost-sharing for low-income
persons under the publicly-assisted programs,

Low-income workers would be eligible to join the publicly-assisted pro-
gram to ensure that they do not face excessive cost-sharing and that equity
is maintained with unemployed persons at the same income level. .

The benefit package would be broadened to encompass services not pre-
viously covered, in particular, mental health services, outpatient prescrip-
tion drugs, and dental care for children. At the same time, we propose &
higher deductible than was included in the previous bill for persons who are
not low-income. A fundamental principle that we have followed is that
higher cost-sharing with more comprehensive benefits is preferable to nar-
rower coverage with lower cost-sharing.

A “Ilealth Card” payment system for services would be introduced so
patients can charge and pay later for the cost-sharing, This system would
nsgsist the billing, processing and payment of claims as well as the quality
review process.

BASIO BTRUCTURE

The Administration’s National Health Plan (NHP) would have two parts-—
Employer Plan (EP)
Government Plan (GP)

Employer Plan.—Under this system all employers would be required to offer
their full-time employees, as a minimum, a basic plan with a mandated benefit
package (see below).? The employer would Le required initially to pay 65 percent,
and then after 214 years 75 percent, of the annual premiums, A full-time employee
s one who has worked a requisite number of hours over a 90 day period. Part-
time workers and workers in the first 80 days’ of employment would be offered
coverage but would pay the full premlum at the group rate. Once covered after
the initial 90 day waiting period, employees could remain covered as part of the
employer group for 00 days after the termination of employment with the em-
ployer paying 65-75 percent of the premiums. In addition, the employer would be
required to offer the employee the right to remain as part of the employee group
for another three months but the employee would pay the full premium at the
group rate, This latter provision permits’the employee either to remain with the
Bmployer Plan during a period of transitional unemployment of up to three
months or switeh into the Government Plan. -

We estimate that for the average firm the annual premium per employee would
be about $480 in 1975, Included in this amount is coverage for all dependents under
the TRS definition of taxable dependents. The rate for single workers alone would .
be about $200. On average, an employer paying 75 percent of the premium would
be required to spend about $820 per employee. This amount is within $150 of what
s presently being spent by employers in more than 70 percent of the companies
in the United States. Additional benefits, including complete payment of the
premium, could be provided by the employer, but no insurance plan offering less
protection could be offered.

TP wonld be sold by private insurance companies subject to State regulation
(under Federal guidelines). Employers could self-insure provided they met mini-
mum standards. Non-employer related individuals and groups would be eligible
to purchase the mandated private plans. Insurance companies would be permitted
to experience rate each firm’s premium except for medical expenses in a family

8 This includes local, State, and Federal employees.
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exceeding $10,000 in one year. Such expenses must be shared among all the poli-
cies underwritten by the insurance company,

Those firms where current health insurance coverage is poor algo tend to be
low-paying and small. Recognizing the problem that these firts will have in meet-
ing the standards under the mandated Employer Plan, we have included the
following special provisions:

1, All irms with fewer than 25 employees and average wages below $7,500
will be able to enter the Government P'lan (described below) and pay the
average group premium in the State, This provision would assist low-wage
small businesses by allowing them to pay premiums which for most would
be 20 percent below what they would otherwise pay. For some firms with high
medical expenses, the savings could exceed 50 percent.

2, Any firm where the net impact of the National Health Plan is to raise
its health insurance cost as a percent of payroll above 4 percent, can have up
to three (8) years to phase in the mandated benetit plan,

The services covered under EP would be subject to an annual per person deduct-
ible of $150, with a maximum lHability of three deductibles per family. Expenses
above the deductible would be subject to 25 percent coinsurance. However, all
cost-sharing (l.e., coinsurance and deductibles) for the family would be limited
to $1,500 in a single year. This would mean that even in the event of a serious
prolonged illness, no American family would have to pay more than $1,500 in med-
fcal expenses, For many families covered under the Government Plan this maxi-
mum medical expense would be substantially less, For example, a family with an
annual income of $8,000 will be required to spend no more than $180. Although the
amount of the cost-sharing in our proposal is higher than in inany of the compet-
ing bills, the extension of coverage to several important outpatient services will
reduce out-of-pocket expenses below that which most American families now
spend for medical care,

Government Plan.—This plan is designed to cover the following groups:
Low-income families and individuals regardless of work status;
High-risk persons and employer groups, regardless of income, who cannot

purchase private protection at rates less than 150 percent of the average
group premium in their State,

Employees of small, low-wage employer groups.

