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CATASTROPHIC HEALTH INSURANCE AND
MEDICAL ASSISTANCE REFORM

TUESDAY, MARCH 27, 1979

"U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 10 a.m. in room 2221,
Dirksen Senate Office Building, Hon. Russell B. Long, chairman of

the subcommittee, presiding.

Present: Senators Long, Talmadge, Byrd of Virginia, Bentsen,
Bowen, Dole, Packwood, Danforth, Chafee, and Heinz.

[The press release announcing these hearings and the bills
S.350, S. 351, S. 748 and S. 760 follow:]

FINANCE CommITTER SCHEDULES HEARINGS ON HEALTH COST CONTAINMENT AND
CatasTrROPHIC HEALTH INSURANCE PRrOTECTION

Senator Russell B. Long (D., La.), Chairman of the Senate Committee on Finance,
announced today the scheduling of hearings and “markup” sessions in two signifi-
cant areas of health costs concern.

“Beginning on March 12,” said Long, “the Subcommittee on Health, chaired by
Senator Herman Talmadge, will hold hearings on pending cost control and reim-
bursement reform legislation—including the Medicare and Medicaid reform bill
which Senators Talmadge and Dole ex: to reintroduce shortly.”

“At that hearing,” Long indicated, “we would anticipate testimony being received
concerning the Administration’s proposal to constrain increases in hospital revenues
generally—not just for Medicare and Medicaid.”

“I expect that the full Finance Committee would, during the week of March 19
. engage in a markup of health care cost control legislation,” said Long.

“During the last week in March,” stated the Committee Chairman, “we will hear
testimony on pending catastrophic health insurance and medical assistance reform
Ero (S. 350 and S. 351).” That would include, Long noted, the catastrophic

t}: insurance bill which Senator Robert Dole is expected to introduce in the
near future.

The Louisiana Democrat anticipates scheduling full Committee markup sessions
on catastrophic health insurance and related provisions to take place prior to the
Congressional Easter recess.

Senator Long stressed that those requesting an opportunity to testify should
specify whether they wish to testify on: (a) the hearing on cost controls; or (b) the
hearing on catastrophic health insurance.

The Chairman said that because an unusually large number of requests to testify
are anticipated, the Committee will not bé able to schedule all those who request to
testify. Those persons who are not scheduled to apﬁar in person to present oral
testimony are invited to submit written statements. The Chairman emphasized that
the views presented in such written statements will be as carefully considered by
the Committee as if they were presented orally.

Witnesses who desire to testify at the hearings should submit a written request to
Michael Stern, Staff Director, Committee on Finance, Room 2227 Dirksen Senate
Office Building, Washington, D.C. 20510 by no later than the close of business on
March 1, 1979 in the case of cost containment and March 15, 1979 in the case of
catastrophic health insurance.

9]



All parties who are scheduled to testify orally are urged to comply with the
guidelines below: ‘ . .

Notification of witnesses.—Parties who have submitted written requests to testify
will be notified as soon as possible as to the time and date they are scheduled to
appear, Once a witness has been advised of the time and date of his ap ce,
rescheduling will not be permitted. If a witness is unable to teetify at the time he is
scheduled to appear, he may file a written statement for the record of the h ,

Consolidated testimony.— Chairman also stated that the Committee urges all
witnesses who have a common position or with the same general interest to consoli-
date their testimony and dealﬁnate a single spokesman to present their common
viewpoint orally to the Committee. This procedure will enable the Committee to
receive a wider expression of views on the total bill than it might otherwise obtain.
The Chairman praised witnesses who in the past have combined their statements in
on;;;r u; oonserv:(t}he time 9:' l::hg Q:i;mmi_ttee. ints but wh ¢ designate a singl

nel groups.—Groups with similar viewpo ut who cannot designate a single
spokesman will be encouraged to form panels. Each panelist will be required to
restrict his or her comments to no longer than a 10-minute summation of the
principal points of the written statements. The panelists are urged to avoid repeti-
tion whenever possible in their presentations.

Legislative Reorganization Act.—The Chairman obeerved that the Legislative eo-

anization Act of 1946, as amended, requires all witnesses appearing befcre the

mmittees of Congress to file in advance written statements of their proposed
testimony, and to limit their oral presentations to brief summaries of their argu-
ment. The statute also directs the staff of each Committee to prepare digests of all
testimony for the use of Committee Members.

Chairman Long stated that in light of this statute and in view of the large
number of witnesses who desire to appear before the Committee in the limited time
available for the hearing, all witnesses must comply with the following rules:

(1) All statements must be filed with the Committee at least 1 day in advance of
the day on which the witness is to appear. If a witness is scheduled to testify on a
Monday or Tuesday, he must file his written statement with the Committee by the
Frida”reoeding his appearance.

(2) All witnesses must include with their written statements a summary of the
principal points included in the statement.

(3) The written statements must be typed on letter-size paper (not legal size) and
at least 100 copies must be. submitted to the Committee.

(4) Witnesses are not to read their written statements to the Committee, but are
to confine their 10-minute oral presentations to a summary of the points included in
the statement.

(5) Not more than 10 minutes will be allowed for the oral summary.

Witnesses who fail to comply with these rules will forfeit their privilege to testify.

Written statements.—Witnesses who are not scheduled for oral presentation, and
others who desire to present a statement to the Committee, are u to prepare a
written position of their views for submission and inclusion in the record of the
hearings. He emphasized that these written statements would also be digested by
the staff for presentation to the Committee during its executive sessions and that
they would receive the same careful consideration by the Committee as though they

been delivered orally. These written statements should be submitted to Michael
Stern, Staff Director, Committee on Finance, Room 2227 Dirksen Senate Office
Building by March 11, 1879 in the case of cost containment and April 5, 1979 in the
case of catastrophic health insurance.
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To amend the Social Security Act by adding thereto a new title XXI which will
provide insurance against the costs of catastrophic illness, by replacing the
modicaid program with & Federal medical assistance plan for low-income
people, and by adding & new title XV thereto which will encourage and
facilitate the availability, through ptivate insurance carriers, of basic health
insurance at reasonable premium charges, and for other purposes.

!

IN THE SENATE OF THE UNITED STATES

FBBRUARY 8 (legislative day, JANUARY 18), 1979
Mr. Lone (for himself, Mr. Ribicorr, Mr. TaLmapoe, Mr. Youno, Mr.
MeLcHER, Mr. CannoN, Mr. INoUYS, Mr. STAFroRp, and Mr. HATFIELD)
introduced the following bill; which was read twice and referred to the
Committes on Finance

A BILL

To amend the Social Security Act by adding thereto a new title
XXI which will provide insurance against the costs of
catastrophic illness, by replacing the medicaid program with
a Federal medical assistance plan for low-income people,
and by adding a new title XV thereto which will encourage
and facilitate the availability, through private insurance car-
riers, of basic health insurance at reasonable premium
charges, and for other purposes.

o-—-k®
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Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assemblod,
That this Act may be cited as the “Ostastrophic Health In-
surance and Medical Assistance Reform Act”.
TITLE I—CATASTROPHIC ILLNESS INSURANCE
AMENDMENTS TO BOCIAL BECURITY AOT
8Ec. 101. (s) The Social Security Act is amended by
adding after title XX the following new title:
“TITLE XXI—CATASTROPHIC HEALTH
INSURANCE PROGRAM
“PURPOSE OF TITLE
“Seo. 2101. The insurance program established by this
title is designed to provide protection to all individuals who
are citizens or permanent residents of the United States
against the costs of high-cost catastrophic illness. Each such
individual will be provided such protection either under the
Federal plan established by part A of this title, or under an
employer plan or a self-émployed plan approved under part B
of this title. '
“PART A—FEDERAL PLAN
“ELIGIBLE mmvhwus
“SEoc. 2102. (a) Every individual who—
(1) is a resident of the United States, and
“(2) is a citizen of, or an alien lawfully admitted

for permanent residence in, the United States, or an
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alien otherwise permanently residing in the United

States under color of law (including any alien who is

lawfully present in the United States as a result of the

application of the provisions of section 208(a)7) or sec-

tion 212(dX5) of the Immigration ;.nd Nationality Act),
shall (subject to section 2107) be entitled to catastrophic
health insurance benefits provided by this part for any period
which commences on or after January 1, 1981, and with
respect to which he is not covered by an employer plan or a
self-employed plan approved under part B.

“(b) For purposes of subsection (a), entitlement of an
individual to catastrophic health insurance benefits under this
part shall consist of entitlement to have payment made,
under and subject to the limitations in this title, to him or on
his behalf for the services described in section 2103(a) which
are furnished to him in the United States (or outside the
United States in the case of services specified in section
1814(f).

“SCOPE OF BENEFITS

“Sec. 2103. (a) The benefits provided to an individual
by the insurance program established by this part shall con-
sist of entitlement to have payment made (subject to the pro-
visions of this part) on his behalf or to him for—

“(1) hospital and related services (as defined in
subsection (c)(1)) which are fumished‘to such individual
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during a period with respect to which he has met the
deductible imposed by section 2104(b), and

* “(2) medical and other health servioes (as defined
in subsection (cX2)) which are furnished to such indi-
vidual during  period with respect to which he has
met the deductible imposed by section 2104(c).

“‘(b) Payment authorized under this part for any service

covered hereunder shall be made to the person to whom pay-
ment for such service would be made under title XVIII, if
such service were furnished to an individual who was covered
therefor under title XVIII.

“(0X1) The term ‘hospital and related services’ means—
‘““(A) inpatient hospital services (as defined in sec-
tion 1861(b)),
“(B) post-hospital extended care services (as de-
fined in section 1861()), and
*“(C) home health services (as defined in section
1861(m)).
“(2) The term ‘medical and other health services’

means—

‘“(A) medical and other health services (as defined -
in section 1861(g)),

“(B) home health services (as defined in section
1861(m)),
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“(C) outpatient physical therapy services (as de-
fined in section 1861(p)), and

(D) rural health clinic services (as defined in sec-
tion 1861(as)). »
“((i) Notwithstanding the preceding provisions of this

section, no payment may be made and no deductible shall be
incurred with respect to— '
‘1) expenses incurred fur items or services, if
pursuant to section 1862 (a), (b), or (d) payment may
not be made with respect to such items or services
under title XVIII, or
‘“(2) expenses incurred for post-hospital extended care
services furnished to an individual on any day during any
calendar year, if, prior to such day, there have been furnished
to such individual for 100 days during such year such serv-
ices with respect to which benefits under this part are pay-
able.
‘ “PAYMENT AND DEDUCTIBLE

“Sec. 2104. (a)1) Payment of benefits under this part
with respect to expenses incurred by an insured individual
ghall be made from the Federal Catastrophic Health Insur-
ance Trust Fund.

“(2) For purposes of payment of benefits under this part
with respect to expenses incurred for health services fur-



1
2

6
nished to any insured individual, there shall be taken into
account—
“(A) in case of expenses incurred for hospital and
related services (as defined in section 2108(cK1)), only
go much of such expenses as are incurred for such
services furnished during a period with respect to
which the deductible imposed by subsection (b) is met,
and
“(B) in case of expenses incurred for medical and
other health services (as defined in gection 2103(cK2)),
only so much of such expenses as are incurred for such
gervices furnished during a period with respect to
which the deductible imposed by subsection (c) is met;
and, with m@ect to the services to which the expenses so
taken into account are attributable, there shall be paid
(except where inconsistent with the provisions or purposes of
this part) an amount which shall be equal to (and determined
in the same manner as) the amount which would have been
payable for such service under title XVIII in the case of an
individual entitled to have payment made with respect there-
to under such title (as determined without regard to any pro-
vision of such title relating to deductibles or copayments).

““(b) The deductible imposed by this subsection with re-
spect to expenses incurred for hospital and related services
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1 (a8 defined in section 2108(cX1)) shall be met by an insured
2 individual—

3 “(1) for the period, in the calendar year, which
4 commences on the day following the 60th day, during
5 the calendar year and the last 3 months of the preced-
] ing calendar year, in which such individual received in-
7 patient hospital services; and

8 “(2) for the period, in the calendar year, which is
9 prior to the first consecutive 90-day period therein in
10 which such individual is neither an inpatient in a hospi-
11 tal nor an inpatient in a skilled nursing facility, but
12 only if the first day for which such services in the cal-
13 endar year occurs not later than 90 days after the last
14 day with respect to which benefits were payable under
15 this part on account of inpatient hospital services fur-
16 nished to him in the preceding calendar year.

17 “(cX1) The deductible imposed by this subsection with
18 respect to expenses incurred for medical and other health

19

services (as defined in section 2103(c}2)) shall be met by an

20 insured individual—

21
22
23
24
25

“(A) for the period, in the calendar year, which
occurs after such individual has incurred, during such
year and the last 3 months of the preceding calendar
year, expenses (including expenses deemed under para-

graph (2) to be incurred by him, but excluding amounts
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8
required to be excluded under paragraph (8)) for such
services of $2,000 (or, if higher, the amount deter-
mined under paragraph (4)); and
“(B) for the period, in the calendar year, which
occurs prior to the first 80-day period therein during
-which such individual incurs for such services expenses
(including expenses dwumed under paragraph (2) to be
incurred by him) the aggregate of which is less than
$500 (or, if greater, the amount determined under
paragraph (5)), but only if (i) during the last 3 months
of the preceding calendar year, such individual incurred
for such services expenses (including expenses deemed
under paragraph (2) to be incurred by the individual) of
at least $500 (or, if greater, the amount determined
under paragraph (5)), and (i) such individual h;ud met
(by reason of the application of clause (A)) for a period
in the preceding calendar year the deductible imposed
by this paragraph.
“(2XA) In determining, for purposes of clauses (A) and
(B) of paragraph (1), the amount of expenses incurred by an
individual for medical and other health services furnished
during any period, there shall be deemed to have been in-
curred by such individual any expenses incurred .for such
services furnished during such period to each other member
of such individual’s family, but only if such other member is
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1 (i) the spouse of the individual, (ii) & dependent of such indi-

2 vidual, (iii) the person (or the spouse of the person) of whom

8 such individual is & dependent, or (iv} a person who is a de-

4 pendent of the same person of whom such individual is &

5 dependent.

6 *“(B) For purposes of subparagraph (A)—

7 ‘(i) the term ‘dependent’ shall have the meaning

8 assigned to it by regulations of the Secretary;

9 “(ii) the term ‘family’ means two or more individ-
10 uals who are (I) related by blood, marriage or adop-
11 tion, and (IT) living in a place of residence maintained
12 by one or more of them as his or their own home (and
13 for purposes of this clause, & child under age 22 who is
14 absent from home for the purpose of attending an edu-
15 cational insitution as a full-time student shall be
16 deemed while so absent to be living in such place of
17 residence); and
18 “(iii) the term ‘member’, when used in reference
19  toa family means an individual described in clause (i).
20 “(8) In determining, for purposes of paragraph (1XA),

21 the amount of expenses incurred (or deemed to be incurred)
22 by an individual for medical and other health services in any
23 calendar year, there shall be disregarded all amounts in

24 excess of $500 incurred in connection with the treatment of

45-505 O - 79 - 2
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mental, psychoneurotic, or personality disorders of such indi-
vidual.

“(4) The Secretary shall, between July 1 and October 1
of 1981 and of each year thereafter, determine and promul-
gate the deductible which shall be applicable for purposes of
paragraph (1)(A) in the succeeding calendar year. Such de-
ductible shall be equal to whichever of the following is the
higher:

“(A) $2,000, or
“(B) $2,000 multiplied by the ratio of the compo-
nent of the Consumer Price Index, prepared by the

Department of Labor for June of the year in which

such determination is made and promulgated, which

represents fees for physician services to such compo-
nent of such Consumer Price Index for the month of

June 1980, with such product, if not a multiple of

$100, being rounded to the nearest multiple of $100.

“(5) The Secretary shall between July 1 and October of
1981 and of each year thereafter, determine and promulgate
the amount which shall be applicable for purposes of para-
graph (1)(B) in the succeeding calendar year. Such amount
shall be equal to whichever of the following is the higher:

‘“(A) $500, or
“(B) $500 multiplied by the ratio of the compo-
nent of the Consumer Price Index, prepared by the

pm—— o
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Department of Labor for June of the year in which

such determination is made and promulgated, which

represents fees for physician services to such compo-
nent of such Consumer Price Index for the month of

June 1880, with such product, if not a multiple of $50,

being rounded to the nearest multiple of $50.

“(eX1) Payment for services under this title shall also be
subject to the limitations described in section 1812(e) and
section 1833(e). N A

“(2) payment under this part with respectvto expenses
incurrgd in connection with the treatment of mental, psycho-
neurotic, and personality disorders shall not be made unless
such treatment consists of ‘mental health care services’ (as
defined in paragraph (8)).

“(8) As used in paragraph (2) the term ‘mental health
care services’ includes only care and services for mental con-
ditions— ,

“(A) which, if provided on an inpatient basis, con-
sist of & course of active care and treatment provided
in and by an accredited medical institution (as deter-
mined by the Secretary),

“(B) which, if provided on a partial hospitalization
basis, are provided (i) in and by an accredited medical
institution (as determined by the Secretary), or (i) in
and by a qualified community mental health center (as
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determined in accordance with regulations of the

Secretary),

“(C) which, if provided on an outpatient basis,
are—

“@) provided by a qualified community
mental health center (as determined in accordance
with regulations of the Secretary), or

“(ii) provided by a psychiatrist;

except that such term does not include any outpatient serv-
ices provided by a psychiatrist, during a 12-month period, for
purposes of diagnosis or treatment of acute psychosis in
excess of (I) five visits, plus (IT) such additional visits as shall
have been approved in advance by an appropriate profession-
al review mechanism upon a finding that, in the absence of
such additional visits, the patient will require institutional
care.

“(f)(1) Payment under this part with respect to expenses
incurred for blood, blood products, and procddures and
courses of treatment which are unusually. extensive or com-
plex shall be subject to btandards and criteria imposed by the
Secretary pursuant to paragraph (2). ‘

“(2) The Secretary shall by regulations prescribe stand-
ards and criteria designed to assure that services consisting
of the furnishing of blood or blood products or the application

of procedures or courses of treatment, referred to in para-
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graph (1), for which payment may be made under this part
will be provided only when, and to the extent that, such serv-
ices are appropriate to the health care needs of the patient.

“(g) Payment under this part may not be made for ex-
tended care services furnished to an individual during any
period for which such individual is entitled to hospital insur-
ance benefits under part A of title XVIII.

‘‘CONDITIONS OF AND LIMITATIONS ON PAYMENT FOR
SERVICES

“Src. 2105. (a) To the extent that payment may be
made for services described in section 2103(aX1), the provi-
sions of sections 1814, 1815, 18186, 1833(f), and 1835 shall
apply.

(b) To the extent that payment may be made for serv-
ices described in section 2103(a)2), the provisions of section
1842 shall apply.

‘“APPLICABILITY OF CERTAIN PROVISIONS OF, OB

RELATING TO, TITLE XVIII

“SEc. 2108. (8) The provisions of section 1861 (except
subsections (a) and (y)), 1866, 1867, 1869, 1870, 1871,
1872, 1878, 1874, 1875, 1876, 1877, 1878, and 1879 shall
apply with respect to this part to the same extent as they are
applicable with respect to title XVIIT.

"~ “(b) The provisions of section 402(a) of the Social Secu-
rity Amendments of 1967 and the provisions of section
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222(a) of the Social Security Amendments of 1972 shall be
applicable to this part to the same extent as they are applica-
ble to title XVIII. '
“TREATMENT OF BENEFITS UNDER OTHER PEOGRAMS

“Sro. 2107. Any amount otherwise payable under this
part with respect to any item or service furnished to an indi-
vidual shall not be denied or reduced because a benefit with
respect to such item or service has been paid or is payable
under any other public or private insurance or health benefits
plan. Notwithstanding any other provision of law (other than
section 2104(g)), payment with respect to any item or service
furnished to any individual shall not be made under the Medi-
cal Assistance Plan for Low-Income People established by
title XIX or the insurance program established by patt A or
B of title XVIII, if such individual is (or, upon filing & yroper
claim, would be) entitled to have payment made under this
part with respect to such ifem or service.

“CONTRIBUTIONS WITH RESPECT TO STATE AND LOCAL
EMPLOYEES; APPROVED BTATE LAWS

“SEc. 2108. (a) Contributions for the finanecial support
of the catastrophic health insurance program established by
this part shall be made by employers which are States (or
political subdivisions thereof) in the manner prescribed under
a State law approved by the Secretary of the Treasury under
subsection (b).
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“(X1) The Secretary of the Treasury shall approve a
State law for purposes of this section only if such law—
- “A) provides that the State will pay into the
Treasury, with respect to wages paid to employees of

1

2

8

4

5 the State and employees of all political subdivisions of
6 the State, amounts equal to the amounts which such
7 State would be liable to pay with respect to the wages
8 of such employees under the catastrophic health insur-
9 ance protection tax imposed by section 3111(c) of the
10 Internal Revenue Code of 1954 if such State were s
11 private employer and all such employees were em-

12 ployed by it,

13 “(B) provides that any amounts so payable shall
14 be paid at the same time and subject to the same con-
15 ditions as taxes imposed by such section 3111(c) in the
16 case of a private employer,

17 “(C) is in such form and contains such other pro-

18 visions as the Secretary of the Treasury shall by regu-

19 lations provide, and
20 (D) becomes effective on January 1, 1981.
21 “(2) At the earliest practicable date after the State law

22 of any State has been approved by the Secretary of the
23 Treasury, he shall certify to the Secretary of Health, Educa-
24 tion, and Welfare that such State law has been approved.
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“(8) If the Becretary of the Treasury finds, after reason-
abls notice and opportunity for hearing. to & State, that—
“(A) the State law of such State, theretofore ap-
proved by him, has been repealed, or amended so that
it no longer ‘meets the requirements imposed by para-
graph (1), or
“(B) the State has not substantially complied with
its obligations to make contributions into the Treasury
in accordance with the requirements imposed under

)
i

paragraph (1),
he shall withdraw the certifi-ation of such State law thereto-

fore approved by him and shall so notify the Secretary of
Health, Education, and Welfare.

“(c) If, for any period of time after December 31, 1981,
a State does not pay in full to the Treasury the amounts
specified in subsection (b}1XA), the Secretary of Health,
Education, and Welfare shall reduce payments otherwise
payable to such State under any other provisions of this Act
by the amount of such underpayment (including interest
thereon equal to the average of the rates of interest, from the
date due until paid, on obligations issued for purchase by the
Federal Catastrophic Health Insurance Trust Fund).
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. “FEDERAL CATASTROPHIC HEALTH INSUBANCE TRUST
FUND
“SEeo. 2109. (a) There is hereby created on the books of
the Treasury of the United States a trust fund to be known
as the Federal Catastrophic Health Insurance Trust Fund
(hereinafter in this section referred to as the ‘trust fund’). The
trust fund shall consist of such amounts as may be deposited
in, or appropriated to, such fund as provided in this part.
There are hereby appropriated to the trust fund for the fiscal
year ending September 30, 1981, and for each fiscal year
thereafter, out of any moneys in the Treasury not otherwise
appropriated, amounts equivalent to 100 per centum of—
(1) the taxes imposed by section 3111(c) of the
Internal Revenue Code of 1954 with respect to wages
reported to the Secretary of the Treasury or his dele-
gate pursuant to subtitle F' of such Code after Decem-
ber 31, 1976, as determined by the Secretary of the
Treasury by applying the applicable rates of tax under
such sections to such wages, which wages shall be cer-
tified by the Secretary of Health, Educafion, and Wel-
fare on the basis of records of wages established and
maintained by the Secretary of Health, Education, and
Welfare in accordance with such reports;
“(2) the taxes imposed by section 1401(c) of the
Internal Revenue Code of 1954 with respect to self-
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employment income reported to the Secretary of the

Treasury or his delegates on tax-returns under subtitle
F of such Code, as determined by the Secretary of the
Treasury by applying the applicable rate of tax under
such section to such self-employment income, which
gself-employment income shall be certified by the Secre-
tary of Health, Education, and Welfare on the basis of
records of self-employment established and maintained
by the Secretary of Health, Education, and Welfare in
accordance with such return; and
“(3) the contributions made by States pursuant to
State laws approved under section 2108.
The amount appropriated by the preceding sentence shall be
transferred from time to time from the general fund in the
Treasury to the trust fund, such amounts to be determined on
the basis of estimates by the Secretary of the Treasury of the
taxes, specified in the preceding sentence, paid to or deposit-
ed into the Treasury; and proper adjustments shall be made

“in amounts subsequently transferred to the extent prior esti-

mates were in excess of or were less than taxes specified in
such sentence.

“(b) With respect to the trust fund, there is hereby cre-
ated a body to be known as the ‘board of trustees of the trust
fund’ (hereinafter in this section referred to as the ‘board of
trustees’), composed of the Secretary of the Treasury, the
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Secretary of Labor, and the Secretary of Health, Education,
and Welfare, all ex officio. The Secretary of the Treasury
shall be the Managing Trustee of the board of trustees (here-
inafter in this section referred to as the ‘Managing Trustee’).
The Administrator of the Health Care Financing Administra-
tion shall serve as the secretary of the board of trustees. The
board of trustees shall meet not less frequently than once
each calendar year. It shall be the duty of the board of trust-
ees to—

“(1) hold the trust fund;

“(2) report to the Congress not later than the first
day of April of each year on the operation and status
of the trust fund during ihe preceding fiscal year and
on its expected operation and status during the current
fiscal year and the next 2 fiscal years;

“(3) report immediately to the Congress whenever
the board is of the opinion that the amount of the trust
fund is unduly small; and

“(4) review the general policies followed in man-
aging the trust fund, and recommend changes in such
policies, including necessary changes in the provisions
of law which govern the way in which the trust fund is
to be managed.

24 The report provided for in paragraph (2) shall include a state-
25 ment of the assets of, and the disbursements made from, the
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trust fund during the preceding fiscal year, an estimate of the
expected income to, and dishursements to be made from, the
trust fund during the current fiscal year and each of the next
2 fiscal years, and a statement of the actuarial status of the
trust fund. Such report shall be printed as & House document
of the session ;)f the Congress to which the report is made.
“(c) It shall be the duty of the Managing Trustee to
invest such portion of the trust fund as is not, in his judg-
ment, required to meet current withdrawals. Such invest-
ments may be made only in interest-bearing obligations of the
United States or in obligations guaranteed as to both princi-

pal and interest by the United States. For such purpose such —- -

obligations may be acquired (1) on original issue at the issue
price, or (2) by purchase of outstanding obligations at the
market price. The purpt;se for which obligations of the
United States may be issued under the Second Liberty Bond
Act, as amended, are hereby extended to authorize the issu-
ance at par of public-debt obligations for purchase by the
trust fund. Such obligations issued for purchase by the trust
fund shall have maturities fixed with due regard for the needs
of the trust fund and shall bear interest at a rate equal to the
average market yield (computed by the Managing Trustee on
the basis of market quotations as of the end of the calendar
month next preceding the date of such issue) on all marketa-
ble interest-bearing obligations of the United States then
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forming & part of the public debt which are not due or call-
able until after the expiration of 4 years from the end of such
calendar month; except that where such average market
yield is not a multiple of one-eighth of 1 per centum, the rate
of interest on such obligations shall be the multiple of one-
eighth of 1 per centum nearest such market yield. The Man-
aging Trustee may purchase other interest-bearing obliga-
tions of the United States or obligations guaranteed as to
both principal and interest by the United States, on original
issue or at the market price, only where he determines that
the purchase of such other obligations is in the public inter-
est.

‘(d) Any obligations acquired by the trust fund (except
public debt bbligations issued exclusively to the trust fund)
may be sold by the Managing Trustee at the market price,
and such public debt obligations may be redeemed at par plus
accrued interest. |

" “(g) The interest on, and the proceeds from the sale or
redemption of, any obligations held in the trust fund shall be
credited to and form a part of the trust fund.

*(f) There are authorized to be appropriated to the trust
fund from time to time such sums as the Secretary of Health,
Education, and Welfare deems necessary for any fiscal year,

on account of—
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‘“(1) payment made or to be made during such
fiscal year from the trust fund with respect to individ-
uals who are entitled to benefits under part A of title
XVIII, or are eligible for health benefits provided
under title XIX,

“(2) the administrative expenses attributable to
providing benefits under t!)is part to individuals re-
ferred to in paragraph (1), and

‘‘(8) any loss in interest to the trust fund resulting
from the payment of such amounts,

in order to place the trust fund in the same position at the
end of such fiscal year in which it would have been if the
individuals referred to in paragraph (1) were not entitled to
the benefits provided under this part.

“(g) There shall be transferred periodically (but not less
often than once each fiscal year) to the trust fund from the
Federal Old-Age and Survivors Insurance Trust Fund and
from the Federal Disability Insurance Trust Fund amounts
equivalent to the amounts not preﬁously so transferred
which the Secretary of Health, Education, and Welfare shall
have certified as overpayments pursuant to séétion 1870(b) of
this Act as made applicable to this title by section 2106.

“(h) The Managing Trustee shall also pay from time to
time from the Trust Fund such amounts as the Secretary of
Health, Education, and Welfare certifies are necessary to
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make the payments provided for by this part, and the pay-
ments with respect to administrative expenses in accordance
with gection 201(gX1).

() There is authorized to be appropriated, out of any
moneys in the Treasury not otherwise appropriated, such re-
payable advances (without interest) a8 may be required to
assure prompt payment of benefits and administrative ex-
penses under this title and to provide a contingency reserve.
Such advances to the extent necessary shall be made availa-
ble through calendar year 1983.

“MEANING OF ‘STATE', ‘UNITED STATES’

“Sec. 2110. As used in this part—

“(a) the term ‘State’ includes the District of Co-
lumbia, the Commonwealth of Puerto Rico, the Virgin
Islands, Guam, and American Samoa, and

“(b) the term ‘United States’, when used in a geo-
graphical sense, means the States, the District of Co-
lumbia, the Commonwealth of Puerto Rico, the Virgin
Islands, Guam, American Samoa, and the Trust Terrn-
tory of the Pacific Islands.

“PART B—EMPLOYER PLANS, AND SELF-EMPLOYED
Prans
“EFFECT OF COVERAGE

“Sgc. 2120. Any individual who would otherwise be

eligible for benefits under part A of this title shall not be
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1 eligible for such benefits during any period for which he is

2 covered under an employer plan or a self-employed plan ap-
3 proved by the Secretary under this part, but shall instead be

4 entitled to the benefits provided under such approved plan.

22

“DEFINITIONS

__“SEec. 2121. For purposes of this part—

“(a) The term ‘employer plan’ means—

“(1) an il;aura.nce policy, contract, or other ar-
rangement entered into between an employer and a
carrier under which the carrier, in consideration of pre-
miums or other periodic payments, undertakes to pro-
vide, pay for, or reimburse the costs of, health services
received by those of the employer’s employees (and
those of the family members of such employees) who
are covered by the plan, or

“(2) a plan under which the employer, as a selfin-
sured employer (as defined in subsection (d)), under-
takes to provide, pay for, or reimburse the costs of,
health care services received by those of the employ-
er's employees (and those of the family members »of
such employees) who are covered by the plan.

“(b) The term ‘self-employed plan’ means an insurance

23 policy, contract, or other arrangement entered into between a

24 self-employed individual and a carrier under which such car-

25 rier, in consideration of premiums or other periodic pay-
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ments, undertakes to provide, pay for, or reimburse the costs
of, health services received by such individual (and those of
the family members of such individual who are covered by
the plan). '

‘“c) The term ‘carrier’ means a voluntary association,
corporation, partnership, or other nongovernmental organiza-
tion whic!_) is engaged in providing, paying for, or reimburs-

ing the costs of, heslth services under insurance policies or

© ® I OB Ot o W N e

contracts, medical or hospital service agreements, member-
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ship or subscription contracts, or similar arrangements, in
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pad

consideration of premiums or other periodic charges payable

—
4

to the carrier.

b
w

“(d) The term ‘self-insured employer’ means an employ-
er who (either through outside administrators, including car-

riers, or otherwise) engages, without insurance arrangements

e
D > e

with a carrier, to provide, pay for, or reimburse the costs of,

[y
-3

health services for some of all of his employ:ses.

p—t
[~ -]

‘“(e) The term ‘employer’ includes a State (or political
subdivision thereof) and the Federal Government.
‘“APPROVAL OF PLANS
“Sec. 2122. (a)1) In order for an employer plan or a
self-employed plan to be approved by the Secretary under
this part—
“(A) such plan, in the case of any plan other than
an employer plan of & self-insured employer, must be a

N N N N N [
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plan offered by a carrier which is approved by the Sec-
retary pursuant to subsection (c);

“(B) the coverage provided under such plan must
include, but shall not be limited to, a package of bene-
fits, which (in terms of scope of benefits and the condi-
tions of payment thereof) is the same as that provided
by the Federal catastrophic health insurance benefits
plan established by part A; except that the requirement
imposed by this clause shall not be construed to (i)
make applicable to the plan (or its administration) the
provisions of sections 1862 (b) or (d), 1815, 1816,
1842, 1866, 1869, 1870, 1972, or 2104(a)1), and the
carrier offering such plan may utilize, in the adminis-
tration of the plan, payment and provider arrangements
of the kind which are employed by it in connection
with the administration of health insurance policies or
plang which are not approved under this part, (ii) re-
quire that such plan provide coverage for any occupa- -
tional injury or disease or for any item or service for
which any benefit is payable under a workmen’s com-
pensation law of the United States or a State, and (iii)
preclude the plan from making the benefits offered
thereunder subject to provision for coordination of
benefits prpvided under other plans (including the Fed-
eral plan established under part A), if such provision
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~ for coordination of benefits is approved by the Secre-

tary as being consistent with prevailing practice within
the health insurance industry for the coordination of
benefits;

“(C) such plan (in the -case of an employer plan)
(i) must cover all of the employees of such employer
(other than employees who perform service for less
than 25 hours per week, temporary employees or em-
ployees who are entitled, under section 226, to hospital
insurance benefits under part A of title XVIII), and (i)
may, at the option of the employer, cover all of the
employees of the employer;

“D) such plan must cover the spouse and de-
pendent family members of any employee (in the case
of an employer plan) or self-employed individual (in the
case of a self-employed plan) covered by the plan;

“(E) such plan (in the case of an employer plan)
must not require or permit any financial participation
in the cost of the plan by any individual covered there-
under;

“(F) such plan (in the case of an employer plan)
must provide that coverage (in the case of a new em-
ployee, his spouse, and dependent family members) will
begin not later than the first day of the first calendar
month which commences more tha.n 380 days after the
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date the employee’s employment commences, and that
coverage of an employee (and of members of his family
who are covered by the plan) will not be terminated by
reason of the sej;mtion of the employee from his em-
ployment by such employer prior to 80 days after the
date of such separation, or (if earlier) the first day after
the date on which such employee first obtains coverage
under another employer plan approved under this part;

“(@) such plan, in the case of any employer plan
(other than an employer plan of a self-insured employ-
er) must be a plan under which there are available to
the employer arrangements for the pooling of risks
under the plan by which his employees are covered
and under the plans by which employees of other em-
ployers are covered so that the premium or other peri-
odic charge payable therefor to the carrier are deter-
mined on a class basis either () without regard to the
payménts or reimbursements for health services re—
ceived by the employer's employees (and family mem-
bers of such employees) covered by the plan, or (ii)
without regerd to the payments or reimbursements for
health services received by the employer’s employees
(and family members of such employees) in excess of a
specified amount agreed to between the employer and

the carrier of payments or reimbursements as to any
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one individual or family and under which the premium
or other periodic charge made under such arrangement

is specifically identified to the purchaser;
“(H) the premium or other periodic charge im-
posed for the pooling arrangements described in clause
(G) shall (in case of any plan other than an employer
plan of a self-insured employer) be stated, to the em-
ployer or self-employed individual subscribing to the
plan, in annual (or more frequent) billings or renewal
notices which shall be expressed in such a manner as
to facilitate a comparison of such premium or charge
with the amount allowable on account of such plan as
a tax credit under section 1403 or section 3114, as the
case may be, of the Internal Revenue Code of 1954.
“(2) In any case where, pursuant to one or more collec-
tive bargaining agreements, health insurance responsibilities
for one or more groups (but not all} of the employees of an
employer have been placed with a laber organization, the
Secrctary may waive the requirement iniposed by paragraph
(IXC)G) with respect to such. group or groups of the employ-
er's employees for such period as may be necessary to enable
the employer and the labor organizations with which he has
collective bargaining agreements a reasonable opportunity so
to arrange health insurance coverage of the employees of the:
employer as to meet the requirement imposed by paragraph
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(IXC)i). The Secretary shall provide technical assistance to,
and recommend procedures to be employed by, such em-
ployer and such organizations in meeting such requirement.

“(3) Approval of the Secretary of any plan (other than
an employer plan of a self-insured employer) shall not be
denied because such plan is provided under arrangements
with carriers involving the plans of two or more employers in
the same industry or under a trust or trade association ar-
rangement.

“(bX1) No employer plan or self-employed plan shall be
approved by the Secretary except on the basis of an applica-
tion for approval submitted by the employer or self-employed
individual (or by a carrier on such person’s behalf) to the
Secretary, which application shall be in such form and con-
tain such information and assurances as the Secretary shall
by regulations require.

“(2) Applications for approval may contain provision for
recommendations of approval, by the insurance department
or similar agency of the State involved; and the Secretary
may employ any such recommendations as a basis for expe-
diting approval of the application with respect to which such
recommendations are made.

“(3XA) The Secretary shall not approve any application
of an employer plan by a self-insured employer unless such
application contains or is supported by proof and assurances
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satisfactory to the Secretary that the employer has the finan-
cial ability to discharge his obligations under the plan and has
the administrative ability effectively to discharge such obliga-
tions.

“(B) The Secretary may, as a condition of approval of
an employer plan by a self-insured employer, require the em-
ployer to deposit in a depository designated by the Secretary
either an indemnity bond or securities (at the option of the
employer) of a kind and in an amount determinéd by the Sec-
retary, and subject to such conditions as the Secretary may
prescribe (which shall include authorization to the Secretary
in case of default of the employer's obligations to provide
benefits under the plan to sell any of such securities sufficient
to discharge such obligations or to bring suit upon such bonds
to procure the prompt discharge of such obligations).

“(c)(1) As used in this section—

“(A) the term ‘catastrophic health insurance’
means a health insurance policy or plan which provides
the coverage which is required pursuant to subsection
(aX1XB); and

“(B) the term ‘cacrier’ includes any nonprofit hos-
pital or medical service corporation.

“(2XA) In order for a carrier to be approved by the
Secretary under this subsection, the carrier must—
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“(i) offer, in each State in which such carrier does
health insurance business, catastrophic health insur-
ance to all individuals and groups on an annual or
shorter contract basis, with the option of the policy-
holder to renew at the expiration of the term of the
policy, and with provision that the coverage so offered
will not be discontinued or denied in the case of any
individual or group except for failure to make timely
payment of premium therefor;

““(ii) provide claims determination procedures with
respect to catastrophic health insurance benefits which
(DD comply with the requirements imposed by section
503 of the Employee Retirement Income Security Act
of 1974 and the regulations issued thereunder by the
Secretary of Labor and (II) are consistent with those
employed by the carrier in its noncatastrophic health
insurance business and which in general are at least as
favorable to claimants as those employed under the
Federal plan established by part A, and

*iii) operate in accordance with procedures satis-
factory to the Secretary for meeting its obligations
with respect to policies of catastrophic health insurance
and for disposition of unearned premiums on such poli-

cies in the event of the discontinuance of such policies
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or the withdrawal of its status as an approved carrier

by the Secretary.

“(B) In order to better enable carriers to meet the re-
quirements imposed by subparagraph (AXi), the Secretary
shall provide to carriers, offering approved plans under this
part, reasonable access to claim data developed under the
Federal plan established by part A.

“(d) Approval of a plan by the Secretary under this sec-
tion shall not have the effect of causing such plan to be a
‘governmental plan’, as that term is employed in and for pur-
poses of title I of the Employee Retirement Income Security
Act of 1974, if such plan would, in the absence of such ap-
proval, not be a ‘governmental plan’, as that term is so em-
ployed.

“(e)1) It shall not be unlawful, under any antitrust law,
for any carrier or group of carriers to enter into or participate
in any pool, reinsurance, or other residual market arrange-
ment, or for any carrier to carry on any activity which is
necessary or appropriate to discharge its functions under any
such arrangement, if-and to the extent that, such arrange-
ment and the activities taken pursuant thereto are confined to
the offering and administration of plans approved by the Sec-
retary under this section.

‘“(2) As used in paragraph (1), the term ‘antitrust law’
means the Federal Trade Commission Act, each statute re-

8. 350——3
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ferred to in section 4 of that Act (15 U.8.C. 44) as an Anti-

trust Act, any other statute of the United States in pari ma-
teris, and any law of any State or political subdivision thereof
which prohibits or restrains contracts, combinations, or other
arrangements in restraint of trade.

“oxn'rmouldns TO THB SECRETARY OF THE TREASURY

“8roc. 2128. (a) Whenever the Secretary approves, or
withdraws approval of, any employer plan or self-employed
plan under this part, he shall submit a certification of his
action to the Secretary of the Treasury.

“(bX1) The Secretary shall, prior to January 1, of each
calendar year, certify to the Secretary of the Treasury the
Table of Values of Catastrophic Health Insurance Coverage
which shall be in effect for such calendar year, together with
such additional data as may be needed by the Secretary of
the Treasury in connection with the administration of sec-
tions 42, 1408, and 3114 of the Internal Revenue Code of
1954.

“(2) The table of values referred to in paragraph (1)
shall be developed, for each calendar year, by the Secretary
and shall, except for such adjustments as the Secrotary shall
deem to be necessary, be the same as the Table of Values of
Catastrophic Health Insurance Coverage which is prepared
and recommended to the Secretary for such year by the Ac-
tuarial Committee established pursuant ‘to section 2124,
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“(8) 'Such table of values developed by the Secretary
shall be made available to all carriers who offer catastrophic
health insurance plans approved under section 2122 and to
all other interested persons. -

“ACTUARIAL COMMITTEE

“Sro. 2124. (a)1) There is hereby established an Actu-
arial Committee which shall consist of five individuals, who
are not otherwise in the empléy of the United States, ap-
pointed by the Secretary.

“(2XA) Members of the Committee shall be persons who
are qualified to perform the functions and duties of the Com-
mittee. No individual shall be a member of the Committee
unless he (i) is enrolled, or meets the conditions for enroll-
ment (other than those relating to pension experience), as an
actuary in the Joint Board for the Enrollment of Actuaries
established by section 8041 of the Employee Retirement
Income Security Act of 1974, and (ii) has significant actuar-
ial experience in the field of health insurance.

“(B) At no time shall more than two members of the
Committee be in the employ of a carrier (as defined in section
2122(cX1XB)) which does health insurance business.

“(8) Members of the Committee shall serve for terms of
4 years, except that of those first appointed, one shall be
appointed for a term of 1 year, one shall be appointed for a
term of 2 years, one shall be appointed for a term of 8 years,
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and two shall be appointed for terms of 4 years. A member
may be reappointed, but no member may serve for more than
2 successive terms. A member appointed to fill a vacancy
shall be appointed only for the unexpired term of his prede-
cessor. A majority of the members of the Committee shall
constitute a quorum thereof and action taken by the Commit-
tee shall be by majority vote of those present and voting. The
Secretary shall, from time to time, designate a member of the
Committee to serve as Chairman thereof.

‘“(4) The Secretary shall furnish to the Committee an
executive secretary and such secretarial, clerical, and other
services as may be required to enable the Committee to carry
out its duties and functions.

“(b)1) Members of the Committee shall each be entitled
to receive the daily equivalent of the annual rate of basic pay
in effect for grade GS-18 of the General Schedule for each
day (including traveltime) during which they are engaged in
the actual performance of duties vested in the Committee.

‘(2) While away from their homes or regular places of
business in the performance of services for the Committes,
members of theACommittee shall be allowed travel expenses,
including per diem in lieu of subsistence, in the same manner
as persons employed intermittently in the Government are
allowed expenses under section 5703(b) of title 5 of the
United States Code.
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“(c) Section 14(a) of the Federal Advisory Cqmmittee
Act shall not apply to the Actuarial Committee established
pursuant to this section.