States would contract with a limited number of private carriers who would
be required to offer coverage to all eligible applicants, The premium rates would
be negotiated in advance but carriers would assume underwriting responsibility,
GP would cover the same services as EI’, It would, however, have its premiums
and cost-sharing structure related to a family’s income. An income-related maxi-
mum also would be placed on the total amount of the cost-sharing expenses a
family would be required to pay. All income-testing would be conducted by a
governmert agency.

The major group covered under GP will be low-income persons without steady
employment. However, persons with family incomes under $7,600 who are em-
ployed can, if they choose, enter GP rather than take the mandated EP. 1f they
do so choose, thelr contribution would be related to the average group rate for
BP in the State as Indicated below. Thelr employer, if the firm is larger thian
256 employees or has an average wage level greater than $7,500, would pay an
amount equal to that which he pays for other employees, For flims with less
than 285 employees and an average wage of less than $7,500 the speclal small
employer provision discussed previously would apply. ;

‘or an individual worker, if his family income is $6,000, and the average
group family rate 1s $600, he would puy an estimated annual contribution of
8800 for GP coverage, as compared to $150 for the average Empoyer Plan, This
higher premium payment would mean that GP coverage would be only chosen
by working families in the $5,000-$7,400 group who expect large medical ex-
penses. For the higher premium, GP coverage would include reduced deductibles
and coinsurance and lower maximum lability than under EL’. Families below
$5,000 income would not have to pay a premium and would have even less coste
sharing. Thus, those families would all elect GP coverage, regardless of thelr
work status,

For employer groups that cannot purchase EP for less than 150 percent of the
average group rate in the State, the entire group can buy GP at the 150 percent
rate. However, as discussed above, if the firn's average wage is less than $7,500
and it has less than 25 employees, the premium would be 100 percent of the
average group premium ih the State. .
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The schedule for a family of two or more persons in GP and EP is as follows:

Annual family
contribution
Percont of  Expected Annusl Colnsursnce
average 1975 par-person sbove Maximum annual
Annual income group rate  amount! deductible  deductible cost sharing
Government ‘plan:
01082,499. ...cuueuncercnnnnnes 0 0 0 0 3 percent of income.
2,500 to $4,999 0 0 iso 5 6 percent of income.
5,000 to $7,499 50 8238 00 20 10 percent of income.
7,500 to $9,999. 100 160 25 15 percent of income.
10,000 plus.......... 150 900 150 25 §1,500.
Empioyer plan: All income 25 150 150 25 $1,500.

1 Based on an expected average group family premium rate of $600.

Carrlers under both GP and EP would be required to provide their enrollees
with a “Health Card,” similar to any other credit card, All payments to pro-
viders for covered services would be made‘by the carrier rather than by the
enrollee, The carrier would in turn bill the enrollee for cost-sharing. Special
credit procedures would be established to limit financing charges to that they
would be no higher than those now in effect in the health industry, The Health
Card offers several important advantages: ‘

It would greatly facilitate the administration of an income-related cost-
sharing system,

Providers would have no reason to disecriminate against low-income pa-
tients since they are guaranteed reimbursement by the carrier,

Bad debts and the large administrative costs now borne by providers
would be substantially reduced. In total such expenses will be lower since
carriers are much better equipped than providers to conduct such financial
transactions.

The ability to enforce quality and cost controls would be vastly improved,
smce1 all bills, including those below the deductible, would flow through the
carriers,

BENEFIT PACKAGE

The basic benefit package would be the same for all Amerfcans. Both plans
would cover the following services: :

1. Hospital Services.—These would be covered without any present upper

limits. However, Professional Standards Review Organizations would play

a major role in reviewing both the necessity for hospital admission and
length of stay,

2. Physiclan Services.~These would be covered without any upper limits

(other than mental health aand preventive care), and subject to PSRO

review. Covering physician services on the same basis as other services will

assist in bringing balance to the current system of health care dellvery, We
would, however, exclude routine physician examination for adults, Such
expenditures are now excluded under Medicare and most existing private
coverage because they are felt to be of questionable medical value,

3. Other Medical Services.—As curreiitly covered under Medicare, except
for chiropractic services. These include physical therapy, prosthetic devices,
ambulance services, laboratory examinations, x-rays, durable medical equip-
ment, and so forth, where judged medically necessary, In addition, eye-
glasses and hearing aids would be covered for children through age 12.

4. Outpatient and Inpaltient Drugs.—Coverage would include all drugs
available by prescription only, plus selected nonprescription lifesaving
drugs, e.g, Insulin. Drugs are a necessary part of medical care, Indeed,
often the prescribing of a drug is the major outcome of a visit to a physiclan,
Consequently, drug coverage is an integral part of a plan with broad
benefits. Minor claims will be minimal due to the high deductible and
processing costs will be reduced by use of the Health Card, Also cost con-
trol will be emphasized by the use of PSRO and a specal reimbursement
system which pays only the lowest price in the area,

5. Preventive Services (Prenatal care, well-child care, family planning
and dental care for ohildren).—These services are medically desirable in
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maintaining health and have been shown to have a high long-term economic
payoff, However, they are intended to be used at regular intervals when free
of symptoms and they are the services least used by low-income families,
To facilitate their use, insurance protection will begih at once rather than
after the standard deductible amount is spent. (The standard co-insurance
will, however, apply.) Waiving the deductible would underscore the Admin-

which the Administration seeks to withdraw on the basis that health insur-

, istration’s priority of assisting mothers and children, In additlon, these serv-
/ ices have been emphasized by Federally-funded health center programs, from

ance rather than KFederal grants is the appropriate funding vehicle,

6. Mental Health Services (including drug and alcoholism 8services) .
These would be limited to 80 hospital days and 15 outpatient visits. However,
partial (day/night) hospitalization and out-patfent services provided in an
organized community setting would be covered without a limit. Covering
mental health services without any upper limit could result in overemphasis
on long-term hospitalization and individual psychotherapy. Organized com-
munity settings on the other hand have proven to be effective treatment cen-
ters and are better equipped than independent practitioners to ensure ap-
propriate utilization, T'his coverage would also greatly increase thé financial
base of community mental health centers,

7. Extended Care—~Coverage would include 100 days in a skilled nursing
facility on a post-hospital basis and 100 home health visits, applying the
Medicare definitions and restrictions.

OTHER CHARACTERISTIOS

HMO Option.—EP would require employers to offer their employees the option’
of joining a Health Maintenance Organization (HMO). GP would also include an
HMO option. This would ensure that, where both an HMO and a regular insur-
ance plan were available in the community, the individual could choose between
them. This “dual cholce” option iy essential in order for HMO'’s to compete
effectively for members,

Medicaid,—Those portions of Medicaid to be included in NHP would be termi-
nated. This would leave intact the Medicald program for long-term care services.
NHP would include an extended care benefit for acute patients only, similar to
that in Medicare, and would exclude services for chronic patients. There is,
however, the continuing need for Federal support of long-term care services for
low-income chronic patients, These services are covered under Medicald and
account for some 80 percent of total Medicald expenditures—approximately $3.5
billion (State and Federal share combined) in 1978, Over the next few months,
the Department will undertake a major study of alternative Federal strategies
for financing long-term care. Options besides a residual Medicaid program that
will be considered include formula grants to States and a cash disability program.

Medicare—We propose to incorporate Medicare into NHP, both to achieve &
unified national health insurance system aiid because we believe our proposed
benefit package is superior.

" Disabled persons how eligible for Medicare would be able to buy GP coverage
and pay premiums based on income, As a practical matter, the incomes of dis-
abled beneficlaries are sufficiently low that only a very small proportion would
pay the full premium. Medicare for the Disabled, as structured, has substantial
deficlencies, including a waiting period of 290 months after the onset of disa-
bility and the absence of catastrophic protection. This becomes particularly
critieal for eligible persons with chronie kidney disease who often use $20,000-
$30,000 worth of medical services each year, l.e., cost-sharing of $5,000-$7,500.
Furthermore, the failure to terminate Medicare for the Disabled would result
fn unacceptable program overlaps with GP and EP, since they would all be
targeted at the under age 63 population,

The aged would continue to become eligible for medical benefits upon reaching
age 65 with the Social Secutity Trust Fund paying for most of the benefits. The
current Medicare benefit package, however, would be replaced by the GP benefit
package. Under our plan, Medicare beneficiaries would have drug coverage and
vastly fmproved catastrophic coverage. Persons with incomes over $10,000 would
have higher cost-sharing than at present for small or moderate medical bills, but
less out-of-pocket expenses for very expensive illnesses, Beneficlaries with in-
comes below $10,000 but above the Medicaid eligibility income limits would be
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better off than at present because of the reduced cost-sharing. There are 13.5
million elderly people in this category.

Coverage for the aged would be financed as follows : The basic benefit package,
f.e., with the $150 deductible and 25 percent coinsurance, would be financed from
the existing 2 percent Medicare payroll tax plus a small premium contribution
equal to, or somewhat higher than, the current $80 premium contribution., The
actuarial values of the GP basic benefit package and that of Medicare are nearly
equal. Persons with incomes below $10,000 would be eligible for reduced cost-
sharing, with the additional expenses for the reduced cost-sharing being financed
from Federal/State funds.