“(dX1) It shall be the duty and function of the Commit-
tee to prepare and recommend to the Secretary, not later
than October 1 of each year, a Table of Values of Cata-
strophic Health Insurance Coverage which shall be in effect
for the calendar year commencing on the following January
1.

“(2) Such table of values shall establish, for each State,
the actuarial value of one year's catastrophic health insur-
ance coverage for one individual, as estimated for the calen-
dar year for which such table of values is to be in effect, and
shall be designed (with the use of a table of adjustment fac-
tors) to enable employers, carriers, and others involved with
plans approved under section 2122 to determine the actuarial
value of the catastrophic health insurancé coverage provided
under any such plan.

“(8) The value of catastrophic health ingurance cover-
age shall be established by the Committee according to the
best data and information available to it on the‘;basix of the
expected costs or charges for health care services, the ex-
pected utilization of health care services by all persons
having such coverage, the expected administration and claim
payment expenses (including an allowance for risk) applicable
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to plans providing such coverage, and such other information

‘a8 the Committee determines to be relevant. In establishing

such value of coverage in any State, the Committee shall
employ appropriate adjustment factors, which shall be ap-
plied uniformly within the State, to reflect significant cost
differences related to geographic variations and the age and
dependency characteristics of individuals covered under plans
providing such coverage.

‘“(4) The term ‘catastrophic health insurance’, as used in
this section, means health insurance provided under plans ap-
proved under section 2122 which provides that minimum
coverage necessary to meet the requirement imposed in sec-
tion 2122(a1XB).

“(e){1) The Committee shall have the further duty (A) of
reviewing (by random claim or data sample or otherwise) the
marketing and rating practices of plans approved under sec-
tion 2122 with a view to determining whether such practices
unduly or inappropriately restrict, for particular groups, the
availability of coverage under plans approved under such sec-
tion, and (B) upon request of the Secretary of the Treasury,
to assist him in establishing procedures designed to assure
the proper administration of sections 42, 1408, and 8114 of
the Internal Revenue Code of 1954.
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“(2) The Committee shall report to the Secretary its
findings resulting from its review functions, together with
such recommendations as it may have based on such findings.

(b) Section 201(g) of the Social Security Act is amended
by—

(1) inserting after “title XVIII” the first time it
appears the following: “and the Federal Catastrophic
Health Insurance Trust Fund established by title
XXI”; and

(2) inserting after “title XVIII" each time it ap-
pears therein after the first time the following: “‘and
title XXI"".

AMENDMENTS TO INTERNAL BEVENUE CODE OF 1954

Skc. 102. (a)(1) Section 1401 of the Internal Revenue
Code of 1954 (relating to rate of social security tax on self-
employment income) is amended by adding at the end thereof
the following new subsection:

*c) CATASTROPHIC HEALTH INSURANOE.—In addi-
tion to the taxes imposed by the preceding subsections, there
shall be imposed for each taxable year which begins after
December 31, 1980, on the self-employment income of every
individual a tax which is equal to 1 percent of the amount of
the self-employment income of such individual for such tax-
able year.” '
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(2) Such Code is further amended by (A) redesignating
section 1403 thereof (relating to miscellaneous provisions) as
section 1404, and (B) by adding after section 1402 thereof
the following new section:

“SEC. 1403. CREDIT AGAINST CATASTROPHIC HEALTH INSUR-
ANCE TAX,

“(s) ACTUARIAL VALUE OF CATASTROPHIC HEALTH
INSURANCE COVERAGE UNDER APPROVED PLANS FOR THE
SELF-EMPLOYED.—If, during any part of the taxable year
the taxpayer has secured for himself (or for himself and mem-
bers of his family) catastrophic health insurance coverage
under a plan which is approved by the Secretary of Health,
Education, and Welfare under section 2122 of the Social Se-
curity Act, the taxpayer may, to the extent provided in this
subsection and subsection (b), credit against the tax imposed
by section 1401(c) for such taxable year an amount equal to
the actuarial value of such coverage, as determined under the
appropriate Table of Values of Catastrophic Health Insur-
ance Coverage certified by such Secretary pursuant to sec-
tion 2123(b) of such Act.

“(b) Lonaar ox Creprrs.—The total credits allowed a
taxpayer under this section shall not exceed 100 percent of
the tax against which such credits are allowable.”.
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(8) The table of sections for chapter 2 of subtitle A of

such Code i amended by striking out the last item and in-

serting in lieu thereof the following:
“Sec. 1408. Credit against catastrophic health insurance tax.
“Sec. 1404. Miscellansous provisions.”.

(bX1) Section 3111 of such Code (relating to rate of
social security tax on employers) is amended by adding at the
end thereof the following new subsection:

““(c) CATASTROPHIC HEALTH INSURANCE.—

(1) In addition to the taxes imposed by the pre-
ceding subsections, there is hereby imposed on every

employer an excise tax, with respect to having individ-
uals in his employ, equal to 1 percent of the wages (as
deﬁned in section 3121(a)) paid after December 31,
1980, by him with respect to employment (as defined
in paragraph (2)).

“(2) The term ‘employment’, as used in paragraph
(1), shall have the same meaning as when that term is
used for purposes of subsections (a) and (b), except that
the provisions of section 8121(b) shall be applied with-
out regard to the exclusions specified in paragraphs (5),
(6), (8), and (9) thereof.”.
(2) Such Code is further amended by adding after sec-

tion 3118 thereof the following new section:

45-5050-19 - ¢
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“S8EC. 3114. CREDIT AGAINST CATASTROPHIC HEALTH INSUR-

ANCE TAX.

“(8) ACTUARIAL VALUE OF CATASTROPHIC HRALTH
INSURANCE COVERAGE FOR EMPLOYERS UNDER APp-
PROVED EMPLOYER PLANS.—If, during any period the tax-
payer has secured for any or all of his employees (and for
family members of such employees) catastrophic health insur-
ance coverage under an employer plan approved by the Sec-
retary of Health, Education, and Welfare under section 2122

.of the Social Security Act, the taxpayer may, to the extent

provided in this subsection and subsection (b), credit against
the tax imposed by section 3111(c) for such period an amount
equal to the actuarial value of such coverage, as determined
under the appropriate Table of Values of Catastrophic Health
Insurance Coverage certified by such Secretary pursuant to
section 2123(b) of such Act.

~ “(b) Lnart oN CrEDITS.—The total credits allowed to
a taxpayer under this section shall not exceed 100 percent of
the tax against which such oredits are allowable.

“(c) PAYMENTS BY STATES.—For purposes of this sec-
tion, any State which has a State law approved by the Secre-
tary of the Treasury under section 2108 of the Social Secu-
rity Act shall be deemed to be a taxpayer to which the tax
imposed by section 8111(c) applies, and any payments which
such State is obligated to make to the Tressury pursuant to
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such State law shall be deemed to be an obligation to pay
such tax.”.

(8) The table of sections for subchapter B of chapter 21
of subtitle C of such Code is amended by adding immediately
after the last item the following:

“Sec. 8114. Credit against catastrophio health insurance tax.”.

(cX1XA) Subpart A of part IV of subchapter A of chap-
ter 1 of the Internal Revenue Code of 1954 (relating to cred-
its allowed) is amended by renumbering section 42 as 43, and
by inserting after section 41 the following new section:

“SEC. 42. CATASTROPHIC HEALTH INSURANCE TAX.

“There shall be allowed to the taxpayer, as a credit
against the tax imposed by this chapter for the taxable year,
an amount equal to 50 percent of the aggregate of the
amounts of the tax, imposed by sections 1401(c) and 3111(c),
paid by the taxpayer during the taxable year. For purposes of
this-section, any credit allowed the taxpayer for the taxable
year under section 1403 shall be regarded as an amount of
the tax, imposed by section 1401(c), paid by the taxpayer for
the taxable year; and any credit allowed the ta.xpa.jer for the
taxable year under section 3114 shall be regarded as an
amount of the tax, imposed by section 3111(c), paid by the
taxpayer for the taxable year. Any amounts allowed as a
credit under this section shall not be allowed as a deduction
under section 164. A State which, for the taxable year, has
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made contributions pursuant to a State law approved under
section 2108 of the Social Security Act shall be regarded as
a taxpayer for purposes of this section.”. . .
(B) The table of sections for such subpart is amended by
striking out the last item and inserting in lieu thereof the
following:

“Bec. 43. Oatastrophic health insurance tax.
““Bes. 43. Overpayment of tax.”.

(2) Section 6201(aX4) of such Code (relating to assess-
ment authority) is amended by—
(A) inserting ‘“‘or 42" after “section 39" in the
caption of such sections; and
(B) striking out “oil,” and inserting in lieu thereof
“oil) or section 42 (relating to catastrophic health in-
surance tax),”.
(8) Section 6401(b) of such Code (relating to excessive
credits) is amended by—
(A) inserting after “lubricating oil)” the following:
“, and 42 (relating to catastrophic health insurance
,"'; and
(B) striking out “‘sections 31 and 39" and insert-
ing in lieu thareof “‘sections 31, 89, and 42".
TITLE II—MEDICAL ASSISTANCE PLAN FOR
LOW-INCOME PEOPLE
Seoc. 201. (a) Effective October 1, 1989, title XIX of
the Social Security Act is amended to read as follows:
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“TITLE XIX—MEDICAL ASSISTANCE PLAN
FOR LOW-INCOME PEOPLE
“PART A—GENERAL PrOVISIONS
“PUBPOSE

“Skc. 1901. It is the purpose of this title to provide, for
low-income individuals and members of low-income families,
assistance toward the costs of necessary hospital, skilled
nursing facility, medical, and other health care services.

“FBEE CHOICE BY PATIENT GUARANTEED

“Sec. 1802. Any individual entitled to benefits under
this title may obtain health services provided hereunder from
any institution, agency, or person qualified to participate
under this title in accordance with reimbursement and service
requirements if such institution, agenocy, or person undertakes
to provide him such services. The provisions of the preceding
sentence shall not be applicable in the jurisdiction of Puerto
Rico, the Virgin Islands, or Guam for any period with re-
spect to which there is in effect an election (submitted to the
Secretary in such form and manner as he shall by regulations
prescribe) by the Governor of such jurisdiction that such pro-
visions not be applicable to such jurisdiction.

““OPTION OF INDIVIDUALS TO OBTAIN OTHER HEALTH
INSURANCE PROTECTION

““SE0. 1903. Nothing contained in this title shall be con-

strued to preclude any State from providing, or any individu-
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al from purchasing or securing (through collective bargaining
or otherwise), protection against the cost of any health
services.
“PART B—DESCRIPTION OF MEDICAL ASSISTANCE PLAN
" “ELIGIBLE INDIViDUALS
“8roc. 1910. (s) Every ‘medicaid eligible’ (as defined in
section 1916 (a)) shall be eligible for the health benefits pro-
vided under this title in the manner prescribed by section
1916. Every individual who—

“(1) is (A) a low-income individual, or (B) a
member of a low-income family,

“(2) is a resident of the United States, and is
either (A) a citizen or (B) an alien lawfully admitted
for permanent residence or otherwise permanently re-
siding in the United States under color of law (includ-
ing any alien who is lawfully present in the United
States as a result of the application of the provisions of
section 203(al7) or section 212(dX5) of the Immigra-
tion and Nationality Act), and

“(8) has filed (in the case of a low-income individ-
ual), or has had filed in his behalf by an appropriate
person an application under this title (filed in such form
and manner and containing such information as the

Secretary shall by regulations prescribe),
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shall be eligible for the health benefits provided under this
title for the benefit period (as determined under subsection
(dX2)) to which such application is applicable; except thg.t no
such individual shall be entitled to such benefits on account of
services received by him during any period with respeét to
which he does not meet the condition imposed by paragraph
(2) of this subsection.

“(b) Whenever the Secretary approves any application
(referred to in subsection (a)3)), he shall issue a health bene-
fits card to each individual who, by reason of such applica-
tion, is eligible for a benefit period to the health benefits pro-
vided by this title. Such health benefits card which shall be
used to assist in identifying an eligible individual, shall identi-
fy the individual or family member to whom it is issued (by
name, sex, age, and social security account number and such
criteria as the Secretary shall by regulations prescribe) as
being eligible for such benefits for such period.

‘“{c) An application (referred to in sub;eclgion (aX8)) on
behalf of the members of a low-income family. shall be filed by
the head of such family or by such other appropriate person
as the Secretary shall by regulations specify.

“(d1XA) Any application (referred to in subsection
(aX3)) shall be filed with respect to—

() the coverage year in which the application is
filed, or



50

48
1 ‘(i) the coverage year immediately following the
2 coverage year in which the application is filed and
8 which begins not later than 60 days after the date on
4 which such application is filed.
) ‘(B) As used in this subsection and section 1911, the
6 term ‘coverage year' means the 12-month period beginning
7 April 1 of any year.
8 “(2) The benefit period of any individual resulting from
9 the filing of an application (referred to in subsection (s)3)),
10 shall commence—
11 “(A) on the first day of the first month in which
12. the application is filed, or
13 “(B) if earlier, the first day of the third month
14 prior to the month in which the application is filed and
15 in which such individual or the family of which he is a
168 member first met the conditions imposed by section

17 1910(s) (1) and (2),
18 and shall end on whichever of the following is earlier—

19 “(C) the close of the coverage year with respect
20 to which such application is filed, or
21 (D) such date as may be specified in regulations

22 of the Secretary (promulgated in accordance with the
98 provisions of section 1911(d), if such individual, prior
24 to the date referred to in clause (C), ceases to meet the
25 applicable condition imposed by subsection (aX1), or
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fails to submit reports which the Secretary deems to be

necessary or useful to enable him to determine whether

such individual continues to meet the conditions im-

posed by subsection (a) (1) and (2);
except that, if on the date that any individual’s benefit period
would (as determined under the preceding provisions of this
paragraph) end, such individual is an inpatient in a health
care institution (which is a hospital, skilled nursing facility, or
intermediate care facility) participating under title XVIII or
this title, such individual’s benefit period shall not end until
the day following the first day, after such date, that such
individual either is no longer an inpatient in or no longer
requires care in such an institution.

“DETERMINATIONS OF ELIGIBILITY

“Sec. 1911. (a) Whenever an application (referred to in
section 1910(a)X3)) has been filed by or on behalf of an indi-
vidual or on behalf of the members of a family, the determi-
nation of whether such individual or such family meets the
applicable condition imposed by section 1910(s) (1) (A) or (B)
shall be based on the actual income of the individual or family
for the 2-month period immediately preceding the date of
filing of the application and the prospective income of the
individua! or family for the 2-month period immediately fol-
lowing such date.

8. 850——4
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“(b) An individual shall be deemed, for purposes of sub-
gection (a), to have no income for the 2-month period immedi-
ately preceding the date of the filing of an application (re-
ferred to in section 1910(a)3)) if—

‘(1) at the time such application is filed by such
individual, he is not a member of a family, and

“(2) during all of such 2-month period (A) such
individual was a member of a family, (B) was not regu-
larly employed, and (C) was not the head of such
family.

‘“(c) The Secretary, in determining (for purposes of sub-
section (a)) the prospective income of any individual or
family, may take into account current income (if any) and
other relevant factors (including, in appropriate cases, actual
income for preceding periods).

“(d) An individual (referred to in section 1910(dX2)D))
shall be deemed not to have ceased to meet the applicable
condition imposed by section 1910(a)1) in a current coverage
year because the income of such individual or of the family of
which he is a member, as the case may be, has increased, if
such income, as 8o increased, does not exceed 120 per
centum of the maximum amount of income which such indi-
vidual (or such family) can receive while still being a ‘low-
income’ individual or family (as the case may be). The pre-
ceding sentence shall apply also to decreases in family
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income maximums brought about by a diminution in the
number of members thereof, except that a diminution in the
number of members of a family of not more than one such
member ‘during a benefit period shall not affect the eligibility
of the feinaining members of such family during the remain-
der of such benefit period.
‘ ““8COPE OF BENEFITS
“S8Ec. 1912. The benefits provided to an individual eli-
gible in any benefit period under this title shall consist of
eligibility to have payment made (subject to the provisions of
this title) on his behalf for—
‘“(a) necessary inpatient hospital services for not
more than 60 days during a benefit period;
“‘(b) medical and other health services;
““(c) skilled nursing facility services;
‘/(d) home health services;
‘/(e) intermediate care services;
‘(N mental health services;
“(g) pre-natal and well-baby care; .
‘“(h) family planning counseling, services, and
supplies;
“@) in the case of eligible children under age 18,
early and periodic screening, diagnosis, and treatment;

and
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““(j) payment of any premium imposed under part
B of title XVIII for coverage under the insurance pro-
gram established by such part;
and to have reimbursement made to him in an amount equal
to one-half of the amount (i) of the actuarial value, as deter-
mined under the appropriate Table of Values of Catastrcphic
Health Insurance Coverage certified by the Secretary pursu-
ant to section 2123(b), of catastrophic health insurance cov-
erage for any period for such individual (or such individual
and family members) under & self-employed plan approved by
the Secretary under section 2122, and (i) paid by such indi-
vidual (and by family members) as taxes imposed on his or
their self-employment income by section 1401(c) of the Inter-
nal Revenue Code of 1954.
“‘OOPAYMENT REQUIREMENTS
“Sec. 1913. (aX1) Any individual or family who, for
any coverage year, is eligible for the health benefits provided
by this title shall be responsible for the first $3 of the cost
incurred for a visit for physicians’ services (other than as an
inpatient) if such vigit is not for the purpose of securing ap-
propriate well-baby care, family planning services, or serv-
ices described in section 1912(i). Such $3 copayment shall be
applicable only to each of the first ten visits of any individual
or family for physicians’ services. In the case of an individual

covered under title XVIII, the copayment or deductible re-
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quirements of this section shall apply to the extent they are
less than the copayment required under title XVIII.

*(2) In the case of any individual who—

‘“(A) is, for any benefit period, entitled to the
health benefits provided under this title,

“(B) is not a member of a family or is a member
of a family all of whose members meet the require-
ments of subparagraph (C),

- ‘YC) for a continuous period in excess of 60 days
(whether or not in the same benefit period), is an inpa-
tient in an institution which is a hospital, skilled nurs-
ing facility, or intermediate care facility,

there shall be imposed in each month (which begins after
such period) in which he is an inpatient in such an institution
a special copayment, with respect to health care services in
such institution to which he is entitled under this title during
each month, equal to the amount by which his cash income
for such month exceeds $50.

“(b) The amount payable under this title with respect to
physicians’ services ﬁhere a copayment is required by sub-
section (a}(1) or (a}(2) shall be reduced by an amount (if any)
equal to the copayment imposed.

“RESIDUAL NATURE OF BENEFITS

“SEc. 1914. Amounts otherwise payable under this title

with respect to any item or service specified in clauses (a)
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through () of section 1912 provided to an individual during
any benefit period shall be reduced by the amount which is
paid (or upon claim by the individual, or a person claiming on
his behalf, would be payable) under any other public or pri-
vate insurance or health care benefits plan by which such
individual is covered (including the insurance program estab-
lished by title XVIII, the program established by part A of
title XXI, and any workmen’s compensation law), except
that payments under this title shall be primary in the case of
a State program designed to supplement (through higher
income tests) the eligiblity of this program.

“SPECIAL PROVISIONS BELATING TO MEDICAID ELIGIBLES

“8rc. 1915. (a) For purposes of this section and the
first sentence of section 1910(a), the term ‘medicaid eligible’
means an individual (whether as a member of s family or
otherwise) who, for any month after December 1980 and
prior to October 1881, was determined to be eligible for as-
sistance under a State plan approved under this XIX (as in
effect prior to October 1, 1981).

“(b) Notwithstanding any other provision of this title,
any individual who is & medicaid eligible shall (subject to
subsection (c)) be eligible for the health insurance provided by
this title for any period after Sepiember 1981 if, for such
period, such individual—
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‘(1) meets the requirements imposed (or deemed
by Federal law to be imposed) as a condition of eligi-
bility for assistance under the State plan under which
his status as a medicaid eligible is established, as such
plan was in effect for S8eptember 1981,

“(2) does not meet such requirements but would
meet such requirements except for the amount of his
income (or the income of the family of which he is a
member), if his income (or the income of the family of
which he is a member) does not exceed 105 per
centum of the maximum applicable income standard
imposed as a condition of eligibility under such require-
ments as in effect for September 1980, or (if greater)
for September 1981,

except that no individual shall, by reason of the provisions of
this subsection, be deemed to be eligible for health benefits
under this title unless such individual meets the requirements
of section 1910(a}2) and there has been filed (in the manner
provided by section 1910(aX3)) by or on behalf of such indi-
vidual an application for benefits under this title with respect
to such period.
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“PART O—CONDITIONS AND LIMITATIONS ON PAYMENT,

AND ADMINISTRATION
“BASIS FOR PAYMENT FOR HRALTH SERVICES

“S8e0. 1920. (a) Except as is otherwise provided in sub-
section (d), covered health care services provided to individ-
uals insured under this title shall, in the case such services
are provided by a provider of service (as defined in section
1861(u)) or an intermediate care facility, be paid for on the
basis of the reasonable cost subject to the limitations other-
wise provided under title XVIII for such services and, in the
case such services are provided by a person (other than a
provider of service or an intermediate care facility), be paid
on the basis of the reasonable charge (subject to the limita-
tions with respect thereto imposed under title XVIII).

“(b) In the event that such amounts are not payable due
to the failure of the individual or family to enroll in a health
insurance plan for which he or such family was otherwise
eligible, and to the extent such coverage would have been in
effect during the benefits period, and in which his or such
family’s premium or rate liability was 25 per centum or less
(or failure to enroll in part B of title XVIII) amounts other-
wise payable under this title shall be reduced by not more
than $250 in a benefit period.
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1 “(c) As used in subsection (a), the term ‘reasonable cost’
2 shall have the same meaning as when such term is employed
8 in title XVIIL
4 “(dX1) To the extent that the regulations of the Secre-
5 tary promulgated pursuant to paragraph (2) are applicable to
6 a skilled nursing facility or an intermediate care facility, cov-
7 ered services furnished by such facility shall be paid on the
8 cost-related basis established under such regulations rather
9 than on the basis of reasonable cost.
10 “(2) In the interest of the efficient and economical ad-
11 ministration of this title, the Secretary shall promulgate regu-
12 lations under which covered services furnished by all or one
18 or more types or classes of skilled nursing facilities or inter-
14 mediate care facilities in any area (consisting of one or more
15 States) will be paid for on a reasonable cost-related basis, as
16 determined in accordance with methods and standards pre-
17 scribed in such regulations.

18 ‘‘CONDITIONS OF AND LIMITATION ON PAYMENT FOB
19 SERVICES
20 “Sro. 1921. (a) Services and the payment therefor

21 under this title are subject to the same conditions and limita-
22 tions as those imposed by sections 1814, 1834, and 1835
23 with respect to services, and the payment therefor, provided
24 under title XVIII. ' '

45-5030-19 -8
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“(b) No payment shall be made under this title to any
person on account of any health care service furnished by
such person to an individual who is covered under this title
for such service unless such person accepts the amount of

such payment, together with any co-payment required under

- gection 1918 with respect to such service, as payment in full

for such service. Whenever payment under this title is made

in supplementation of a payment made under any insurance

program (whether public or private) for a service, the amount

of the payment under this title shall not bé in excess of

amount which would be paid had such service been provided

under this title, and no person accepting such payment as

payment for such service shall charge any amount in excess

of the amount so paid to the individual receiving such service.

“(o) If any eligible individual (as determined under sec-

tion 1910) who is & low-income individual or a member of a

low-income family (as determined without regard to section
1932) is enrolled in—

“(1) a health maintenance organization which

meets the applicable requirements of section 1876, or

“(2) an organization which (A) provides medical

and other health services (or arranges for their avail-

" ability) on a prepayment basis, and (B) receives and

prior to September 1, 1978, received, payments under
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part B of title XVIII under the authority contained in

section 1833(a}1XA),
the Secretary may, in lieu of making payments for health
benefits on behalf of such individual as provided in other pro-
visions of this title, make payment therefor in the manner
authorized by section 1876 for any period, during which he is
8o enrolled, and for which he is such an eligible individual.

“{c) Payments under this title may not be made for
services provided by any group practice unit unless such unit
meets the applicable requirements of section 1876.

‘““ADMINIBTRATION AND QUALITY CONTROL

“Src. 1922. (s) The provisions of this title shall (subject
to the provisions of section 702(b)) be administered by the
Secretary.

“(b) The provisions of title XVIII (and other provisions
of law applicable to the health insurance programs estab-
lished by such title, including part B of title XI) relating to
utilization and professional review and conditions of partici-
pation required with respect to persons or providers of health
gervices under title XVIII, shall be applicable to all health
services provided under this title.

“(c) To the maximum extent practicable, the Secretary,
in the administration of this title, shall utilize and otherwise
coordinate with the procedures employed in the administra-
tion of the health insurance programs established by title
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XVIII (including the procedures for certification of providers
of service), and shall have the same authority (except as oth-
erwise specifically provided) as that conferred upon him with
respect to the administration of the insurance programs es-
tablished by title XVIII.
“REQUIBEMENTS FOR CARRIERS AND INTERMEDIABIES

“Sec. 1923. (a) The Secretary, in the administration of
this title, shall, whenever he determines that the interests of
quality of service to eligible individuals or program economy,
or efficiency of administration would be furthered, require
consolidation of activities on the part of carriers (utilized pur-
suant to authority contained in section 1842) and agencies or
organizations (utilized pursuant to authority contained in sec-
tion 1816) in geographic regions with minimum size popula-
tions of individuals covered under this title and under the
insurance programs established by title XVIII,

“(b) No private carrier or other organization shall after
the 3-year period which commences on the date of enactment
of this section, be utilized in the administration of this title or
title XVIII unless such carrier or other organization is an
‘approved carrier’ under section 1505.

““MEDICAL COVERAGE TRUST FUND

“Src. 1924. (a) There is hereby created on the books of
the Treasury of the United States a trust fund to be known
as the Medical Coverage Trust Fund (hereinafter in this sec-
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tion referred to as the ‘Trust Fund'). The Trust Fund shall
consist of such gifts and bequests as may be made as pro-
vided in section 201(iX1), and such amounts as may be de-
posited in, or appropriated to, such fund as provided in sec-
tions 1925 and 1026,

“(b) With respect to the Trust Fund, there is hereby
created a body to be known as the Board of Trustees of the
Trust Fund (hereinafter in this section referred to as the
‘Board of Trustees’) composed of the Secretary of the Treas-
ury, the Secretary of Labor, and the Secretary of Health,
Education, and Welfare, all ex officio. The Secretary of the
Treasury shall be the Managing Trustee of the Board of
Trustees (hereinafter in this section referred to as the ‘Man-
aging Trustee’). The Commissioner of Social Security shall
serve as the Secretary of the Board of Trustees. The Board
of Trustees shall meet not less frequently than once each
calendar year. It shall be the duty of the Trustee to—

“(1) hold the Trust Fund;

“(2) report to the Congress not later than the first
day of July of each year on the operation and status of
the Trust Fund during the preceding fiscal year and on
its expected operation and status during the current
fiscal year and the next 2 fiscal years;
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‘/(8) report immediately to the Congress whenever
the Board is of the opinion that the amount of the
¢ Trust Fund is unduly small; and
“(4) review the general policies followed in man-
aging the Trust Fund, and recommend changes in such
policies, including necessary changes in the provisions
of law which govern the way in which the Trust Fund
is to be managed.
The report provided for in paragraph (2) shall include & state-
ment of the assets of, and the disbursements made from, the
Trust Fund during the preceding fiscal year, an estimate of
disbursements to be made from the Trust Funds during the
current coverage year and each of the next 2 fiscal years.
Such report shall be printed as a House document of the
session of the Oong;ress to which the report is made.

“(c) The Managing Trustee shall pay from time to time
from the Trust Fund such amounts as the Secretary of
Health, Education, and Welfare certifies are necessary to
make the payments of benefits provided for in this title, and
the payments with respect to administrative expenses in ac-
cordance with section 201(gX1).
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“STATE CONTRIBUTIONS TO MEDICAL OOVEBAGE TRUST

FUND, AND TO CATASTROPHIC HEALTH INSURANCE

TRUST FUND

“8go. 1925. (a) In order for individuals residing in any
State to receive for any period the benefits provided by this
title, there must be in effect for such period an agreement
between such State and the Secretary entered into under this
section.

‘““(b) Any agreement between the Secretary and a State
under this section shall provide that the State will (subject to
subsection (c)) pay, with respect to each fiscal year for which
such agreement is in effect, to the Secretary of the Treasury
at such time or times as may be specifed in the agreement,
an amount equal to—

“(1) in case such State is a State which (for the
fiscal year ending September 30, 1980, or September

80, 1981, had in effect a State plan approved under

title XTX, as in effect prior to the effective date of the

program established by this title) the sum of the fol-
lowing:

“(A) an amount equal to (i) the total amount
expended from non-Federal funds for the purpose
of providing (under such State plan to persons eli-
gible under such plan) services of the types for
which coverage is provided by this title, for the
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four-quarter period ending September 30, 1980,
or (ii) if greater, the total amount expended from
non-Federal funds for such purpose for the four-
quarter period ending September 80, 1981, plus
‘“B) an amount equal to one-half of (i) the
total amount expended (as determined by the Sec-
retary) from non-Federal public funds for the pur-
pose of providing, for individuals not covered
under such plan but who are eligible under this
title, services of the types for which coverage is
provided by this title, for the four-quarter period
ending September 30, 1980, or (i) if greater, the
total amount expended (as determined by the Sec-
retary) from non-Federal funds for such purpose
for the four-quarter period ending September 30,
1981; and
“(2) in case such State did not, for the fiscal year
ending September 30, 1980, or September 30, 1981,
have in effect & State plan referred to in paragraph (1),
(A) the total amount expended (as determined by the
Secretary) from non-Federal funds for the purpose of
providing services of the types for which coverage is
provided by this title for persons eligible under this
title, for the four-quarter period ending September 30,
1980, or (B) if greater, the total amount expended (as
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determined by the Secretary) from non-Federal funds

for such purpose for the four-quarter period ending

September 30, 1981.

“(c) The amount payable by any State under subsection
(b) with respect to a coverage year shall be reduced by an
amount equal to one-half of the amount expended by such
State during such coverage year from non-Federal funds in
providing to individuals in such State services of a type—

*(1) which is not covered under this title, but
“(2) with respect to the cost of which there could
have been Federal financial participation under title

XIX (as in effect prior to the effective date of the pro-

gram established by this title) if such type of service

had been included in a State’s plan approved under
such title XTX.

“(d) Amounts paid to the Secretary of the Treasury
under this section shall be deposited by him in the Medical
Coverage Trust Fund.

“APPROPRIATIONS TO MEDICAL COVERAGE TRUST FUND

“SEc. 1926. There are authorized to be appropriated
for each fiscal year to the Medical Coverage Trust Fund such
sums a8 may be necessary to carry out the program estab-
lished by this title.
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“MINIMUM PAYMENTS

“Sgc. 1927. If the amount payable to an insured indi-
vidual at any particular time as benefits under this title is less
than $5, no payment shall be made to him until such time as
the payment to which he is entitled as such benefits is $5 or
more.
“OPTOMETRISTS' SERVICES PROVIDED IN CERTAIN SBTATES

“Sec. 1928. In the case of any State which—

(1) does not provide for the payment of optom-
etrists’ services furnished to individuals who are eligi-
ble for benefits under the medical assistance plan for
low-income people established by this title,

“(2) during all or some part of the 2-year period
ending on the effective date of such medical assistance
plan, did provide, under its State plan approved under
title XIX (as in effect prior to such effective date),
payment of optometrists’ services,

the term ‘physicians’ services’, as employed in such medical
assistance plan established by this title, shall, with respect to
individuals residing in such State, be deemed to include any
service which is furnished by an optometrist, if—

*(8) such service is one which an optometrist is
legally authorized to perform,

“(4) such service would constitute ‘physicians’

services’, as that term is employed in such medical as-
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sistance plan established by this title, if it had been
performed by a physician.
“PART D—DEFINITIONS AND MISCELLANEOUS

Provisions

“MEANING OF ‘LOW-INCOME INDIVIDUAL’ AND ‘MEMBER

OF A LOW-INCOME FAMILY'
“S8gc. 1930. (a) For purposes of section 1910(a)}1XA),

the term ‘low-income individual’ means an individual—

“(1) who is not a member of a family (as deter-
mined under subsection (bX1)), and
“(2) whose income is at a rate of not more than
$3,000 for the calendar year 1981 or any calendar
year thereafter.
*“(b) For purposes of section 1910(a}1XB)—
(1) the term ‘family’ means two or more individ-
uals who are—
“(A) related by blood, marriage, or adoption,
and
“(B) living in a place of residence maintained
by one or more of them as his or their own home;
“(2) the term ‘member’, when used in reference to
& family, means an individual described in paragraph
(1), and
“(8) the term ‘low-income’, when used in refer-

ence to a family, means a family, the aggregate income
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of all the members of which is at a rate of not more
than—
“(A) in case there are only two members of
such family, $4,200, or
“(B) in case there are only three members of
such family, $4,800, or
“(C) in case there are only four members of
" such family, $5,400, or
“(D) in case there are more than four mem-
bers of such family, an amount equal to $5,400
plus $400 for each member of such family in
excess of four. '

“(c) The Secretary may prescribe the circumstances
under which, consistent with the purposes of this title and in
the same manner as authorized in section 1611(d), the gross
income of an individual or family from a trade or business
(including farming) will be considered sufficiently large. to
cause such individual or family not to be regarded as a ‘low-
income mdiﬁduﬂ', or a ‘low-income family’, even though
such individual’s or family’s income does not exceed the ap-
plicable dollar amount prescribed in subsection (a)X2) or (b)3).

“(d) In the case of jurisdictions of the Commonwealth of
Puerto Rico, the Virgin Islands, and Guam, the amounts set
forth in subsection (:X3) (A), (B), (C), and (D) shall each be
deemed to be reduced to such amount as the Secretary deter-
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mines to be appropriate to assure that the ratio of individuals
and families in any such juriz;diction who meet the criteria for
low income (for purposes of this title) to the total population
of such | jurisdiction is not greater than the ratio of individuals
in that State of the United States which has the highest such
ratio of individuals who meet such criteria to the total popu-
lation of such State.
“MRANING OF ‘INCOME’

“8ec. 1931. (a) For purposes of this title, ‘income’
means (subject to subsection (b)) both earned income and un-
earned income; and—

“(1) ‘earned income’ means only—

“(A) wages as determined under section
203(f5XC); and

“(B) ‘net earnings from self-employment’, as
defined in section 211 (without application of the
second and third sentences following subsection
(aX10), and the last paragraph of subsection (a)),
including earnings for services described in para-
graphs (4), (5), and (6) of subsection (c); and
“(2) ‘unearned income’ means all other income,

including—

“(A) support and maintenance furnished in

cash,
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“(B) any payments received as an annuity,

pension, retirement, or disability benefit; including
veterans’ compensation and pensions; workmen's
compensation payments; old-age, survivors, and
disability insurance benefits; railroad retirement
annuities and pensions; and unemployment insur-
ance benefits,
“(C) cash gifts, support and alimony pay-
ments, and inheritances, and
‘(D) rents, dividends, interest, and royalties.
“(bX1) In determining, for purposes of this section, the
income of any individual or family, for any period of time,
there shall be excluded—

“(A) the aggregate value of any cash gifts which
do not exceed $240, if such period of time is equal to
12 months, or, if such period of time is less than 12
months, then an amount which bears the same ratio to
$240 as such period bears to 12 months, and

‘“(B) any scholarship, grant, fellowship, or loan
received for use in paying for tuition, books, and relat-
ed fees at any educational (including technical or voca-
tional education) institution.

“(2) For purposes of paragraph (1) and subsection (a)—

“(A) a loan of $240 or more (or aggregate there-
of) shall be regarded as a gift if such loan—
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“(i) is unsecured (or is without adequate se-
curity), or .

“(ii) bas no maturity date; and
“(B) in the case of a loan which—

““(i) bears no interest, or '

“(ii) bears interest at a rate which is not
more than one-half of the prevailing rate of inter-
est imposed with respect to similar loans,

the recipient of such loan shall be regarded as having
received, a8 a gift, an amount, with respect to any
period of time, equal to the excess of—

“(iii) the amount of interest which would
have been payable by him, with respect to such
period, on such loan if such loan bore a rate of
interest equal to the prevailing rate of interest im-
poseﬂ (as of the time sﬁch loan was made) with
respect to similar loans, over

‘““@iv) the amount of interest (if any) payable
by him, with respect to such period, on such loan.

“SPEND-DOWN REQUIREMENT

“8rc. 1932. (a) For purposes of determining eligibility,

22 the amount of the income of any individual or family (as de-
23 termined under section 1931) shall be reduced by an amount
24 equal to such individual’s or family’s incurred health care ex-
25 penses to the extent such expenses constitute a legal obliga-
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tion and are not payable by any other third party payor
(whether public or private) (as determined under subsection
(b)) for the benefit period with respect to which such individ-
ual’s or family’s income is determined.
“(b)X1) The term ‘health care expenses’, when applied to
any individual or iamily, means (subject to paragraphs (2)
and (3)) reasonable expenditures by or on behalf of such indi-
vidual or the members of such family (as the case may be) for
any of the following:
- “(A) inpatient hospital services (including services
in an institution for tuberculosis or mental diseases),
““(B) outpatient hospital services,
“(C) other laboratory and X-ray services,
(D) skilled nursing facility services,
“(E) physicians’ services furnished by a physician
(as defined in section 1861(rX1)), whether furnished in
the office, the patient’s home, a hospital, or a skilled
nursing facility, or elsewhere,
“/(F) optometrists’ and podiatrists’ services,
‘(@) home health services,
““(H) private duty nursing services,
‘(D olinic services,
“(J) dental services,
“(K) physical therapy:_speech, pathology, and au-

diology services,
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“(L) prescribed drugs, dentures, durable medical
equipment and related supplies, and prosthetic devices,
and eyeglasses prescribed by a physician skilled in dis-
eases of the eye or by an optometrist,

“(M) other rehabilitation services,

“(N) intermediate care facility services,

“(0) inpatient psychiatrio hospital services,

“(P) health insurance premiums, or

“(Q) ambulance service.

10 “(2) For purposes of paragraph (1), the expenditure for

© W N A A W D =

11 any item or service specified therein means—

12 “(A) in case payment for such item or service has
18 been made prior to the time the determination of
14 health care expenses (which includes such item or
15 service) is made, the amount actually paid for such

16 item or service,
17 “(B) in case payment for such item or service has
18 not been made at such time and such item or service is

19 of a type which is covered under the health coverage
20 plan established by this title, whichever of the follow-
21 ing is the lesser:

22 “(i) the actual charge for such item or serv-
28 ice, or
24 “(ii) the reasonable charge or reasonable cost

. 25 (as the case may be) for such item or service as

43-305 O -T9 -8
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determined under this title when such item or

service is provided as an item or service covered
under such health plan.

“(3) The term ‘health care expenses’ also includes an
amount equal to one-half of the amount (A) of insurance pre-
miums paid by or on behalf of an individual for catastrophic
health insurance coverage for such individual (or for such in-
dividual and family members) under a self-employed plan ap-
proved by the Secretary urder section 2122, and (B) paid by
an individual as taxes imposed on his self-employment
income by section 1401(c) of the Internal Revenue Code of
1954,

“(c) The health care expenses (as determined under the
preceding provisions of this section) may, in the case of any
individual, be determined on a prospective basis for any
future period for which such individual's income (or the
income of the family of which an individual is a member) is

determined, but only if such individual is determined (in so-

cordance with regulations of the Secretary) to be an individu-
al who, on the basis of his recent past medical history, can be
expected, for such future period to require inpatient institu-
tional care for all or & substantial part of such future period.
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_ “INPATIENT HOSPITAL SERVICES
“Sec. 1938. For purposes of this title, the term ‘inpa-
tient hospital services’ shall have the meaning assigned to
such term by section 1861(b).
““HOSPITAL
“Sko. 1934. For purposes of this title, the term ‘hospi-
tal’ means an institution which meets the requirements set
forth in clauses (1) through (9) of section 1861(c).
“MEDICAL AND OTHER HEALTH SERVICES
“Sro. 1935. For purposes of this title, the term ‘medi-
cal and other health services’ shall have the meaning as-
signed to such term in so much of section 1861(s) as precedes
the last sentence thereof; except that such term shall include
(1) such physician’s and other services, diagnostic X-ray
tests, diagnostio laboratory tests, and other diagnostic tests
as are involved in provid'ing appropriate we!l-baby care (as
determined in accordance with regulations of the Secretary)
and (2) outpatient rehabilitation services.
“SKILLED NURSING FACILITY SBRVIOES

“Sec. 1936. For purposes of this title, the term ‘skilled
nursing facility services’ means the items and services which
(1) are described in clauses (1) through (7) of section 1861(h),
and (2) are furnished by a skilled nursing facility; excluding,

however, any item of service if it-would not be included
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under section 1861(b), if furnished to an inpatient of a
hospital.
“SKILLED NUBSING FACILITY

“Sec. 1937. For purposes of this title, the term ‘skilled
nursing facility’ means an institution (or a distinct part of an
institution) which meets the criteria set forth in section
1861()).

“HOME HEALTH SERVICES

“Sro. 1938. For purposes of this title, the term ‘home
health services’ shall have the meaning assigned to such term
in section 1861(m); except that the term ‘skilled nursing fa-
cility’, as used in clause (7) of such section, shall be deemed
to include a skilled nursing facility (as defined in section
1937); except that such term shall not include any term or
service if it would not be included under section 1932 if fur-
nished to an inpatient of & hospital.

“HOME HEALTH AGENCY

“Sec. 1939. For purposes of this title, the term ‘home
health agency’ shall have the meaning assigned to such term
in section 1861(o).

“PHYSICIANS’ BEBVICES

“8ec. 1940. For purposes of this titie, the term ‘physi-

cians’ gervices’ means professional services performed by

physicians, including surgery, consultation, and home, office,

s N
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and institutional calls (but not including services which are
included within the definition of inpatient hospital services).
“PHYSICIAN
“Sec. 1941. For purposes of this title, the term ‘physi-
cian’ shall have the meaning assigned to such term in section
1861(rX1).

“MEANING OF CERTAIN OTHER TERMS
“Sec. 1942. For purposes of this title, any term

which—

‘(1) is defined in section 1861;

‘“(2) is employed in provisions which, by refer-
ence, are used in defining any of the terms defined in
sections 1932 through 1940; and

“(8) is not otherwise defined in this section;

shall, insofar as such term is applicable to the provisions of
this title and except as the Secretary (in order to carry out
the purposes of this title) shall otherwise by regulations pro-
vide, llw.ve the meaning assigned to it in section 1861.

| “INTERMEDIATE CARE FACILITY

““SEC. 1943. (a) For purposes of this title, the term ‘in-
termedmte care facility’ means an institution which (1) is Li-
censed under State law to provide, on a regular basis, health-
related care and services to individuals who do not require
the degrée of care and treatment which a hospital or skilled
nursing facility is designed to provide, but who because of
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their mental or physical condition require care and services
(above the level of room and board) which can be made avail-
able to them only through institutional facilities, (2) meets
such standards prescribed by the Secretary as he finds appro-
priate for the proper provision of such care, and (8) meets
such standards of safety and sanitation as are established
under regulations of the Secretary in addition to those appli-
cable to nursing facilities under State law.