VA.—We propose that Veterans Administration health facilities be made
eligible for public and private reimbursements, This recommendation does not
alter the current mission of the VA to provide health care to veterans,

COST-CONTAINMENT

We vae been very consclous of the need to use NHP to contain medical
costs rather than to fuel inflation, as occurred when Medicare and Medicaid
were introduced. Consequently, we have incorporated the following features
into the Natoinal Health Plan.

1. An HMO option,

2. A strong role for State planning agencies in the review of capital invest-
ments for health facllities.

3. A cost-sharing structure that would remove the present incentive to use
hospital care as a first resort,

4. Elimination of the present health insurance tax subsidy to minimize
thei pr;;ssure for first-dollar coverage (this is discussed below as a possible
option).

5. Relimbursement for drugs based on the lowest price available,

6. Substantially increased ability to control utilization of services through
the “Health Card” mechanism and through reliance on PSROs,

We believe these measures taken together provide strong incentives for cost
control, but they may not be sufficient. We are particularly concerned about our
policy for payment of physiclan gervices in low-income areas and the general
reimbursement policy for hospitals. Currently, most States set specific fee limi-
tations on what they will reimburse physicians under Medicaid, No additional
charges can be billed to the patient. Medicare, on the other hand, which also
has reimbursement limitations, permits physicians to bill patients an additional
charge. This voluntary assignment system has resulted in many of the aged pay-
ing substantially more than the official 20 percent ¢oinsurance rate, If we adopt
the Medicare reimbursement system or those currently used by private insur-
ance carriers, many hundreds of millions of dollars will be spent without pro-
viding any new services.

Our cost estimates have agsumed that some limitation will be placed on what
would be reimbursed for physician services. Three payment options are now
being explored :

Establishment of physiclan fee schedule by State with a mandatory assign-
ment poliey for both plans; i.e., no additional patient billing efther for EP or -
GD policyholders; -

Establishment of a physician fee schedule by State with a mandatory
assighment policy only for GP policyholders; )

Establishment of a physician fee schedule by State with a Medicare-type
voluntary assignment policy. . ’

In the area of hospital reimbursement, the Economie Stabilization Program
affords us a good start in desighing a prospective budget approach. While we
may not wish to incorporate on a long-term basis the same approach, the experi-
ence gained and the precedents set can be very valuable, We are exploring
allowing the States to set hospital reimbursement policies subject to guidelines
established by the Department. This approach is appealing in view of (1) past
experience indicating that the States may pursue cost-containment more aggres-
sively than the Federal government, and (2) our financing strategy, which re-
quires the States to share in the costs of NHP. Beyvond that, additfonal protection
against health care cost inflation is needed and will have a high prioritv within
the Department. Consequently, our current thinking is to have the National
Health Plan drafted to allow the Department broad authority to set reimburse-
ment standards.
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' PROGRAM COSTS

As shown in the following table, increased Federal expenditures for covering
the uged under the Government Plan is $1.6 billion and for the nonaged $4.0
billion. Total fucreased Iederal spending therefore would approximate $5.8
billion. We have used 1975 as a standard year for cost-estimating, and the
estimates assume the full effect of GP as an ongoing program, However, the
Program could not go into effect until FY 1976 at the earliest. Furthermore,
actunl costs are likely to be lower initially as a result of normal program

start-up tin

ne.

GOVERNMENT PLAN EXPENDITURES FOR THE AGED AND NONAGED, 1975
{In billions of doliars)

Aged Nonaged Total
Total GP expenditures:
Individual and EMPIOYer. . oo cueeeeiciacaiacaececacaenccaan $15.3 $22.2 $37, g
Contribution 1.5 7.1 8,
Total, public eXpenditures...ccveeaecceveeeennnmennancanna . 13.8 15.1 28.9
State expenditures: -
Cur'r)ent PIOBIAMS . o e ecerecenaaveancrcanannannssnaaseceacenan .8 2.2 3.3
Additional expenditiures. oo emeaeen e iaiiaarocaaaaaaan B .9 1.0
Totah. e iiiiicec i ciieenae eeeesranesinenan. 4.3
Federal expenditures. ... 24.6
Current programs:
Ten%lngal on of medicaid. . ... i N4 3.3 4,0
Termination of medicare. ... ... ............... 10.8 2.3 13.1
Reduced Federal expenditures in other programs . e .o ceeriececuoaacaacan 1.9 1.9
TOlleunreeevensenaseseennnnnnnans . 11,5 7.5 19.0
Total added Federal expenditures....... cadccssancanes 1.8 4,0 5.6

1To the oitent that national health insurance reimburses for services now provided by other Government programs

these payments should be counted as offsets to the cost of GP, We beliave this is a conservative estimate,

[Whereupon the hearing wasadjourned at 12 noon, ]
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