“(b) The term ‘intermediate care facility’ also in-
cludes—

(1) any skilled nursing facility or hospital which
meets the requirements of subsection (a);

““(2) a Christian Science sanatorium operated, or
listed and certified, by the First Church of Christ, Sci-
entist, Boston, Massachusetts, but only with respect to
institutional services deemed appropriate by the
Secretary;

*/(3) any institution which is located on an Indian
reservation, if such institution is certified by the Secre-
tary as meeting the requirements of clauses (2) and (3)
of subsection (a) and providing the care and services
required under clause (1) of such subsection; and

“/(4) with respect to intermediate care services de-
scribed in section 1944(b), the public institution (or dis-
tinet part thereof) providing such services.
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“INTERMEDIATE CARE SERVICES

“SEc. 1944. (a) For purposes of this title, the term ‘in-
termediate care services’ means services provided by an in-
termediate care facility to an inpatient thereof, but only if (1)
such individual meets the conditions referred to in section
1943(a), and (2) such services are required to meet the needs
of such individual because of such condition.

“(b) The term ‘intermediate care services’ also includes
gervices in a public institution (or distinct part thereof) for the
mentally retarded or persons with related conditions, but only
if—

(1) the primary purpose of such institution (or
distinct part thereof) is to provide health or rehabilita-
tive services for mentally retarded individuals and
which meet such standards as may be prescribed by
the Secretary; and

“(2) the mentally retarded individual with respect
to whom a request for payment under this title is made
is receiving active treatment under a program of active
treatment designed to meet the needs of such
individual.

“MENTAL HEALTH CARE SERVICES
“Skc. 1945. (a) The term ‘mental-health care services’

includes only care and services for mental conditions—
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‘(1) which, if provided on an inpatient basis, con-
sist of a course of active care and treatment provided
in and by an accredited medical institution (as deter-
mined by the Secretary),

“(2) which, if provided on a partial hospitalization
basis, are provided (A) in and by an accredited medical
institution (as determined by the Secretary), or (B) in
and by a qualified community mental health center (as
determined in accordance with regulations of the Sec-
retary), or

“(8) which, if provided on an outpatient basis,
are—

‘“(A) provided by a qualified community
mental health center (as determined in accordance
with regulations of the Secretary), or

“(B) provided by a pyschiatrist;

except that such terms shall not include any outpatient serv-
ices provided by a psychiatrist, during any 12-month period,
for purposes of diagnosis or treatment of acute phychosis in
excess of (i) five visits, plus (ii) such additional visits as shall
have been approved in advance by an appropriate profession-
al review mechanism upon a finding that, in the absence of
such additional visits, the patient will require institutional

care.
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“(bX1) The term ‘mental health services’, in the case of
services provided on an outpatient basis by a qualified mental
health center (as determined in accordance with regulations
of the Sucretary) or by a psychiatrist, includes any drug
which is prescribed for a patient by the physician under
whose direction such patient is receiving such services, but
only if—

““(A) such drug is included on the list (referred to
in paragraph (2)) and is prescribed in accordance with
the criteria indicated in such list, and

“/(B) such physician determines that unless such
patient receives such drug, such patient can reasonably
be expected to require institutional care.

“(2) The Secretary is authorized (after consultation with
appropriate professional individuals and organizations) to
compile and publish (and from time to time revise) a list of
drugs which he has determined to be effective in the treat-
ment of various mental conditions. Such list shall indicate,
with respect to each drug included therein, the particular
mental conditions with respect to which such drug is effec-
tive, and the appropriate dosage (in terms of quantity and
intervals at which such drug shall be administered) of such
drug.
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“OUTPATIENT REHABILITATIO;' S8ERVICES

“‘Sec. 1948. (s) For purposes of this title, the term ‘out-
patient rehsbilitation services’ means physical therapy,
speech pathology, occupational therapy, and medical-social
services furnished by a provider of services, a clinic, rehabili-
tation agency (including & single service rehabilitation
agency), or a public health agency, or by others under an
arrangement with, and under the supervision of, such provid-
er, clinio, rehabilitation agency, or public health agency, to
an individual as an outpatient—

“(1) who is under the care of a physician, and

“(2) with respect to whom a plan prescribing the
type, amount, and duration of such services that are to
be furnished to such individual has been established,
and is periodically reviewed by a physician;

excluding, however—

“(8) any item of service if it would not be includ-
ed under ‘inpatient hospital services’ if furnished to an
inpatient in a hospital; and

“(4) any such service— ,

““(A) if furnished by a clinic or rehabilitation
agency, or by others under arrangements with
such clinic or agency, unless such clinic or reha-
bilitation agency—
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‘“(i) provides an adequate program of
such services for outpatients and has the
facilities and personnel required for such pro-
gram or required for the supervision of such
a program, in accordance with such require-
ments as the Secretary may specify,

“(ii} has policies, established by a group
of professional personnel, including one or
more physicians (associated with the clinic or
rehabilitation agency) and one or more quali-
fied physical therapists or speech patholo-
gists (as may be appropriate) to govern the
services (referred to in clause (i)) it provides,

“(iii) maintains clinical records on all
patients,

“(iv) if such clinic or agency is situated
in & State in which State or applicable local
law provides for the licensing of institutions
of this nature, (I} is licensed pursuant to
such law, or (II) is approved by the agency
of such State or locality responsible for li-
censing institutions of this nature, 88 meeting
the standards established for such licensing;

and
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“(v) meets such other conditions relat-

ing to the health and safety of individuals

who are furnished services by such clinic or

agency on an outpatient basis, as the Secre-

tary may find necessary, or

“(B) if furnished by a public health agency,
unless such agency meets such other conditions
relating to health and safety of individuals who
are furnished services by such agency on an out-
patient basis, as the Secretary may find neces-
sary. The term ‘outpatient rehabilitative services’
also includes rehabilitation services furnished an
individual by a physical therapist or speech pa-
thologist (in his office or in such individual's
home) who meets licensing and other standards
prescribed by the Secretary in regulations, other-
wise than under an arrangement with and under
the supervision of & provider of services, clinic,

rehabilitation agency, or public health agency, if

_ the furnishing of such services meets such condi-

tions relating to health and safety as the Secre-
tary may find necessary.
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“PROHIBITION AGAINST EXCLUSION BY EMPLOYERS OF
cnn'rm EMPLOYEES FROM COVERAGE UNDER

GROUP HEALTH INSURANCE PLANS

“Skc. 1947. (a) If any employer provided for some or
all of his employees coverage under a group health insurance
plan, it shall be unlawful for such employer to exclude from
coverage under such plan any employee of such employer
if—

“(1) such employee belongs to a category of em-
ployees who would ordinarily be eligibile for coverage
under such plan, and

“(2) such employee is excluded from coverage
under such plan because of the coverage provided
under this title.

“(b) Any person violating the provisions of subsection
(a) shall be fined not more than $10,000 and imprisoned for
not more than one year.”.

(bX1) Section 201(iX1) of the Social Security Act is
amended by striking out “and the Federal Supplementary
Medical Insurance Trust Fund’ and inserting in lieu thereof
“the Federal Supplementary Medical Insurance Trust Fund,
and the Medical Coverage Trust Fund”.

(2) Section 201(gX1XA) of such Act is amended—

(A) by inserting ‘“‘the Medical Coverage Trust
Fund, and” immediately after “‘shall include also’, and
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1 (B) by inserting “title XIX," immediately after
2 “title XVI,” wherever it appears therein.
3 TITLE III—PRIVATE BASIC HEALTH INSURANCE
4 CERTIFICATION PROGRAM
5 Skc. 301. The Social Security Act is amended by
6 adding after title XIV thereof the following new title:
7 “TITLE XV—PRIVATE BASIC HEALTH
8 INSURANCE CERTIFICATION
9 “PUBPOSE
10 “Sec. 1501. 1t is the purpose of this title to encourage
11 and facilitate the availability to the public of private basic

12 health insurance coverage at a reasonable premium charge

13 by—
14 ‘“(a) establishing a procedure whereby health in-
15 surance policies offered by private insurers may be cer-

16 tified by the Secretary as meeting minimum standards

17 with respect to adequacy of coverage, conditions of
18 payment, opportunity for enrollment, and reasonable-
19 ness of premium charges,

20 “(b) facilitating arrangements whereby basic

21 health insurance policies meeting such standards can
22 be offered through pools of private insurers, and

23 “(c) encouraging States, through their laws and
24 regulations pertaining to the health insurance industry,
25 to facilitate the offering, within the State, of such basic
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health insurance coverage by carriers doing health in-

surance business within the State.

‘“‘CERTIFICATION OF BASIC PRIVATE HEALTH INSURANCE

POLICIES

“SEc. 1502. (8) Any insurer which desires to have a
health insurance policy certified for use in one or more States
specified by the insurer may (in accordance with regulations
of the Secretary) provide to the Secretary, for his examina-
tion and certification, any health insurance policy.

“(bX1) H the Secretary, after examining any such policy
and evaluating any dsta submitted in connection with such
policy, determines that such policy meets the standards pre-
scribed in section 1504, he shall certify such policy for use in
each State which has in effect a basic health insurance facili-
tation program (as defined in section 1510).

“(2XA) The certification by the Secretary of any such
policy shall be conditioned upon such policy’s continuing to
meet the standards prescribed in section 1504; and no policy
shall be deemed to have been certified by the Secretary under
this title for any period for which it fails to meet such
standards.

" “(B) The Secretary shall establish procedures whereby
any insurer having secured the Secretary’s certification of
any policy offered by such insurer shall from time to time
provide to the Secretary (i) relevant data with respect to such
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policy in order for the Secretary to determine whether such

policy continues to meet the standards prescribed in section
1504, and (ii) such data and information as the Secretary
may require in order to assure proper coordination of the
administration of titles XIX and XXI.

‘“c) Notwithstanding the preceding provisions of this
section, the Secretary shall not certify any health insurance
policy of any insurer for use in any State unless such insurer
furnishes assurances satisfactory to the Secretary that such
insurer (whether as a member of a health reinsurance or
other residual market arrangement or otherwise) will make
generally availa™le, in each geographic area of the State in
which the insurer does health insurance business, to all indi-
viduals and family members the following two health insur-
ance policies: (i) a policy which meets the standards of sec-
tion 1504, and (ii) a policy which, if it were issued in combi-
nation with a plan meeting the minimum coverage necessary
to meet the requirement imposed by section 2122(a)1XB),
would, in the aggregate, meet the standards of section 1504.

‘““UTILIZATION OF STATE AGENCIES FOR CERTIFICATION
OF POLICIES

“Sgo. 1503. If any State has in effect & basic health
insurance facilitation program (as defined in section 1510),
the Secretary shall, if such State is willing to do so, enter
into an agreement with such State whereby the agency re-
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1 sponsible for the regulation of the health insurance industry
2 within such State will, on behalf of the Secretary, make such
3 determinations regarding whether basic health insurance
4 policies meet the requirements for certification under this
5 title, as may be specified by the Secrtary. Such agreement
6 shall provide that the agency will be reimbursed for its rea-
7 sonable expenses incurred in carrying out activities specified
8 in the agreement.
9 “STANDARDS WITH RESPECT TO BASIC HEALTH
10 INSURANCE POLICIES
11 “Sec. 1504. (a) The Secretary shall not certify under
12 this title any insurance policy offered (or to be offered) by an
13 insurer unless he finds that—
14 “(1) such policy provides—
15 “(A) inpatien; hospital coverage (without any
16 deductible in excess of $100 or copayment by the
17 insured person) for at least 60 days during any
18 policy year,
19 ‘(B) medical coverage which shall include
20 home, office, hospital, and other institutional care
21 provided by physicians,
22 “(C) with respect to medical coverage,
23 that—
24 (i) subject to clauses (i) and (iii), pay-
25 ment in full shall be made with respect to

45-5050-79 -1
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not less than the first $2,000 of reasonable

expenses incurred by any insured person for
any policy year for services with respect to
which coverage applies,

“(ii) the copayment required of any‘ in-
sured person with respect to such reasonable
expenses shall not exceed 20 per centum
thereof, and

“(iii) in the case of any deductible appli-
cable to the payment of such reasonable ex-
penses for any benefit year or benefit period
of not less than 12-months duration, such de-
ductible shall not exceed $50 for any insured
person, and that, for purposes of computing
such deductible for any calendar, policy, or
other fixed benefit year or period, the insured
person shall be given credit for any deduct-
ible applied toward such expenses for the
last 3 months of the preceding policy year,
“(D) in case such policy is a group policy,

there will be no exclusion from coverage or limi-
tation on payment on account of any medical con-
dition (including any preexisting condition) or any
waiting period prior to the beginning of coverage

with respect to any such condition,
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“E) in case such policy is an individual
policy (including a policy for an individual and
members of his family), there will be no exclusion
from coverage on account of any medical condi-
tion (including any preexisting condition) other
than pregnancy, and there will be no waiting
period prior to the beginning of coverage with re-
spect to any preexisting condition which is greater
than 90 days after the date the policy is issued,

“(F) in case such policy covers an individual
and members of his family, coverage will be pro-
vided for all dependent unmarried children in the
family under age 22, and coverage will be auto-
matically extended, at birth to any newborn and
upon adoption to any newly adopted, child of such
individual or his spouse,

‘(@) in case such policy is a group policy
which covers all or a certain category of employ-
ees of any employer, that—

“() coverage will not be terminated

‘with respect to any employee (and members

of such employee’s family, if such policy

covers such members) because of the termi-

nation of such employee’s employment prior
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to the expiration of 31 days after the date of
such termination,

*(ii) the insurer offering such policy will
afford to any employee covered- by such
policy whose employment has been terminat-
ed a reasonable opportunity to secure, from
such insurer & basic private health insurance
policy which has been approved under this
title,

“(ili) there will be a periodic open en-
rollment period of at least 31 days (which
shall occur not less often than once during
each policy year) in which all eligible em-
ployees, who are not covered by such policy
because of failure to elect coverage at the
time of initial employment or during previous
open enrollment periods, can secure coverage
thereunder, _

“(2) the premium charge for such policy is such
that there is not'an unreasonable ratio of expenses to
premiums (as determined under subsection (d)); and

“(8) there is established an appropriate (but differ-
ent) premium rate for such policy when it is offered to

cover (A) a single individual, (B) a married couple, or

(C) a family.
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“(b) The Secretary, in determining whether any com-
prehensive prepaid group practice plan is eligible for certifi-
cation under this section, shall, in lieu of the standards im-
posed by subsection (a), develop and apply criteria which
assure that such plan meets requirements which are, 0;1 an
actuarial and benefit basis, at least equivalent to such
standards.

“(c) Notwithstanding the provisions of subsections (a)
and (b), the Secretary shall not withhold approval under this
title of any health insurance policy solely because such policy
excludes—

““(1) charges for services-or supplies in connection

" with an occupational disease or injury,

*‘(2) items or services for which the insured indi-
vidual furnished such items or services has no legal ob-
ligation to pay, and which no other person (by reason
of such individual’s membership in a prepayment plan
or otherwise) has a legal obligation to provide or pay
for,

“(8) any item or service to the extent that pay-
ment has been made, or can reasonably be expected to
bo made (as determined in accordance with regula-
tions), with respect to such item or service, under a
workmen'’s compensation law or plan of the United

States or a State,

S. 850——1



1 “(4) charges for services or supplies with respect
2 to which benefits are provided under title XVIII or
3 titte XXI, _ -
4 “(5) items or gervices which are not reasonable
, b and necessary for the diagnosis or treatment of illness
6 or injury, pregnancy, or to improve the functioning of a
1 malformed body member,
"8~ — - ‘(6) charges for care, treatment, services, or sup-
9 plies, provided to any individual, to the extent that the
10 payment of benefits with respect thereto is prohibited
11 by any apfmlicable law of the jurisdiction in which such
12 individual is residing at the time he receives such care,
13 treatment, services, or supplies,
14 “(7) charges for care,’ treatment, or supplies pro-
15 vided to any individual, to the extent that they are not
16 reasonably priced (except that, for purposes of this
17 paragraph, the charge for any item or service shall be
18 deemed to be reasonable, if such charge is not in
19 -excess of the "allowable charge therefor under the
20 XVIHI or XXI),
21 “(8) charges in connection with routine physical
22 checkups,
23 ‘(9) expenses incurred for items or services,
24 where such expenses are for cosmetic surgery or are
25 incurred in connection therewith, except as required for

96
94
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the prompt repair of accidental injury or for improve-
ment of the functioning of a malformed body member,

“(10) charges made by a hospital for the profes-
sional services of any resident physician or intern to
the extent that such charges are in excess of the actual
cost incurred by the hospital in providing such services,

“(11) charges for the professional services of a
psychiatrist to the extent that such charges exceed
$400 in a policy year, or

“(12) amounts which represent deductible and co-
insurance provisions and which generally result in ag-
gregate benefit coverage which is at least equal to the
actuarial equivalent of the benefit coverage resulting
from the application of the deductible and coinsurance
provisions in section 1504(2)(1).

“(dX1) With respect to policies submitted to the Secre-

tary for his certification un~ar this title, the Secretary shall
establish (after considering the size of the groups to be cov-
ered by any such policy and the nature of the insurer) appro-
priate reasonable ratios of expenses to premiums imposed for
coverage thereunder. In the case of individual policies such
ratios shall be the same as those established by the Secretary
for group policies covering the smallest groups. After making
an initial determination with respect to any such policy, the
Secretary shall periodically thereafter review and make a re-
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determination of such ratios based on actual expenses there-
under and the actual premium charges made for the period
with respect to which the review is made, in order to deter-
mine whether such policy continues to meet the requirements |
for certification.

“(2) In determining the appropriate reasonable ratio of
expenses to premiums imposed with respect to any particular
health insurance policy offered by an insurer, the Secretary
ghall, in his determinations of such ratio, give consideration
to the average ratio, with respéct to group policies generally
underwritten by insurers (classified on the basis of nonprofit
or profitmaking) with respect to policies excluding those
which are not certified under this title.

‘““APPROVED CARRIER

“SEc. 1505. For purposes of sections 1923(b), 1816,
and 1842, an ‘approved carrier’ is an insurer which the Sec-
retary has found (1) to offer one or more health insurance
policies approved under section 1502 to the general public in
each geographic or normal service area in which such insurer
offers health insurance policies (including any which are not
approved under this title) and (2) to employ effective proce-
dures and practices designed to assure, through means con-
sistent with efficient practices within the insurance industry,

appropriaté controls of utilization of health care services and:
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the costs and charges imposed therefor with respect to which
it will financially participate.
_ “ANTITRUST EXEMPTION

“Sec. 1508. (a) It shall not be unlawful under any anti-
trust law for any insurer to enter into any contract, combina-
tion, or other arrangement with any other insurer or group of
insurers for the sole purpose of establishing or participating
in an insurance pool, reinsurance, or other residual market,
arrangement whereby there will be offered to the public
health insurance policies approved under section 1502, if
such contract, combination, or other arrangement is approved
by the Secretary, as being consistent with the purposes of
this title, before any party to the contract, combination, or
other arrangement has carried out any activity, or refrained
from carrying out any activity, under its terms (other than
such activity as may be necessary to negotiate the contract,
coxﬁbinataion, or other arrangement and to apply for approv-
al of the same under this section). The Secretary shall not
approve any contract, combination, or other arrangement
under which the parties thereto agree to act in a manner
which constitutes & violation of any such law for which no
exemption is provided under the preceding sentence or for
purposes other than the purposes for which the exemption
contained in the preceding sentence is established. Nothing
contained in this subseotion shall exempt from any antitrust
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law any predatory pricing or practice, or any other conduct
in the otherwise exempt activities of two or more such insur-
ers under a contract, combination, or other arrangement ap-
proved under this section which would be unlawful under any
such law if engaged in by only one such insurer.

“(b) For purposes of this section, the term ‘antitrust
law’ means the Federal Trade Commission Act, each statute
referred to in section 4 of that Act (15 U.S.C. 44) as an
Antitrust Act, any other statute of the United States in pari
materia, and any law of any State or political subdivision
thereof which prohibits or restrains contracts, combinations,
or other arrangements in restraint of trade.

“ESTABLISHMENT OF EMBLEM TO INDICATE
CERTIFICATION

“Skc. 1507. (a) The Secretary shall cause to be de-
signed an appropriate emblem which may be used as an indi-
cation that cértiﬁcatién of an insurance policy under this title
has been made by the Secretary; and any insurer which has
secured certification of an insurance policy by the Secretary
under this title may have printed thereon such emblem, and
may, in advertising such policy to potential subscribers, state
that such policy has receiv;ad such a certification.

“REPORT TO CONGRESS

“SEc. 1508. The Secretary shall, at the earliest p'racti-

cable date (but not later than 60 days) after the expiration of
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the three-year period which commences on the date of enact-

ment of this section, submit to the Congress a report indicat-

ing (1) the extent to which basic private health insurance
policies certified by the Secretary under this title are actually

and generally available to the residents of each State, and (2)

the extent to which residents in each State are covered by

such policies.

“DUTY OF SECBETARY TO MAKE AVAILABLE INDIVIDUAL
AND FAMILY HEALTH INSURANCE POLICIES ON A
COST BASIS
“Sec. 1509. (a) The Secretary shall offer a standard

health insurance policy, which meets the applicable criteria

prescribed under this title with respect to approveﬂ basic
health insurance policies, to individuals, married couples, and

families living in any State (1) which does not have in effect a

basic health insurance facilitation program (as found by the

Secretary under section 1510, and (2) in which there is not

actually and generally available one or more approved basic

health insurance policies approved under this title.

“(b) The premiums imposed under any such policy shall
be in an amount designed to cover the costs (inclusive of
administrative costs and appropriate reserves which will be
incurred in furnishing the benefits provided in the policy.
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“{c) No such policy shall be offered in any area prior to
the expiration of the 3-year period which commences on the
date of enactment of this title. ‘

“(d) Premiums collected by the Secretary for insurance
policies offered by him under this section shall be deposited in
an Insurance Revolving Fund, and moneys in such fund shall
be available, without fiscal year limitation, for the payment of
claims under such policies.

“(e) For the purpose of providing a contingency reserve
for the insurance program established by this section, there is
authorized to be appropriated such sums as may be neces-
sary; and any sums appropriate for such purpose shall remain
available for the purpose of making repayable advances
(without interest) to the Insurance Revolving Fund author-
ized to be established under subsection (d).

““(f) The Secretary, in making payment for services cov-
ered under any insurance policy issued pursuant to this sec-
tion, shall utilize the payments methodology and udministra-
tive mechanism employed by him for making payment for
services covered under the mce programs established by
title XVIII.

““BASIC HEALTH INSURANCE FACILITATION PROGRAM

“Sec. 1510. (a) For pnﬁmses of this title, a State shall
be regarded as having in effect a basic health insurance facili-
tation program only if the Secretary, after examining the per-
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1 tinent laws and regulations of such State governing the doing

2 of health insurance business within the State by carriers, de-

8 termines that such laws and regulations—

4
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‘(1) require the establishment of one or more
health reinsurance or other residual market arrange-
ment to be utilized by such carriers in connection with
the offering within the State of basic health insurance
policies which meet the standards for certification by
the Secretary established by this title,

“(2) require all such carriers to be members of a
health reinsurance or other residual market arrange-
ment and provide that losses, under any such arrange-
ment, will be shared by all members thereof on a pro
rata basis in proportion to their respective shares of
the total health insurance premium earned in the State
during the calendar year,

“(8) provide that premiums charged for policies
issued to individuals or family members under any such
health reinsurance or other residual market arrange-
ment shall not be less than 125 per centum nor more
than 150 per centum of the average group rate for the
same coverage under a group policy covering ten lives,
and

“(4) otherwise encourage and facilitate the offer-
ing of such policies within the State by all carriers



104
102

doing health insurance business therein on a basis

which is fair and equitable to each such carrier.

“(b) The Secretary is authorized, upon the request of
any State, to provide appropriate technical assistance to aid
the State in developing a program which meets the condi-
tions prescribed in subsection (a).”. ,

TITLE IV—OTHER AMENDMENTS

PROGBRAM IMMUNIZATIONS

@ =3 & O A W N e

9 SEc. 401. (8) Section 1861(s) of the Social Security Act

10 is amended—

11 (1) by striking out “‘and” at the end of paragraph

12 8),

13 (2) by striking out the period at the end of para-

14 graph (9) and inserting in lieu thereof *“; and”,

15 (3) by inserting immediately after paragraph (9)

16 the following new paragraph:

17 “(10) such immunizations as the Secretary deter-

18 mines are appropriaté, but only if provided on a sched-

19 uled allowance basis (as determined under regulations
" 20 of the Secretary).”, and

21 (4) by redesignating paragraphs (10) through (13)

22 as paragraphs (11) through (14), respectively.

23 () Section 1864(a) of such Act is amended by striking
24 out “paragraphs (10) and (11)” and inserting in lieu thereof
25 ‘“‘paragraphs (12) and (13)".
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(c) Section 1862(aX7) of such Act is amended by insert-
ing immediately after ““(7)"” the following: ‘‘except as pro-
vided in section 1861(s}10),”.

(d) The amendments made by this section shall apply
only with respect to services furnished on or after the first
day of the month following the month in which this seé:tion is
enacted.

MENTAL HEALTH SERVICES

SEc. 402. (a) Section 1833(c) of the Social Security Act
is amended—

(1) by striking out “$312.50” and inserting in lieu
thereof *“‘$500", and

(2) by striking out “62%2 per centum” and insert-
ing in lieu thereof “80 per centum”.

(b) Section 1812 of such Act is amended—

(1) by striking out subsection (c) thereof,

(2) in subsection (b) thereof, by striking out “‘(sub-
ject to subsection (¢))”’, and

(3) in subsection (e) thereof, by striking out ‘“‘sub-
sections (b), (c), and (d)”’ and inserting in lieu thereof

“‘subsections (b) and (d)”".

(c) The amendments made by subsection (a) shall be ef-
fective only with respect to services furnished after Decem-
ber 81, 1980. The amendments made by subsection (b) shall



W W 2 A O W W O e

[ I R R C R IR I S S O = T T~ T o U — Y SN Y
G B W N = O W 0 A RN WM WD = O

106
104
be effective only with respect to services furnished after De-
cember 31, 1981.
AMOUNT OF PREMIUMB FOR HOSPITAL INSURANCE
. ____ COVERAGE

Sec. 403. (aX1) The second sentence of section
1818(dX2) of the Social Security Act is amended by striking
out “Such amount shall be equal to $33, multiplied by and
inserting in lieu thereof ‘‘Such amount shall be equal to 50
per centum of the product of $33 multiplied by”.

(2) The amendment made by paragraph {'; shall be ap-
plicable in the case of premiums imposed on and after July 1,
1979.

(b) In addition to other moneys appropriated to the Feu-
eral Hospital Insurance Trust Fund, there shall be appropri-
ated from time to time, with respect to periods commencing
after June 30, 1979, amounts equal to 100 per centum of the
amounts deposited in such Fund pursuant to section 1818(f)
of the Social Security Act from premiums payable for such
period.

PAYMENT FOR EXTENDED CARE SBERVICES

Skc. 404. Section 1861{vXE) of the Social Security Act
is amended to read as follows:

“(Ex(i) In the case of services furnished by a skilled
nursing facility with respect to which payment for services
furnished under title XIX is made on a cost-related basis
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106
pursuant to the provisions of section 1920(dX2), such regula-
tions may provide for the use of rates which are the same as

the rates obtaining for such services under title XIX (except

- that such rates may be increased by the Secretary on a class

or size of institution, or on a geographical basis by a percent-
age factor not in excess of 10 per centum to take into ac-
count determinable items or services or other requirements
under this title not otherwise included in the computation of
such rates under title XIX): Provided, That no such regula-
tions shall become effective prior to the 80th day following
the date on which the Secretary submits to the Congress a
copy thereof together with a full and complete description of
the methodology which would be employed in the determina-
tion of rates pursuant thereto, and an evaluation by the Sec-
retary and by the Comptroller General of such methodology
in terms of the extent to which the employment thereof will
promote the efficient and economical administration of this
title and equitable treatment to and between skilled nursing
facilities furnishing services for which payment may be made
hereunder.”.

EXTENSION OF COVERAGE UNDER RENAL DISEASE

PROGRAM

Sec. 405. Section 226(e) of the Social Security Act is
amended by adding at the end thereof the following: “For
purposes of the preceding sentence, any individual, who on or

45-505 0 -79 -8
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after the date of enactment of this sentence fails to meet the
condition imposed by clause (2) of such sentence, shall be
deemed to meet such condition. There are authorized to be
appropriated, from time to time, to the Federal Hospital In-
surance Trust Fund and to the Federal Supplementary Medi-
cal Insurance Trust Fund such sums as may be necessary (as
based on estimates of the Secretary) to place each such Fund
in the same financial condition that it would have occupied
hagd the preceding sentence not been enacted.”.
ENCOURAGEMENT OF PHILANTHROPIC SUPPORT FOR

- HEALTH CARE

SEc. 406. Part A of title XT of the Social Security Act
is amended by adding after section 1131 the following new
section:

“ENCOUBAGEMENT OF PHILANTHROPIC SUPPORT FOR
HEALTH CARE

“SEc. 1134. (a) It is the policy of the Congress that
philanthropic support for health care be encouraged and ex-
panded, especially in support of experimental and innovative

efforts to improve the health care delivery system and access

_to health care services.

“(b)}(1) For purposes of determining, under title XVIII

" or XIX, the reasonable costs of any service furnished by a

provider of health services—
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““(A) except as provided in paragraph (2), unre-
stricted grants, gifts, and endowments and income
therefrom, shall not be deducted from the operating
costs of such provider, and
“(B) grants, gifts, and endowment income desig-
nated by a donor for paying specific operating costs of
such provider shall be deducted from the particular op-
erating costs or group of costs involved.

“(2) Income from endowments and investments may be
used to reduce interest expense, if such income is from an
unrestricted gift or grant and is commingled with other funds,
except that in no event shall any such interest expense be

reduced below zero by any such income.”’.
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96t CONGRESS
18T SESSION ° 3 5 1

To amend the Social Security Act by adding thereto a new title XXI which will

provide insurance against the costs of catastrophic illness and by adding a
new title XV thereto waich will encourage and facilitate the availability,
through private insurance carriers, of basic health insurance at reasonsble
premium charges, and for other purposes.

IN THE SENATE OF THE UNITED STATES
FBBRUARY 6 (legislative day, JANUARY 15), 1979

. LonGg (for himself, Mr. TaLMADGE, Mr. Youne, Mr. MrLcHEER, Mr.

CANNON, Mr. INOUYE, Mr. STaFrroRD, Mr. PeROY, Mr. STONE, Mr. HaAT-
FIELD, and Mr. MATHIAS) introduced the following bill; wluch was read
twice and referred to the Committee on Finance

A BILL

To amend the Social Security Act by adding thereto a new title

1
2

XXTI which will provide insurance against the costs of
catastrophic illness and by adding a new title XV thereto
which will encourage and facilitate the availability, through
private insurance carriers, of basic health insurance at rea-
sonable premium charges, and for other purposes.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
I—E@®
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That this Act may be cited as the ““Catastrophic Health In-
surance Act”.
TITLE I—CATASTROPHIC ILLNESS INSURANCE
AMENDMENTS TO BOCIAL S8ECURITY ACT
Sec. 101. (a) The Social Security Act is amended by
adding after title XX the following new title:
“TITLE XXI—CATASTROPHIC HEALTH
INSURANCE PROGRAM
“PURPOSE OF TITLE
“Sec. 2101. The insurance program established by this
title is designed to provide protection to all individuals who
are citizens or permanent residents of the United ‘States
against the costs of high-cost catastrophic illness. Each such
individual will be provided such protection either under the
Federal plan established by part A of this title, or under an
employer plan or a seli-employed plan approved under part B
of this title.
“PART A—FEDERAL PLAN
“ELIGIBLE INDIVIDUALS
“Sec. 2102. (a) Every individual who—
‘(1) is a resident of the United States, and
“(2) is a citizen of, or an alien lawfully admitted
for permanent residence in, the United States, or an
alien otherwise permanently residing in the United
States under color of law (including any alien who is
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3

lawfully present in the United States as a result of the

application of the provisions of section 203(a}7) or sec-

tion 212(dX5) of the Immigration and Nationality Act),
shall (subject to section 2107) be entitled to catastrophic
health insurance benefits provided by this part for any period
which commences on or after January 1, 1981, and with
respect to which he is not covered by an employer plan or a
self-employed plan approved under part B.

“(b) For purposes of subsection (8), entitlement of an
individual to catastrophic health insurance benefits under this
part shall consist of entitlement to have payment made,
under and subject to the limitations in this title, to him or on
his behalf for the services described in section 2103(a) which
are furnished to him in the United States (or outside the
United States in the case of services specified in section
1814(f). -

“‘SCOPE OF BENEFITS

“Sec. 2103. (a) The benefits provided to an individual
by the insurance program established by this pa.rt shall con-
sist of entitlement to have payment made (subject to the pro-
visions of this part) on his behalf or to him for—

“(1) hospital and related services (as defined in
subsection (c)1)) which are furnished to such individual
during a period with respect to which he has met the
deductible imposed by section 2104(b), and
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4
“(2) medical and other health services (as defined

in subsection (c{2)) which are furnished to such indi-

vidual during a period with respect to which he has

met the deductible imposed by section 2104(c).

“(b) Payment authorized under this part for any service
covered hereunder shall be made to the person to whom pay-
ment for such service would be made under title XVIII, if
such service were furnished to an individual who was covered
therefor under title XVIII.

“(eX1) The term ‘hospital and related services’ means—

“(A) inpatient hospital services (as defined in sec-

tion 1861(b)),

“(B) post-hospital extended care services (as de-
fined in section 1861(i)), and )
“(C) home health services (as defined in section

1861(m)).

“(2) The term ‘medical and other health services’
means—

“(A) medical and other health services (as defined

in section 1861(s)),

“(B) home health services (as defined in section

1861(m)),

’ “(C) outpatient physical therapy services (as de-
fined in section 1861(p)), and
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5

(D) rural health clinic services (as defined in sec-
tion 1861(aa)).

.“(d) Notwithstanding the preceding provisions of this
section, no payment may be made and no deductible shall be
incurred with réspect to—

(1) expenses incurred for items or services, if
pursuant to §ection 1862 (a), (b), or (d) paymentk may
not be ma.de‘ with respect to such items or services
under title XVIII, or

*(2) expenses incurred for post-hospital extended
care services furnished to an individual on any day
during any calendar year, if, prior to such day, there
have been furnished to such individual for 100 days
during such year such services with respect to which
benefits under this part are payable.

“PAYMENT AND DEDUCTIBLE

“Sec. 2104. (aX1) Payment of benefits uader this part
with respect to expenses incurred by an insured individual
shall be made from the Federal Catastrophic Health Insur-
ance Trust Fund. '

“(2) For purposes of payment of benefits under this part
with respect to expenses incurred for health services fur-
nished by any insured individual, there shall be taken into

account—
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“(A) in case of expenses incurred for hospital and
related services (as defined in section 2103(cX1)), only
so much of such expenses as are incurred for such
services furnished during a period with respect to
which the deductible imposed by subsection (b) is met,
and
“(B) in case of expenses incurred for medical and
other health services (as defined in section 2103(c)2)),
only so much of such expenses as are incurred for such
services furnished during a period with respect to
which the deductible imposed by subsection (c) is met;
and, with respect to the services to which the expenses so
taken ﬁm account are attributable, there shall be paid
(except where inconsistent with the_provisions or purposes of
this part) an amount which shall be equal to (and determined
in the same manner as) the amount which would have been
payable for such service under title XVIII in the case of an
individual entitled to have payment made with respect there-
to under such title (as determined without regard to any pro-
vision of such title relating to deductibles or copayments).
“(b) The deductible imposed by this subsection with re-
spect to expenses incurred for hospital and related services
(a8 defined in section 2103(cX1)) shall be met by an insured
individual—
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1
“(1) for the period, in the calendar year, which
commences on the day following the 60th day, during
the calendar year and the last 3 months of the preced-
ing calendar year, in which such individual received in-

patient hospital services; and

“(2) for the period, in the calendar year, which is
prior to the first consecutive 90-day period therein in

- which such individual is neither an inpatient in a hospi-

tal nor an inpatient in a skilled nursing facility, but
only if the first day for which such services in the cal-
endar year occurs not later than 90 days after the last
day with respect to which benefits were payable under
this part on account of inpatient hospital services fur-
nished to him in the preceding calendar year.

“(eX1) The deductible imposed by this subsection with

respect to expenses incurred for medical and other health
services (as defined in section 2103(cX2)) shall be met by an

insured individual —

‘“(A) for the period, in the calendar year, which

occurs after such individual has incurred, during such

year and the last 3 months of the preceding calendar
year, expenses (including expenses deemed under para-
graph (2) to be incurred by him, but excluding amounts
required to be excluded under paragraph (3)) for such
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services of $2,000 (or, if higher, the amount deter-
mined under paragraph (4)); and
“B) for the period, in the calendar year, which
occurs prior to the first 90-day period therein during
which such individual incurs for such services expenses
(including expenses deemed under paragraph (2) to be
incurred by him) the aggregate of which is less than
$500 (or, if greater, the amount determined under
paragraph (5)), but only if (i) during the last 3 months
of the preceding calendar year, such individual incurred
for such services expenses (including expenses deemed
under paragraph (2) to be incurred by the individual) of
at least $500 (or, if greater, the amount determined
under paragraph (5)), and (ii) such individual had met
(by reason of the application of clause (A)) for a period
in the preceding calendar year the deductible imposed
by this paragraph. l
“(2XA) In determining, for purposes of clauses (A) and
(B) of paragraph (1), the amount of expenses incurred by an
individual for medical and other health services furnished
during any period, there shall be deemed to have been in-
curred by such individual any expenses incurred for such
services furnished during such period to each other member
of such individual's family, but only if such other member is
(i) the spouse of the individual, (ii) & dependent of such indi-
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vidual, (iii) the person (or the spouse of the person) of whom
such individual is & dependent, or (iv) a person who is a de-
pendent of the same person of whom such individual is a
dependent.
*“(B) For purposes of subparagraph (A)—

‘(i) the term ‘dependent’ shall have the meaning
assigned to it by regulations of the Secretary;

(ii) the term ‘family’ means two or more individ-
uals who are (I) related by blood, marriage or adop-
tion, and (II) living in a place of residence maintained
by one or more of them as his or their own home (and
for purposes of this clause, & child under age 22 who is
absent from home for the purpose of attending an edu-
cational institution as a full-time student shall be
deemed while so absent to be living in such place of
residence); and |

“(iii) the term ‘member’, when used in reference
to a family means an individual described in clause (ii).
“(8) In determining, for purposes of paragraph (1) (A),

the amount of expenses incurred {or deemed to be incurred)
by an individual for medical and other health services in any
calendar year, there shall be disregarded all amounts in
excess of $500 incurred in connection with the treatment of
mental, psychoneurotic, or pel"sonality disorders of such indi-
vidual.

S. 851——2
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10
“(4) The Secretary shall, between July 1 and October 1
of 1981 and of each 1981 and of each year thereafter, deter-
mine and promulgate the deductible which shall be applicable
for purposes of paragraph (1XA) in the succeeding calendar
year. Such deductible shall be equal to whichever of the fol-
lowing is the higher:
“(A) $2,000, or
“(B) $2,000 multiplied by the ratio of the compo-
nent of the Consumer Price Index, prepared by the
Department of Labor for June of the year in which
such determination is made and promulgated, which
represents fees for physician services to such compo-
nent of such Consumer Price Index for the month of
June 1980, with such product, if not a multiple of
$100, being rounded to the nearest multiple of $100.
“(5) The Secretary shall between July 1 and October of
1981 and of each year thereafter, determine and promulgate
the amount which shall be applicable for purposes of para-
graph (1XB) in the succeeding calendar year. Such amount
shall be equal to whichever of the following is the higher:
“(A) $500, or
“(B) $500 multiplied by the ratio of the compo-
nent of the Consumer Price Index, prepared by the
Department of Labor for June of the year in which

such determination is made and promulgated, which
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represents fees for physician services to such compo-

nent of such Consumer Price Index for the month of

June 1980, with such produet, if not a multiple of $50,

being rounded to the nearest multiple of $50.

“/(eX(1) Payment for services under this title shall also be
subject to the limitations described in section 1812(e) and
section 1833(e).

*(2) payment under this part with respect to expenses
incurred in connection with the treatment of mental, psycho-
neurotic, and personality disorders shall not be made unless
such treatment consists of ‘mental health care services’ (as
defined in paragraph (3)).

“3) As used in paragraph (2) the term ‘mental health
care services’ includes only care and services for mental con-
ditions—

“(A) which, if providgd on an inpatient basis, con-
sist of a course of active care and treatment provided
in and by an accredited medical institution (as deter-
mined by the Secretary),

‘(B) which, if provided on a partial hospitalization
basis, are provided () in and by an accredited medical
institution (as determined by the Secretary), or (i) in
and by a qualified community mental health center (as

determined in accordance with regulations of the Sec-

retary),
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“C) which, if provided on an outpatient basis,
are—

“(@) providled by a qualified community.
mental health center (as determined in accordance
with regulations of the Secretary), or

“(ii) provided by a psychiatrist;

except that such term does not include any outpatient serv-
ices provided by a psychiatrist, during a 12-month period, for
purposes of diagnosis or treatment of acute psychosis in
excess of (I) five visits, plus (IT) such additional visits as shall
have been approved in advance by an appropriate profession-
al review mechanism upon a finding that, in the absence of
such additional visits, the patient will require institutional
care.

“(f(1) Payment under this part with respect to expenses
incurred for blood, blood products, and procedures and
courses of treatment which are unusually extensive or com-
plex shall be subject to standards and criteria imposed by the
Secretary pursuant to paragraph (2).

“(2) The Secretary shall by regulations prescribe stand-
ards and criteria designed to assure that services consisting
of the furnishing of blood or blood products or the application
of procedures or courses of treatment, referred to in para-

graph (1), for which payment may be made under this part
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13
will be provided only when, and to the extent that, such serv-
ices are appropriate to the health care needs of the patient.
"~ “g) Payment under this part may not be made for ex-
tended care services furnished to an individual during any
period for which such individual is entitled to hospital insur-
ance benefits under part A of title XVIII.
“CONDITIONS OF AND LIMITATIONS ON PAYMENT FOR
SERVICES

“Sec. 2105. (a) To the extent that payment may be
made for services described in section 2103(a)1), the provi-
sions of sections 1814, 1815, 1816, 1833(f), and 1835 shall
apply.

“(b) To the extent that payment may be made for serv-
ices described in section 2103(a}(2), the provisions of section
1842 shall apply.

“APPLICABILITY OF CERTAIN PROVISIONS OF, OR

RELATING TO, TITLE XVII

“Sec. 2106. (a) The provisions of section 1861 (except
subsections (a) and (y)), 1866, 1867, 1869, 1870, 1871,
1872, 1873, 1874, 1875, 1876, 1877, 1878, and 1879 shall
apply with respect to this part to the same extent as they are
applicable with respect to title XVIII.

*(b) The provisions of section 402(a) of the Social Secu-
rity Amendments of 1967 and the provisions of section
222(a) of the Social Security Amendments of 1972 shall be
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applicable to this part to the same extent as they are applica-
ble to title XVIII.
“TREATMENT OF BENEFITS UNDER OTHER PROGRAMS

“SEC. 2107. Any amount otherwise payable under this

1

2

3

4

5 part with respect to any item or service furnished to an indi-
6 vidual shall not be denied or reduced because & benefit with
7 srespect to such item or service has been paid or is payable
8 under any other public or private insurance or health benefits
9 plan. Notwithstanding any other provision of law (other than
10 section 2104(g)), payment with respect to any item or service
11 furnished to any individual shall not be made under the insur-
12 ance program established by part A or B of title XVIII, if
13 such individual is (or, upon filing a proper claim, would be)
14 entitled to have payment made under this part with respect
15 to such item or service.

16  “CONTBIBUTIONS WITH RESPECT TO STATE AND LOCAL
17 EMPLOYEES; APPROVED STATE LAWS

18 “Sec. 2108. () Contributions for the financial support
19 of the catastrophic health insurance program established by
20 this part shall be made by employers which are States (or
21 political subdivisions thereof) in the manner prescribed under
22 a State law approved by the Sacretary of the Treasury under
23 subsection (b).

24 “(b1) The Secretary of the Treasury shall approve a
25 State law for purposes of this section only if such law—

45-305 0~ 179 -8
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“(A) provides that the State will pay into the

__Treasury, with respect to wages paid to employees of
the State and employees of all political subdivisions of
the State, amounts equal to the amounts which such
State would be liable to pay with respect to the wages
of such employees under the catastrophic health insur-
ance protection tax imposed by section 3111(c) of the
Internal Revenue Code of 1954 if such State were a
private employer and all such employees were em-
ployed by it,

“(B) provides that any amounts so payable shall
be paid at the same time and subject to the same con-
ditions as taxes imposed by such section 3111(c) in the
case of a private employer,

“(0) is in such form and contains such other pro-
visions as the Secretary of the Treasury shall by regu-
lations provide, and

‘(D) becomes effective on January 1, 1981,

*(2) At the earliest practicable date after the State law
any State has been approved by the Secretary of the

21 Treasury, he shall certify to the Secretary of Health, Educa-

22 tion, and Welfare that such State law has been approved.

23

“(8) If the Secretary of the Treasury finds, after reason-

24 able notice and opportunity for hearing to a State, that—
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““(A) the State law of such State, theretofore ap-

proved by him, has been repealed, or amended so that

it no longer meets the requirements imposed by para-

graph (1), or

“(B) the State has not substantially complied with

its obligations to make contributions into the Treasury

in accordance with the requirements imposed under

paragraph (1),
he shall withdraw the certification of such State law thereto-
fore approved by him and shall so notify the Secretary of
Health, Education, and Welfare.

“(c) If, for any period of time after December 31, 1981,
a State does not pay in full to the Treasury the amounts
specified in subsection (b}1)(A), the Secretary of Health;
Education, and Welfare shall reduce payments otherwise
payable to such State under any other provisions of this Act
by the amount of such underpayment (including interest
thereon equal to the average of the rates of interest, from the
date due until paid, on obligations issued for purchase by the
Federal Catastrophic Health Insurance Trust Fund).

“FEDERAL CATASTROPHIC HEALTH INSUBRANCE TRUST
FUND

“Sec. 2109. (a) There is hereby created on the books of
the Treasury of the United States a trust fund to be known
as the Federal Catastrophic Health Insurance Trust Fund
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(hereinafter in this section referred to as the ‘trust fund’). The
trust fund shall consist of such amounts as may be deposited
in, or appropriated to, such fund as provided in this part.
There are hereby appropriated to the trust fund for the fiscal
year ending September 30, 1981, and for each fiscal year
thereafter, out of any moneys in the Treasury not otherwise
appropriated, amounts equivalent to 100 per centum of—
“(1) the taxes imposed by section 3111(c) of the
Internal Revenue Code of 1954 with respect to wages
reported to the Secretary of the Treasury or his dele-
gate pursuant to subtitle F of such Code after Decem-
ber 31, 1976, as determined by the Secretary of -the
Treasury by applying the applicable rates of tax under
such sections to such wages, which wages shall be cer-
tified by the Secretary of Health, Education, and Wel-
fare on the basis of records of wages established and
maintained by the Secretary of Health, Education, and
Welfare in accordance with such reports;
“(2) the taxes imposed by section 1401(c) of the
Internal Revenue Code of 1954 with respect to self-
employment income reported to the Secretary of the
Treasury or his delegates on tax returns under subtitle
F of such Code, as determined by the Secretary of the
Treasury by applying the applicable rate of tax under

such section to such self-employment income, which

S. 851——3
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self-employment income shall be certified by the Secre-

tary of Health, Education, and Welfare on the basis of

records of self-employment established and maintained
by the Secretary of Health, Education, and Welfare in
accordance with such return; and

*(3) the contributions made by States pursuant to

State laws approved under section 2108.

The amount appropriated by the preceding sentence shall be
transferred from time to time from the general fund in the
Treasury to the trust fund, such amounts to be determined on
the basis of estimates by the Secretary of the Treasury of the
taxes, specified in the preceding sentence, paid to or de-
posited into the Treasury; and proper adjustments shall be
made in amounts subsequently transferred to the extent prior
estimates were in excess of or were less than taxes specified
in such ;;entence.

“(b) With respect to the trust fund, there is hereby cre-
ated a body to be known as the ‘board of trustees of the trust
fund’ (hereinafter in this section referred to as the ‘board of
trustees’), composed of the Secretary of the Treasury, the
Secretary of Labor, and the Secretary of Health, Education,
and Welfare, all ex officio. The Secretary of the Treasury
shall be the Managing Trustee of the board of trustees (here-
inafter in this section referred to as the ‘Managing Trustee’).
The Administrator of the Health Care Financing Administra-
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tion shall serve as the secretary of the board of trustees. The
boé.rd of trustees shall meet not less frequently than once
each calendar year. It shall be the duty of the board of
trustees to—

(1) hold the trust fund;

“(2) report to the Congress not later than the first
day of April of each year on the operation and status
of the trust fund during the preceding fiscal year and
on its expected operation and status during the current
fiscal year and the next 2 fiscal years;

‘/(3) report immediately to the Congress whenever
the board is of the opinion that the amount of the trust
fund is unduly small; and

“(4) review the general policies followed in man-
aging the trust fund, and recommend changes in such
policies, including necessary changes in the provisions
of law which govern the way in which the trust fund is
to be managed.

The report provided for in paragraph (2) shall include a state-
ment of the assets of, and the disbursements made from, the
trust fund during the preceding fiscal year, an estimate of the
expected income to, and disbursements to be made from, the
trust fund during the current fiscal year and each of the next

2 fiscal years, and a statement of the actuarial status of the
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trust fund. Such report shall be printed as a House document
of the session of the Congress to which the report is made.
“(c) It shall be the duty of the Managing Trustee to
invest such portion of the trust fund as is not, in his judg-

.ment, required to meet current withdrawals. Such invest-

ments may be made only in interest-bearing obligations of the
United States or in obligations guaranteed as to both princi-
pal and interest by the United States. For such purpose such
obligations may be acquired (1) on original issue at the issue
price, or (2) by purchase of outstanding obligations at the
market price. The purpose for which obligations of the
United States may be issued under the Second Liberty Bond
Act, as amended, are hereby extended to authorize the issu-
ance at par of public-debt obligations for purchase by the
trust fund. Such obligations issued for purchase by the trust
fund shall have maturities fixed with due regard for the needs
of the trust fund and shall bear interest at a rate equal to the
average market yield (computed by the Managing Trustee on
the basis of market quotations as of the end of the calendar
month next preceding the date of such issue) on all marketa-
ble interest-bearing obligations of the United States then
forming a part of the public debt which are not due or call-
able until after the expiration of 4 years from the end of such
calendar month; except that where such average market

yield is not a multiple of one-eighth of 1 per centum, the rate
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of interest on such obligations shall be the multiple of one-
eighth of 1 per centum nearest such market yield. The Man-
aging Trustee may purchase other interest-bearing obliga-
tions of the United States or obligations guaranteed as to
both principal and interest by the United States, on original
issue or at the market price, only where he determines that
the purchase of such other obligations is in the public inter-
est.
“(d) Any obligations acquired by the trust fund (except
public debt obligations issued exclusively to the trust fund)
may be sold by the Managing Trustee at the market price,

* and such public debt obligations may be redeemed at par plus

accrued interest.

‘“(e) The interest on, and the proceeds from the sale or
redemption of, any obligations held in the trust fund shall be
credited to and form a part of the trust fund.

“(f) There are authorized to be appropriated to the trust
fund from time to time such sums as the Secretary of Health,
Education, and Welfare deems necessary for any fiscal year,
on account of—

“(1) payment made or to be made during such
fiscal year from the trust fund with respect to individ-
uals who are entitled to benefits under part A of title
XV,
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“(2) the administrative expenses attributable to
providing benefits under this part to individuals re-
ferred to in paragraph (1), and
“(8) any loss in interest to the trust fund resulting
from the payment of such amounts,
in order to place the trust fund in the same position at the
end of such fiscal year in which it would have been if the
individuals referred to in paragraph (1) were not entitled to
the benefits provided under this part.

“(g) There shall be transferred periodically (but not less
often than once each fiscal year) to the trust fund from the
Federal Old-Age and Survivors Insurance Trust Fund and
from the Federal Disability Insurance Trust Fund amounts
equivalent to the amounts not previously so transferred
which the Secretary of Health, Education, and Welfare shall
have certified as overpayments pursuant to section 1870(b) of
this Act as made applicable to this title by section 2106.

“(h) The Managing Trustee shall also pay from time to
time from the Trust Fund such amounts as the Secretary of
Health, Education, and Welfare certifies are necessary to
make the payments provided for by this part, and the pay-
ments with respect to administrative expenses in accordance
with section 201(g)1).

“(i) There is authorized to be appropriated, out of any

moneys in the Treasury not otherwise appropriated, such re-
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payable advances (without interest) as may be required to
assure prompt payment of benefits and administrative ex-
penses under this title and to provide a contingency reserve.
Such advances to the extent necessary shall be made availa-
ble through calendar year 1983.
“MEANING OF ‘STATE’, ‘UNITED STATES'
“Sec. 2110. As used in this part—

“(a) the term ‘State’ includes the District of Co-
lumbia, the Commonwealth of Puerto Rico, the Virgin
Islands, Guam, and American Samoa, and

“(b) the term ‘United States’, when used in a geo-
graphical sense, means the States, the District of Co-
lumbia, the Commonwealth of Puerto Rico, the Virgin
Islands, Guam, American Samoa, and the Trust Terri-
tory of the Pacific Islands.

“PART B—EMPLOYER PLANS, AND SELF-EMPLOYED
Prans
“EFFECT OF COVERAGE
“Sec. 2120. Any individual who would otherwise be
eligible for benefits under part A of this title shall not be
eligiblé for such benefits during any period for which he is
covered under an employer plan or a self-employed plan ap-
proved by the Secretary under this part, but shall instead be
entitled to the benefits provided under such approved plan.
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“DEFINITIONS

“SEc. 2121. For purposes of this part—

“(a) The term ‘employer plan’ means—

‘(1) an insurance policy, contract, or other ar-
rangement entered into between an employer and a
carrier under which the carrier, in consideration of pre-
miums or other periodic payments, undertakes to pro-
vide, pay for, or reimburse the costs of, health services
received by those of the employer’s employees (and
those of the family members of such employees) who
are covered by the plan, or

“(2) a plan under which the employer, as a self-
insured employer (as defined in subsection (d)), under-
takes to provide, pay for, or reimburse the costs of,
health care services received by those of the employ-
er's employees (and those of the family members of
such employees) who are covered by the plan.

“(b) The term ‘self-employed plan’ means an insurance
policy, contract, or other arrangement entered into between a
self-employed individual and a carrier under which such car-
rier, in consideration of premiums or other periodic pay-
ments, undertakes to provide, pay for, or reimburse the costs
of, health services received by such individual (and those of
the family members of such individual who are covered by

the plan).
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“(c) The term ‘carrier’ means a voluntary association,
corporation, partnership, or other nongovernmental organiza-
tion which is engaged in providing, paying for, or reimburs-
ing the costs of, health services under insurance policies or
contracts, medical or hospital service agreements, member-
ship or subscription contracts, or similar arrangements, in
consideration of premiums or other periodic charges payable
to the carrier.

“(d) The term ‘self-insured employer’ means an employ-
er who (either through outside administrators, including car-
riers, or otherwise) engages, without insurance arrangements
with a carrier, to provide, pay for, or reimburse the costs of,
health services for some or all of his employees.

‘“(e} The term ‘employer’ includes a State (or political
subdivision thereof) and the Federal Government.

““APPROVAL OF PLANS

“Sec. 2122. (a}(1) In order for an employer plan or a
self-employed plan to be approved by the Secretary under
this part—

“(A) such plan, in the case of any plan other than

an employer plan of a self-insured employer, must be a

plan offered by a carrier which is approved by the Sec-

retary pursuant to subsection (c);

“(B) the coverage provided under such plan must

include, but shall not be limited to, a package of bene-

S. 351—4
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fits, which (in terms of scope of benefits and the condi-
tions of payment thereof) is the same as that provided
by the Federal catastrophic health insurance benefits
plan established by part A; except that the requirement
imposed by this clause shall not be construed to (i)
make applicable to the plan (or its administration) the
provisions of sections 1862 (b) or (d), 1815, 1816,
1842, 1866, 1869, 1870, 1972, or 2104(a)(1), and the
carrier offering such plan may utilize, in the adminis-
tration of the plan, payment and provider arrangements
of the kind which are employed by it in connection
with the administration of health insurance policies or
plans which are not approved under this part, (i) re-
quire that such plan provide coverage for ariy occupa-
tional injury or disease or for any item or service for
which any benefit is payable under a workmen’s com-
pensation law of the United States or a State, and (iii)
preclude the plan from making the benefits offered
thereunder subject to provision for coordination of
benefits provided under other plans (including the Fed-
eral plan established under part A), if such provision
for coordination of benefits is approved by the Secre-
tary as being consistent with prevailing practice within
the health insurance industry for the coordination of

benefits;
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“(C) such plan (in the case of an employer plan)
() must cover all of the employees of such employer

(other than employes who perform service for less than

25 hours per week, temporary employees or employees

who are entitled, under section 226, to hospital insur-
ance benefits under part A of title XVIII), and (i)
may, at the option of the employer, cover all of the
employees of the employer;

(D) such plan must cover the spouse and de-
pendent family members of any employee (in the case
of an employer plan) or self-employed individual (in the
case of a self-employed plan) covered by the plan;

“(E) such plan (in the case of an employer plan)
must not require or permit any financial participation
in the cost of the plan by any individual covered there-
under;

“(F) such plan (in the case of an employer plan)
must provide that coverage (in the case of a new em-
ployee, his spouse, and dependent family members) will
begin not later than the first day of the first calendar
month which commences more than 30 days after the
date the employee’s employment commences, and that
coverage of an employee (and of members of his family
who are covered by the plan) will not be terminated by

reason of the separation of the employee from his em-
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ployment by such employer prior to 90 days after the
date of such separation, or (if earlier) the first day after
the date on which such employee first obtains coverage
under another employer plan approved under this part;

(@) such plan, in the case of any employer plan
(other than an employer plan of a self-insured employ-
er) must be a plan under which there are available to
the employer arrangements for the pooling of risks
under the plan by which his employees are covered
and under the plans by which employees of other em-
ployers are covered so that the premium or other peri-
odic charge payable therefor to the carrier are deter-
mined on a class basis either (i) without regard to the
payments or reimbursements for health services re-
ceived by the employer’s employees (and family mem-
bers of such employees) covered by the plan, or (i)
without regard to the payments or reimbursements for
health services received by the employer’s employees
(and family members of such employees) in excess of a
specified amount agreed to between the employer and
the carrier of payments or reimbursements as to any
one individual or family and under which the premium
or other periodic charge made under such arrangement

is specifically identified to the purchaser;
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“(H) the premium or other periodic charge im-

posed for the pooling arrangements described in clause

(@) shall (in case of any plan other than an employer
plan of a self-insured employer) be stated, to the em-
ployer or self-employed individual subscribing to the
plan, in annual (or more frequent) billings or renewal
notices which shall be expressed in such a manner as

to facilitate a comparison of such premium or charge
with the amount allowable on account of such plan as

a tax credit under section 1403 or section 3114, as the

case may be, of the Internal Revenue Code of 1954.

*(2) In any case where, pursuant to one or more collec-

tive bargaining agreements, health insurance responsibilities
for one or more groups (but not all) of the employees of an
employer have been placed with a labor organization, the
Secretary may waive the requirement imposed by paragraph
(1)(C)(i) with respect to such group or groups of the employ-
er’s employees for such period as may be necessary to enable
the employer and the labor organizations with which he has
collective bargaining agreements a reasonable opportunity so
to arrange health insurance coverage of the employees of the
employer as to meet the requirement imposed by paragraph
(1X(CXi). The Secretary shall provide technical assistance to,
and recommend procedures to be employed by, such employ-

er and such organizations in meeting such requirement.
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“(3) Approval of the Secretary of any plan (other than
an employer plan of a self-insured employer) shall not be
denied because such plan is provided under arrangements

with carriers involving the plans of two or more employers in

1
2
3
4
5 the same industry or under a trust ‘or trade association ar-
6 rangement.

1 “(b)(1) No employer plan or self-employed plan shall be
8 approved by the Secretary except on the basis of an applica-
9 tion for approval submitted by the employer or self-employed
10 individual (or by a carrier on such person’s behalf) to the
11 Secretary, which application shall be in such form and con-
12 tain such information and assurances as the Secretary shall
13 by regulations require.

14 “(2) Applications for approval may contain provision for
15 recommendations of approval, by the insurance department
16 or similar agency of the State involved; and the Secretary
17 may employ any such recommendations as a hasis for expe-
18 diting approval of the application with respect to which such
19 recommendations are made.

20 *“(8)(A) The Secretary shall not approve any application
21 of an employer plan by a self-insured employer unless such
22 application contains or is supported by proof and assurances
23 satisfactory to the Secretary that the employer has the finan-
24 cial ability to discharge his obligations under the plan and has

45-50% O - 79 - 10
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the administrative ability effectively to discharge such obliga-
tions.

“(B) The Secretary may, as a condition of approval of
an employer plan by a self-insured employer, require the em-
ployer to deposit in a depository designated by the Secretary
either an indemnity bond or securities (at the option of the
employer) of a kind and in an amount determined by the Sec-
retary, and subject to such conditions as the Secretary may
prescribe (which shall include authorization to the Secretary
in case of default of the employer’s obligations to provide
benefits under the plan to sell any of such securities sufficient
to discharge such obligations or to bring suit upon such bonds
to procure the prompt discharge of such obligations).

“(c)(1) As used in this section— -

“(A) the term ‘catastrophic health insurance’
means a health insurance policy or plan which provides
the coverage which is required pursuant to subsection

(a)}(1)(B); and

“(B) the term ‘carrier’ includes any nonprofit hos-
pital or medical service corporation.

“(2)(A) In order for a carrier to be spproved by the
Secretary under this subsection, the carrier must—

“4) offer, in each State in which such carrier does
health insurance business, catastrophic health insur-

ance to all individuals and groups on an annual or
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shorter contract basis, with the option of the policy-
holder to renew at the expiration of the term of the
policy, and'with provision that the coverage so offered
will not be discontinued or denied in the case of any
individual or group except for failure to make timely
payment of premium therefor;

“(ii) provide claims determination procedures with
respect to catastrophic health insurance benefits which
(D comply with the requirements imposed by section
503 of the Employee Retirement Income Security Act
of 1974 and the regulations issued thereunder by the
Secretary of Labor and (II) are consistent with those
employed by the carrier in its catastrophic health in-
surance business and which in general are at least as
favorable to claimants as those employed under the
Federal plan established by part A, and

“(iii) operate in accordance with procedures satis-
factory to the Secretary for meeting its obligations
with respect to policies of catastrophic health insurance
and for disposition of unearned premiums on such poli-
cies in the event of the discontinuance of such policies
or the withdrawal of its status as an approved carrier
by the Secretary.

“(B) In order to better enable carriers to meet the re-

25 quirements imposed by subparagraph (A)ii), the Secretary
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shall provide to carriers, offering approved plans under this
part, reasonable access to claim data developed under the
Federal plan established by part A.

‘(d) Approval of a plan by the Secretary under this sec-
tion shall not have the effect of causing such plan to be a
‘governmental plan’, as that term is employed in and for pur-
poses of title I of the Employee Retirement Income Security
Act of 1974, if such plan would, in the absence of such ap-
proval, not be a ‘governmental plan’, as that term is so em-
ployed. )

“(e)(1) It shall not be unlawful, under any antitrust law,
for any carrier or group of carriers to enter into or participate
in any pool, reinsurance, or other residual market arrange-
ment, or for any carrier to carry on any activity which is
necessary or appropriate to discharge its functions under any
such arrangement, if and to the extent that, such arrange-
ment and the activities taken pursuant thereto are confined to
the offering and administration of plans approved by the Sec-
retary under this section.

*“(2) As used in paragraph (1), the term ‘antitrust law’
means the Federal Trade Commission Act, each statute re-
ferred to in section 4 of that Act (15 U.S.C. 44) as an Anti-
trust Act, any other statute of the United States in pari ma-

teria, and any law of any State or political subdivision thereof

. 3561——5
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which prohibits or restrains contracts, combinations, or other
arrangements in restraint of trade.
“CERTIFICATIONS TO THE S8ECRETARY OF THE TREASURY

“Sec. 2123. (a) Whenever the Secretary approves, or
withdraws approval of, any employer plan or self-employgd
plan under this part, he shall submit a certification of his
action to the Secretary of the Treasury.

“(bX1) The Secretary shall, prior to January 1, of each
calendar year, certify to the Secretary of the Treasury the
Table of Values of Catastrophic Health Insurance Coverage
which shall be in effect for such calendar year, together with
such additional data as may be needed by the Secretary of
the Treasury in connection with the administration of sec-
tions 42, 1403, and 3114 of the Internal Revenue Code of
1954.

“(2) The table of values referred to in paragraph (1)
shall be developed, for each calendar year, by the Secretary
and shall, except for such adjustments as the Secretary shall
deem to be necessary, be the same as the Table of Values of
Catastrophic Health Insurance Coverage which is prepared
and recommended to the Secretary for such year by the Ac-
tuarial Committee established pursuant to section 2124.

“(3) Such table of values developed by the Secretary
shall be made available to all carriers who offer catastrophic
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health insurance plans approved under section 2122 and to
all other interested persons.
“ACTUARIAL COMMITTEE

“SEc. 2124. (a)(1) There is hereby established an Actu-
arial Committee which shall consist of five individuals, who
are not otherwise in the employ of the United States, ap-
pointed by the Secretary.

“(2XA) Members of the Committee shall be persons who
are qualified to perform the functions and duties of the Com-
mittee. No individual shall be a member of the Committee
unless he (i) is enrolled, or meets the conditions for enroll-
ment (other than those relating to pension experience), as an
actuary in the Joint Board for the Enrollment of Actuaries
established by section 3041 of the Employee Retirement
Income Security Act of 1974, and (ii) has significant actuar-
ial experience in the field of health insurance.

“(B) At no time shall more than two members of the
Commiitee be in the employ of a carrier (as defined in section
2122(c)(1)(B)) which does health insurance business.

“(3) Members of the Committee shall serve for terms of
4 years, except that of those first appointed, one shall be
appointed for a term of 1 year, one shall be appointed for a
term of 2 years, one shall be appointed for a term of 3 years,
and two shall be appointed for terms of 4 years. A member

may be reappointed, but no member may serve for more than
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2 successive terms. A member appointed to fill a vacancy
shall be appointed only for the unexpired term of his prede-
cessor. A majority of the members of the Committee shall
constitute & quorum thereof and action taken by the Commit-
tee shall be by majority vote of those present and voting. The
Secretary shall, from time to time, designate a member of the
Committee to serve as Chairman thereof.

‘“(4) The Secretary shall furnish to the Committee an
executive secretary and such secretarial, clerical, and other
services as may be required to enable the Committee to carry
out its duties and functions.

“(b)(1) Members of the Committee shall each be entitled
to receive the daily equivalent of the annual rate of basic pay
in effect for grade GS-18 of the General Schedule for each
day (including traveltime) during which they are engaged in
the actual performance of duties vested in the Committee.

“(2) While away from their homes or regular places of
business in the performance of services for the Committee,
members of the Committee shall be allowed travel expenses,
including per diem in lieu of subsistence, in the same manner
as persons employed intermittently in the Government are
allowed expenses under section 5703(b) of title 5 of the

United States Code.
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“(c) Section 14(a) of the Federal Advisory Committee

Act shall not apply to the Actuarial Committee established
pursuant to this section.

*“(dX1) It shall be the duty and function of the Commit-
tee to prepare and recommend to the Secretary, not later
than October 1 of each year, a Table of Values of Cata-
strophic Health Insurance Coverage which shall be in effect
for the calendar year commencing on the following January
1.

(2) Such table of values shall establish, for each State,
the actuarial value of one year’s catastrophic health insur-
ance coverage for one individual, as estimated for the calen-
dar year for which such table of values is to be in effect, and
shall be designed (with the use of a table of adjustment fac-
tors) to enable employers, carriers, and others involved with
plans approved under section 2122 to determine the actuarial
value of the catastrophic health insurance coverage provided
under any such plan.

*(3) The value of catastrophic health insurance cover-
age shall be established by the Committee according to the
best data and information available to it on the basis of the
expected costs or charges for health care services, the ex-
pected utilization of health care services by all persons
having such coverage, the expected administration and claim

payment expenses (including an allowance for risk) applicable
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to plans providing such coverage, and such other information
as the Committee determines to be relevant. In establishing
such value of coverage in any State, the Committee shall
employ appropriate adjustment factors, which shall be ap-
plied uniformly within the State, to reflect significant cost
differences related to geographic variations and the age and
dependency characteristics of irdividuals covered under plans
providing such coverage.

“(4) The term ‘catastrophic health insurance’, as used in
this section, means health insurance provided under plans ap-
proved under section 2122 which provides that minimum
coverage necessary to meet the requirement imposed in sec-
tion 2122(a)(1)(B).

“(e}(1) The Committee shall have the further duty (A) of
reviewing (by random claim or data sample or otherwise) the
marketing and rating practices of plans approved under sec-
tion 2122 with a view to determining whether such practices
unduly or inappropriately restrict, for particular groups, the
availability of coverage under plans approved under such sec-
tion, and (B) upon request of the Secretary of the Treasury,
to assist him in establishing procedures designed to assure
the proper administration of sections 42, 1403, and 3114 of
the Internal Revenue Code of 1954.

“(2) The Committee shall report to the Secretary its
findings resulting from its review functions, together with
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such recommendations as it may have based on such find-
ings.”
(b) Section 201(g) of the Social Security Act is amended
by—

(1) inserting after ‘‘title XVIII” the first time it
appears the following: “and the Federal Catastrophic
Health Insurance Trust Fund established by title
XXI”, and ' '

(2) inserting after “title XVII"” each time it ap-
pears therein after the first time the following: “and
title XXI".

AMENDMENTS TO INTEENAL REVENUE CODE OF 1954

SEC. 102. (a)(1) Section 1401 of the Internal Revenue
Code of 1954 (relating to rate of social security tax on self-
employment income) is amended by adding at the end thereof
the following new subsection:

“(c) CaTasTROPHIC HEALTH INSURANCE.—In addi-
tion to the taxes imposed by the preceding subsections, there
shall be imposed for each taxable year which begins after
December 31, 1980, on the self-employment income of every
individual a tax which is equal to 1 percent of the amount of
the self-employment income of such individual for such tax-
able year.”

(2) Such Code is further amended by (A) redesignating

section 1403 thereof (relating to miscellaneous provisions) as
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section 1404, and (B) by adding after section 1402 thereof
the following new section:
“SEC. 1403. CREDIT AGAINST CATASTROPHIC HEALTH INSUR-
ANCE TAX.

“(a) ACTUARIAL VALUE OF CATASTROPHIC HEALTH
INSURANCE COVEEAGE UNDER APPROVED PLANS FOR THE
SeLr-EMPLOYED.—If, during any part of the taxable year
the taxpayer has secured for himself (or for himself and mem-
bers of his family) catastrophic health insurance coverage
under a plan which is approved by the Secretary of Health,
Education, and Welfare under 2122 of the Social Security
Act, the taxpayer may, to the extent provided in this subsec-
tion and subsection (b), credit against the tax imposed by
section 1401(c) for such taxable year an amount equal to the
actuarial value of such coverage, as determined under the
appropriate Table of Values of Catastrophic Health Insur-
ance Coverage certified by such Secretary pursuant to sec-
tion 2123(b) of such Act.

“(b) Limit oN CrEDITS.—The total credits allowed a
taxpayer under this section shall not exceed 100 percent of
the tax against which such credits are allowable.”.

(8) The table of sections for chapter 2 of subtitle A of
such Code is amended by striking out the last item and in-
sérting in lieu thereof the following:

“Sec. 1403. Credit against catastrophic health insurance tax.
““Sec. 1404. Miscellaneous provisions.’.
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(b)(1) Section 3111 of such Code (relating to rate of
social security tax on employers) is amended by adding at the
end thereof the following new subsection:
“(c) CATASTROPHIC HEALTH INSURANCE.—

(1) In addition to the taxes imposed by the pre-
ceding subsections, there is hereby imposed on every
employer an excise tax, with respect to having individ-
uals in his employ, equal to 1 percent of the wages (as
defined in section 3121(a)) paid after December 31,
1980, by him with respect to employment (as defined
in paragraph (2)).

‘“(2) The term ‘employment’, as used in parégraph
(1), shall have the same meaning as when that term is
used for purposes of subsections (a) and (b), except that
the provisions of section 3121(b) shall be applied with-
out regard to the exclusions specified in paragraphs (5),
(6), (8), and (9) thereof.”.

(2) Such Code is further amended by adding after sec-
tion 3113 thereof the following new section:
“SEC. 3114. CREDIT AGAINST CATASTROPHIC HEALTH INSUR-
ANCE TAX.
“(a) AcTUARIAL VALUE OF CarasTROPHIC HEALTH
INsurRaANCE COVERAGE FOR EMPLOYEES UNDER Ap-
PROVED EMPLOYER PLANS.—If, during any period the tax-

payer has secured for any or all of his employees (and for
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family members of such employees) catastrophic health insur-
ance coverage under an employer plan approved by the Sec-
retary of Health, Education, and Welfare under section 2122
of the Social Security Act, the taxpayer may, to the extent
provided in this subsection and subsection (b), credit against
the tax imposed by section 3111(c) for such period an amount
equal to the actuarial value of such coverage, as determined
under the appropriate Table of Values of Catastrophic Health
Insurance Coverage certified by such Secretary pursuant to
section 2123(b) of such Act.

“(b) LimiT oN CrEDITS.—The total credits allowed to
a taxpayer under this section shall not exceed 100 percent of
the tax against which such credits are allowable.

“(c) PAYMENTS BY STATES.—For purposes of this sec-
tion, any Staie which has a State law approved by the Secre-
tary of the Treasury under section 2108 of the Social Secu-
rity Act shall be deemed to be a taxpayer to which the tax
imposed by section 3111(c) applies, and any payments which
such State is obligated to make to the Treasury pursuant to
such State law shall be deemed to be an obligation to pay
such tax.”.

(3) The table of sections for subchapter B of chapter 21
of subtitle C of such Code is amended by adding immediately
after the last item the following:

‘‘Sec. 3114. Credit against catastrophic health insurance tax.”.



W 0 0 O R W N

[~ o T . B N B I I T = S o S P U VS S Sy
S B W N = O P A T e W = O

152

43

(c)(1XA) Subpart A of part IV of subchapter A of chap-
ter 1 of the Internal Revenue Code of 1954 (relating to cred-
its allowed) is amended by renumbering section 42 as 43, and
by inserting after section 41 the following new section:

“SEC. 42. CATASTROPHIC HEALTH INSURANCE TAX.

“There shall be allowed to the taxpayer, as a credit
against the tax imposed by this chapter for the taxable year,
an amount equal to 50 percent of the aggregate of the
amounts of the tax, imposed by sections 1401(c) and 3111(c),
paid by the taxpayer during the taxable year. For purposes of
this section, any credit allowed the taxpayer for the taxable
year under section 1403 shall be regarded as an amount of
the tax, imposed by section 1401(c), paid by the taxpayer for
the taxable year; and any credit allowed the taxpayer for the
taxable year under section 3114 shall be regarded as an
amount of the tax, imposed by section 3111(c), paid by the
taxpayer for the taxable year. Any amounts allowed as a
credit under this section shall not be allowed as a deduction
under section 164. A State which, for the taxable year, has
made contributions pursuant to a State law approved under
section 2108 of the Social Security Act shall be regarded as
a taxpayer for purposes of this section.”.

(B) The table of sections for such subpart is amended by
striking out the last item and inserting in lieu thereof the

following:
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“Sec. 42. Catastrophic health insurance tax.
“Bec. 48. Overpayment of tax.”.

1 (2) Section 6201(a)(4) of such Code (relating to assess-
2 ment authority) is amended by—
3 (A) inserting “‘or 42" after ‘‘section 39" in the
4 caption of such sections; and
5 (B) striking out “‘oil,”” and inserting in lieu thereof
6 “oil) or section 42 (relating to catastrophic health in-
7 surance tax),”.
8 (3) Section 6401(b) of such Code (relating to excessive
9 credits) is amended by—
10 (A) inserting after “lubricating oil)"’ the following:
11 “, and 42 (relating to catastrophic health insurance
12 tax),”’; and
13 (B) striking out ‘“‘sections 31 and 39" and insert-
14 ing in lieu thereof ‘“‘sections 31, 39, and 42",
15 TITLE O—PRIVATE BASIC HEALTH INSURANCE
16 CERTIFICATION PROGRAM '

17 Sec. 201. The Social Security Act is amended by
18 adding after title XIV thereof the following new title:

19 “TITLE XV—PRIVATE BASIC HEALTH

20 INSURANCE CERTIFICATION

21 “PURPOSE

22 “Sec. 1501, It is the purpose of this title to encourage

23 and facilitate the availability to the public of private basic
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health insurance coverage at a reasonable premium charge
by—
“(a) establishing a procedure whereby health in-
surance policies offered by private insurers may be cer-
tified by the Secretary as meeting minimum standards
with respect to adequacy of coverage, conditions of
payment, opportunity for enrollment, and reasonable-
ness of premium charges,
“(b) facilitating arrangements whereby basic
health insurance policies meeting such standards can
be offered through pools of private insurers, and
“(c) encouraging States, through their laws and
regulations pertaining to the health insurance industry,
to facilitate the offering, within the State, of such basic
health insurance coverage by carriers doing health in-
surance business within the State.
"““CERTIFICATION OF BASIC PRIVATE HEALTH INSURANCE
POLICIES

“SEc. 1502. (a) Any insurer which desires to have a
health insurance policy certified for use in one or more States
specified by the insurer may (in accordance with regulations
of the Secretary) provide to the Secretary, for his examina-
tion and certification, any health insurance policy.

“(bX1) If the Secretary, after examining any such policy

and evaluating any data submitted in connection with such
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policy, determines that such policy- meets the standards pre-
scribed in section 1504, he shall certify such policy for use in »
each State which has in effect a basic healih insurance facili-
tation program (as defined in section 1510).

“(2A) The certification by the Secretary of any such
policy shall be conditioned upon such policy’s continuing to
meet the standards prescribed in section 1504; and no policy
shall be deemed to have been certified by the Secretary under
this title for any period for which it fails to meet such stand-
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“(B) The Secretary shall establish procedures whereby
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any policy offered by such insurer shall from time to time
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policy continues to meet the standards prescribed in section
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1504, and (i) such data and information as the Secretary
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may require in order to assure proper coordination of the
administration of titles XIX and XXI.
“(¢) Notwithstanding the preceding provisions of this
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section, the Secretary shall not certify any health insurance
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policy of any insurer for use in any State unless such insurer
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furnishes assurances satisfactory to the Secretary that such

insurer (whether as a member of a health reinsurance or
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other residual market arrangement or otherwise) will make
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generally available, in each geographic .area of the State in
which the insurer does health insurance business, to all indi-
viduals and family members the following two health insur:
ance policies: (i) a policy which meets the standards of sec-
tion 1504, and (ii) & policy which, if it were issued in combi-
nation with a plan meeting the minimum coverage necessary
to meet the requirement imposed by section 2122(a}(1XB),
would, in the aggregate, meet the standards of section 1504.
“UTILIZATION OF STATE AGENCIES FOR CERTIFICATION
OF POLICIES

“Sec. 1503. If any State has in effect a basic health
insurance facilitation program (as defined in section 1510),
the Secretary shall, if such State is willing to do so, enter
into an agreement with such State whereby the agency re-
sponsible for the regulation of the health insurance industry
within such State will, on behalf of the Secretary, make such
determinations regarding whether basic health insurance
policies meet the requirements for certification under this
title, as may be specified by the Secretary. Such agreement
ghall provide that the agency will be reimbursed for its rea-
sonable expenses incurred in carrying out activities specified

in the agreement.
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“STANDARDS WITH RESPECT TO BASIC HEALTH
INSURANCE POLICIES

“Sec. 1504. (a) The Secretary shall not certify under
this title any insurance policy offered (or to be offered) by an
insurer unless he finds that—

. *“(1) such policy provides—

‘*(A) inpatient hospital coverage (without any
deductible in excess of $100 or copayment by the
insured person) for at least 60 days during any
policy year,

“(B) medical coverage which shall include
home, office, hospital, and other institutional care
provided by physicians,

“(C) with respect to medical coverage,
that—

“(i) subject to clauses (ii) and (iii), pay-
ment in full shall be made with respect to
not less than the first $2,000 of reasonable
expenses incurred by any insured person for
any policy year for services with respect to
which coverage applies,

*“(ii) the copayment required of any in-
sured person with respect to such reasonable
expenses shall not exceed 20 per centum

thereof, and
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“(iii) in the case of any deductible appli-

cable to the payment of such reasonable ex-
penses for any benefit year or benefit period
of not less than 12 months duration, such de-
ductible shall not exceed $50 for any insured
person, and that, for purposes of computing
such deductible for any calend..r, policy, or
other fixed benefit year or period, the insured
person shall be given credit for any deduct-
ible applied toward such expenses for the

last 3 months of the preceding policy year, .

“(D) in case such policy is a group policy,
there will be no exclusion from coverage or limi-
tation on payment on account of any medical con-
dition (including any preexisting condition) or any
waiting period prior to the beginning of coverage
with respect to any such condition,

“(E) in case such policy is an individual
policy (including a policy for an individual and
members of his family), there will be no exclusion
from coverage on account of any medical condi-
tion (including any preexisting condition) other
than pregnancy, and there will be no waiting
period prior to the beginning of coverage with re-
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spect to any preexisting condition which is greater
than 90 days after the date the policy is issued,

“(F) in case such policy covers an individual
and members of his family, coverage will be pro-
vided for all dependent unmarried children in the
family unde: age 22, and coverage will be auto-
matically extended, at birth to any newborn and
upon adoption to any newly adopted, child of such
individual or his spouse,

‘(@) in case such policy is a group policy
which covers all or a certain category of employ-
ees of any employer, that— .

““(i) coverage will not be terminated
with respect to any employee (and members
of such employee’s family, if such policy
covers such members) because of the termi-
nation of such employee’s employment prior
to the expiration of 31 days after the date of
such termination,

“(ii) the insurer offering such policy will
afford to any employee covered by such
policy whose employment has been terminat-
ed a reasonable opportunity to secure, from

such insurer a basic private health insurance
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policy which has been approved under this
title,

“(iii) there will be a periodic open en-
rollment period of at least 31 days (which
shall occur not less often than once during
each policy year) in which all eligible em-
ployees, who are not covered by such policy
because of failure to elect coverage at the
time of initial employment or during previous
open enrollment periods, can secure coverage
thereunder,

“(2) the premium charge for such policy is such
that there is not an unreasonable ratio of expenses to
premiums (as determined under subsection (d)); and

“(3) there is established an appropriate (but differ-
ent) premium rate for such policy when it is offered to
cover (A) a single individual, (B) a married couple, or
(C) a family.

“(b) The Secretary, in determining whether any com-
prehensive prepaid group practice plan is eligible for certifi-
cation under this section, shall, in lieu of the standards im-
posed by subsection (a), develop and apply criteria which
assure that such plan meets requirements which are, on an
actuarial and benefit basis, at least equivalent to such stand-

ards.
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“(c) Notwithstanding the provisions of subsections (a)
and (b), the Secretary shall not withhold approval under this
title of any health insurance policy solely because such policy

excludes—
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(1) charges for services or supplies in connection
with an occupational disease or injury,

“(2) items or services for which the insured indi-
vidual furnished such items or services has no legal ob-
ligation to pay, and which no other person (by reason
of such individual’s membership in a prepayment plan
or otherwise) has a legal obligation to provide or pay
for,

“(3) any item or service to the extent that pay-
ment has been made, or can reasonably be expected to
be made (as determined in accordance with regula-
tions), with respect to such item or service, under a
workmen’'s compensation law or plan of the United
States or a State,

“(4) charges for services or supplies with respect
to which benefits are provided under title XVIH or
title XXI,

*“(5) items or services which are not reasonable
and necessary for the diagnosis or treatment of illness
or injury, pregnancy, or to improve the functioning of a
malformed body member,
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‘(6) charges for care, treatment, services, or sup-
plies, provided to any individual, to the extent that the
payment of benefits with respect thereto is prohibited
by any applicable law of the jurisdiction in which such
individual is residing at the time he receives such care,
treatment, services, or supplies,

“(7) charges for care, treatment, or supplies pro-
vided to any individual, to the extent that they are not
reasonably priced (except that, for purposes of this
paragraph, the charge for any item or service shall be
deemed to be reasonable, if such charge is not in
excess of the allowable charge therefor under title
XVII or XXI),

‘(8) charges in connection with routine physical
checkups,

‘(9) expenses incurred for items or services,
where such expenses are for cosmetic surgery or are
incurred in connection therewith, except as required for
the prompt repair of accidental injury or for improve-
ment of the functioning of a malformed body member,

“(10) charges made by a hospital for the profes-
sional services of any resident physician or intern to
the extent that such charges are in excess of the actual

cost incurred by the hospital in providing such services,



W @ -3 & Ot B W N =

8D DD DD DD DD e et ped b e et et A ek ek
= W D = O WO B AT D e W e O

163

54
“(11) charges for the professional services of a
psychiatrist to the extent that such charges exceed

$400 in a policy year, or
“(12) amounts which represent deductible and co-
insurance provisions and which generally result in ag-
gregate benefit coverage which is at least equal to the
actuarial equivalent of the benefit coverage resulting
from the application of the deductible apd coinsurance

provisions in section 1504(a)(1).

“(d{1) With respect to policies submitted to the Secre-
tary for his certification under this title, the Secretary shall
establish (after considering the size of the groups to be cov-
ered by any such policy and the nature of the insurer) appro-
priate reasonable ratios of expenses to premiums imposed for
coverage thereunder. In the case of individual policies such
ratios shall be the same as those established by the Secretary
for group policies covering the smallest groups. After making
an initial determination with respect to any such policy, the
Secretary shall periodically thereafter review and make a re-
determination of such ratios based on actual expenses there-

under and the actual premium charges made for the period

_with respect to which the review is made, in order to deter-

mine whether such policy continues to meet the requirements

for certification.
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“(2) In determining the appropriate reasonable ratio of
expenses to premiums imposed with respect to any particular
health insurance policy offered by an insurer, the Secretary
shall, in his determinations of such ratio, give consideration
to the average ratio, with respect to group policies generally
underwritten by insurers (classified on the basis of nonprofit
or profitmaking) with respect to policies excluding those
which are not certified under this title.

“APPROVED CARRIER

“Sec. 1505. For purposes of sections 1923(b), 1816,
and 1842, an ‘approved carrier’ is an insurer which the Sec-
retary has found (1) to offer one or more health insurance
policies approved under section 1502 to the general public in
each geographic or normal service area in which insurer
offers health insurance policies (including any which are not
approved under this title) and (2) to employ effective proce-
dures and practices designed to assure, through means con-
sistent with efficient practices within the insurance industry,
appropriate controls of utilization of health care < -vices and
the costs and charges imposed therefor with respect to which
it will financially participate.

“ANTITBUST EXEMPTION

“SEc. 1506. (a) It shall not be unlawful under any anti-

trust law for any insurer to enter into any contract, combina-

tion, or other arrangement with any other insurer or group of
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insurers for the sole purpose of establishing or participating
in an insurance pool, reinsurance, or other residual market,
arrangement whereby there will be offered to the public
health insurance policies approved under section 1502, if
such contract, combination, or other arrangement is approved
by the Secretary, as being consistent with the purposes of
this title, before any party to the contract, combination, or
other arrangement has carried out any activity, or refrained
from carrying out any activity, under its terms (other than
such activity as may be necessary to negotiate the contract,
combination, or other arrangement and to apply for approval
of the same under this section). The Secretary shall not ap-
prove any contract, combination, or other arrangement under
which the parties thereto agree to act in a manner which
constitutes a violation of any such law for which no exemp-
tion is provided under the preceding sentence or for purposes
other than the purposes for which the exemption contained in
the meceding sentence is established. Nothing contained in
this subsection shall exempt from any antitrust law any pred-
atory pricing or practice, or any other conduct in the other-
wise exempt activities of two or more such insurers under a
contract, combination, or other arrangement approved under
this section which would be unlawful under any such law if

engaged in by only one such insurer.



W O I O O h W N

<A <~ - T - T - T - T T - W = S Vo S GV U S POy
O i W 0 = O W O I O N e W N e O

166
57

“() For purposes of this section, the term ‘antitrust
law’ means the Federal Trade Commission Act, each statute
referred to in section 4 of that Act (15 U.S.C. 44) as an
Antitrust Act, any other statute of the United States in pari
materia, and any law of any State or political subdivision
thereof which prohibits or restrains contracts, combinations,
or other arrangements in restraint of trade.

““ESTABLISEMENT OF EMBLEM TO INDICATE
CERTIFICATION

“Sec. 1507. (a) The Secretary shall cause to be de-
signed an appropriate emblem which may be used as an indi-
cation that certification of an insurance policy under this title
has been made by the Secretary; and any insurer which has
secured certification of an insurance policy by the Secretary
under this title may have printed thereon such emblem, and
may, in advertising such policy to potential subscribers, state
that such policy has received such a certification.

“BEPORT TO CONGRESS

“SEc. 1508. The Secretary shall, at the earliest practi-
cable date (but not later than 60 days) after the expiration of
the three-year period which commences on the date of enact-
ment of this section, submit to the Congress a report indicat-
ing (1) the extent to which basic private health insurance
policies certified by the Secretary under this title are actually
and generally available to the residents of each State, and (2)



© 00 a2 & Ot e W N e

[ I - N - N N N S O e . T - S VU Vi G VG vy
LN - SR — 2 - e - B~ S B R L =)

167

58

the extent to which residents in each State are covered by

such policies.

“DUTY OF SECRETARY TO MAKE AVAILABLE INDIVIDUAL
AND FAMILY HEALTH INSURANCE POLICIES ON A
COST BASBIS
“SEc. 1509. (a) The Secretary shall offer a standard

health insurance policy, which meets the applicable criteria

prescribed under this title with respect to approved basic
health insurance policies, to individuals, married couples, and

families living in any State (1) which does not have in effect a

basic health insurance facilitation program (as found by the

Secretary under section 1510, and (2) in which there is not

actually and generally available one or more approved basic

health insurance policies approved under this title.

“(b) The premiums imposed under any such policy shall
be in an amount designed to cover the costs (inclusive of
administrative costs and appropriate reserves which will be
incurred in furnishing the benefits provided in the policy.

“(c) No such policy shall be offered in any area prior to
the expiration of the 3-year period which commences on the
date of enactment of this title.

“(d) Premiums collected by the Secretary for insurance
policies offered by him under this section shall be deposited in
an Insurance Revolving Fund, and moneys in such fund shall
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be available, without fiscal year limitation, for the payment of
claims under such policies.

“(e) For the purpose of providing a contingency reserve
for the insurance program established by this section, there is
authorized to be appropriated such sums as may be neces-
sary; and any sums appropriate for such purpose shall remain
available for the purpose of making repayable advances
(without interest) to the Insurance Revolving Fund author-
ized to be established under subsection (d).

“(f) The Secretary, in making payment for services cov-
ered under any insurance policy issued pursuant to this sec-
tion, shall utilize the payments methodology and administra-
tive mechanism employed by him for making payment for
services covered under the insurance programs established by
title XVIII.

‘“BASIC HEALTH INSURANCE FACILITATION PROGRAM

“Sec. 1510. (a) For purposes of this title, a State shall
be regarded as having in effect a basic health insurance facili-
tation program only if the Secretary, after examining the per-
tinent laws and regulations of such State governing the doing
of health insurance business within the State by carriers, de-
termines that such laws and regulations—

“(1) require the establishment of one or more
health reinsurance or other residual market arrange-

ment to be utilized by such carriers in connection with
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the offering within the State of basic health insurance
policies which meet the standards for certification by
the Secretary established by this title,

“(2) require all such carriers to be members of a
health reinsurance or other residual market arrange-
ment and provide that losses, under any such arrange-
ment, will be shared by all members thereof on & pro
rata basis in proportion to their respective shares of
the total health insurance premium earned in the State
during the calendar year,

‘“(8) provide that premiums charged for policies
issued to individuals or family members under any such
health reinsurance or other residual market arrange-
ment shall not be less than 125 per centum nor more
than 150 per centum of the average group rate for the
same coverage under a group policy covering ten lives,
and

‘“(4) otherwise encourage and facilitate the offer-
ing of such policies within the State by all carriers
doing health insurance business therein on a basis
which is fair and equitable to each such carrier.

“(b) The Secretary is authorized, upon the request of

23 any State, to provide appropriate technical assistance to aid

24 the State in developing a program which meets the condi-

25 tions prescribed in subsection (a).”.
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TITLE II—OTHER AMENDMENTS
IMMUNIZATIONS

SEc. 301. (a) Section 1861(s) of the Social Security Act
is amended—

(1) by striking out “‘and” at the end of paragraph
8),

(2) by striking out the period at the end of para-
graph (9) and inserting in lieu thereof ‘; and”,

(3) by inserting immediately after paragraph (9)
the following new paragraph:

“(10) such immunizations as the Secretary deter-
mines are appropriate, but only if provided on a sched-
uled allowance basis (as determined under regulations
of the Secretary).”, and

(4) by redesignating paragraphs (10) through (18)
as paragraphs (11) through (14), respectively.

(b) Section 1864(a) of such Act is amended by striking
out “‘paragraphs (10) and (1 1) and inserting in lieu thereof
“paragraphs (12) and (13)”.

(c) Section 1862(a}7) of such Act is amended by insert-
ing immediately after “(7)” the following: ‘‘except as pro-
vided in section 1861(s}10),”.

(d) The amendments made by this section shall apply
only with respect to services furnished on or after the first
day of the month following in which this section is enacted.
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MENTAL HEALTH SERVICES
SEc. 302. (a) Section 1833(c) of the Social Security Act
is amended—

(1) by striking out “$312.50" and inserting in lieu
thereof “$500", and

(2) by striking out “62%2 per centum’ and insert-
ing in lieu thereof ‘80 per centum”.
(b) Section 1812 of such Act is amended—

(1) by striking out subsection (c) thereof,

(2) in subsection (b) thereof, by striking out *‘(sub-
ject to subsection (¢))”’, and

(3) in subsection (e) thereof, by striking out “sub-
sections (b), (c), and (d)” and inserting in lieu thereof
“subsections (b) and (d)”.
(c) The amendments made by subsection (a) shall be ef-

fective only with respect to services furnished after Decem-
ber 31, 1980. The amendments made by subsection (b) shall
be effective only with respect to services furnished after De-
cember 31, 1981.

AMOUNT OF PREMIUMS FOR H7SPITAL INSURANCE

COVERAGE

Sec. 303. (a}1) The second sentence of section
1818(dX2) of the Social Security Act is amended by striking
out “Such amount shail be equal to $33, multiplied by” and

79 - 12
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inserting in lieu thereof ‘‘Such amount shall be equal to 50
per centum of the product of $33 multiplied by".

(2) The amendment made by paragraph (1) shall be ap-
plicable in the case of premiums imposed on and after July 1,
1979.

(b) In addition to other moneys appropriated to the Fed-
eral Hospital Insurance Trust Fund, there shall be appropri-
ated from time to time, with respect to periods commencing
after June 30, 1979, amounts equal to 100 per centum of the
amounts deposited in such Fund pursuant to section 1818(f)
of the Social Security Act from premiums payable for such
period.

PAYMENT FOR EXTENDED CARE SERVICES

SEc. 304. Section 1861(v)E) of the Social Security Act
is amended to read as follows:

“(EXi) In the case of services furnished by a skilled
nursing facility with respeet to which payment for services
furnished under title XIX is made on a cost-related basis
pursuant to the provisions of section 1920(d}(2), such regula-
tions may provide for the use of rates which are the same as
the rates obtaining for such services under title XIX (except
that such rates may be increased by the Secretary on a class
or size of institution, or on a geographical basis by a percent-
age factor not in excess of 10 per centum to take into ac-

count determinable items or services or other requirements
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under this title not otherwise included in the computation of
such rates under title XIX): Provided, That no such regula-
tions shall become effective prior to the 60th day following
the date on which the Secretary submits to the Congress a
copy thereof together with a full and complete description of
the methodology which would be employed in the determina-
tion of rates pursuant thereto, and an evaluation by the Sec-
retary and by the Comptroller General of such methodology
in terms of the extent to which the employment thereof will
promote the efficient and economical administration of this
title and equitable treatment to and between skilled nursing
facilities furnishing services for which payment may be made
hereunder.”.

EXTENSION OF COVERAGE UNDER RENAL DISEASE

PROGRAM

Sec. 305. Section 226(e) of the Social Security Act is
amended by adding at the end thereof the following: “For
purposes of the preceding sentence, any individual, who on or
after the date of enactment of this sentence fails to meet the
condition imposed by clause (2) of such sentence, shall be
deemed to meet such condition. There are authorized to be
appropriated, from time to time, to the Federal Hospital In-
surance Trust Fund and to the Federal Supplementary Medi-
cal Insurance Trust Fund such sums as may be necessary (as

based on estimates of the Secretary) to place each such Fund
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in the same financial condition that it would have occupied
had the preceding sentence not been enacted.”.
ENCOURAGEMENT OF PHILANTHROPIC SUPPORT FOR
HEALTH CARE
Sec. 306. Title XI of the Social Security Act is amend-
ed by inserting after section 1133 (as added by section 29 of
this Act) the following new section:
“ENCOURAGEMENT OF PHILANTHROPIC SUPPORT FOR
HEALTH CARE
“SEc. 1134. (a) It is the policy of the Congress that
philanthropic support for health care be encouraged and ex-
panded, especially in support of experimental aﬁd innovative
efforts to improve the health care delivery system and access
to health care services.
“(bX1) For purposes of determining, under title XVIIT
or XIX, the reasonable costs of any service furnished by a
provider of health services—

“(A) except as provided in paragraph (2), unre-
stricted grants, gifts, and endowments and income
therefrom, shall not be deducted from the operating
costs of such provider, and

“(B) grants, gifts, and endowments income desig-
nated by a donor for paying specific operating costs of
such provider shall be deducted from the particular op-

erating costs or group of costs involved.
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*(2) Income from endowments and investments may be
used to reduce interest expense, if such income is from an
unrestricted gift or grant and is commingled with other funds,
except that in no event shall any such interest expense be

reduced below zero by any such income."”’.
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96TH CONGRESS S
18T SE8SION ° 748

To protect all Americans from the costs of catastrophic illness through improve-

ments in the medicare program and the creation of private and public
catastrophic health insurance programs.

. IN THE SENATE OF THE UNITED STATES
MazncH 26 (legislative day, FEBRUARY 22), 1879

. DoLE (for himself, Mr. DaNFORTH, and Mr. Domenici) introduced the

following bill; which was read twice and referred to the Committee on
Finance

A BILL

To protect all Americans from the costs of catastrophic illness

(> B N I

through improvements in the medicare program and the
creation of private and public catastrophic health insurance
programs.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
SHOBT TITLE

SecTION 1. This Act may be cited as the ‘‘Catastrophic
Health Insurance and Medicare Improvements Act of 1979".

e ]
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PURPOSE

Sec. 2. It is the purpose of this Act to provide the
opportunity for all americans to be protected against the
costs of catastrophic illness by improving the medicare pro-
gram established by title XVIII of the Social Security Act,
assuring that the majority of the population is protected
against catastrophic illness through private insurance, and
providing premium subsidies for those who cannot afford such
privatc insurance.

TITLE I-MEDICARE IMPROVEMENTS
MODIFICATIONS IN 8COPE OF BENEFITS FOR HOSPITAL,
EXTENDED CARE, AND HOME HEALTH SERVICES

Skc. 101. (a)X1) Section 1811 of the Social Security Act
is amended by striking out ‘‘post-hospital”’.
(bX1) Paragraphs (1), (2), and (3) of section 1812(a) of
the Social Security Act are amended to read as follows:
“(1) inpatient hospital services;
“(2) post-hospital extended care services for up to
100 days during any spell of illness; and
“(3) home health services.”.
(2) Section 1812(b)X1) of such Act is repealed.
(3) Subsections () and (d) of section 1812 of such Act
are repealed.
(4) Section 1812(e) of such Act is amended to read as

follows:
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“(e) For purposes of subsection (b), inpatient psychiatric

hospital services shall be taken into account only if payment
is or would be, except for this section or the failure to comply
with the request or certification requirements of or under sec-
tion 1814(a), made with respect to such services under this

part.”.

(c) Section 1814(a)(2)(D) of such Act is amended—

(1) by striking out “‘post-hospital”’; and

(2) by striking out “for any of the conditions with
respect to which he was receiving inpatient hospital
services (or services which would constitute inpatient
hospital services if the institution met the requirements
of paragraphs (6) and (9) of section 1861(e)) or post-
hospital extended care services”.
(d) Section 1814(i) of such Act is amended—

(1) by striking out ‘‘Posthospital” in the heading
thereof; and

(2) by striking out ‘‘posthospital” in paragraph
(1).
(eX(1) Section 1832(a)(2)(A) of such Act is amended by

striking out “for up to 100 visits during a calendar year’'.

(2) Section 1832(b) of such Act is amended to read as

follows:

“(b) For definitions of ‘medical and other health serv-

25 ices’ and other terms used in this part, see section 1861.”.
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(f) Section 1834 of such Act is repealed.

(8 Section 1861(i) of such Act is amended by striking
out “if he is admitted to the skilled nursing facility—" and
all that follows and inserting in lieu thereof the following: “if
he is admitted to the skilled nufsing facility within 30 days
after discharge from such hospital if he is admitted on ac-
count of a condition which is directly related to the condition
for which he was hospitalized. An individual shall be deemed
not to have been discharged from a skilled nursing facility if,
within 30 days after discharge therefrom, he is admitted to
such facility or any other skilled nursing facility.”.

(h) Sections 1814(a}(2}(D) and 1835(a)(2A) of such Act
are each amended—

(1) by striking out “was confined to his home”
and inserting in lieu thereof in each instance ‘“‘was sub-
stantially confined to his home’’; and

(2) by inserting “, occupational,” after ‘‘physical”.
(1) Section 1861(n) of such Act is repealed.

(2) Section 1861(e) of such Act is amended—

(A) by striking out “subsections (i) and (n)” in the
matter preceding paragraph (1) and inserting in lieu
thereof ‘‘subsection (i)’’; and

(B) by striking out “subsections (i) and (n)”’ in the
third sentence and inserting in lieu thereof “‘subsection

(i)".
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() Section 1861(0)(8) of such Act is amended by insert-
ing before the semicolon at the end thereof the following: “,
which shall include standards developed by the Secretary
with respect to health, safety, and the quality and appropri-
ateness of services, including the training of home health
aides”.

(k) Section 226(c)(1) of such Act is amended—

(1) by striking out “and post-hospital home health
services” and inserting in lieu thereof ‘‘and home
health services’’; and

(2) by striking out “‘or post-hospital home health
services” in clause (B).

() Section 7(dX1) of the Railroad Retirement Act is
amended by striking out ‘“‘posthospital home health services”
and inserting in lieu thereof ‘‘home health services”.

MODIFICATION OF COINSURANCE AND DEDUCTIBLES

Sec. 102. (a)(1) Section 1813(a)1) of the Social Secu-
rity Act is ar;mnded by striking out all after the first sentence
thereof.

(2) Section 1813(a)(3) of such Act is repealed.

(b) Section 1833(c) of such Act is amended by striking
out “there shall be considered’’ and all that follows and in-
serting in lieu thereof “‘there shall not be considered as in-
curred expenses for purposes of subsections (a) and (b) any.

amounts which exceed (in the aggregate) $937.50."”. -



© @ O D A W N =

B B 0 DD DD DD ke gk ek ek b ek ek ek ek e
Ot b W D = O ®© @ I DN W N = O

181
6

COMMUNITY MENTAL HEALTH CENTERS

Sec. 103. (a) Section 1812(a) of the Social Security Act
(as amended by section 101 of this Act) is further amended—

(1) by striking out ‘‘and” &t the end of paragraph
(2); ]

(2) by striking out the period at the end thereof
and inserting in lieu thereof *; and”’; and

(3) by adding the following new paragraph at the
end thereof:

‘(4) community mental health center services for
up to a reasonable number of visits (as defined by the
Secretary) during a calendar year.”.

(b) Section 1812 of such Act is amended by adding the
following new subsection at the end thereof:

“(g1) Payment under this part may be made for com-
munity mental health center services furnished an individual
for only up to a reasonable number of visits (as defined by the
Secretary) during any calendar year.

“(2) Services shall be taken into account for purposes of
paragraph (1) of this subsection only if payment is or would
be, except for this section or the failure to comply with the
request and certification requirements of or under section
1814(a), made with respect to such services under this
part.”.

(c) Section 1814(a)2) of such Act is amended—
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(1) by striking out ““or’”’ at the end of subpara-
graph (D);
(2) by inserting ‘“‘or’”’ at the end of subparagraph
(E); and
(3) by adding the following new subparagraph at
the end thereof:
“(F) in the case of community mental health
center services, (i) such services are or were
medically necessary, (ii) a plan for furnishing such
services has been established by a physician (as
defined in section 1861(r{1)) or other mental
health professional (as defined for this purpose in
regulations by the Secretary) and is periodically
reviewed and approved by a physician, and (iii)
such services are or were furnished while the indi-
vidual is or was under the care of & physician;”.
(d) Section 1814(b) of such Act is amended—

(1) by striking out “‘or” at the end of paragraph
1y

(2) by striking out the period at the end of para-
graph (2) and inserting in lieu thereof **; or”’; and

(3) by adding the following new paragraph at the
end thereof:

“(3) with respect to community mental health

center services, equal to the costs which are reasonable
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and related to the cost of providing such services or

which are based on such other tests of reasonableness

as the Secretary may prescribe in regulations, includ-
ing those authorized under section 1861(v}1)A).”.

(e) Section 1861(1) of such Act is amended by inserting
“‘or community mental health center’’ after ‘“‘nursing facility”’
each time it appears therein.

() Section 1861(u) of such Act is amended by inserting
“community mental health center,” after ‘“home health
agency,”’.

(g) Section 1861(w)X1) of such Act is amended by insert-
ing “community mental health center,”, after ‘nursing
facility,”.

(h) Section 1861 of such Act is amended by adding the
following new subsection at the end thereof:

“Community Mental Health Center Services

;'(bb)(l) The term ‘community mental health center
services' means the following items and services furnished to
an individual as an outpatient by a community mental health
center or (to the extent permitted in regulations by the Sec-
retary) by others under arrangements with them made by the
center—

“(A) active diagnostic and therapeutic services
furnished by qualified mental health professionals (as
defined by the Secretary in regulations), including psy-
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chologists and psychiatric social workers and psychiat-
ric nurses;
“(B) drugs and biologicals which cannot, as deter-
mined in accordance with regulations, be self-adminis-
tered; and
“(C) such items and supplies as are ordinarily fur-
nished to outpatients by community mental health cen-
ters in connection with an active mental health pro-
gram of diagnosis and treatment,
excluding, however, any item or service if it would not be
included under subsection (b) if furnished to an inpatient of a
hospital.

“(2) The term ‘community mental health center’ means
a facility which—

“(A) meets the definition of 8 community mental
health center under section 201 of the Community
Mental Health Centers Act and the regulations pre-
scribed thereunder;

“(B) is primarily engaged in providing outpatient
mental health services;

“(C) has & requirement that all mental health
services are provided under the case management of a

physician;
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‘(D) meets such requirements as the Secretary
may prescribe with respect to staffing requirements
and qualifications of the staff;

*(E) maintains clinical records on all patients;

“(F) has in effect a utilization review plan in ac-
cordance with regulations prescribed by the Secretary;

‘(@) has in effect an agreement with a hospital
pursuant to subsection (1);

“(H) in the case of a community mental health
center in any State in which State or applicable local
law provides for the licensing of community mental
heslth centers, is licensed pursuant to such law;

“(I) has appropriate procedures or arrangements
(in compliance with applicable State and Federal law)
for storing, administering, and dispensing drugs and
biologicals; and

“(J) meets such other conditions of participation
as the Secretary may find necessary in the interest of
the health and safety of individuals who are furnished
services by such center.”.

(1) Section 1832(a{(2}B)(i) of such Act is amended—

(1) by striking out ‘“‘or’” at the end of subclause
@;

(2) by striking out “and” at the end of subclause

TP

(II) and inserting in lieu thereof “‘or’’; and
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1 (3) by adding the following new subclause after
2 subclause (II):
3 “(III) a physician to a patient in a communi-
4 ty mental health center; and”’.
5 (j) Section 1864(a) of such Act is amended—
6 (1) by inserting *, or whether a facility therein is
1 & community mental health center as defined in section
8 1861(bb}2)”’ before the period at the end of the first
9 sentence;
10 (2) by inserting ‘“‘or a community mental health
11 center” after “home health agency’’ in the second sen-
12 tence; and
13 (3) by inserting “édr&nunity mental health
14/ center,” after “laboratory,” each time it appears in the
15 fifth sentence. .
16 (k) Section 226(c)(1) of such Act is amended by insert-
17 ing “community mental health center services,” after ““post-
18 hospital extended care services,” the first time it appears
19 therein.
20 (1) Section 7(dX1) of the Railroad Retirement Act of
21 1974 is amended by inserting ‘“community mental health
22 center services,” after “inpatient hospital services,”.
23 MEDICARE COVERAGE FOR CATASTROPHIC ILLNESS
24 Skc. 104. (a) Section 1833(a) of the Social Security Act

25

is amended—
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1 (1) by striking out “‘and” at the end of paragraph
2 (2);
3 (2) by striking out the period at the end of para-
4 graph (3) and inserting in lieu thereof *, and”’; and
5 (3) by adding at the end thereof the following new
6 paragraph:
7 “(4) in the case of covered services as defined in
8 section 1861(cc), which are rendered during a cata-
9 strophic benefit period (as defined in section 1861(cc)),
10 100 percent of the reasonable charge, reasonable cost,
11 customary charge or other criteria (as the case may be)
12 as those criteria are otherwise determined for such
13 services under this section or section 1861(cc).”.
14 (b) Section 1861 of such Act is amended by adding after
15 subsection (bb) (as added by section 103 of this Act) the fol-
16 lowing new subsection:
17 ‘“‘Benefits During Period of Catastrophic Illness
18 “(ccX1) Any individual enrolled under part B of this title
19 shall be entitled to catastrophic illness benefits as provided in
20 section 1833(a)(4) during a period of catastrophic illness.
21 “(2A) A period of catastrophic illness with respect to
22 any individual shall begin when such individual has either—
23 (i) had out-of-pocket expenses for coinsurance for
24 services for which payment may be made under part B
25 of this title which exceed, in the aggregate, $1,000 in

45-505 O - 79 - 13
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any 15-month period consisting of one calendar year
plus the last 3 months of the preceding calendar year;
or

“(ii) incurred expenses for covered services (as de-
fined in paragraph (3)) which excecd, in the aggregate,
$5,000 in any such 15-month period.

“(B) A period of catastrophic illness with respect to any
individual shall end on—

“(i) the day in such calendar year which follows
the first period of 90 consecutive days therein during
which the individual incurred expenses for covered
services (as defined in paragraph (3)) which aggregate
less than $500; or

“(ii) the last day of such calendar year, if earlier.
“(C) The dollar amounts of incurred expenses which de-

termine the beginning or end of a pericd of catastrophic ill-
ness under subparagraph (B) shall be adjusted each year by
the Secretary, beginning on September 1 with respect to the
following calendar year, by a percentage equal to the per-
centage increase or decrease (as the case may be) in the
medical care services component of the Consumer Price
Index (as determined by the Department of Labor) as adjust-
ed to reflect other appropriate economic factors (as deter-
mined by the Secretary) during the 12-month period ending
on the June 30 last preceding such September 1.
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“(3) For purposes of this subsection and section
1833(a)(4) ‘covered services’ means—

“(A) any services with respect to which benefits
are payable to eligible individuals under section 1832;
and

“(B) eligible drugs (as defined in subsection
(t)2))."”.

ELIGIBLE DRUGS

SEc. 105. (a) Section 1861(t) of the Social Security Act
is amended—

(1) by inserting “‘(1)" after “(t)"";

(2) by inserting before the period at the end there-
of the following: ‘, or as are approved by the Formu-
lary Committee established under section 1882"; and

(3) by adding at the end thereof the following new
paragraph:

“(2) The term ‘eligible drug’ means a drug or biological
which (A) can be self-administered, (B) requires a physician’s
prescription (except for insulin), (C) is prescribed when the
individual requiring such drug is not an inpatient in a hospital
or extended care facility, during a period of covered care, (D)
is included by strength and dosage forms among the drugs
and biologicals approved by the Formulary Committee, (E) is
dispensed (except as provided by section 1833(i)), by a phar-

macist from a participating pharmacy, (F) is dispensed in
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quantities consistent with proper medical practice and rea-
sonable professional discretion, and (Q@) is a drug which is
necessary for treatment of & crippling or life-threatening
chronic disease which is common to the population of benefi-
ciaries under this title (as determined by the Secretary in
regulations).”.

(b) Section 1861 of such Act is amended by adding after
subsection (cc) (as added by section 104 of this Act) the fol-
lowing new subsection:

“Participating Pharmacy

“(dd) The term ‘participating pharmacy’ means a phar-
macy, or other establishment (including the outpatient de-
partment of a hospital) providing pharmaceutical services,
which—

“(1) is licensed as such under the laws of the
State (where such State requires such licensure) or is
otherwise lawfully providing pharmaceutical services in
which such drug is provided or otherwise dispensed in
accordance with this title;

“(2) has agreed with the Secretary to act as a
provider of services in accordance with the require-
ments of this section, and complies with such other re-
quirements as may be established by the Secretary in
regulations to assure the “;iroper, economical, and effi-

cient administration of this title;
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“(3) has agreed to submit, at such frequency and
in such form as may be prescribed in regulations, bills
for amounts payable under this title for eligible drugs
furnished under part A of this title; and

“(4) has agreed not to charge beneficiaries under
this title any amounts in excess of those allowable
under this title with respect to eligible drugs except for
so much of the charge for a prescription (in the case of
a drug product prescribed by a physician, of a drug
entity in a strength and dosage form included in the
Formulary where the price at which such product is
sold by the supplier thereof exceeds the reasonable al-
lowance) as is in excess of the reasonable allowance
established for such drug entity in accordance with sec-
tion 1884.”.

(c) Section 1861(u) of such Act (as amended by section
103 of this Act) is further amended by inserting ‘‘pharmacy,”
after ‘‘community mental health center,”’.

(0> Section 1833 of such Act is amended by redesignat-
ing the second subsection (g) as subsection (h) and by adding
at the end thereof the following new subsection:

“@i) Payment may be made under this part for eligible.
drugs only whep such drugs are dispensed by a participating
pharmacy; except that payment under this part may be made
for eligible drugs dispensed by a physician where the Secre-
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tary determines, in accordance with regulations, that such
eligible drugs were required in an emergency or that there
was no participating pharmacy available in the community, in
which case the physician (under regulations prescribed by the
Secretary) shall be regarded as a participating pharmacy for
purposes of this part with respect to the dispensing of such
eligible drugs.”.

(e) Part C of title XVIII of such Act is amended by
adding at the end thereof the following new sections:

“MEDICARE FORMULARY COMMITTEE

“Sec. 1882. (a)(1) There is established, within the De-
partment of Health, Education, and Welfare, a Medicare
Formulary Committee (hereafter in this section referred to as
the ‘Committee’), a majority of whose members shall be phy-
sicians and which shall consist of the Commissioner of Food
and Drugs and four individuals (not otherwise in the employ
of the Federal Government) who do not have a direct or indi-
rect financial interest in the composition of the Formulary
established under this section and who are of recognized pro-
fessional standing and distinction in the fields of medicine,
pharmacology, or pharmacy, to be appointed by the Secre-
tary without regard to the provisions of title 5, United States
Code, governing appointments in the competitive service.

The chairman of the Committee shall be elected annually
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from the appointed members thereof, by majority vote of the
members of the Committee.

“2) Each appointed member of the Committee shall
hold office for a term of five years, except that any member
appointed to fill a vacancy occurring prior to the expiration of
the term for which his predecessor was appointed shall be
appointed for the remainder of such term,-and except that the
terms of office of the members first taking office shall expire,
as designated 'by the Secretary at the time of appointment,
one at the end of each of the first five years. A member shall
not be eligible to serve continuously for more than two terms.

“(b) Appointed members of the Committee, while at-
tending meetings or conferences thereof or otherwise serving
on business of the Committee, shall be entitled to receive
compensation at rates fixed by the Secretary (but not in
excess of the daily rate paid under GS-18 of the General
Schedule under section 5332 of title 5, United States Code),
including traveltime, and while so serving away from their
homes or regular places of business they may be allowed
travel expenses, as authorized by section 5703 of title 5,
United States Code, for persons in the Government service
employed intermittently.

“(c)(1) The Committee is authorized, with the approval
of the Secretary, to engage or contract for such technical

assistance as may be required to carry out its functions, and
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the Secretary shall, in addition, make available to the Com-
mittee such secretarial, clerical, and other assistance as the
Formulary Committee may require to carry out its functions.

“(2) The Secretary shall furnish to the Committee such
office space, materials, and equipment as may be necessary
for the Formulary Committee to carry out its functions.

“(d)(1) The Committee shall compile, publish, and make
available a Medicare Formulary (hereafter in this section re-
ferred to as the ‘Formulary’). -

“(2) The Committee shall periodically update the For-
mulary and the listing of drugs.

“(eX1) The Formulary shall contain an alphabetically
arranged listing, by established name, of those drug entities
within the following therapeutic categories:

“Adrenocorticoids

“‘Anti-anginals

*““Anti-arrhythmics

“Anti-coagulants

‘“‘Anti-convulsants (excluding phenobarbital)
“Anti-hypertensives

“Anti-neoplastics

“Anti-Parkinsonism agents
““Anti-rheumatics

“Bronchodilators

“Cardiotonics
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“Cholinesterase inhibitors

“Diuretics

“Gout suppressants

‘“Hypoglycemics

‘““Miotics

“Thyroid hormones

“Tuberculostatics
which the Committee decides are necessary for individuals
using such drugs. The Committee shall exclude from the For-
mulary any drug entities (or dosage forms and strengths
thereof) which the Committee decides are not necessary for
proper patient care, taking into account other drug entities
(or dosage forms and strengths thereof) which are included in
the Formulary.

“(2) Such listing shall include the specific dosage forms
and strengths of each drug entity (included in the Formulary
in accordance with paragraph (1)) which the Committee de-
cides are necessary for individuals using such drugs.

‘“(3) Such listing shall include the prices at which the
products (in the same dosage form and strength) of such drug
entities are generally sold by the suppliers thereof and the
limit applicable to such prices under section 1884(b)1) for
purposes of determining the reasonable allowance.

“(4) The Committee may also include in the Formulary,
either as a separate part (or parts) thereof or as a supplement

~
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(or supplements) thereto, any or all of the following informa-
tion:

‘“(A) A supplemental list or lists, arranged by di-
agnostic, prophylactic, therapeutic, or other classifica-
tions, of the drug entities (and dosage forms and
strengths thereof) included in the listing referred to in
faragraph (1).

“(B) The proprietary names under which products
of & drug entity listed in the Formulary by established
name (and dosage form and strength) are sold and the
names of each supplier thereof.

“(C) Any other information with respect to eligi-
ble drug entities which in the judgment of the Commit-
tee would be useful in carrying out the purposes of this
title.

“() In considering whether a particular drug entity (or
strength or dosage form thereof) shall be included in or ex-
cluded from the Formulary, the Committee is authorized to
obtain (upon request therefor) any record pertaining to the
characteristics of such drug entity which is available to any
other department, agency, or instrumentality bf the Federal
Government, and to request suppliers or manufacturers of
drugs and other knowledgeable persons or organizations to
make available to the Committee information relating to such

drug. If any such record or information (or any information
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contained in such record) is of a confidential nature.’, the Com-
mittee shall respect the confidentiality of such record or infor-
mation and shall limit its usage thereof to the proper exercise
of its authority.

“(gi(l) The Committee shall establish such procedures
as it determines to be necessary in its evaluation of the ap-
propriateness of the inclusion in or exclusion from the For-
mulary, of any drug entity (or dosage form or strength there-
of). For purposes of inclusion in or exclusion from the Formu-
lary the principal factors in the determination of the Commit-
tee shall be—

“(A) the factor of clinical equivalence in the case
of the same dosage forms in the same stre: gths of the
same drug entity; and _

“(B) the factor of relative therapeutic value in the
case of similar or dissimilar drug entities in the same
therapeutic category. '

“(2) The Committee, prior to making a final decision to
remove from listing in the Formulary any drug entity (or
dosage forms or strengths thereof) which is included therein,
shall afford a reasonable opportunity for a formal or informal
hearing on the matter to any person engaged in manufactur-

ing, preparing, compounding, or processing such drug entity

-who shows reasonable ground for such a hearing.
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“(3) Any person engaged in the manufacture, prepara-
tion, compounding, or processing of any drug entity (or
dosage forms or strengths thereof) not included in the Formu-
lary which such person believes to possess the requisite quali-
ties to entitle such drug to be included in the Formulary pur-
suant to subsection (e), may petition for inclusion of such
drug entity and, if such petition is denied by the Formulary
Committee, shall, upon request therefor, showing reasonable
grounds for a hearing, be afforded a formal or informal hear-
ing on the matter in accordance with rules and procedures
established by such Committee.

“LIMITATIONS ON MEDICARE PAYMENT FOR CHARGES OF
PROVIDERS OF BERVICES

“SEc. 1883. (a) Any provider of services as defined in
section 1861(u), whose services are otherwise reimbursable,
under any program under this Act in which there is Federal
financial participation on the basis of ‘reasonable cost’, shall
not be entitled to a professional fee or dispensing charge or
reasonable billing allowance as determined pursuant to this
section.

“(b) A fee, charge, or billing allowance shall not be pay-
able under this section with respect to any drug entity that
(as determined in accordance with regulations) is furnished as
an incident to a physician’s professional service, and is of a

kind commonly furrished in physicians’ offices and commonly
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either rendered without charge or included in the physicians’
bills.

“REASONABLE ALLOWANCE FOR ELIGIBLE DRUGS

“Sec. 1884. (a) For purposes of this title, the term ‘rea-
sonable t,tllowance’ when used in reference to an eligible drug
means the following: -

"(’l) When used with respect to a prescription legend
drug entity, in a given dosage form and strength, such term
means the lesser of — '

“(A) an amount equal to the customary charge at
which the participating pharmacy sells or offers such
drug entity, in a given dosage form and strength, to
the general public, or

“(B) the price determined by the Secretary, in ac-
cordance with subsection (b) of this section, plus the
professional fee or dispensing charges determined in
accordance with subsection (c) of this section.

“(2) When used with respect to insulin such term means
the charge not in excess of the reasonable customary price at
which the participating pharmacy offers or sells the product
to the general public, plus a reasonable billing allowance.

“(bj(l) For purposes of establishing the reasonable al-
lowance in accordance with subsection (a) the price shall be
(A) in the case of a drug entity (in any given dosage form and
strength) available from and sold by only one supplier, the
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price at which such drug entity is generally sold (to establish-
ments dispensing drugs), and (B) in any case in which a drug
entity (in any given dosage form and strength) is available
and sold by more than one supplier, only each of the lower
prices at which the products of such drug entity are generally
sold (and such lower prices shall consist of only those prices
of different suppliers sufficient to assure actual and adequate
availability of the drug entity, in a given dosage form and
strength, at such prices in a region).

“(2) If a particular drug entity (in & given dosage form
and strength) in the Formulary is available from more than
one supplier, and the product of such drug entity as available
from one supplier possesses demonstrated distinct therapeutic
advantages over other products of such drug entity as deter-
mined by the Committee on the basis of its scientific and
professional appraisal of information available to it, including
information and other evidence furnished to it by the supplier
of such drug entity, then the reasonable allowance for such
supplier’s drug product shall be based upon the pricé at
which it is generally sold to establishments dispensing drugs.

(3) If the prescriber, in his handwritten order, has spe-
cifically designated a particular product of a drug entity (and
dosage form and strength) included in the Formulary by its
established name together with the name of the supplier of

the final dosage form thereof, the reasonable allowance for

S.748——4
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such drug product shall be based upon the price at which it is
generally sold to establishments dispensing drugs.

“(c)(1) For the purpose of establishing the reasonable
allowance (in accordance with subsection (a)) a participating
pharmacy, shall, in the form and manner prescribed by the
Secretary, file with the Secretary, at such times as he shall
specify, a statement of its professional fee or other dispensing '
charges.

“(2) A participating pharmacy, which has agreed with
the Secretary to serve as a provider of services under this
title, shall, except for subsection (a}(1X{A), be reimbursed, in
addition to any price provided for in subsection (b), the
amount of the fee or charges ﬁled in paragraph (1), except
that no fee or charges shall exceed the highest fee or charges
filed by 75 percent of participating pharmacies (with such
pharmacies classified on the basis of (A) lesser dollar volume
of prescriptions and (B) all others) in & census region which
were customarily charged to the general public as of June 1,
1978. Such prevailing professional fees or dispensing charges
may be modified by the Secretary in accordance with criteria
and types of data comparable to those applicable to recogni-
tion of increases in reasonable charges for services under sec-
tion 1842.

“(3) A participating pharmacy shall agree to certify

that, whenever such pharmacy is required to submit its usual
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professional fe;a or dispensing charge for a prescription, such
charge does not exceed its customary charge.”.
EFFECTIVE DATES

SEc. 106. (a) Except as provided in subsection (b), the
amendments made by this title shall become effective on Jan-
uary 1, 1981, with respect to services rendered and expenses
incurred on or after such date.

(b) For purposes of section 1861(cc) of the Social Secu-
rity Act, the term “‘covered services” shall include eligible
drugs only with respect to expenses incurred and benefits
payable for such eligible drugs on or after January 1, 1982.

TITLE II—CATASTROPHIC ILLNESS INSURANCE
EMPLOYER AND RESIDUAL PLANS

Sec. 201. The Social Security Act is amended by
adding at the end thereof the following new title:

“TITLE XXI—CATASTROPHIC ILLNESS
INSURANCE
“PURPOSE OF TITLE

“SEc. 2101. It is the purpose of this title to make avail-
able to all citizens and permanent residents of the United
States insurance against high—cost catastrophic illness under
an employer plan required under part A of this title or under

an individual policy approved under part B of this title.
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‘“PaRT A—EMPLOYER PLANS

“PURPOSE
“SEc. 2102. It is the purpose of this part to require that
each employer make available to each of its employees the
option to participate in a group catastrophic health insurance
plan which meets the requirements of section 2105.
“EMPLOYER DEFINED

“Sec. 2103. (a) For purposes of this part the term ‘em-

© 00 =3 O Ot A W N e

ployer’ means—

*/(1). a person engaged in a business affecting com-
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merce;
“(2) the United States; and
“(8) the District of Columbia;
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but such term does not include any State or political subdivi-
sion of a State.
“(b) For purposes of this part the term ‘full-time em-
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ployee’ means any employee who works for any one employ-

er at a rate of at least 25 hours per week. T

e
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“(c) For purposes of this part the term ‘State’ includes a
State of the United States, Puerto Rico, the Virgin Islands,

[ - 2. ]
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Guam, American Samoa, the Ngrthem Mariana Islands, and
the Trust Territory of the Pacific Islands.
“EMPLOYEE REQUIBEMENTS.
“8Ec. 2104. (a) Every employer shall make available to

O N
m»wc‘g

each of his full-time employees who has been such an em-
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ployee for more than 30 days, the option to participate in a
catastrophic health insurance plan meeting the requirements
of section 2105 (hereafter in this part referred to as the
‘plan’) subject to the plans, open enrollment requirements.
“(b) No employee may be required by his employer to
pay more than 25 percent of tf\e cost of participating in the
plan, and the employee shall have the option of paying his
share of the cost through a payroll deduction system.
“PLAN REQUIREMENTS
" “Skc. 2105. (a) A group catastrophic health insurance
plan must meet the following requirements: ‘
“(1) The plan must provide the option to enroll in the
plan to all employees and other individuals for whom the
employer is required to provide such option under section
2104.
“(2)(A) The plan must offer an open enrollment period
of at least 30 days—
“(i) at least once each year with respect to all
- employees; and
“(ii) during the calendar month immediately fol-
lowing a change in circumstances with respect to the
employee experiencing such change.
*(B) For purposes of this paragraph a change of circum-
stances means any of the following events with respect to an

employee:

S. 748——5
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“(i) The unemployment of a spouse who was cov-
ered under a group catastrophic health insurance plan.
“(ii) The death of a spouse,
“(iii) Marriage or divorce.
“(iv) A change in the number of the employee's
dependents.

*(3) The plan must offer an option to convert to an indi-
vidual policy (plus reasonable handling costs) to any individu-
al covered by the plan who ceases to be eligible under the -
plan, without proof of insurability or reference to prior medi-
cal condition. Such option must be available up to the time
such individual ceases to be eligible, or for 80 days thereafter
in the case of an individual who ceases to be eligible on ac-
count of age.

*“(4) The plan must provide coverage for the member
employee, his spouse, and for any of his unmarried depend-
ents under the age of 26, who are not otherwise covered
under & plan, without regard to any pre-existing medical con-
dition. For purposes of this title, the term ‘dependent’ shall
have the meaning assigned to it by the Secretary in regula-
tions, but such meaning shall include at least those individ-
uals who are considered to be dependents of such employee
under section 152 of the Internal Revenue Code of 1954.
The plan must also continue ccverage for any such dependent

who became totally disabled prior to age 26, for so long as he
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remains totally disabled, or until such time as he qualifies for
benefits under title XVIII, or a State plan approved under
title XIX, of this Act.

“(5)(A) The plan must continue coverage for the surviv-
ing spouse of a member employee if such spouse was covered
by the plan at the time of such employee’s death, for a period -
of at least 3 months, but the plan may discontinue such cov-
erage for any such surviving spouse who remarries or be-
comes eligible to enroll in & plan as an employee.

“(B) The plan must continue coverage for any surviving
dependent of a member employee if such dependent was cov-
ered by the plan at the time of such employee’s death, for a
period of at least 3 months, but the plan may discontinue
coverage for any such surviving dependent who reaches age
26 or becomes eligible to enroll in a plan as an employee or
as the spouse of an employee.

“(C) The plan must continue coverage under the plan
for covered individuals for a period of 3 calendar months after
the member employee becomes unemployed or ceases to be a
full-time employee. Such coverage must be continued in the
same manner and subject to the same conditions as when
such member employee was a full-time employee, but the
plan may discontinue such coverage if the member employee
becomes eligible to enroll in a plan as an employee of another

employer or obtains equivalent catastrophic coverage. This



W O =3 O Ot b W D e

N DN DD DD DD BD ke ek pmd ek pd bd b ek e
umwm—o:ooooaa:o‘rr-ww-—s

207

32
subparagraph shall not apply to a member employee who was
an employée for a period of less than 3 months.

“(D) In the case of an individual who was an employee
for less than 3 months, such coverage must be continued for
a number of calendar months equal to the number of calendar
months or fraction thereof during which the individual was an
employee.

“(6) The plan must provide for payment, without cost
sharing by any individual covered by the plan, for inpatient
hospital services (as defined in section 1861(b} of this Act)
provided to any individual covered by the plan during any
period which is a hospital benefit period with respect to that
individual (as determined under section 2106(a)).

“(7) The plan must provide for payment, without cost
sharing by any individual covered by the plan, for services for
which benefits are payable under section 1832 of this Act (to
individuals enrolled under part B of title XVIII) provided to
any individual covered by the plan during any period which is
a medical benefit period with respect to that individual (as
determined under section 2106(b)).

“BENEFIT PERIODS

“SeC. 2106. (a}(1) A hospital benefit period with re-
spect to any individual shall begin on the day following the
60th day during the 15-month period (consisting of a calen-
dar year and the last 3 months of the preceding calendar
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year) in which that individual, or any other individual who is
8 metpber of his family (as defined in subsection (c)), received
inpatiént hospital services (as defined in section 1861(b) of
this Act).
“(2) A~hospital benefit period with respect to any indi-
vidual shall end on—
“(A) the day in such calendar year following the
first period of 90 consecutive days therein du.ring
which neither that individual, nor any member of his
family, was receiving inpatient hospital services; or
“(B) the last day of such calendar year, if earlier.
“(b)X(1) A medical benefit period with respect to any in-
dividual shall begin when such individual and his family have
incurred expenses for services for which benefits are payable
under section 1832 of this Act (to individuals enrolled under
part B of title XVIII) which aggregate more than $5,000 in
the 15-month period (consisting of a calendar year and the
last 3 months of the preceding calendar year).

“(2)(A) A medical benefit period with respect to any
individual shall end on—

“(i) the day in such calendar year which precedes
the first period of 90 consecutive days therein during
which that individual and the members of his family in-
curred expenses for such services which aggregate less

than $500; or
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“(ii) the last day of such calendar year, if earlier.

“(B) The dollar amounts of incurred expenses which de-
termine the beginning or end of a medical benefit period
under subparagraph (A) shall be adjusted each year by the
Secretary, beginning on September 1 with respect to the fol-
lowing calendar year, by a percentage equal to the percent;
age increase or decrease (as the case may be) in the medical
care services component of the Consumer Price Index (as
determined by the Department of Labor) as adjusted to re-
flect other appropriate economic factors (as determined by
the Secretary) during the 12-month period ending on the
June 30 last preceding such September 1.

*“(c) For purposes of this title the term ‘family’ means,
with respect to an individual, the unit consisting of that indi-
vidual and any other person who is—

“(1) related to that individual by blood, marriage,
or adoption;

“(ii) living in a place of residence maintained by
that individual or by a person described in clause (i) as
his or their own home (and for purposes of this clause
a child under age 22 whu is absent from home for the
purpose of attending an educational institution as a
full-time student shall be deemed to be living in such

. Pplace of résidence); and
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“(ii) is (I) the spouse of that individual, (IT) a de-
pendent (as determined by the Sécretary in regulations)
of that individual, (ITT) the person (or the spouse of the
person) of whom such individual is & dependent, or
“(iv) a person who is a dependent of the same
person of whom such individual is a dependent.
“CIVIL PENALTY FOR FAILURE TO COMPLY

“SEc. 2107. (8) Any employer who fails to comply with
the provisions of this part shall be subject to a civil penalty in
an amount up to 100 percent of the amount which the Secre-
tary determines would be the additional expense incurred by
such employer to comply with this part. '

“(b)(1) The Secretary shall determine the amount of the
penalty on a monthly basis, and the penalty shall continue to
be assessed for each month during which such employer fails
to comply with this part.

“(2) In determining the amount of a civil penalty, the
Secretary shall take into account the nature, circumstances,
extent, and gravity of the violation or violations and, with
respect to the violator, ability to pay, effect on ability to con-
tinue to do business, any history of prior such violations, the
degree of culpability, and such other matters as justice may
require.

“(8) The Secretary may compromise, modify, or remit,

with or without conditions, any civil penalty which may be
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imposed under this section. The amount of such penalty,
when finally determined, or the amount agreed upon in com-
promise, may be deducted from any sums owing by the
United States to the employer charged.

“(c) A civil penalty for a violation of this part shall be
assessed by the Secretary by an order made on the record
after opportunity for a hearing in accordance with section
554 of title 5, United States Code. Before issuing such an
order, the Secretary shall give written notice to the employer
to be assessed a civil penalty under such order of the Secre-
tary’s proposal to issue such order and provide such employer
an opportunity to request, within 15 days of the date the
notice is received by such employer, such a hearing on the
order.

“(d) Any employer who requested in accordance with
subsection (c) a hearing respecting the assessment of a civil
penalty and who is aggrieved by an order assessing a civil
penalty may file a petition for judicial review of such order
with the United States Court of Appeals for the District of
Columbia Circuit or. for any othc;,r circuit in which such em-
ployer resides or transacts business. Such a petition may only
be filed within the 30-day period beginning on the date the
order making such assessment was issued.

“(e) If any employer fails to pay an assessment of a civil

penalty—
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‘“(1) after the order making the assessment has

become a final order and if such employer does not file

a petitiﬁn for judicial review of the order in accordance

with subsection (d), or

“(2) after a court in an action brought under sub-

section (d) has entered a final judgment in favor of the

Secretary,
the Attorney General shall recover the amount assessed (plus
interest at currently prevailing rates from the date of the
expiration of the 30-day period referred to in subsection (d)
or the date of such final judgment, as the case may be) in an
action brought in any appropriate district court of the United
States. In such an action, the validity, amount, and appropri-
ateness of such penalty shall not be subject to review.

“PRIVATE RIGHT OF ACTION

“Sec. 2108. (a) Any employee may commence a civil
action against his employer if such employer is alleged to be
in violation of this part for damages consisting of any ex-
penses incurred by such employee or his family on account of
the failure of such employer to comply with the provisions of
this part.

(b) An action brought under this section shall be brought
in the United States district court for the district in which the
employee resides, in which the employer resides, or in which

the employer’s principal place of business is located. 'ﬁle
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United States district courts shall have jurisdiction over any
action brought under this section without regard to the
amount in controversy or the citizenship of the parties. In
any action brought under this section, process may be served
on a defendant in any judicial district in which the defendant
resides or may be found and subpenas for witnesses may be
served in any judicial district.

“(c) The court, in issuing any final order in any action
brought pursuant to subsection (a), may award costs of suit
and reasonable fees for attorneys and expert witnesses if the
court determines that such an award is appropriate. Any
court, in issuing its decision in an action brought to review
such an order, may award costs of suit and reasonable fees
for attorneys if the court determines that such an award is
appropriate.

“(d) Nothing in this section shall restrict any right
which any person (or class of persons) may have under any
statute or common law to seek enforcement of this Act or
any rule or order under this Act or to seek any other relief.

“‘(e) When two or more civil actions brought under sub-
section (a) involving the same defendant and the same issues
or violations are pending in two or more judicial districts,
such pending actions, upon application of such defendant to
such actions which is made to a court in which any such

action is brought, may, if such court in its discretion so de-
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cides, be consolidated for trial by order (issued after giving all
parties reasonable notice and opportunity to be heard) of such
court and tried in—

“(1) any district which is selected by such defend-
ant and in which one of such actions is pending,

“(2) a district which is agreed upon by stipulation
between all the parties to such actions and in which
one of such actions is pending, or

“(8) a district which is selected by the court and
in which one of such actions is pending.

The court issuing such an order shall give prompt notification
of the order to the other courts in which the civil actions
consolidated under the order are pending.
“PART B—RESIDUAL PLAN
“PURPOSE OF PART; APPROPRIATION

“SEc. 2150. (a) It is the purpose of this part to provide
Federal payments to enable individuals to purchase private
catastrophic health insurance policies.

(b) For the purpose of carrying out the provisions of this
part there are autﬁorized to be appropriated such sums as
may be necessary.

“ELIGIBLE INDIVIDUALS

“SEc. 2151. Any individual who—

“(1) is a resident of the United States, and
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1 “22) is a citizen of, or an alien lawfully admitted
2 to, the United States, or an alien otherwise permanent-
3 ly residing in the United States under color of law (in-
4 cluding any slien who is lawfully present in the United
5 States as a result of the application of the provisions of
6 section 203\a)7) or section 212(dX5) of the Immigra-
7 tion and Nationality Act),

8 shall be entitled to a premium subsidy under section 2156 if -
9 such individual wishes to purchase an approved policy (as
10 defined in section 2154) and such individual is not—

11 “(A) covered under a catastrophic health insur-
12 ‘ance plan which meets the requirements of section
18 2105 of this Act, '

14 “(B) entitled to benefits under part A of title
15 XVIII of this Act, or

16 “(C) eligible for services under a State plan ap-

17 proved under title XIX of this Act which are at least
18 substantially equivalent (as determined by the Secre-
19 tary) to the services required to be covered under an
20 . approved policy. .

21 ““AGREEMENTS WITH CARRIERS

22 “Sec. 2153. (a)1) The Secretary shall enter into agree-
23 ments with private carriers that are willing and able to do so,
24 whereby such carriers shall make available catastrophic
25 health insurance policies which the Secretary determines
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meet the requirements of this part. The Secretary shall agree
to pay a portion or all of the premium cost of such a policy on
behalf of any individual who is entitled to such a subsidy
payment under section 2156.

“(2) Any health maintenance organization qualified pur-
suant to title XIII of the Public Health Service Act .shall
qualify as & carrier under this subsection. '

“(b) For purposes of this part the term ‘carrier’ means a
voluntafy association, corporation, partnership, health main-
tenance organization, or other nongovernmental organiza-
tion, which is engaged in providing, arranging, paying for, or
reimbursing the costs of health insurance policies or con-
tracts, medical or hospital service agreements, membership
or subscription contracts, or similar arrangements, in consid-
eration of premiums or other periodic charges. '

“(c) The amount of the premium which may be charged
by an entity having an agreement under this section for ap-
proved policies for which the Secretary may msake subsidy
payments, may vary by region according to reasonable cost
differences, but may not vary according to the health status
of the individual (or his family) purchasing the policy (or on
whose behalf the policy is purchased).
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“APPROVED POLICY

“Sec. 2154. (a) In order to be an approved policy for

purposes of this part, a catastrophic health insurance policy

must meet the following requirements:

‘“(1XA) The policy must offer an open enrollment
period of at least 30 days—

“(i) at least once each year with respect to
all covered individuals; and

“(ii) during the calendar month immediately
following a change in circumstances with respect
to the individual experiencing such change.

“(B) For purposes of this paragraph a change of
circumstances means any of the following events with
respect to a covered individual:

(@) The unemployment of a spouse who was
covered under a group catastrophic health insur-
ance plan.

“(if) The death of a spouse.

“(iii) Marriage or divorce.

“(iv) A change in the number of the individ-
ual’s dependents. '
“(2) The policy must provide coverage for an indi-

vidual, his spouse, and for any of his unmarried de-

pendents under the age of 26, who are not otherwise

covered under a group plan approved under part A of
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this title, without regard to any preexisting medical
condition. The term ‘dependent’ shall have the mean-
ing assigned to it by the Secretary in regulations, but
such meaning shall include at least those individuals
who are considered dependents of such individual under
section 152 of the Internal Revenue Code of 1954.

“(8) The policy must provide for payment, with-
out cost sharing by any individual covered by the
policy, for inpatient hospital services (as defined in sec-
tion 1861(b) of this Act) provided to any individual
covered by the policy during any period which is a
hospital benefit period with respect to that individual
(as determined under section 2155(a)).

*(4) The policy must provide for payment, with-
out cost sharing by any individual covered by the
policy, for services for which benefits are payable
under section 1832 of this Act (to individuals enrolled
under part B of title XVIII) provided to any individual
covered by the policy during any period which is a
medical benefit period with respect to that individual
(as determined under section 2155()).

“(5) The policy must provide for payment, with-
out cost sharing by any individual covered under the
policy, for all services described in paragraphs (3) and
(4) provided to any individual covered by the policy
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during any period which is a total benefit period with
respect to that individual (as determined under section
2155(c)).
““BENEFIT PERIODS .
“Skc. 2155. (a}1) A hospital benefit period with re-

spect to any individual shall begin on the day following the
60th day during the 15-month period (consisting of a calen-
dar year and the last 3 months of the preceding calendar
year) in which tha? individual, or any other individual who is
a member of his family (as defined in subsection (d)), received
inpatient hospital services (as defined in section 1861(b) of
this Act).

*“(2) A hospital benefit period with respect to any indi-

vidual shall end—

“(A) on the day in such calendar year which fol-
lows the first period of 80 consecutive days therein
during which neither that individual, nor any member
of his family, was receiving inpatient hospital services;
or |

“(B) on the last day of such calendar year, if
earlier,

“(bX1) A medical benefit period with respect to any in-

23 dividual shall begin when such individual and the members of

24 his family have incurred expenses for medical services (as
25 defined in subséction (e) which aggregate more than $5,000

45-505 O - 79 - 15
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in the 15-month period (consisting of a calendar year and the
last 3 months of the preceding calendar year).

“(2) A medical benefit period with respect to any indi-
vidual shall end—

“(A) on the day in such calendar year which fol-
lows the first period of 90 consecutive days therein
during which that individual and the members of his
family incurred expenses for medical services which
aggregate less than $500; or

“(B) on the last day of such calendar year, if
earlier.

“(c)1) A total benefit period with respect to any individ-
ual shall begin when such individual and the members of his
family have made expenditures for which they are not reim-
bursed for inpatient hospital services and medical services
which aggregate more than 15 percent (but ;,t least $200) of
the income (as determined by the Secretary under subsection
(D) of such family in the 15-month period (consisting of a
calendar year and the last 3 months of the preceding calendar
year).

“(2) A total benefit period with respect to any individual
shall end the last day of such calendar year.

“(d) For purposes of this part the term ‘family’ has the
same meaning, with respect to any individual, as in section

2106(c) of this Act.
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“‘(e) For purposes of this section the term ‘medical serv-

ices’ means those services for which benefits are payable
under section 1832 of this Act to individuals enrolled under
part B of title XVIII.

“(f(1) For purposes of this section, the Secretary shall
determine when an individual meets the requirements of sub-
section (c) based on income determinations under sections
2156 and 2157, and shall notify each insurance company
having an agreement with him under this part whenever a
policyholder of such company under the agreement meets the
income test under such subsection (c).

“(2) In carrying out his responsibilities under this sec-
tion, the Secretary may contract with appropriate State and
local government agencies.

“(g) The dollar amounts of incurred expenses which ﬂe-
termine the beginning or end of a medical benefit period
under subsection (b) shall be adjusted each year by the Secre-
tary, beginning on September 1 with respect to the following
calendar year, by a percentage equal to the percentage in-
crease or decrease (as the case may be) in the medical care
services component of the Consumer Price Index (as deter-
mined by the Department of Labor) as adjusted to reflect
other appropriate economic factors (as determined by the
Secretary) during the 12 month period ending on the June 30
last preceding such September 1.
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‘“AMOUNT OF PREMIUM SUBSIDY

“Seoc. 2156. (a) The amount of the subsidy to be paid to
an insurance entity on behalf of any individual shall be deter-
mined by the Secretary, based on the standards set forth in
subsection (b).

“(b)1) An individual whose family income is equal to o»
greater than 120 percent of the official nonfarm poverty
guideline, published by the Office of Management and Budget
and adjusted annually pursuant to section 625 of the Eco-
nomic Opportunity Act of 1964, for a-fa.mily of the same size,
shall not be eligible for a subsidy under this part.

“(2) An indiyidual with a family income of less than the
amount determined under paragraph (1) shall be eligible for a
subsidy, determined on a sliding scale basis, which takes into
account the following factors:

“(A) The amount of the premium,

‘*/B) The family income.

“(C) The family size.

“(D) Coverage provided by the policy which goes
beyond the minimum coverage required of an approved
policy.

“(c) No more than one member of the same family shall
be eligible for a subsidy under this part.
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1 ““MEANING OF ‘mcom:’l

2 “Sec. 2157. (a) For purposes of this part, ‘income’
3 means (subject to subsection (b)) both earned income and un-
4 earned income; and—

5 “(1) ‘earned income’ means only—.

6 “(A) wages as determined under section
1 203(f)}(5)(C) of this Act; and

8 “/(B) ‘net earnings from self-employment’, as
9 defined in section 211 of this Act (without appli-
10 cation of the second and third sentences following
11 subsection (a}(10), and the last paragraph of sub-
12 section (t;)), including earnings for services de-
13 scribed in paragraphé (4), (5), and (6) of subsec-
14 tion (c); and

15 “(2) ‘unearned income’ means all other income,
16 including—

17 “(A) support and maintenance furnished in
18 cash,
19 “(B) any payments received as an annuity,
20 pension, retirement, or disability benefit; including
21 veterans’ compensation and pensions; workmen's
22 compensation payments; old-age, survivors, and
23 disability insurance benefits; railroad retirement
24 annuities and pensions; and wnemployment insur-

25 ance benefits,
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“(C) cash gifts, support and alimony pay-
ments, and inheritances, and
‘(D) rents, dividends, interest, and royalties.

“(bX1) In determining, for purposes of this section, the

income of any individual or family, for any period of time,

there shall be excluded—

“(A) the aggregate value of any cash gifts which
do not exceed $240, if such period of time is equal to
12 months, or, if such period of time is less than 12
months, then an amount which bears the same ratio to
$240 as such period bears to 12 months, and

“(B) any scholarship, grant, fellowship, or loan
received for use in paying for tuition, books, and relai-
ed fees at any educational (including technical or voca-
tional education) institution.

“(2) For purposes of paragraph (1) and subsection (a)—

“(A) a loan of $240 or more ‘or aggregate there-
of) shall be regarded as a gift if such loan—

“(i) is unsecured (or is without adequate se-
curity','), or
“(ii) has no maturity date; and
“(B) in the case of a loan which—
_““() bears no interest, or
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‘(i) bears interest at a rate which is not
more than one-half of the prevailing rate of inter-
est imposed with respect to similar loans,

the recipient of such loan shall be regarded as having
received, as a gift, an amount, with respect to any
period of time, equal to the excess of—

“(iii) the amount of interest which would
have been payable by him, with respect to such
period, on such loan if such loan bore a rate of
interest equal to the prevailing rate of interest im-
posed (as of the time such loan was made) with
respect to similar loans, over

“(iv) the amount of interest (if any) payable
by him, with respect to such period, on such loan.

“APPROVED POLICIES FOR MEDICAID RECIPIENTS

“Sec. 2158. (a) Notwithstanding the provisions of sec-
tion 2152(C), any State having a plan for medical assistance
approved under title XIX of this Act may purchase approved
policies under this part, on behalf of individuals who are
qualified to receive assistance under such plan and are not
entitled to benefits under part A of title XVIII, or on behalf
of any reasonable category thereof.

“b) The amount expended by the State for purchasing
such policies shall be considered an amount expended by such
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State for medical assistance for purposes of section 1903 of
this Act.
“FEDERAL ACTUARIAL COMMITTEE

“Sec. 2159. (a)(1) There is established a Federal Actu-
arial Committee which shall consist of 5 members appointed
by the President, one of whom shall be designated as the
Chairman.

“(2) A majority of the members of the committee shall
constitute a quorum, but a lesser number may conduct
hearings. -

“(3) A vacancy in the committee shall not affect its
powers, but shall be filled in the same mannr as that herein
provided for the appointment of the member first appointed to
the vacant position.

‘(4) Each member of the committee shall be entitled to
per diem compensation at rates fixed by the Secretary, but
not more than the current per diem equivalent of the annual
rate of basic pay in effect for grade GS-18 of the General
Schedule for each day (including travel time) during which
the member is engaged in the actual performance of duties
vested in the committee, and all members of the committee
shall be allowed, while away from their homes or regular
places of business in the performance of service for the com-
mittee, travel expem;es (including per diem in lieu of subsist-

ence) in the same manner as persons employed intermittently
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in the Government service are allowed expenses under sec-
tion 5703 of title 5, United States Code.

“(b) The committee shall prepare on an annual basis a
table of values of catastrophic health insurance coverage for
an individual, to be used as a guideline by which to evaluate
the actuarial value of catastrophic health insurance coverage,
and the costs of premiums for such coverage, offered through
private carriers. The table shall be made available to carriers,
health maintenance organizations, and all other interested
parties.

“(c) The Secretary shall provide such technical, secre-
tarial, clerical, and other assistance as the committee may
need.

“(d) The committee may secure directly from any de-
partment or agency of the United States such data and infor-
mation as may be necessary to enable it to carry out its
duties under this section. Upon request of the chairman of the
committee, any such department or agency shall furnish any
such data or information to the committee.

“(e) There are hereby authorized to be appropriated
such sums as may be necessary to carry out this section.
“INSURANCE POOLS

“Sec. 2160. Notwithstanding any other provision of
law, carriers may enter into contracts with any other carrier

or group of carriers for the purpose of establishing or partici-
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pating in an insurance pool to provide catastrophic health
insurance coverage under this title.”.
EFFECTIVE DATES

SEc. 202. (a) Except as provided in subsection (b), the
provisions of title XXI of the Social Security Act (as added
by this title) shall become effective on January 1, 1982.

() If, at the time that part A of title XXI of the Social
Security Act becomes effective, an employer has in effect a
group health plan which is an item covered under a collective
bargaining agreement, the provisions of such part A shall not
apply to such employer until such time as the collective bar-
gaining agreement expires, or January 1, 1984, whichever is
earlier.

MEDICAID REQUIREMENTS

Skc. 203. Section 1902(a) of the Social Security Act is
amended—

(1) by striking out “and” at the end of paragraph
(39);

(2) by striking out the period at the end of para-
graph (40) and inserting in lieu thereof a semicolon;
and

(3) by adding the following new paragraphs:

“(41) beginning January 1, 1982, provide to all
individuals otherwise eligible for services under the

plan, (A) catastrophic illness services, which must, at a
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1 minimum, provide, without cost sharing by the individ-
2 ual or his family, (i) inpatient hospital services during
3 any hospital benefit period (as defined in section
4 2155(a) of this Act) and (i) those categories of medical
5 services (as defined in section 2155(e)) which were in-
6 - cluded under the State plan during January 1979,
7 during any medical benefit period (as defined in section
8 2155(b)), or (B) private insurance protection as pro-
9 vided in section 2158 of this Act; and

10 *(42) provide that no category of individuals who

11 are eligible for assistance under the plan in January

12 1979 may be eliminated from coverage under the

13 plan.”.

14 TITLE III—AMENDMENTS TO INTERNAL

15 REVENUE CODE

16 DEDUCTION FOR INDIVIDUAL

17 SEc. 301. (a) Section 213(el1XC) of the Internal Reve-

18 nue Code of 1954 (relating to the definition of medical ex-

19 penses) is amended to read as follows:

20 “(C) for insurance covering medical care referred

21 to in subparagraphs (A) and (B) which meets the re-
22 quirements of paragraph (5).".

23 (b) Section 213(e) of such Code is amended by adding at
24 the end thereof the following new paragraph:
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"‘(5) For purposes of paragraph (1XC) the term

‘insurance’ means—

‘“(A) supplementary medical insurance for
the aged under part B of title XVIII of the Social
Security Act,

“(B) a policy which contains at least the
catastrophic health coverage required under part
B of title XXI of the Social Security Act, or

“(C) in the case of a group health plan pro-
vided by an employer, a plan which meets the re-
quirements of part A of title XXI of the Social
Security Act.”.

. DEDUCTION FOR TRADE OB BUSINESS EXPENSE

SEc. 302. Section 162 of the Internal Revenue Code of
1954 (relating to trade or business expenses) is amended—

(1) by redesignating subsection (h) as subsection

(); and '

(2) by inserting after subsection (g) the following
new subsections:

“(h) HEALTH INSURANCE FOR INDIVIDUALS.—No de-
duction shall be allowed under subsection (a) for the cost of
any health insurance policy purchased by an individual for
himself or his family unless such policy meets the require-
ments of an approved policy under part B of title XXI of the
Social Security Act.
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“i) CONTRIBUTIONS BY EMPLOYER TO ACCIDENT

AND HEALTH PrANS.—No deduction shall be allowed under
subsection (a) for contributions by an employer to accident or
health plans for compensation (through insurance or other-
wise) to his employees for personal injury or sickness unless
such employer complies with the provisions of part A of title
XXI of the Social Security Act if so required under that
part.”.
EMPLOYER CREDIT

Sec. 803. (a) Subpart A of part IV of subchapter A of
chapter 1 of the Internal Revenue Code of 1954 (relating to
credits allowable) is amended by adding after section 44C the
following new section:

“S8EC. 44D. CREDIT FOR CERTAIN COSTS OF CATASTROPHIC
HEALTH INSURANCE.

‘“(a) GENERAL RULE.—There shall be allowed as a
credit against the tax imposed by this subchapter an amount
determined under subsection (b) in the case of any taxpayer
who is an employer within the meaning of part A of title
XXI of the Social Security Act.

“(b) AMOUNT OF CREDIT.—The amount of the credit
shall be equal to a percentage (determined under subsection
(d)) of the amount of excess payroll costs (determined under
subsection (c)) experienced by an employer during the taxable

year.
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“(c) Excess PayeoLy CosTs.—The amount of an em-

ployer’s excess payroll costs shall be equal to the amount by

_which his payroll costs in the taxable year exceed 102 per-

cent of what his payroll costs would have been in such tax-
able year if such employer had maintained the same level of
contribution and the same scope of coverage under the acci-
dent or health plans he provided for his employees as he did
in his last taxable year which ended prior to the date of the
enactment of the Catastrophic Health Insurance and Medi-
care Improvements Act of 1979.
“(d) PERCENTAGE FOR DETERMINING CREDIT.—

“(1) For purposes of subgection (b), the percent-
age for the first taxable year beginning on or after the
date on which part A of title XXI of the Social Secu-
rity Act becomes effective with respect to the employer
shall be 50 percent.

“(2) For the next four succeeding taxable years
such percentage shall be the percentage as in effect in
the preceding taxable year, minus 10 percent.”.

(b) The table of sections for such subpart is amended by
inserting after the item relating to section 44C the following
new item:

“8ec. 44D. Credit for certain costs of catastrophic bealth insur-
ance.”.

(c) Section 6401(b) of such Code (relating to excessive
credits treated as overpayments) is amended—
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(1) by striking out “and 43 (relating to earned
income credit)”’ and inserting in lieu thereof 43 (relat-
ing to earned income credit), and 44D (relating to cer-
tain costs of catastrophic health insurance)”, and
(2) by striking out ‘31, 39, and 43" and inserting
in lieu thereof ‘31, 39, 43, and 44D”.
EFFECTIVE DATES

SEcC. 304. (a) The amendments made by this title shall
apply to taxable years beginning with the first taxable year
beginning after the date on which the requirements of title
XXIT of the Social Security Act are in effect with respect to
the employer (in the case of the taxable year of an employer
as defined in such title) or the taxpayer’s employer (in the
case of the taxable year of an individual who is an employee
of an employer as defined in such title).

(b) The amendments made by this title shall apply to
taxable years beginning on or after January 1, 1982, in the
case of a taxpayer who is not an employer, or an employee of
an employer, as defined in title XXI of the Social Security
Act.

O
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96TH CONGRESS
18T SESSION S. 760

To amend the Social Security Act by adding thereto a new title XXI which will
require employers to provide insurance against the costs of catastrophic
illness for their employees and their families; by providing tax credits to
assist other persons to purchase such coverage on their own behalf; by
replacing the medicaid program with a Federal medical assistance plan for
low-income people, and by adding a new title XV thereto which will
encourage and facilitate the availability, through private insurance carriers,
of basic health insurance at reasonable premium charges, and for other

purposes.

IN THE SENATE OF THE UNITED STATES

Marcr 26 (legislative day, FRBRUARY 22), 1979

Mr. LoNg introduced the following bill; which was read twice and referred to the
Committee on Finance

A BILL

To amend the Social Security Act by adding thereto a new title
XXI which will require employers to provide insurance
against the costs of catastrophic illness for their employees
and their families; by providing tax credits to assist other
persons to purchase such coverage on their own behalf; by
replacing the medicaid program with a Federal medical
assistance plan for low-income people, and by adding a new
title XV thereto which will encourage and facilitate the
availability, through private insurance carriers, of basic

II—-E
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health insurance at reasonable premium charges, and for
other purposes. ‘

[y

Be it enacted by the Senate and House of Representa-
tives of the United Stales of America in Congress assembled,
TITLE I—CATASTROPHIC ILLNESS INSURANCE
AMENDMENTS TO SOCIAL SECURITY ACT

Sec. 101. The Social Security Act is amended by
adding after title XX the following new title:
“TITLE XXI-—CATASTROPHIC HEALTH
INSURANCE PROGRAM
“Skc. 2101. (a) Every employer shall, under the terms

© ®W N OO > e W N

and conditions hereinafter stated, provide to his employees

ik
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who are not otherwise protected under an approved employer

b
[ -

plan, and to their qualified family members, protection under

an approved catastrophic health insurance plan. Employers

—
w

which have a payroll of $250,000 or less in a year will be

-
L5 B

eligible for a refundable 50-percent tax credit under section

44D of the Internal Revenue Code of 1954 if they choose

—
*

such a credit in lieu of claiming such premium payments as

—
o =3

business expenses.

*““(b) Individuals who are not covered under an employ-

DD
o

er-sponsored catastrophic health insurance plan may pur-

o
—

chase coverage under an equivalent individual coverage plan,

and be eligible for a similar 50-percent credit or rebaté with

N N
[JCRE U]

respect to their premium payments.
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“(c) The term ‘employer’, as used in this title shall have
the same meaning as when that term is used for purposes of
section 3121 of the Internal Revenue Code, except that the
provisions of section 3121(b) shall be applied without regard
to the exclusions specified in paragraphs (5), (6), (8), and (9)

- of subsection (b) thereof. (See section 44D for treatment of

State and local employers and nonprofit organizations as em-
ployers for purposes of receiving catastrophic health insur-
ance rebates.)
“DEFINITIONS
“SEc. 2102. For purposes of this part—
“(a) The term ‘employer plan’ means—

“(1) an insurance policy, contract, or other ar-
rangement entered into between an employer and a
carrier under which the carrier, in consideration of pre-
miums or other periodic payments, undertakes to pro-
vide, pay for, or reimburse the costs of, health services
received by those of the employer’s employees (and
those of the family members of such employees) who
are covered by the plan, or

“(2) a plan under which the employer, as a self-
insured employer (as defined in subsection {d)), under-
takes to provide, pay for, or reimburse the costs of,

health care services received by those of the employ-
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er'’s employees (and those of the family members of

such employees) who are covered by the plan.

“(b) The term ‘individual coverage plan’ means an in-
surance policy,q contract, or other arrangement entered into
between a carrier and an individual who is not covered under
an employer plan under which such carrier, in consideration
of premiums or other periodic payments, undertakes to pro-
vide, pay for, or reimburse the costs of, health services re-
ceived by such individual (and those of the family members of
such individual who are covered by the plan).

“(c) The term ‘carrier’ means a voluntary association,
corporation, partnership, or other nongovernmental organiza-
tion which is engaged in providing, paying for, or reimburs-
ing the costs of, health services under insurance policies or
contracts, medical or hospital service agreements, member-
ship or subscription contracts, or similar arrangements, in
consideration of premiums or other periodic charges payable
to the carrier.

“(d) The term ‘self-insured employer’ means an employ-
er who (either through outside administrators, including car-
riers, or otherwise) engages, without insurance arrangements
with a carrier, to provide, pay for, or reimburse the costs of,
health services for some or all of his employees.

“(e) The term ‘employer’ includes a State (or political

subdivision thereof) and the Federal Government.
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“APPROVAL OF PLANS

“Sec. 2103. (aX1) In order for an employer plan or an
individual coverage plan to be approved by the Secretary
under this part—

“(A) such plan, in the case of any plan other than

an employer plan of a self-insured employer, must be a

plan offered by a carrier which is approved by the Sec-

retary pursuant to subsection (e);

“(B) the coverage provided under such plan must
include, but shall not be limited to, the scope of bene-

fits prescribed in subsection (b).

“(2)(A) Secretary shall offer a catastrophic health insur-
ance policy, which meets the criteria prescribed under this
title with respect to approved plans to employers or to indi-
viduals, in any State in which there is not actually and gen-
erally available to employers or to individuals, as the case
may be, one or more approved catastrophic health insurance
policies approved under this title.

“(B) The premiums imposed under any such policy shall
be in an amount designed to cover the costs (inclusive of
administrative costs and appropriate reserves which will be
incurred in furnishing the benefits provided in the poliey.

‘“(C) No such policy shall be offered in any area prior to
the expiration of the 3-year period which commences on the

date of enactment of this title.
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(D) Premiums collected by the Secretary for insurance
policies offered by him under this section shall be deposited in
an Insurance Revolving Fund, and moneys in such fund shall
be available, without fiscal year }imita.tion, for the payment of
claims under such policies.

“‘(E) For the purpose of providing & contingency reserve
for the insurance program established by this section, there is
authorized to be appropriated such sums as may be neces-
sary; and any sums appropriate for such purpose shall remain
available for the purpose of making repayable advances
(without interest) to the Insurance Revolving Fund author-
ized to be established under subsection (d).

“(F) The Secretary, in making payment for services
covered under any insurance policy issued pursuant to this
section, shall utilize the payments methodology and adminis-
trative mechanism employed by him for making payment for
services covered under the insurance programs established by
title XVIII.

“(b)(1) For purposes of subsection (a), the coverage pro-
vided under an approved plan must include, but shall not be
limited to—

“(A) hospital and related services (as defined in
paragraph (2)) which are furnished to such individual
during a period with respect to which he has met the
deductible imposed by paragraph (4)(B), and
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‘(B) medical and other health services (as defined

in paragraph (3)) which are furnished to such individual
during a period with respect to which he has met the
deductible imposed by paragraph (4XC).
“(2) The term ‘hospital and related services’ means—
““(A) inpatient hospital services (as defined in sec-
tion 1861(b)),
“(B) post-hospital extended care services (as de-
fined in section 1861(i)), and
“(C) home health services (as defined in section
1861(m)).
“(3) The term ‘medical and other health services’

means—

“‘(A) medical and other health services (as defined
in section 1861(s)),

“(B) home health services (as defined in section
1861(m)),

“(C) outpatient physical therapy services (as de-
fined in section 1861(p)), and

‘(D) rural health clinic services (as defined in sec-
tion 1861(aa)).

“Deductible Amount

“(4)A) For purposes of payment of benefits under this

24 part with respect to expenses incurred for health services fur-
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1 nished to any insured individual, there shall be taken into
2 account—

3 “() in case of expenses incurred for hospital and
4 related services (as defined in paragraph (2)), only so
5 much of such expenses as are incurred for such serv-
6 ices furnished during a period with respect to which
7 the deductible imposed by subparagraph (B) is met, and
8 “(ii) in case of expenses incurred for medical and
9 other health services (as defined in paragraph (3)), only
10 so much of such expenses as are incurred for such
11 services furnished dtiring a period with respect to
12 which the deductible imposed by subparagraph (C) is
13 met.

14 “(B) The deductible imposed by this subsection with re-
15 spect to expenses incurred for hospital and related services
18 (as defined in paragraph (2)) shall be met by an insured
17 individual—

18 “@i) for the period, in the calendar year, which
19 commences on the day following the 60th day, during
20 the calendar year and the last 3 months of the preced-
21 ing calendar year, in which such individual received in-
22 patient hospital services; and
23 “(ii) for the period, in the calendar year, which is
24 prior to the first consecutive 30-day period therein in

25

which such individual is neither an inpatient in a hospi-
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tal nor an inpatient in a skilled nursing facility, but
only if the first day for which such services in the cal-
endar year occurs not later than 90 days after the last
day with respect to which benefits were payable under
this part on account of inpatient hospital services fur-
nished to him in the preceding calendar year.

“(C) The deductible imposed with respect to expenses

incurred for medical and other health services (as defined in

paragraph (3)) shall be met by an insured individual—

“@) for the period, in the calendar year, which
occurs after such individual has incurred, during such
year and the last 3 months of the preceding calendar
year, expenses (including expenses deemed under sub-
paragraph (D) to be incurred by him, but excluding
amounts required to be excluded under paragraph
(4)F) for such services) of $2,000 (or, if higher, the
amount determined under subparagraph (G)(2)); and

“(ii) for the period, in the calendar year, which
occurs prior to the first 90-day period therein during
which such individual incurs for such services expenses
(including expenses deemed under paragraph (2) to be
incurred by him) the aggregate of which is less than
$500 (or, if greater, the amount determined under
paragraph (5)), but only if (i) during the last 3 months
of the preceding calendar year, such individual incurred
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for such services expenses (including expenses deemed

under paragraph (2) to be incurred by the individual) of

at least $500 (or, if greater, the amount determined
under paragraph (5)), and (i) such individual had met

(by reason of the application of clause (A)) for a period

in the preceding calendar year the deductible imposed

by this paragraph.

‘(D) In determining, for purposes of this subsection, the
amount of expenses incurred by an individual for medical and
other health services furnished during any period, there shall
be deemed to 2ave been incurred by such individual any ex-
penses incurred for such services furnished during such
period to each other member of such individual’s family, but
only if such other member is (i) the spouse of the individual,
(i) a dependent of such individual, (iii) the person (or the
spouse of the person) of whom such individual is a dependent,
or (iv) a person who is & dependent of the same person of
whom such individual is a dependent.

“(E) For purposes of subparagraph (D)—

“@) the term ‘dependent’ shall have the meaning
assigned to it by regulations of the Secretary;

“(ii) the term ‘family’ means two or more individ-
uals who are (I) related by blood, marriage or adop-
tion, and (II) living in a place of residence maintained

by one or more of them as his or their own home (and
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for purposes of this clause, a child under age 26 who is
absent from home for the purpose of attending an edu-
cational institution as & full-time student shall be
deemed while so absent to be living in such place of
residence); and
“(iii} the term ‘member’, when used in reference
to a family means an individual described in clause (ii).
“(F) In determining, for purposes of this subsection, the
amount of expenses incurred (or deemed to be incurred) by an
individual for medical and other health services in any calen-
dar year, there shall be disregarded all amounts in excess of
$500 incurred in connection with the treatment of mental,
psychoneurotic, or personality disorders of such individual.
“(@) The Secretary shall, between July 1 and October 1
of 1981 and of each year thereafter, determine and promul-
gate the deductible which shall be applicable for purposes of
subparagraph (CX1) in the succeeding calendar year. Such
deductible shall be equal to whichever of the following is the
higher: ‘
“@i) $2,000, or
“(ii) $2,000 multiplied by the ratio of the compo-
nent of the Consumer Price Index, prepared by the
Department of Labor for June of the year in which
such determination is made and promulgated, which

represents fees for physician services to such compo-
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nent of such Consumer Price Index for the month of

June 1980, with such product, if not a multiple of

$100, being rounded to the nearest multiple of $100.

“(H) The Secretary shall between July 1 and October of
1981 and of each year thereafter, determine and promulgate
the amount which shall be applicable for purposes of subpara-
graph (C)i) in the succeeding calendar year. Such amount
shall be equal to whichever of the following is the higher:

“(A) $500, or
“(B) $500 multiplied by the ratio of the compo-
nent of the Consumer Price Index, prepared by the

Department of Labor for June of the year in which

such determination is made and promulgated, which

represents fees for physician services to such compo-
nent of such Consumer Price Index for the month of

June 1980, with such product, if not a multiple of $50,

being rounded to the nearest multiple of $50.

“(5) Payments with respect to expenses incurred in con-
nection with the treatment of mental, psychoneurotic, and
personality disorders shall not be made unless such treatment
consists of ‘mental health care services’. As used in this sub-
paragraph, the term ‘mental health care services’ includes
only care and services for mental conditions—

“(i) which, if provided on an inpatient basis, con-

sist of a course of active care and treatment provided



© 0 A B O B W N e

D N DD DD BD e et b et bk e ped ek gk e
W D = O O O D W D O

246

18
in and by an accredited medical institution (as deter-
mined by the Secretary),

“(ii) which, if provided on a partial hospitalization
basis, are provided (i) in and by an accredited medical
institution (as determined by the Secretary), or (ii) in
and by a qualified community mental health center (as
determined in accordance with regulations of the
Secretary),

““(iii) which, if provided on an outpatient basis, are
provided by a qualified commuxnity mental health
center (as determined in accordance with regulations of
the Secretary), or provided by a psychiatrist;

except that such term does not include any outpatient serv-
ices provided by a psychiatrist, during a 12-month period, for
purposes of diagnosis or treatment of acute psychosis in
excess of (I) five visits, plus (IT) such additicnal visits as shall
have been approved in advance by an appropriate profes-
sional review mechanism upon a finding that, in the absence
of such additional visits, the patient will require institutional
care.

*(6) the plan (in the case of an employer plan) (i)
must cover all of the employees of such employer
(other than employees who perform service for less

- than 25 hours per week or temporary employees), and
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(i) may, at the option of the employer, cover all of the
embloyees of the employer;

“(7) the plan must cover the spouse and depend-
ent family members (including dependent children until
age 26) of any employee (in the case of an employer
plan) or individual (in the case of an individual cover-
age plan) covered by the plan;

“(8) such plan (in the case of an employer plan)
must not require or permit any financial participation
in the cost of the plan by any individual covered there-
under;

“(9) such plan (in the case of an employer plan)
must provide that coverage (in the case of & new em-
ployee, his spouse, and dependent family members) will
begin not later than the first day of the first calendar
month which commences more than 30 days after the
date the employee’s employment commences, and that
coverage of an employee (and of members of his family
who are covered by the plan) will not be terminated by
reason of the separation of the employee from his em-
ployment by such employer prior to 180 days after the
date of such separation, or (if earlier) the first day after
the date on which such employee first obtains coverage
under another employer plan approved under this part;
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“(10XA) such plan, in the case of any employer
plan (other than an employer plan of a self-insured em-
ployer) must be a plan under which there are available
to the employer arrangements for the pooling of risks
under the plan by which his employees are covered
and under the plans by which employees of other
employers are covered so that the premium or other
periodic charge payable therefor to the carrier are de-
termined on a class basis either (i) without regard to
the payments or reimbursements for health services re-
ceived by the employer’s employees (and family mem-
bers of such employees) covered by the plan, or (i)
without regard to the payments or reimbursements for
health services received by the employer’s employees
{and family members of such employees) in excess of a
specified amount agreed to between the employer and
the carrier of payments or reimbursements as to any
one individual or family and under which the premium
or other periodic charge made under such arrangement
is specifically identified to the purchaser;

“(B) the premium or other periodic charge im-
posed for the pooling arrangements described in sub-
paragraph (A) shall (in case of any plan other than an
employer plan of a self-insured employer) be stated, to
the employer or self-employed individual subscribing to
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the plan, in annual (or more frequent) billings or re-
newal notices which shall be expressed in such a
manner a8 to facilitate a comparison of such premium
or charge with the amount allowable on account of
such plan as a tax credit under section 1403 or section
3114, as the case may be, of the Internal Revenue
Code of 1954. )
“(C) In any case where, pursuant to one or more collec-
tive bargaining agreements, health insurance responsibilities
for one or more groups (but not all) of the employees of an
employer have been placed with a labor organization, the
Secretary may waive the requirement imposed by subsection
(bX6) with respect to such group or groups of the employer’s
employees for such period as may be necessary to enable the
employer and the labor organizations with which he has col-
lective bargaining agreements a reasonable opportunity so to
arrange health insurance coverage of the employees of the
employer as to meet the requirement imposed by subsection
(bX6). The Secretary shall provide technical assistance to,
and recommend procedures to be employed by, such em-
ployer and such organizations in meeting such requirement.
“(c) Approval of the Secretary of any plan (other than
an employer plan of a self-insured employer) shall not be
denied because such plan is provided under arrangements

with carriers involving the plans of two or more employers in



W 0 =3 O Ot B W N

[ - R LR - - R T o . Y S T S SO T
AW = O W @ A O N = O

250

17
the same industry or under a trust or trade association
arrangement.

“(d(1) No employer plan or individual coverage plan
shall be approved by the Secretary except on the basis of an
application for approval submitted by the employer or indi-
vidual (or by a carrier on such person’s behalf) to the Secre-
tary, which application shall be in such form and contain such
information and assurances as the Secretary shall by regula-
tions require.

*“(2) Applications for approval may contain provision for
recommendations of approval, by the insurance department
or similar agency of the State involved; and the Secretary
may employ any such recommendations as a basis for expe-
diting approval of the application with respect to which such
recommendations are made.

*“(8}A) The Secretary shall not approve any application
of an employer plan by a self-insured employer unless such
application contains or is supported by proof and assurances
satisfactory to the Secretary that the employer has the finan-
cial ability to discharge his obligations under the plan and has
the administrative ability effectively to discharge such
obligations.

‘“(B) The Secretary may, as a condition of approval of
an employer plan by a self-insured employer, require the em-

ployer to deposit in a depository designated by the Secretary

By
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either an indemnity bond or securities (at the option of the
employer) of a kind and in an amount determined by the Sec-
retary, and subject to such conditions as the Secretary may
prescribe (which shall include authorization to the Secretary
in case of default of the employer’s obligations to provide
benefits under the plan to sell any of such securities sufficient
to discharge such obligations or to bring suit upon such bonds
to procure the prompt discharge of such obligations).
‘“Approved Carrier
“(eX1) As used in this section—

“(A) the term ‘catastrophic health insurance’
means a health insurance policy or plan which provides
the coverage which is required pursuant to subsection
(bX1); and

“(B) the term ‘carrier’ includes any nonprofit hos-
pital or medical service corporation.

“2XA) In order for a carrier to be approved by the
Secretary under this subsection, the carrier must—

“@) offer, in each State in which such carrier does
health insurance business, catastrophic health insur-
ance to all individuals and groups on an annual or
shorter contract basis, with the option of the policy-
holder to renew at the expiration of the term of the
policy, and with provision that the coverage so offered
will not be discontinued or denied in the case of any

45-505 O - 719 - 17
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individual or group except for failure to make timely
payment of premium therefor;

“(ii) provide claims determination procedures with
respect to catastrophic health insurance benefits which
(D comply with the requirements imposed by section
503 of the Employee Retirement Income Security Act
of 1974 and the regulations issued thereunder by the
Secretary of Labor and (IT) are consistent with those
employed by the carrier in its noncatastrophic health
insurance business and which in general are at least as
favorable to claimants as those employed under the
Federal plan established by part A, and

“(iii) operate in accordance with procedures satis-
factory to the Secretary for meeting its obligations
with respect to policies of catastrophic health insurance
and for disposition of unearned premiums on such poli-
cies in the event of the discontinuance of such policies
or the withdrawal of its status as an approved carrier
by the Secretary.

“(B) In order to better enable carriers to meet the re-

21 quirements imposed by subparagraph (AXi), the Secretary

22 shall provide to carriers, offering approved plans under this
23 part, reasonable access to claim data developed under the
24 Federal plan established by title XVIIL.
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“(d) Approval of a plan by the Secretary under this sec-
tion shall not have the effect of causing such plan to be a
‘governmental plan’, as that term is employed in and for pur-
poses of title I of the Employee Retirement Income Security
Act of 1974, if such plan would, in the absence of such ap-
proval, not be a ‘governmental plan’, as that term is so
employed.

‘“(eX1) It shall not be unlawful, under any antitrust law,
for any carrier or group of carriers to enter into or participate
in any pool, reinsurance, or other residual market arrange-
ment, or for any carrier to carry on any activity which is
necessary or appropriate to discharge its functions under any
such arrangement, if and to the extent that, such arrange-
ment and the activities taken pursuant thereto are confined to
the offering and administration of plans approved by the Sec-
retary under this section.

“(2) As used in paragraph (1), the term ‘antitrust law’
means the Federal Trade Commission Act, each statute re-
ferred to in section 4 of that Act (15 U.S.C. 44) as an Anti-
trust Act, any other statute of the United States in pari ma-
teria, and any law of any State or political subdivision thereof
which prohibits or restrains contracts, combinations, or other

arrangements in restraint of trade.
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“CERTIFICATIONS TO THE SECRETARY OF THE TREASURY

“Sec. 2104. (a) Whenever the Secretary approves, or
withdraws approval of, any employer plan or individual cov-
erage plan under this part, he shall submit a certification of
his action to the Secretary of the Treasury.

“(b)(1) The Secretary shall, prior to January 1, of each
calendar year, certify to the Secretary of the Treasury the
Table of Values of Catastrophic Health Insurance Coverage
which shall be in effect for such calendar year, together with
such additional data as may be needed by the Secretary of
the Treasury in connection with the administration of sec-
tions 42, 1403, and 3114 of the Internal Revenue Code of
1954.

“(2) The table of values referred to in paragraph (1)
shall be developed, for each calendar year, by the Secretary
and shall, except for such adjustments as the Secretary shall
deem to be necessary, be the same as the Table of Values of
Catastrophic Health Insurance Coverage which is prepared
and recommended to the Secretary for such year by the Ac-
tuarial Committee est'ablished pursuant to section 2105.

“(8) Such table of values developed by the Secretary
shall be made available to all carriers who offer approved
catastrophic health insurance 1;lans and to all other interested

persons.
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“ACTUARIAL COMMITTEE

“SEec. 2105. (aX1) There is hereby established an Actu-
arial Committee which shall consist of five individuals, who
are not otherwise in the employ of the United States, ap-
pointed by the Secretary.

“(2A) Members of the Committee shall be persons who
are qualified to perform the functions and duties of the Com-
mittee. No individual shall be a member of the Committee
unless he (i) is enrolled, or meets the conditions for enroll-
ment (other than those relating to pension experience), as an
actuary in the Joint Board for the Enrollment of Actuaries
established by section 8041 of the Employee Retirement
Income Security Act of 1974, and (i) has significant actuar-
ial experience in the field of health insurance.

“B) At no time shall more than two members of the
Committee be in the employ of a carrier (as defined in sub-
section (e)) which does health insurance business.

“(3) Members of the Committee shall serve for terms of
4 years, except that of those first appointed, one shall be
appointed for a term of 1 year, one shall be appointed for a
term of 2 years, one shall be appointed for a term of 3 years,
and two shall be appointed for terms of 4 years. A member
may be reappointed, but no member may serve for more than
two successive terms. A member appointed to fill & vacancy

shall be appointed only for the unexpired term of his prede-
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cessor. A majority of the members of the Committee shall
constitute a quorum thereof and action taken by the Commit-
tee shall be by majority vote of those present and voting. The
Secretary shall, from time to time, designate a member of the
Committee to serve as Chairman thereof.

“(4) The Secretary shall furnish to the Committee an
executive secretary and such secretarial, clerical, and other
services as may be required to enable the Committee to carry
out its duties and functions.

“(bX1) Members of the Committee shall each be entitled
to receive the daily equivalent of the annual rate of basic pay
in effect for grade GS-18 of the General Schedule for each
day (including traveltime) during which they are engaged in
the actual performance of duties vested in the Committee.

‘‘(2) While away from their homes or regular places of
business in the performance of services for the Committee,
members of the Committee shall be allowed travel expenses,
including per diem in lieu of subsistence, in the same manner
as persons employed intermittently in the Government are
allowed expenses under section 5703(b) of title 5 of the
United States Code.

“(c) Section 14(a) of the Federal Advisory Committee
Act shall not apply to the Actuarial Committee established

pursuant to this section.
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*(dX1) It shall be the duty and function of the Commit-
tee to prepare and recommend to the Secretary, not later
than October 1 of each year, a Table of Values of Cata-
strophic Health Insurance Coverage which shall be in effect
for the calendar year commencing on the following
January 1.

*“(2) Such table of values shall establish, for each State,
the actuarial value of one year’s catastrophic health insur-
ance coverage for one individual, as estimated for the calen-
dar year for which such table of values is to be in effect, and
shall be designed (with the use of a table of adjustment fac-
tors) to enable employers, carriers, and others involved with
plans approved under section 2103 to determine the actuarial
value of the catastrophic health insurance coverage provided
under any such plan.

“(8) The value of catastrophic health insurance cover-
age shall be established by the Committee according to the
best data and information available to it on the basis of the
expected costs or charges for health care services, the ex-
pected utilization of health care services by all persons
having such coverage, the expected administration and claim
pa;yment expenses (including an allowance for risk) applicable
to plans providing such coverage, and such other information
as the Committee determines to be relevant. In establishing
such value of coverage in any State, the Committee shall
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employ appropriate adjustment factors, which shall be ap-
plied uniformly within the State, to reflect significant cost
differences related to geographic variations and the age and
dependency characteristics of individuals covered under plans
providing such coverage.

“/(4) The term ‘catastrophic health insurance’, as used in
this section, means health insurance provided under plans ap-
proved under section 2103 which provides that minimum
coverage necessary to meet the requirement imposed in sec-
tion 2103(b).

“(eX1) The Committee shall have the further duty (A) of
reviewing (by random claim or data sample or otherwise) the
marketing and rating practices of plans approved under sec-
tion 2103 with & view to determining whether such practices
unduly or inappropriately restrict, for particular groups, the
availability of coverage under plans approved under such sec-
tion, and (B) upon request of the Secretary of the Treasury,
to assist him in establishing procedures designed to assure
the proper administration of sections 42, 1403, and 3114 of
the Internal Revenue Code of 1954.

“42) The Committee shall report to the Secretary its
findings resulting from its review functions, together with

such recommendations as it may have based on such find-

”
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AMENDMENT TO THE INTERNAL REVENUE CODE

Sec. 102. (a) Subpart A of part IV of subchapter A of
chapter 1 of the Internal Revenue Code of 1954 (relating to
credits allowable) is amended by inserting immediately before
section 45 the following new section:

“SEC. 44D. CREDIT FOR CATASTROPHIC HEALTH INSURANCE
PREMIUMS PAID BY CERTAIN TAXPAYERS.

“(a) ACTUARIAL VALUE OF CATASTROPHIC HEALTH
INSURBANCE COVERBAGE UNDER APPROVED INDIVIDUAL
COVERAGE AND CERTAIN EMPLOYER PLANS.—If, during
any part of the taxable year (1) an employer which has a
payroll of $250,000 or less during such year, or (2) some
other taxpayer who is not an employer, has secured for his
employees or for himself, as the case may be, catastrophic
health insurance coverage under a plan which is approved by
the Secretary of Health, Education, and Welfare under sec-
tion 2103 of the Social Security Act, the taxpayer may, in
lieu of any deduction and to the extent provided in this sub-
section and subsection (b), credit against the taxes otherwise
imposed by this chapter for such taxable year an amount
equal to one-half the actuarial value of such coverage, as
determined under the appropriate Table of Values of Cata-
strophic Health Insurance Coverage certified by such Secre-
tary pursuant to section 2103 of such Act. Such credits shall
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be refundable to the taxpayer to the extent they exceed his
tax liability.

“() Lnvar oN CeeDITB.—The total credits allowed a
taxpayer under this section shall not exceed 100 percent of
the premiums against which such credits are allowable.

“(c) A State and the local government employees in a
State in which all such public employers provide c&tastrophic
health insurance to their employees under the terms and con-
ditions prescribed for employers in title XXI of the Social
Security Act shall be deemed to be an employer for purposes
of subsection (a) regardless of payroll amounts if such State
enters into an agreement with the Secretary of the Treasury
to comply with the provisions of such title XXI and if the
Secretary of Health, Education, and Welfare certifies that
such State and each of its subdivisions is in compliance with
the provisions of such title. For purposes of subsection (a), a
nonprofit organization shall also be deemed to be an employ-
er without regard to the amount of its payroll.”.

EXCISE TAXES

(b) Chapter 38 of the Internal Revenue Code of 1954
(relating-to certain other excise taxes) is amended by sdding
at the end the following new subchapter:

“Subchapter F—Taxes on Certain Uninsured
Employers

“8ec. 4495. Impasition of taxes.
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“SEC. 4495. IMPOSITION OF TAXES.

*“(a) TAXES ON UNINSURED EMPLOYERS.—

“(1) If an employer has failed to insure his em-
ployees under an approved employer catastrophic
health insurance plan pursuant to section 2101 of the
Social Security Act with respect to any taxable year,
there is hereby imposed on the employer a tax equal to
150 percent of the amount of premiums that it is esti-
mated he would have paid had his employees been so
insured.”.

TITLE OI—MEDICAL ASSISTANCE PLAN FOR
LOW-INCOME PEOPLE

Skc. 201. (a) Effective October 1, 1980, title XIX of
the Social Security Act is amended to read as follows:

“TITLE XIX—MEDICAL ASSISTANCE PLAN

FOR LOW-INCOME PEOPLE
“PART A—GENEBRAL PROVISIONS
“PURPOSE

“Sec. 1901. It is the purpose of this title to provide, for
low-income individuals and members of low-income families,
assistance toward the costs of necessary hospital, skilled
nursing facility, medical, and other health care services.

“FREE CHOICE BY PATIENT GUARANTEED

“Src. 1902. Any individual entitled to benefits under
this title may obtain health services provided hereunder from
any institution, agency, or person qualified to participate
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under this title in accordance with reimbursement and service
requirements if such inatitution, agency, or person undertakes
to provide him such services. The provisions of the preceding
sentence shall not be applicable in the jurisdiction of Puerto
Rico, the Virgin Islands, or Guam for any period with re-
spect to which there is in effect an election (submitted to the
Secretary in such form and manner as he shall by regulations
prescribe) by the Governor of such jurisdiction that such pro-
visions not be applicable to such jurisdiction.
““OPTION OF INDIVIDUALS TO OBTAIN OTHER HEALTH
INSURANCE PROTECTION
“SEc. 1903. Nothing contained in this title shall be con-
strued to preclude any State from providing, or any individu-
al from purchasing or securing (through collective bargaining
or otherwise), protection against the cost of any health
gervices.
“PABT B—DESCRIPTION OF MEDICAL ASSISTANCE PLAN
“ELIGIBLE INDIVIDUALS
“SEc. 1910. (3) Every ‘medicaid eligible’ (as defined in
section 1916(a)) shall be eligible for the health benefits pro-
vided under this title in the manner prescribed by section
1916. Every individual who—
“(1) is (A) a low-income individual, or (B) a

member of a low-income family,
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“2) is a resident of the United States, and is
either (A) a citizen or (B) an alien lawfully admitted
for permanent residence or otherwise permanently re-
siding in the United States under color of law (includ-
ing any alien who is lawfully present in the United

States as a result of the application of the provisions of

section 203(a){(7) or section 212(dX5) of the Immigra-

tion and Nationality Act), and

“(3) has filed (in the case of a low-income individ-
ual), or has had filed in his behalf by an appropriate
person an application under this title (filed in such form
and manner and containing such information as the

Secretary shall by regulations prescribe),
shall be eligible for the health benefits provided under this
title for the benefit period (as determined under subsection
(dX2)) to which such application is applicable; except that no
such individual shall be entitled to such benefits on account of
services received by him during any period with respect to
which he does not meet the condition imposed by paragraph
(2) of this subsection.

“(b) Whenever the Secretary approves any application
(referred to in subsection (a}(3)), he shall issue a health bene-
fits card to each individual who, by reason of such applica-
tion, is eligible for a benefit period to the health benefits pro-
vided by this title. Such health benefits card which shall be
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used to assist in identifying an eligible individual, shall identi-
fy the individual or family member to whom it is issued (by
name, sex, age, and social security account number and such
criteria as the Secretary shall by regulations prescribe) as
being eligible for such benefits for such period.

“(c) An application (referred to in subsection (a}3)) on
behalf of the members of & low-income family shall be filed by
the head of such family or by such other appropriate person
as the Secretary shall by regulations specify.

“(d(1XA) Any application (referred to in subsection
(a}(3)) shall be filed with respect to—

“@) the coverage year in which the application is
filed, or

“(ii) the coverage year immediately following the
coverage year in which the application is filed and
which begins not later than 60 days after the date on
which such application is filed.

“B) As used in this subsection and section 1911, the
term ‘coverage year’ means the 12-month period beginning
April 1 of any year.

“(2) The benefit period of any individual resulting from
the filing of an application (referred to in subsection (a)X8)),
shall commence—

“(A) on the first day of the first month in which
the application is filed, or
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“(B) if earlier, the first day of the third month
prior to the month in which the application is filed and
in which such individual or the family of which he is a
member first met the conditions imposed by section
1910(a) (1) and (2),
and shall end on whichever of the following is earlier—
“(C) the close of the coverage year with respect
to which such application is filed, or
‘(D) such date as may be specified in regulations
of the Secretary (promulgated in accordance with the
provisions of section 1911(d)), if such individual, prior
to the date referred to in clause (C), ceases to meet the
applicable condition imposed by subsection (a)1), or
fails to submit reports which the Secretary deems to be
necessary or useful to enable him to determine whether
such individual continues to meet the conditions im-
posed by subsection (a) (1) and (2);
except that, if on the date that any individual’s benefit period
would (as determined under the preceding provisions of this
paragraph) end, such individual is an inpatient in a health
care institution (which is a hospital, skilled nursing facility, or
intermediate care facility) participating under title XVIII or
this title, such individual’s benefit period shall not end until
the day following the first day, after suoh,date, that such
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individual either is no longer an inpatient in or no longe:
requires care in such an institution,
“DETERMINATIONS OF ELIGIBILITY

“SEc. 1911. (a) Whenever an application (referred to in
section 1910(a)}(3)) has been filed by or on behalf of an indi-
vidual or on behalf of the members of a family, the determi-
nation of whether such individual or such family meets the
applicable condition imposed by section 1910(aX1) (A) or (B)
shall be based on the actual income of the individual or family
for the 2-month period immediately preceding the date of
filing of the application and the prospective income of the
individual or family for the 2-month period immediately fol-
lowing such date.

“(b) An individual shall be deemed, for purposes of sub-
section (a), to have no income for the 2-month period immedi-
ately preceding the date of the filing of an application (re-
ferred to in section 1910(a)(3)) if—

“(1) at the time such application is filed by such
individual, he is not & member of a family, and

“(2) during all of such 2-month period (A) such
individual was a member of a family, (B) was not regu-
larly employed, and (C) was not the head of such
family.

“(c) The Secretary, in determining (for purposes of sub-

section (a)) the prospective income of any individual or

Q men ®
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family, may take into account current income (if any) and
other relevant factors (including, in appropriate cases, actual
income for preceding periods).

“(d) An individual (referred to in section 1910{(dX2XD))
shall be deemed not to have ceased to meet the applicable
condition imposed by section 1910(a)1) in & current coverage
year because the income of such individual or of the family of

which he is a member, as the case may be, has increased, if
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such income, as so increased, does not exceed 120 per

centum of the maximum amount of income which such indi-
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vidual (or such family) can receive while still being a ‘low-
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income’ individual or family (as the case may be). The pre-
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ceding sentence shall apply also to decreases in family

income maximums brought about by a diminution in the
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number of members thereof, except that a diminution in the
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number of members of a family of not more than one such
member during a benefit period shall not affect the eligibility

of the remaining members of such family during the remain-
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der of such benefit period.

“SCOPE OF BENEFITS
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“Sgc. 1912. The benefits provided to an individual eli-
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gible in any benefit period under this title shall consist of

[
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eligibility to have payment made (subject to the provisions of
this title) on his behalf for—
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*‘(a) necessary inpatient hospital services;

“(b) medical and other health services;

“(c) skilled nursing facility services;

“(d) home health services;

‘() intermediate care services;

“(f) mental health services;

‘() pre-natal and well-baby care;

“(h) family planning counseling, services, and
supplies;

“@) in the case of eligible children under age 18,
early and periodic screening, diagnosis, and treatment;
and

“() payment of any premium imposed under part
B of title XVIII for coverage under the insurance pro-
gram established by such part;

and to have reimbursement made to him in an amount equal
to one-half of the amount (i) of the actuarial value, as deter-
mined under the appropriate Table of Values of Catastrophic
Health Insurance Coverage certified by the Secretary pursu-
ant to section 2104(b), of catastrophic health insurance cov-
erage for any period for such individual (or such individual
and family members) under a self-employed plan approved by
the Secretary under section 2122, and (i) paid by such indi-

vidual (and by family members) as premiums for such plan.
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““COPAYMENT REQUIREMENTS
“Sec. 1913. (aX1) Any individual or family who, for
any coverage year, is eligible for the health benefits provided
by this title shall be responsible for the first $3 of the cost
incurred for a visit for physicians’ se-rvices (other than as an
inpatient) if such visit is not for the purpose of securing ap-
propriate well-baby care, family planning services, or serv-
ices described in section 1912(i). Such $3 copayment shall be
applicable only to each of the first ten visits of any individual
or family for physicians’ services. In the case of an individual
covered under title XVIII, the copayment or deductible re-
quirements of this section shall apply to the extent they are
less than the copayment required under title XVIII.
“(2) In the case of any individual who—

‘“(A) is, for any benefit period, entitled to the
health benefits provided under this title,

“(B) is not & member of & family or is a member
of a family all of whose members meet the require-
ments of subparagraph (C),

“(C) for a continuous period in excess of 60 days
(whether or not in the same benefit period), is an inpa-
tient in an institution which is a hospital, skilled nurs-
ing facility, or intermediate care facility,

there shall be imposed in each month (which begins after

such period) in which he is an inpatient in such an institution
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a special copayment, with respect to health care services in
such institution to which he is entitled under this title during
each month, equal to the amount by which his cash income
for such month exceeds $50.

“(b) The amount payable under this title with respect to
physicians’ services where a copayment is required by sub-
section (a)(1) or (a)(2) shall be reduced by an amount (if any)
equal to the copayment imposed.

“RESIDUAL NATUBE OF BENEFITS

“SEc. 1914. Amounts otherwise payable under this title
with respect to any item or service specified in clauses (a)
through (i) of section 1912 provided to an individual during
any benefit period shall be reduced by the amount which is
paid (or upon claim by the individual, or a person claiming on
his behalf, would be payable) under any other public or pri-
vate insurance or health care benefits plan by which such
individual is covered (including the insurance program estab-
lished by title XVIII, the program established by title XXI,
and any workmen’s compensation law), except that payments
under this title shall be primary in the case of a State pro-
gram designed to supplement (through higher income tests)
the eligibility of this program.

“8SPECIAL PROVISIONS RELATING TO MEDICAID ELIGIBLES

“Sec. 1915. (a) For purposes of this section and the
first sentence of section 1910{a), the term ‘medicaid eligible’
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means an individual (whether as a member of a family or
otherwise) who, for any month after December 1980 and
prior to October 1981, was determined to be eligible for as-
sistance under a State plan approved under this XIX (as in
effect prior to October 1, 1981).

“(b) Notwithstanding any other provision of this title,
any individual who is a medicaid eligible shall (subject to
subsection (c)) be eligible for the health insurance provided by
this title for any period after September 1981 if, for such
period, such individual—

‘(1) meets the requirements imposed (or deemed
by Federal law to be imposed) as a condition of eligi-
bility for assistance under the State plan under which
his status as a medicaid eligible is established, as such
plan was in effect for September 1981,

“(2) does not meet such requirements but would
meet such requirements except for the amount of his
income (or the incom;a of the family of which he is a
member), if his income (or the income of the family of
which he is & member) does not exceed 105 per
centum of the maximum applicable income standard
imposed as & condition of eligibility under such require-
ments as in effect for September 1980, or (if greater)
for September i981,
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except that no individual shall, by reason of the provisions of
this subsection, be deemed to be eligible for health benefits
under this title unless such individual meets the requirements
of section 1910(a)(2) and there has been filed (in the manner
provided by section 1910(a}(3)) by or on behalf of such indi-
vidual an application for benefits under this title with respect
to such period.
“PART C—CONDITIONS AND LIMITATIONS ON PAYMENT,
AND ADMINISTRATION
““BASIS FOR PAYMENT FOBR HEALTH SERVICES

“SEC. 1920. (a) Except as is otherwise provided in sub-
section (d), covered health care services provided to individ-
uals insured under this title shall, in the case such services
are provided by a provider of service (as defined in section
1861(u)) or an intermediate care facility, be paid for on the
basis of the reasonable cost subject to the limitations other-
wise provided under title XVIII for such services and, in the
case such services are provided by a person (other than a
provider of service or an intermediate care facility), be paid
on the basis of the reasonable charge (subject to the limita-
tions with respect thereto imposed under title XVIII).

“(b) In the event that such amounts are not payable due
to the failure of the individual or family to enroll in a health
insurance plan for which he or such family was otherwise

eligible, and to the extent such coverage would have been in
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effect during the benefits period, and in which his or such
family’s premium or rate liability was 25 per centum or less
(or failure to enroll in part B of title XVIII) amounts other-
wise payable under this title shall be reduced by not more
than $250 in a benefit period.

*“(c) As used in subsection (a), the term ‘reasonable cost’
shall have the same meaning as when such term is employed
in title XVIII.

*(dX1) To the extent that the regulations of the Secre-
tary promulgated pursuant to paragraph (2) are applicable to
a skilled nursing facility or an intermediate care facility, cov-
ered services furnished by such facility shall be paid on the
cost-related basis established under such regulations rather
than on the basis of reasonable cost.

“(2) In the interest of the efficient and economical ad-
ministration of this title, the Secretary shall promulgate regu-
lations under which covered services furnished by all or one
or more types or classes of skilled nursing facilities or inter-
mediate care facilities in any area (consisting of one or more
States) will be paid for on a reasonable cost-related basis, as
determined in accordance with methods and standards pre-

scribed in such regulations.
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“‘CONDITIONS OF AND LIMITATION ON PAYMENT FOR

SERVICES

“Sec. 1921. (a) Services and the payment therefor
under this title are subject to the same conditions and limita-
tions as those imposed by sections 1814, 1834, and 1835
with respect to sefvices. angd the payment therefor, provided
under title XVIII.

“(b) No payment shall be made under this title to any
person on account of any health care service furnished by
such person to an individual who is covered under this title
for such service unless such person accepts the amount of
such payment, together with any copayment required under
section 1913 with respect to such service, as payment in full
for such service. Whenever payment under this title is made
in supplementation of a payment made under any insurance
program (whether public or private) for a service, the amount
of the payment under this title shall not be in excess of
amount which would be paid had such service been provided
under this title, and no person accepting such payment as
payment for such service shall charge any amount in excess
of the amount so paid to the individual receiving such service.

“(c) If any eligible individual (as determined under sec-
tion 1910) who is a low-income individual or a member of a
low-income family (as determined without regard to section

1932) is enrolled in—

~
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“(1) a health maintenance organization which
meets the applicable requirements of section 1876, or
“(2) an organization which (A) provides medical
and other health services (or arranges for their avail-
ability) on a prepayment basis, and (B) receives and
prior to September 1, 1973, received, payments under
part B of title XVIII under the authority contained in

section 1833(a}1XA),

the Secretary may, in lieu of making payments for health
benefits on behalf of such individual as provided in other pro-
visions of this title, make payment therefor in the manner
authorized by section 1876 for any period, during which he is
so enrolled, and for which he is such an eligible individual.

“(d) Payments under this title may not be made for
services provided by any group practice unit unless such unit
meets the applicable requirements of section 1876.

“ADMINISTRATION AND QUALITY CONTROL

“Sec. 1922. (a) The provisions of this title shall (subject
to the provisions of section 702(b)) be administered by the
Secretary.

“(b) The provisions of title XVIII (and other provisions
of law applicable to the health insurance programs estab-
lished by such title, including part B of title XI) relating to
utilization and professional review and conditions of partici-

pation required with respect to persons or providers of health
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services under title XVIII, shall be applicable to all health

services provided under this title.

“(c) To the maximum extent practicable, the Secretary,
in the administration of this title, shall utilize and otherwise
coordinate with the procedures employed in the administra-
tion of the health insurance programs established by title
XVIII (including the procedures for certification of providers
of service), and shall have the same authority (except as
otherwise specifically provided) as that conferred upon him
with respect to the administration of the insurance programs
established by title XVIII.

““BEQUIREMENTS FOR CARRIERS AND INTERMEDIARIES

“SEc. 1923. (a) The Secretary, in the administration of
this title, shall, whenever he determines that the interests of
quality of service to eligible individuals or program economy,
or efficiency of administration would be furthered, require
consolidation of activities on the part of carriers (utilized pur-
suant to authority contained in section 1842) and agencies or
organizations (utilized pursuant to authority contained in sec-
tion 1816) in geographic regions with minimum size popula-
tions of individuals covered under this title and under the
insurance programs established by title XVIII.

“(b) No private carrier or other organization shall after
the 8-year period which commences on the date of enactment
of this section, be utilized in the administration of this title or
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title XVIII unless such carrier or other organization is an
‘approved carrier’ under section 1505.,
“‘MEDICAL COVERAGE TRUST FUND

“Seo. 1924. (a) There is hereby created on the books of
the Treasury of the United States a trust fund to be known
as the Medical Coverage Trust Fund (hereinafter in this sec-
tion referred to as the ‘Trust Fund’). The Trust Fund shall
consist of such gifts and bequests as may be made as pro-
vided in section 201(i1), and such amounts as may be de-
posited in, or appropriated to, such fund as provided in sec-
tions 1925 and 1928.

“(b) With respect to the Trust Fund, there is hereby
created a body to be known as the Board of Trustees of the
Trust Fund (hereinafter in this section referred to as the
‘Board of Trustees’) composed of the Secretary of the Treas-
ury, the Secretary of Labor, and the Secretary of Health,
Education, and Welfare, all ex officio. The Secretary of the
Treasury shall be the Managing Trustee of the Board of
Trustees (hereinafter in this section referred to as the ‘Man-
aging Trustee’). The Commissioner of Social Security shall
serve as the Secretary of the Board of Trustees. The Board
of Trustees shall meet not less frequently than once each
calendar year. It shall be the duty of the Trustee to—

“(1) hold the Trust Fund;
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“(2) report to the Congress not later than the first
day of July of each year on the operation and status of
the Trust Fund during the preceding fiscal year and on
its expected operation and status during the current
fiscal year and the next 2 fiscal years;

*(8) report immediately to the Congress whenever
the Board is of the opinion that the amount of the
Trust Fund is unduly small; and

“(4) review the general policies followed in man-
aging the Trust Fund, and recommend changes in such
policies, including necessary changes in the provisions
of law which govern the way in which the Trust Fund
is to be managed.

The report provided for in paragraph (2) shall include a state-
ment of the assets of, and the disbursements made from, the
Trust Fund during the preceding fiscal year, an estimate of
disbursements to be made from the Trust Funds during the
current coverage year and each of the next 2 fiscal years.
Such report shall be printed as a House document of the
session of the Congress to which the report is made.

“(c) The Managing Trustee shall pay from time to time
from the Trust Fund such amounts as the Secretary of
Health, Education, and Welfare certifies are necessary to
make the payments of benefits provided for in this title, and

8. 7160——17
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the payments with respect to administrative expenses in ac-

cordance with section 201(gX1).

“STATE CONTRIBUTIONS TO MEDICAL COVERAGE TRUST
FUND, AND TO CATASTROPHIC HEALTH INSURANCE
TRUST FUND
“Sec. 1925. (a) In order for individuals residing in any

State to receive for any period the benefits provided by this

title, there must be in effect for such period an agreement

between such State and the Secretary entered into under this
section.

“(b) Any agreement between the Secretary and a State
under this section shall provide that the State will (subject to
subsection (c)) pay, with respect to each fiscal year for which
such agreement is in effect, to the Secretary of the Treasury
at such time or times as may be specified in the agreement,
an amount equal to—

“(1) in case such State is a State which (for the
fiscal year ending September 30, 1980, or September

30, 1981, had in effect a State plan approved under

title XIX, as in effect prior to the effective date of the

program established by this title} the sum of the fol-
lowing:

“(A) an amount equal to (i) the total amount

expended from non-Federal funds for the purpose

of providing (under such State plan to persons eli-
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gible under such plan) services of the types for

which coverage is provided by this title, for the
four-quarter period ending september 30, 1980,
or (i) if greater, the total amount expended from
non-Federal funds for such purpose for the four-
quarter period ending September 80, 1981, plus
“(B) an amount equal to one-half of (i) the
total amount expended (as determined by the Sec-
retary) from non-Federal public funds for the pur-
pose of providing, for individuals not covered
under such plan but who are eligible under this
title, services of the types for which coverage is
provided by this title, for the four-quarter period
ending September 30, 1980, or (ii) if greater, the
total amount expended (as determined by the Sec-
retary) from non-Federal funds for such purpose
for the four-quarter period ending September 30,
1981; and
“(2) in case such State did not, for the fiscal year
ending September 30, 1980, or September 30, 1981,
have in effect a State plan referred to in paragrarh (1),
(A) the total amount expended (as determined by the
Secretary) from non-Federal funds for the purpose of
providing services of the types for which coverage is
provided by this title for persons eligible under this
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title, for the four-quarter period ending September 30,

1980, or (B) if greater, the total amount expended (as

determined by the Secretary) from non-Federal funds

for such purpose for the four-quarter period ending

September 30, 1981.

“(c) The amount payable by any State under subsection
(b) with respect to a coverage year shall be reduced by an
amount equal to one-half of the amount expended by such
State during such coverage year from non-Federal funds in
providing to individuals in such State services of a type—

‘(1) which is not covered under this title, but
“(2) with respect to the cost of which there could
have been Federal financial participation under title

XIX (as in effect prior to the effective date of the pro-

gram established by this title) if such type of service

had been included in a State's plan approved under
such title XIX. ‘

“(d) Amounts paid to the Secretary of the Treasury
under this section shall be deposited by him in the Medical
Coverage Trust Fund.

““APPROPRIATIONS TO MEDICAL COVERAGE TRUST FUND

“Skc. 1926. There are authorized to be appropriated
for each fiscal year to the Medical Coverage Trust Fund such
sums as may be necessary to carry out the program estab-
lished by this title. |



W ® =3 & Ot b W N =

[ - - - B - I I R R - T S S S = S GV SR Ty
Ot B W N = O W O A M Ot W N = O

282

49
“MINIMUM PAYMENTS

“Sec. 1927. If the amount payable to an insured indi-
vidual at any particular time as benefits under this title is less
than $5, no payment shall be made to him until such time as
the payment to which he is entitled as such benefits is $5 or
more.
“OPTOMETRISTS’ SERVICES PROVIDED IN CERTAIN BTATES

“Sec. 1928. In the case of any State which—

“(1) does not provide for the payment of optom-
etrists’ services furnished to individuals who are eligi-
ble for benefits under the medical assistance plan for
low-income people established by this title,

“(2) during all or some part of the 2-year period
ending on the effective date of such medical assistance
plan, did provide, under its State plan approved under
title XIX (as in effect prior to such effective date),
payment of optometrists’ services,

the term ‘physicians’ services’, as employed in such medical
assistance plan established by this title, shall, with respect to
individuals residing in such State, be deemed to include any
service which is furnished by an optometrist, if—

“(8) such service is one which an optometrist is
legally authorized to perform,

“(4) such service would constitute ‘physicians’

services’, as that term is employed in such medical as-
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sistance plan established by this title, if it had been
performed by a physician.
“PART D—DEFINITIONS AND MISCELLANEOUS

Provisions

““MEANING OF ‘LOW-INCOME INDIVIDUAL’ AND ‘MEMBER

OF A LOW-INCOME FAMILY’

“Sec. 1930. (a) For purposes of section 1910(a)(1)(A),

the term ‘low-income individual’ means an individual—

“(1) who is not a member of a family (as deter-
mined under subsection (b)(1)), and
“(2) whose income is at a rate of not more than
$3,000 for the calendar year 1981 or any calendar
year thereafter.
“(b) For purposes of section 1910(a)(1)(B)—
“(1) the term ‘family’ means two or more individ-
uals who are—
“(A) related by blood, marriage, or adoption,
and
“(B) living in a place of residence maintained
by one or more of them as his or their own home;
“(2) the term ‘member’, when used in reference to
a family, means an individual described in paragraph
(1), and _
“(3) the term ‘low-income’, when used in refer-

ence to a family, means ¢ family, the aggregate income

79 - 13
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of all the members of which is at & rate of not more

than—

“(A) in case there are only two members of
such family, $4,200, or

“(B) in case there are only three members of
such family, $4,800, or

“(C) in case there are only four members of
such family, $5,400, or

‘“(D) in case there are more than four mem-
bers of such family, an amount equal to $5,400
plus $400 for each member of such family in
excess of four.

“(c) The Secretary may prescribe the circumstances
under which, consistent with the purposes of this title and in
the same manner as authorized in section 1611(d), the gross
income of an individual or family from a trade or business
(including farming) will be considered sufficiently large to
cause such individual or family not to be regarded as a ‘low-
income individual’, or a ‘low-income family’, even though
such individual’s or family’s income does not exceed the ap-
plicable dollar amount prescribed in subsection (a}2) or (bX3).

“(d) In the case of jurisdictions of the Commonwealth of
Puerto Rico, the Virgin Islands, and Guam, the amounts set
forth in subsection (b}3) (A), (B), (C), and (D) shall each be
deemed to be reduced to such amount as the Secretary deter-
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mines to be appropriate to assure that the ratio of individuals
and families in any such jurisdiction who meet the criteria for
low income (for purposes of this title) to the total population
of such jurisdiction is not greater than the ratio of individuals
in that State of the United States which has the highest such
ratio of individuals who meet such criteria to the total popu-
lation of such State.
“‘MEANING OF ‘INCOME’

“Sec. 1931. (a) For purposes of this title, ‘income’
means (subject to subsection (b)) both earned income and un-
earned income; and—

“(1) ‘earned income’ means only—

‘“(A) wages as determined under section
203(f5XC); and

“(B) ‘net earnings from self-employment’, as
defined in section 211 (without application of the
second and third sentences following subsection
(a}(10), and the last paragraph of subsection (a)),
including earnings for services described in para-
graphs (4), (5), and (6) of subsection (c); and
“(2) ‘unearned income’ means all other income,

including—
“(A) support and maintenance furnished in

cash,
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“(B) any payments received as an annuity,
pension, retirement, or disability benefit; including
veterans’ compensation and pensions; workmen’s
compensation payments; old-age, survivors, and
disability insurance benefits; railroad retirement
annuities and pensions; and unemployment insur-
ance benefits,

“(C) cash gifts, support and alimony pay-
ments, and inheritances, and

‘(D) rents, dividends, interest, and royalties.

“(bX1) In determining, for purposes of this section, the
income of any individual or family, for any perivd of time,
there shall be excluded—

“(A) the aggregate value of any cash gifts which
do not exceed $240, if such period of time is equal to
12 months, or, if such period of time is less than 12
months, then an amount which bears the same ratio to
$240 as such period bears to 12 months, and

“(B) any scholarship, grant, fellowship, or loan
received for use in paying for tuition, books, and
related fees at any educational (including technical or
vocational education) institution.

“(2) For purposes of paragraph (1) and subsection (a)—

“(A) a loan of $240 or more (or aggregate there-
of) shall be regarded as a gift if such loan—
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“(i) is unsecured (or is without adequate se-
curity), or

“(ii} has no maturity date; and
“(B) in the case of a loan which—

“(i) bears no interest, or

‘(i) bears interest at a rate which is not
more than one-half of the prevailing rate of inter-

est imposed with respect to similar loans,

the recipient of such loan shall be regarded as having
received, as a gift, an amount, with respect to any

period of time, equal to the excess of—

“(iii) the amount of interest which would
have been payable by him, with respect to such
period, on such loan if such loan bore a rate of
interest equal to the prevailing rate of interést im-
posed (as of the time such loan was made) with -
respect to similar loans, over

“(iv) the amount of interest (if any) payable
by him, with respect to such period, on such loan.

““SPEND-DOWN REQUIREMENT

“Skc. 1932. (a) For purposes of determining eligibility,

22 the amount of the income of any individual or family (as de-

23 termined under section 1931) shall be reduced by an amount

24 equal to such individual’s or family’s incurred health care ex-

25 penses to the extent such expenses constitute a legal obliga-
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tion and are not payable by any other third party payor
(whether public or private) (as determnined under subsection
(b)) for the benefit period with respect to which such individ-
ual’s or family’s income is determined.
“(b)(1) The term ‘health care expenses’, when applied to
any individual or family, means (subject to paragraphs (2)
and (3)) reasonable expenditures by or on behalf of such indi-
vidual or the members of such family (as the case may be) for
any of the following:
“(A) inpatient hospital services (including services
in an institution for tuberculosis or mental diseases),
“(B) outpatient hospital services,
“(C) other laboratory and X-ray services,
(D) skilled nursing facility services,
“(E) physicians’ services furnished by a physician
(as defined in section 1861(r}1)), whether furnished in
the office, the patient’s home, a hospital, or a skilled
nursing facility, or elsewhere,
“(F) optometrists’ and podiatrists’ services,
“(G) home health services,
“(H) private duty nursing services,
“() clinic services,
‘() dental services,
“(K) physical therapy, speech, pathology, and au-

diology services,
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“(L) prescribed drugs, dentures, durable medical
equipment and related supplies, and prosthetic devices,
and eyeglasses prescribed by a physician skilled in dis-
eases of the eye or by an optometrist,
*(M) other rehabilitatio'n services,
“(N) intermediate care facility services,
“(0) inpatient psychiatric hospital services,
*“(P) health insurance premiums, or
“(Q) ambulance service.

“(2) For purposes of paragraph (1), the expenditure for

any item or service specified therein means—

“(A) in case payment for such item or service has
been made prior to the time the determination of
health care expenses (which includes such item or
service} is made, the amount actually paid for such
item or service,

““(B) in case payment for such item or service has
not been made at such time and such item or service is
of a type which is covered under the health coverage
plan established by this title, whichever of the follow-
ing is the lesser:

“(@) the actual charge for such item or serv-
ice, or
“(ii) the reasonable charge or reasonable cost

(as the case may be) for such item or serv{;:e as
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determined under this title when such item or
service is provided as an item or service covered
urider such health plan.

“(3) The term ‘health care expenses’ also includes an
amount equal to one-half of the amount (A) of insurance pre-
miums paid by or on behalf of an individual for catastrophic
heslth insurance coverage for such individual (or for such in-
dividual and family members) under a self-employed plan ap-
proved by the Secretary under section 2103.

““(c) The health care expenses (as determined under the
preceding provisions of this section) may, in the case of any
individual, be determined on a prospective basis for any
future périod for which such individual’s income (or the
income of the family of which an individual is a member) is
determined, but only if such individual is determined (in ac-
cordance with regulations of the Secretary) to be an individ-
ual who, on the basis of his recent past medical history, can
be expected, for such future period to require inpatient insti-
tutional care for all or a substantial part of such future
period.

“INPATIENT HOSPITAL SERVICES

“SEc. 1933. For purposes of this title, the term ‘inpa-

tient hospital services’ shall have the meaning assigned to

such term by section 1861(b).
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“HOSPITAL

“Sec. 1934. For purposes of this title, the term ‘hospi-
tal’ means an institution which meets the requirements set
forth in clauses (1) through (9) of section 1861(c).

“MEDICAL AND OTHER HEALTH SERVICES

“Sec. 1935. For purposes of this title, the term ‘medi-
cal and other health services’ shall have the meaning es-
signed to such term in so much of section 1861(s) as precedes
the last sentence thereof; except that such term shall include
(1) such physician’s and other services, diagnostic X-ray
iests, diagnostic laboratory tests, and other diagnostic tests
as are involved in providing appropriate well-baby care (as
determined in accordance with regulations of the Secretary)
and (2) outpatient rehabilitation services.

“SKILLED NURSING FACILITY SERVICES

“SEC. 1936. For purposes of this title, the term ‘skilled
nursing facility services’ means the items and services which
(1) are described in clauses (1) through (7) of section 1861(h),
and (2) are furnished by a skilled nursing facility; excluding,
however, any item of service if it would not be included
under section 1861(b), if furnished to an inpatient of a
hospital.

“SKILLED NUBRSING FACILITY
“Sec. 1937. For purposes of this title, the term ‘skilled

nursing facility’ means an institution (or a distinct part of an



© ® A O Or e W D =

[T - TR R - R . T S R S O T~ S = S — WY U U Sy
S B W NN = O O G a1 O AW NN e O

292
59
institution) which mects the criteria set forth in section
1861()).
“HOME HEALTH SERVICES

“Sec. 1938. For purposes of ghis title, the term ‘home
health services’ shall have the meaning assigned to such term
in section 1881(m); except that the term ‘skilled nursing fa-
cility’, as used in clause (7) of such section, shall be deemed
to include a skilled nursing facility (as defined in section
1937); except that such term shall not irclude any term or
service if it would not be included under section 1932 if fur-
nished to an inpatient of a hospital.

“IIOME HEALTH AGENCY

“Sec. 1939. For purposes of this title, the term ‘home
health agency’ shall have the meaning assigned to such term
in section 1861{o).

“PHYSICIANS’ SERVICES

“SEC. 1940. For purposes of this title, the term ‘physi-
cians’ services’ means professional services performed by
physicians, including surgery, consultation, and home, office,
and institutional calls (but not including services which are
included within the definition of inpatient hospital services).

“PHYSICIAN
“Sec. 1941. For purposes of this title, the term ‘physi-

cian’ shall have the meaning assigned to such term in section

1861(r)(1).
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““MEANING OF CERTAIN OTHER TERMS
“SEc. 1942. For purposes of this ti;le. any term
which—

‘1) is defined in section 1861;

“(2) is employed in provisions which, by refer-
ence, are used in defining any of the terms defined in
sections 1932 through 1940; and

“/(8) 1s not otherwise defined in this section;

shall, insofar as such term is applicable to the provisions of
this title and except as the Secretary (in order to carry out
the purposes of this title) shall otherwise by regulations pro-
vide, have the meaning assigned to it in section 1861.
“INTERMEDIATE CARE FACILITY

“SEC. 1943. (a) For purposes of this title, the term ‘in-
termediate care facility’ means an institution which (1) is li-
censed under State law to provide, on a regular basis, health-
related care and services to individuals who do not require
the degree of care and treatment which a hospital or skilled
nursing facility is designed to provide, but who because of
their mental or physical condition require care and services
(above the level of room and board) which can be made avail-
able to them only through institutional facilities, (2) meets
such standards prescribed by the Secretary as he finds appro-
priate for the proper provision of such care, and (3) meets

such standards of safety and sanitation as are established
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1 under regulations of the Secretary in addition to those appli-

2 cable to nursing facilities under State law.

21

“() The term ‘intermediate care facility’ also in-

cludes—

‘(1) any skilled nursing facility or hospital which
meets the requirements of subsection (a);

“(2) a Christian Science sanatorium operated, or
listed and certified, by the First Church of Christ, Sci-
entist, Boston, Massachusetts, but only with respect to
institutional services deemed appropriate by the
Secretary; '

* “(3) any institution which is located on an Indian
reservation, if such institution is certified by the Secre-
tary as meeting the requirements of clauses (2) and (3)
of subsection (a) and providing the care and services
required under clause (1) of such subsection; and

*‘(4) with respect to intermediate care services de-
scribed in section 1944(b), the public institution (or dis-
tinct part thereof) providing such services.

“INTERMEDIATE CARE SERVICES

“SEc. 1944. (a) For purposes of this title, the term ‘in-

22 termediate care services' means services provided by an in-

23 termediate care facility to an inpatient thereof, but only if (1)

24 such individual meets the conditions referred to in section
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1943(a), and (2) such services are required to meet the needs
of such individual because of such condition. '
“(b) The term ‘intermediate care services’ also includes
gervices in a public institution (or distinct part thereof) for the
mentally retarded or persons with related conditions, but only
if—

“(1) the primary purpose of such institution (or
distinct part thereof) is to provide health or rehabilita-
tive services for mentally retarded individuals and
which meet such standards as may be prescribed by
the Secretary; and

“(2) the mentally retarded individual with respect
to whom a request for payment under this title is made
is receiving active treatment under a program of active
treatment designed to meet the needs of such
individual.

“MENTAL HEALTH CARE SERVICES
“Sec. 1945. (a) The term ‘mental health care services’
includes only care and services for mental conditions—

“(1) which, if provided on an inpatient basis, con-
sist of a course of active care and treatment provided

-in and by an accredited medical institution (as deter-
mined by the Secretary),

“(2) which, if provided on a partial hospitalization
basis, are provided (A) in and by an accredited medical
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institution (as determined by the Secretary), or (B) in

and by a qualified community mental health center (as

determined in accordance with regulations of the Sec-
retary), or

‘(8) which, if provided on an outpatient basis,
are—

‘“(A) provided by a qualified community
mental health center (as determined in accordance
with regulations of the Secreta.rf), or

“(B) provided by a pyschiatrist;

except that such terms shall not include any outpatient serv-
ices provided by a psychiatrist, during any 12-month period,
for purposes of diagnosis or treatment of acute psychosis in
excess of (i) five visits, plus (i) such additional visits as shall
have been approved in advance by an appropriate profession-
al review mechanism upon a finding that, in the absence of
such additional visits, the patient will require institutional
care.

“(b)X(1) The term ‘mental health services’, in the case of
services provided on an outpatient basis by a qualified mental
health center (as determined in accordance with regulations
of the Secretary) or by a psychiatrist, includes any drug
which is prescribed for a patient by the physician under
whose direction such patient is receiving such services, but

only if—
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“(A) such drug is included on the list (referred to
in paragraph (2)) and is prescribed in accordance with
the criteria indicated in such list, and
“(B) such physician determines that unless such
patient receives such drug, such patient can reasonably
be expected to require institutional care.

“(2) The Secretary is authorized (after consultation with
appropriate professional individuals and organizations) to
compile and publish (and from time to time revise) a list of
drugs which he has determined to. be effective in the treat-
ment of various mental conditions. Such list shall indicate,
with respect to each drug included therein, the particular
mental conditions with respect to which such drug is efice-
tive, and the appropriate dosage (in terms of quantity and
intervals at which such drug shall be administered) of such
drug.

“OUTPATIENT REHABILITATION SERVICES

“SEc. 1948. (s) For purposes of this title, the term ‘out-
patient rehabilitation services’ means physical therapy,
speech pathology, occupational therapy, and medical-social
services furnished by a provider of services, a clinie, rehabili-
tation agency (including a single service rehabilitation
agency), or & public health agency, or by others under an

arrangement with, and under the supervision of, such provid-
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er, clinic, rehabilitation agency, or public health agency, to
an individual a3 an outpatient— '

(1) who is under the care of a physician, and

*“(2) with respect to whom a plan prescribing the
type, amount, and duration of such services that are to
be furnished to such individual has been established,
and is periodically reviewed by a physician;

excluding, however—

“(3) any item of service if it would not be includ-
ed under ‘inpatient hospital services’ if furnished to an
inpatient in a hospital; and

“(4) any such service— _

*“(A) if furnished by & clinic or rehabilitation
agency, or by others under arrangements with
such clinic or agency, unless such clinic or reha-
bilitation agency—

‘(i) provides an adequate program of
such services for outpatients and has the
facilities and personnel required for such pro-
gram or required for the supervision of such
a program, in accordance with such require-
ments as the Secretary may specify,

‘(i) has policies, established by a group
of professional personnel, including one or

more physicians (associated with the clinic or
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rehabilitation agency) and one or more quali-
fied physical therapists or speech patholo-
gists (s may be appropriate) to govern the
services (referred to in clause (i)) it provides,

“(iii) maintains clinical records on all
patients,

“Gv) if such clinio or agency is situated
in a State in which State or applicable local
law provides for the licensing of institutions
of this nature, (I) is licensed pursuant to
such law, or (II) is approved by the agency
of such State or locality responsible for li-
censing institutions of this nature, as meeting
the standards established for such licensing;
and

“(v) meets such other conditions relat-
ing to the health and safety of individuals
who are furnished services by such clinic or
agency on an outpatient basis, as the Secre-
tary may find necessary, or
“(B) if furnished by a public health agency,

unless such agency meets such other conditions
relating to health and safety of individuals who
are furnished services by such agency on an out-
patient basis, as the Secretary may find neces-
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sary. The term ‘outpatient rehabilitative services’-
also includes rehabilitation services furnished an
individual by a physical therapist or speech pa-
thologist (in his office or in such individual's
home) who meets licensing and other standards
prescribed by the Secretary in regulations, other-
wise than under an arrangement with and under
the supervision of a provider of services, clinic,
rehabilitation agency, or public health ageticy, if
the furnishing of such services meets such condi-
tions relating to health and safety as the Secre-
tary may find necessary.

“PROHIBITION AGAINST EXCLUSION BY EMPLOYERS OF
CERTAIN EMPLOYEES FROM COVERAGE UNDER
GROUP HEALTH INSURANCE PLANS
“SEC. A1947. (8) If any employer provided for some or

all of his employees coverage under a group health insurance

plan, it shall be unlawful for such employer to exclude from

coverage under such plan any empleree of such employer
if—

“(1) such employee belongs to a category of em-

ployees who would ordinarily be eligibile for coverage

under such plan, and
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1 “(2) such employee is excluded from coverage
2 under such plan because of the coverage provided
3 under this title.
4 “(b) Any person violating the provisions of subsection
5 (a) shall be fined not more than $10,000 and imprisoned for
6 not more than 1 year.”.
1 (bX1) Section 201(i(1) of the Social Security Aect is
8 amended by striking out “‘and the Federal! Supplementary
9 Medical Insurance Trust Fund” and inserting in lieu thereof
10 “the Federal Supplementary Medical Insurance Trust Fund,
11 and the Medical Coverage Trust Fund”.
12 (2) Section 201(g}(1XA) of such Act is amended—
18 (A) by inserting “the Medical Coverage Trust
14 Fund, and” immediately after *“‘shall include also”, and
15 (B) by inserting “title XIX,” immediately after

16 “title XVI,” wherever it appears therein.

17 TITLE III—PRIVATE HEALTH INSURANCE

18 CERTIFICATION PROGRAM

19 Sec. 301, The Social Security Act is amended by
20 adding after title XIV thereof the following new title:

21 “TITLE XV—PRIVATE HEALTH INSURANCE

22 CERTIFICATION
28 “PURPOSE
24 “Seo. 1501. It is the purpose of this title to encourage

25 and facilitate the availability to the public of private basic
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health insurance coverage at a reasonable premium charge

1

2 by—

3 “(a) establishing a procedure whereby basic health

4 insurance policies offered by private insurers may be

5 certified by the Secretary as meeting minimum stand-

6 ards with respect to adequacy of’ coverage, conditions

7 of payment, opportunity for enrollment, and reason-

8 ableness of premium charges, )

9 “(b) facilitating arrangements whereby basic
10 health insurance policies meeting such standards can
11 be offered through pools of private insurers, and
12 “(c) encouraging States, through their laws and
13 regulations pertaining to the health insurance industry,
14 to facilitate the offering, within the State, of such basic
15 health insurance coverage by carriers doing health in-
16 surance business within the State.

17 “CERTIFICATION OF BASIC PRIVATE HEALTH INSURANCE
18 POLICIES

19 “Sec. 1502. () Any insurer which desires to have a
20 health insurance policy certified for use in one or more States
21 specified by the insurer may (in accordance with regulations
22 of the Secretary) provide to the Secretary, for his examina-
23 tion and certification, any health insurance policy.

24 “(bX1) If the Secretary, after examining any such policy
95 and evaluating any data submitted in connection with such
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policy, determines that such policy meets the standards pre-
scribed in section 1504, he shall certify such policy for use in
each State which has in effect a basic health insurance facili-
tation program (as defined in section 1510).

~ “(2)(A) The certification by the Secretary of any such
policy shall be conditioned upon such policy’s continuing to
meet the standards prescribed in section 1504; and no policy
shall be deemed to have been certified by the Secretary under
this title for any period for which it fails to meet such
standards.

“(B) The Secretary shall establish procedures whereby
any insurer having secured the Secretary’s certification of
any policy offered by such insurer shall from time to time
provide to the Secretary (i) relevant data with respéct to such
policy in order for the Secretary to determine whether such
policy continues to meet the standards prescribed in section
1504, and (i) such data and information as the Secretary
may require in order to assure proper coordination of the
administration of titles XIX and XXI.

“(c) Notwithstanding the preceding provisions of this
section, the Secretary shall not certify any health insurance
policy of any insurer for use in any State unless such insurer
furnishes assurances satisfactory to the Secretary that such
insurer (whether as a ‘t.nember of a health reinsurance or

other residual market arrangement or otherwise) will make
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generally available, in each geographic area of the State in
which the insurer does health insurance business, to all indi-
viduals and family members the following two health insur- -
ance policies: (i) a policy which meets the standards of sec-
tion 1504, and (ii) a policy which, if it were issued in combi-
nation with a plan meeting the minimum coverage necessary
to meet the requirement imposed by section 2122(a)(1)(B),
would, in the aggregate, meet the standards of section 1504.
“UTILIZATION OF STATE AGENCIES FOR CERTIFICATION
OF POLICIES

“Sec. 1503. If any State has in effect a basic health
insurance facilitation program (as defined in section 1510),
the Secretary shall, if such State is willing to do so, enter
into an agreement with such State whereby the agency re-
sponsible for the regulation of the health insurance industry
within such State will, on behalf of the Secretary, make such
determinations regarding whether basic health insurance
policies meet the requirements for certification under this
title, as may be specified by the Secretary. Such agreement
shall provide that t:he agency will be reimbursed for its rea-
sonable expenses incurred in carrying out activities specified

in the agreement.
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“STANDARDS WITH RESPECT TO BASIC HEALTH

INSURANCE POLICIES

“SEc. 1504. (a) The Secretary shall not certify under
this title any insurance policy offered (or to be offered) by an
insurer unless he finds that—

“(1) such policy provides—

“(A) inpatient hospital coverage (without any
deductible in excess of $100 or copayment by the
insured person) for at least 60 days during any
policy year,

“(B) medical coverage which shall include
home, office, hospital, and other institutional care
provided by physicians,

“(C) with respect to medical coverage,
that—

“(i) subject to clauses (i) and (iii), pay-
ment in full shall be made with respect to
not less than the first $2,000 of reasonable
expenses incurred by any insured person for
any policy year for services with respect to
which coverage applies,

“(ii) the copayment required of any in-
sured person with respect to such reasonable
expenses shall not exceed 20 per centum

thereof, and
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“(iii) in the case of any deductible appli-

cable to the payment of such reasonable ex-
penses for any benefit year or benefit period
of not less than 12-months duration, such de-
ductible shall not exceed $50 for any insured
person, and that, for purposes of coinputing
such deductible for any calendar, policy, or
other fixed benefit year or period, the insured
person shall be given credit for any deduct-
ible applied toward such expenses for the
last 3 months of the preceding policy year,

“(D) in case such policy is & group policy,
there will be no exclusion from coverage or limi-
tation on payment on account of any medical con-
dition (including any preexisting condition) or any
waiting period prior to the beginning of coverage
with respect to any such condition,

‘“(E) in case such policy is an individual
policy (including a policy for an individual and
members of his family), there will be no exclusion
from coverage on account of any medical condi-
tion (including any preexisting condition) other
than pregnancy, and there will be no waiting
period prior to the beginning of coverage with re-
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" spect to any preexisting condition which is greater

than 90 days after the date the policy is issued,
“(F) in case such policy covers an individual

and members of his family, coverage will be pro-

" vided for all dependent unmarried children in the

family under age 22, and coverage will be auto-
matically extended at birth to any newborn, and
upon adoption to any newly adopted, child of such
individual or his spouse,

‘(@) in case such policy is a group policy
which covers all or a certain category of employ-
ees of any employer, that—

“@) coverage will not be terminated
with respect to any employee (and members
of such employee’s family, if such policy
covers such members) because of the termi-
nation of such employee’s employment prior
to the expiration of 31 days after the date of
such termination,

“(ii) the insurer offering such policy will
afford to any employee covered by such
policy whose employment has been termi-
nated a reasonable opportunity to secure,

from such insurer a basic private health in-
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surance policy which has been approved
under this title,

*(iii} there will be a periodic open en-
rollment period of at least 31 days (which
shall occur not less often than once during

/ each policy year) in which all eligible em-
ployees, who are not covered by such policy
because of failure to elect coverage at the
time of initial employment or during previous
open enrollment periods, can secure coverage
thereurider,

*(2) the premium charge for such policy is such
that there is not an unreasonable ratio of expenses to
premiums (as determined under subsection (d)); and

“(8) there is established an appropriate (but differ-
ent) premium rate for such policy when it is offered to
cover (A) a single individual, (B) & married couple, or
(C) a family.

“(b) The Secretary, in determining whether any com-
prehensive prepaid group practice plan is eligible for certifi-
cation under this section, shall, in lieu of the standards im-
posed by subsection (a), develop and apply criteria which
assure that such pfan meets requirements which are, on an
actuarial and benefit basis, at least equivalent to such

standards.
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“(c) Notwithstanding the provisions of subsections (a)
and (b), the Secretary shall not withhold approval under this
title of any health insurance policy solely because such policy

excludes—
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“(1) charges for services or supplies in connection
with an occupational disease or injury,

“(2) items or services for which the insured indi-
vidual furnished such items or services has no legal ob-
ligation to pay, and which no other person (by reason
of such individual’s membership in a prepayment plan
or otherwise) has a legal obligation to provide or pay
for,

“(3) any item or service to the extent that pay-
ment has been made, or can reasonably be expected to
be made (as determined in accordance with regula-
tions), with respect to such item or service, under a
workmen’s compensation law or plan of the United
States or a State,

“(4) charges for services or supplies with respect
to which benefits are provided under title XVIII or
title XXI,

“(5) items or services which are not reasonable »
and necessary for the diagnosis or treatment of illness
or injury, pregnancy, or to improve the functioning of a
malformed body member,
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“(6) charges for care, treatment, services, or sup-
plies, provided to any individual, to the extent that the
payment of benefits with respect thereto is prohibited
by any applicable law of the jurisdiction in which such
individual is residing at the time he receives such care,
treatment, services, or supplies,

“(7) charges for care, treatment, or supplies pro-
vided to any individual, to the extent that they are not
reasonably priced (except that, for purposes of this
paragraph, the charge for any item or service shall be
deemed to be reasonable, if such charge is not in
excess of the allowable charge therefor under title
XVII or XXI),

“(8) charges in connection with routine physical
checkups,

“(9) expenses incurred for items or services,
where such expenses are for cosmetic surgery or are
incurred in connection therewith, except as required for
the prompt repair of accidental injury or for improve-
ment of the functioning of a malformed body member,

“(10) charges made by a hospital for the profes-
sional services of any resident physician or intern to
the extent that such charges are in excess of the actual

cost incurred by the hospital in providing such services,
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“(11) charges for the professional services of a

psychiatrist to the extent that such charges exceed
$400 in a policy year, or

“(12) amounts which represent deductible and co-
insurance provisions and which generally result in ag-
gregate benefit coverage which is at least equal to the
actuarial equivalent of the benefit coverage resulting
from the application of the deductible and coinsurance

provisions in section 1504(a)1).

“(d)1) With respect to policies submitted to the Secre-
tary for his certification under this title, the Secretary shall
establish (after considering the size of the groups to be cov-
ered by any such policy and the nature of the insurer) appro-
priate reasonable ratios of expenses to premiums imposed for
coverage thereunder. In the case of individual policies such
ratios shall be the same as those established by the Secretary
for group policies covering the smallest groups. After making
an initial determination with respect to any such policy, the
Secretary shall periodically thereafter review and make a re-
determination of such ratios based on actual expenses there-
under and the actual premium charges made for the period
with respect to which the review is made, in order to deter-
mine whether such policy continues to meet the requirements

for certification.
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“(2) In determining the appropriate reasonable ratio of

expenses to premiums imposed with respect to any particular
health insurance policy offered by an insurer, the Secretary
shall, in his determinations of such ratio, give consideration
to the average ratio, with respect to group policies generally
underwritten by insurers (classified on the basis of nonprofit
or profitmaking) with respect to policies excluding those
which are not certified under this title.
“APPROVED CARRIER

“Sec. 1505. For purposes of sections 1923(b), 1816,
and 1842, an ‘approved carrier’ is an insurer which the Sec-
retary has found (1) to offer one or more health insurance
policies approved under section 1502 to the general public in
each geographic or normal service area in which such insurer
offers health insurance policies (including any which are not
approved under this title) and (2) to employ effective proce-
dures and practices designed to assure, through means con-
sis;tent with efficient practices within the insurance industry,
appropriate controls of utilization of health care services and
the costs and cilarges imposed therefor with respect to which
it will financially participate.

“ANTITRUST EXEMPTION

“Skc. 1506. (a) It shall not be unlawful under any anti- -

trust law for any insurer to enter into any contract, combina-

tion, or other arrangement with any other insurer or group of
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insurers for the sole purpose of establishing or participating
in an insurance pool, reinsurance, or other residual market,
arrangement whereby there will be offered to the public
health insurance policies approved under section 1502, if
such contract, combination, or other arrangement is approved
by the Secretary, as being consistent with the purposes of
this title, before any party to the contract, combination, or
other arrangement has carried out any activity, or refrained
from carrying out any activity, under its terms (other than
such activity as may be necessary to negotiate the contract,
combination, or other arrangement and to apply for approval
of the same under this section). The Secretary shall not ap-
prove any contract, combination, or other arrangement under
which the parties thereto agree to act in a manner which
constitutes a violation of any such law for which no exemp-
tion is provided under the preceding sentence or for purposes
other than the purposes for which the exemption contained in
the preceding sentence is established. Nothing contained in
this subsection shall exempt from any antitrust law any pred-
atory pricing or practice, or any other conduct in the other-
wise exempt activities of two or more such insurers under a
contract, combination, or other arrangement approved under
this section which would be unlawful under any such law if
engaged in by only one such insurer.
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“b) For purposes of this section, the term ‘antitrust
law’ means the Federal Trade Commission Act, each statute
referred to in section 4 of that Act (15 U.S.C. 44) as an
Antitrust Act, any other statute of the United States in pari
materia, and any law of any State or political subdivision
thereof which prohibits or restrains contracts, combinations,
or other arrangements in restraint of trade.

“ESTABLISHMENT OF EMBLEM TO INDICATE
CERTIFICATION

“Sec. 1507. (a) The Secretary shall cause to be de-
signed an appropriate emblem which may be used as an indi-
cation that certification of an insurance policy under this title
has been made by the Secretary; and any insurer which has
secured certification of an insurance policy by the Secretary
under this title may have printed thereon such emblem, and
may, in advertising such policy to potential subscribers, state
that such policy has received such a certification.

‘““REPORT TO CONGRESS

“Seoc, 1508. The Secretary shall, at the earliest practi-
cable date (but not later than 60 days) after the expiration of
the three-year period which commences on the date of enact-
ment of this section, submit to the Congress a report indicat-
ing (1) the extent to which basic private health insurance
policies certified by the Secretary under this title are actually
and generally available to the residents of each State, and (2)
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the extent to which residents in each State are covered by

such policies.

“DUTY OF SECBETARY TO MAKE AVAILABLE INDIVIDUAL
AND FAMILY HEALTH INSBURANCE POLICIES ON A
COST BASIS
“Sec. 1509. (a) The Secretary shall offer a standard

health insurance policy, which meets the applicable criteria

prescribed under this title with respect to approved basic or
catastrophic health insurance policies, to individuals, married
couples, and families living in any State (1) which does not
have in effect a basic health insurance facilitation program

(as found by the Secretary under section 1510), and (2) in

which there is not actually and generally available one or

more approved basic health insurance policies approved
under this title.

“(b) The premiums imposed under any such policy shall
be in an amount designed to cover the costs (inclusive of
administrative costs and appropriate reserves) which will be
incurred in furnishing the benefits provided in the policy.

“(c¢) No such policy shall be offered in any area prior to
the expiration of the 3-year period which commences on the
date of enactment of this title.

“(d) Premiums collected by the Secretary for insurance
policies offered by him under this section shall be deposited in
an Insurance Revolving Fund, and moneys in such fund shall

45-505 0 =79 - 21
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1 be available, without fiscal year limitation, for the payment of

2 claims under such policies.

8 “(e) For the purpose of providing a contingency r~zerve

4 for the insurance program established by this section, there is

5 authorized to be appropriated such sums as may be neces-

6 sary; and any sums appropriate for such purpose shall remain

7 available for the purpose of making repayable advances

8 (without interest) to the Insurance Revolving Fund author-
~9-ized to be established under subsection (d).
10 “(f) The Secretary, in making payment for services cov-
11 ered under any insurance policy issued pursuant to this sec-
12 tion, shall utilize the payments methodology and administra-
13 tive mechanism employed by him for making payment for
14 services covered under the insurance programs established by
15 title XVIIL.
16 ‘“BASIO HEALTH INSUBANCE FACILITATION PROGBAM
17 “Seoc. 1510. (8) For purposes of this title, & State shall
18 be regarded as having in effect & basic health insurance facili-
19 tation program only if the Secretary, after examining the per-
20 tinent laws and regulations of such State governing the doing
21 of health insurance business within the State by carriers, de-
22 termines that such laws and regulations—
23 ‘(1) require the establishment of one or more
24 health reinsurance or other residual market arrange-

25 ment to be utilized by such carriers in connection with
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the offering within the State of basic health insurance
policies which meet the standards for certification by
the Secretary established by this title,

““(2) require all such carriers to be members of a
health reinsurance or other residual market arrange-
ment and provide that losses, under any such arrange-
ment, will be shared by all members thereof on a pro
rata basis in proportion to their respective shares of
the total health insurance premium earned in the State
during the calendar year,

“(8) provide that premiums charged for policies
issued to individuals or family members under any such
health reinsurance or other residual market arrange-
ment shall not be less than 125 per centum nor more
than 150 per centum of the average group rate for the —
same coverage under a group policy covering ten lives,
and

““(4) otherwise encourage and facilitate the offer-
ing of such policies within the State by all carriers
doing health insurance business therein on a basis
which is fair and equitable to each such carrier.

“(b) The Secretary is authorized, upon the request of

28 any State, to provide appropriate technical assistance to aid

24 the State in developing a program which meets the condi-

25 tions prescribed in subsection (a).”.
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TITLE IV—OTHER AMENDMENTS
PROGRAM IMMUNIZATIONS

SEc. 401. (a) Section 1861(s) of the Social Security Act
is amended—

(1) by striking out “and” at the end of paragraph
@),

(2) by striking out the period at the end of para-
graph (9) and inserting in lieu thereof ; and”,

(3) by inserting immediately after paragraph (9)
the following new peragraph:

“(10) such immunizations as the Secretary deter-
mines are appropriate, but only if provided on & sched-
uled allowance basis (as determined under regulations
of the Secretary).”, and

(4) by redesignating paragraphs (10) through (13)
as paragraphs (11) through (14), respectively.

(b) Section 1864(a) of such Act is amended by striking
out “paragraphs (10) and (11)"” and inserting in lieu thereof
““paragraphs (12) and (13)".

(c) Section 1862(a)(7) of such Act is amended by insert-
ing immediately after “(7)"” the following: ‘‘except as pro-
vided in section 1861(s}10),”.

(d) The amendments made by this section shall apply

only with respect to services furnished on or after the first
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1 day of the month following the month in which this section is
2 enacted.
3 MENTAL HEALTH SERVICES

4 SEc. 402. (a) Section 1833(c) of the Social Security Act
5 is amended— '

6 (1) by striking out “$312.50"” and inserting in lieu
7 thereof “$500’’, and _

8 (2) by striking out “62%2 per centum’’ and insert-
9 ing in lieu thereof ‘80 per centum”.

10 (b) Section 1812 of such Act is amended—

11 (1) by striking out subsection (c) thereof,

12 (2) in subsection (b} thereof, by striking out *“‘(sub-
13 ject to subsection (c))”’, and

14 (3) in subsection (e) thereof, by siriking out ‘‘sub-
15 gections (b), (c), and (d)” and inserting in lieu thereof

16 ““subsections (b) and (d)”.

17 (c) The amendments made by subsection (a) shall be ef-
18 fective only with respect to services furnished after Decem-
19 ber 31, 1980. The amendments made by subsection (b) shall
20 be effective only with respect to services furnished after De-
21 cember 31, 1981.

22 AMOUNT OF PREMIUMS FOR HOSPITAL INSURANCE
23 ‘ COVERAGE
24 Sec. 403. (a}1) The second sentence of section

25 1818(dX2) of the Social Security Act is amended by striking
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out “Such amount shall be equal to $33, multiplied by” and
inserting in lieu thereof “Such amount shall be equal to 50
per centum of the product of $33 multiplied by”.

(2) The amendment made by paragraph (1) shall be ap-
plicable in the case of premiums imposed on and after July 1,
1979.

(b) In addition to other moneys appropriated to the Fed-
eral Hospital Insurance Trust Fund, there shall be appropri-
ated from time to time, with respect to periods commencing
after June 30, 1979, amounts equal to 100 per centum of the
amounts deposited in such Fund pursuant to section 1818(f)
of the Social Security Act from premiums payable for such
period.

PAYMENT FOR EXTENDED CARE SERVICES

SEc. 404. Section 1861(vXE) of the Social Security Act
is amended to read as follows:

“(E)i) In the case of services furnished by a skilled
nursing facility with respect to which payment for services
furnished under title XIX iz made on a cost-related basis
pursuant to the provisions of section 1920(d}(2), such regula-
tions may provide for the use of rates which are the same as
the rates obtaining for such services under title XIX (except
that such rates may be increased by the Secretary on a class
or size of institution, or on a geographical basis by a percent-

age factor not in excess of 10 per centum to take into ac-
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count determinable items.or services or other requirements
under this title not otherwise included in the computation of
such rates under title XIX): Provided, That no such regula-
tions shall become effective prior to the 60th day following
the date on which the Secretary submits to the Congress a
copy thereof together with a full and complete description of
the methodology which would be employed in the determina-
tion of rates pursuant thereto, and an evaluation by the Sec-
retary and by the Comptroller General of such methodology
in terms of the extent to which the employment thereof will
promote the efficient and economical administration of this
title and equitable treatment to and between skilled aursing
facilities furnishing services for which payment may be made
hereunder.”. -

EXTENSION OF COVERAGE UNDER RENAL DISEASE

PROGRAM

SEc. 405. Section 226(e) of the Social Security Act is
amended by adding at the end thereof the following: *‘For
purposes of the preceding sentence, any individual, who on or
after the date of enactment of this sentence fails to meet the
condition imposed by clause (2) of such sentence, shall be
deemed to meet such condition. There are authorized to be
appropriated, from time to time, to the Federal Hospital In-
surance Trust Fund and to the Federal Supplementary Medi-
cal Insurance Trust Fund such sums as may be necessary (as
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based on estimates of the Secretary) to place each such Fund

in the same financial condition that it would have occupied
had the preceding sentence not been enacted.”.
ENCOURAGEMENT OF PHILANTHROPIC SUPPORT FOR
HEALTH CABE
SEC. 406. Part A of title XI of the Social Security Act
is amended by adding after section 1131 the following new
section:
“ENCOURAGEMENT OF PHILANTHROPIC SUPPORT FOR
HEALTH CARE
“SEC. 1134. (8) It is the policy of the Congress that
philanthropic support for health care be encouraged and ex-
panded, especially in support of experimental and innovative
efforts to improve the health care delivery system and access
to health care services.
“(bX1) For purposes of determining, under title XVIII
or XIX, the reasonable costs of any service furnished by a
provider of health services—

“(A) except as provi_ded in paragraph (2), unre-
stricted grants, gifts, and endowments and income
therefrom, shall not be deducted from the operating
costs of such provider, and

“(B) grants, gifts, and endowment income desig-

nated by a donor for paying specific operating costs of
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such provider shall be deducted from the particular op-

erating costs or group of costs involved.

“(2) Income from endowments and investments may be
used to reduce interest expense, if such income is from an
unrestricted gift or grant and is commingled with other funds,
except that in no event shall any such interest expense be

reduced below zéro by any such income.”.

o
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The CHAIRMAN. This hearing will come to order.

This morning we will hear testimony on various catastrophic
health insurance and medical assistance reform proposals.

For nearly a decade, Senator Ribicoff and I, along with Senator
Talmadge and others, have sought to provide coverage for all
Americans against the bankrupting effects of catastrophic illness
or injury.

I am proud to see that the President has also decided to move in
that direction.

For too long, catastrophic health insurance and medical assist-
ance reform have been hamstrung by those who would rather do
nothing than to support a realistic and achievable national health
insurance. They impede this progress in the hope of eventually
forcing us to take a single step into the type of system prevalent in
the United Kingdom.

The President and I may disagree on an ultimate plan for com-
plete national health insurance. However, we certainly can reach
agreement on this important step.

I continue to believe strongly that we need to build on the
strength of our existing health care system while working on ways
to eliminate its weaknesses.

Whether or not critics choose to call my efforts on behalf of
catastrophic coverage piecemeal I, for one, intend to push for the
earliest possible implementation of this most crucial element of
health care. Catastrophic health insurance is no more piecemeal
than medicare.

For my own part—and 1 am sure that I speak for a growing
bipartisan group of sponsors—we will look kindly and objectively at
any good ideas in the President’s proposal. As it turns out, much of
what is clearly and indisputably good about the first stage of his
plan is already contained in our bills.

So, if there is to be compromise on these measures, I expect it
will be between our bills and Senator Dole’s bill and the parallel
course the President has chosen—rather than between the Presi-
dent and those who are now belittling and attacking his plan as
being totally unacceptable because it is not a total Federal ta-
keover of health care.

The -President has indicated that he is willing to spend $10
billion to $15 billion on his proposal. That amount is somewhere
between the cost of our catastrophic-only proposal, S. 851, and the
catastrophic plus medical assistance reform, S. 350, both of which I
join in sponsoring.

I would certainly be willing to work with the President to figure
out how much we can afford to do beyond catastrophic health
insurance—such as improved coverage for our low-income popula-
tion—that would keep us within the $10 billion to $15 billion for
the total package.

I would also like to work with the President in assuring that we
have in place proper controls in the area of technology assessment,
professional oversight, and approval of capital expenditures.

One of my own disagreements with the President’s plan is not
one of substance but of timing. I understand that the President’s
plan would allow no new Federal spending before 1983, but I see no
reason to hold back on the catastrophic health insurance or at
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least that part of it. Illness and injury just does not wait until
convenient times. .

I do not see why we should not be able to bring some help in this
area to the American people by January 1981, at the latest, and 1
believe that the hearings will demonstrate that some vital parts of
the program—particularly the extension of catastrophic insur-
ance—could even be in place by January 1980.

If Congress enacts the program early this year, the necessary
organizational and implementing steps can be taken to deliver new
protection to most people by that time.

I am hopeful that our hearings will serve as a basis for making
the necessary decisions.

I believe some others may care to make statements.

Senator Dole?

Senator DoLE. I thank you, Mr. Chairman. I certainly share the
views just expressed by the chairman and, as I indicated, it may be,
in an oversimplified way, that some may have the headlines but I
think we may have the votes. That is the bottom line in. the
Congress of the United States.

It seems to some of us that it is time to address this one area of
catastrophic coverage. I would hope that we could work out a
compromise, and from what I have been able to glean from the
Secretary’s statement, also public statements, there is no doubt
about it, that there is some support for the concept.

We may have different approaches. We may not all agree on how
we finance even the cost of catastrophic coverage, but at least
there is a great deal of interest, as the chairman has indicated, on
both sides of the aisle.

Yesterday, Senators Danforth, Domenici, and myself introduced,
for lack of a better name, a Republican proposal. I am not suggest-
ing that all Republicans will support it. Some may have other
ideas; some may not have any idea at all.

But, in any event, it was a recognition of the problem that we
believe should be addressed.

I would hope, as we look at S. 350 and 351 and S. 748, introduced
yesterday, that we can work out some agreement with the adminis-
tration.

I also share the view expressed by the chairman that this is not
a piecemeal a}.proach. The proposal that we introduced yesterday,
S. 748, really has three key parts. First, those eligible for medicare
will be protected by expansion of their present benefits. I think
that is something the administration, at least, has addressed.

Second, the large majority of the employees will be assured of
the availability of adequate private insurance protection.

Third, those who are part of the residual marketplace, not al-
ready covered, may choose to have the Federal Government serve
as a facilitator and, in some instances, financial backup, contract-
ing with private insurance companies for catastrophic coverage.

e all have the figures. There are some 83 million Americans, at
least estimated 83 million Americans, who have inadequate insur-
ance.

As far as the gaps in the coverage, certainly catastrophic illness
can destroy the financial security of even the upper middle income
families. Last year alone, according to figures, we had an estimated
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7 million families with out-of-pocket medical expenses exceeding 15
percent of their incomes.

There have been some who have suggested in this time of great
budget restraint that we more or less fuel the fire escalating gov-
ernmental spending, that we should underwrite the cost of a com-
prehensive plan. It is much like the Mideast peace settlement;
everybody would like a comprehensive plan, but you just could not
get a comprehensive plan, so we kind of got sort of a catastrophic
plar between Israel and Egypt.

I think we could use that same analogy in health care. We would
all like a comprehensive plan where everybody would be covered.
We do not have the money, plus there are other impediments to
that approach that bother some of us, but we can address the real
problem; the catastrophic area. That is what we are doing along
- with Senator Long and others.

So many ask, why only catastrophic? It has been suggested,
editorially and otherwise, that covering only catastrophic expenses
will lead to an increase in unnecessary use of expensive, high-
technology care and divert money away from other important
areas of health care spending.

I believe these questions can, and should, be answered. Cata-
strophic health insurance does not address the issues of prevention
of disease or upfront coverage for the day-to-day medical problems,
yet we cannot overlook those 7 million people each year who are
forced to spend 15 percent or more of their income on medical care.

We cannot solve all the problems facing us in the context of a
single bill, but I believe that the protection for catastrophic loss is
a realistic goal that we can accomplish now. Major questions con-
cerning the program cost, how it is to be financed, how the benefits
are to be defined, need to be answered. But, we need to address
these important questions in a bipartisan manner.

Mr. Chairman, I appreciate this opportunity. Apparently we all
have a common goal, to help the American people. Perhaps we can
build a consensus in this committee with the help of our distin-
guished first witness and pass something in this session of the
Congress.

The CHAIRMAN. Thank you.

Mr. Secretary, we will be delighted to hear your statement. We
are very pleased to have you before us.

I believe, by the way, if the Senators will permit me to do so, I
would like to start a committee procedure of hearing Cabinet offi-
cers first and then our colleagues in the Senate can come along
thereafter. The President’s Cabinet officers are busy people, too.

All right, Mr. Secretary. Would you please proceed?

STATEMENT OF HON. JOSEPH A. CALIFANO, JR., SECRETARY,
HEALTH, EDUCATION, AND WELFARE

Secretary CaLiFANo. Mr. Chairman, thank you. I would like to
submit my entire statement for the record and just read certain
portions of it.

Mr. Chairman, I appreciate the opportunity this morning to dis-
cuss with this distinguished committee an issue of major impor-
tance to our citizens, a national health plan.
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It is appropriate that I appear before you since this committee
has historically provided leadership in health care finance.

We believe that this hearing marks an important turning point
in the development of national health policy.

President Carter hopes that the 96th Congress can take a signifi-
cant step toward a comprehensive national health program. In the
coming weeks, the administration will propose a phase I bill—a bill
that, contrary to some reports, does not just provide protection
against the costs of catastrophic illness.

Indeed, we oppose a catastrophic only approach. Instead, we will
seek to improve coverage for all segments of the population—the
aged, the poor, the employed and others—and will seek to put in
place new structures which will reguire only future expansion for
the realization of President Carter’s goal of a universal, compre-
hensive plan.

Few ideas have been the subject of more national debate and less
congressional action than national health insurance. Not only have
Presidents since Harry Truman sought passage of a national
health insurance plan, but in the last decade a number of proposals
have been introduced in the Congress.

Yet only one of these bills has emerged from a full committee of
the Senate—the Committee on Finance. None has been reported
out by a full committee of the House. And neither house of the
Congress has approved a national health insurance proposal.

It is imperative, therefore, that we in the administration and you
in the Congress who are deeply concerned about the state of health
care in the United States work together to devise a strong piece of
legislation—but a piece of legislation that, unlike past proposals in
this area, can be enacted into law.

THE PRESIDENT'S DECISION

Last July, the President directed me to develop a tentative na-
tional health plan to assure that all Americans have comprehen-
sive health care coverage. He also directed me to develop several
alternative methods for phasing in the plan over time.

He asked for a plan that would not only increase health insur-
ance coverage but that would seek to bring skyrocketing health
costs under control, to increase the efficiency and fairness of our
health care system, to make quality health care more widely avail-
able and to devote more health resources to disease prevention and
health promotion.

We developed that tentative plan and some phasing alternatives.
In January, the President asked me to consult widely so that he
could determine the best course of action for introducing a bill in
the 96th Congress.

Since January, my colleagues and 1 have consulted Members of
Congress, including committee and subcommittee chairmen, and
health industry experts.

With few exceptions, the consensus among legislators is that the
96th Congress cannot and will not digest a complete national
health plan in one bite. The overwhelming number of those who
favor eventual adoption of a national health plan urged me to
bring this message back to the President: Ask the President to
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limit his legislative recommendation to the first phase of a national
health plan and to describe his vision of a total plan so we can put
that phase in context.

There were, of course, many specific suggestions, but that was
the general consensus, with a strong sense of the need to contain
costs, to reform the system and to focus more attention on preven-
tion.

Based on those consultations and on important budgetary, eco-
nomic and administrative considerations, the President last week
made a broad decision that has two main features:

First, the President has decided to send to the Congress a mes-
sage outlining a universal, comprehensive national health plan. As
noted, the President remains committed to the goal of providing
every American with coverage for basic health services.

Second, the President will at the same time send to the Congress
specific legislation that will embody the first phase of a universal,
comprehensive plan. This bill, which would have no significant
budgetary impact until fiscal 1983, will constitute a significant step
toward instituting basic reforms in our health system and insuring
that all Americans have adequate protection against the cost of
medical care.

The phase I legislation will, when fully in place, represent an
additional $10 billion to $15 billion investment, in today’s dollars,
in health car~ for Americans—an investment which can be sub-
st?ntially offset by effective cost containment and health system
reforms.

In the coming weeks, we will develop this final phase I bill and
the final description of the comprehensive, universal plan in con-
sultation with key congressional and other leaders.

The President’s phase I bill will build upon the strengths not
only of the administration’s work, but also the work done in this
area by Members of the Congress. I hope that the proposal will
attract a broad base of support, both from those who think that
phase I is all that we should do and from those who wish to do
more.

It is rarely possible to solve every problem in an important
sphere of our national life in a single bill. But, by proceeding step
by step, we can nonetheless make advances of extraordinary sig-
nificance. Lyndon Johnson recognized that medicare and medicaid
would not meet the health needs of all Americans, but he also
knew it would help millions of our citizens.

President Carter recognized that the child health assurance pro-
gram would not meet the health needs of every low income citi-
zen—but he also knew when he proposed it 2 years a go, just as he
knows when the bill is reintroduced this year, that it will help
more than 2 million low income mothers and children. And Presi-
dent Carter recognizes that our phase I bill will not solve ever
health problem in this Nation—but he also knows that, if enactecf:
it will represent a giant stride forward in providing equitable,
adequate and cost-conscious health protection to all Americans.

Let us not be mesmerized—or immobilized—by our desire to
achieve a universal and comprehensive plan. Let us instead bend
every effort in the 96th Congress to make an important part of
that noble dream reality.
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Let me emphasize one other point: Enactment of a phase I bill
must be based on passage of effective hospital cost containment
legislation. Only when we contain unnecessary costs in the health
care system can we responsibly seek to implement necessary new
health benefits.

As we open the national health plan debate in the 96th Congress,
we all recognize that we will be dealing with a highly complex
subject—with significant implications for our health care system,
for the fiscal and budgetary policy of the Federal Government and
for the state of our Nation’s economy.

Health care in the United States is not just men and women
dressed in white coats carrying little black bags ministering to the
infirm. It is also, as this subcommittee knows well, big business.

Health is the third biggest business in our country today, yet
both the administration and the members of this committee share
a strong belief that it is imperative to make some basic changes in
the health care industry. Our present health care system is funda-
mentally flawed—with nearly $87 billion in Federal and State
health spending for fiscal 1979, and with Federal, State and local
government paying nearly 55 percent of all hospital bills, we al-
ready have part of a national health plan. But this plan does not-
meet the primary objective of our nation’s health policy—providing
quality care to all Americans at an affordable price.

To sure, there is a good deal that is right with the health
system in the United States today. Health status has been gradual-
ly improving, and health insurance protection through public and
private programs has been growing.

But there is also a good deal wrong with the health system in the
United States today. We believe that there are three sets of prob-
lems facing our health care system today which can only be effec-
tively addressed through a national health program.

First, millions of Americans lack coverage for basic health serv-
ices and lack protection from extraordinary medical expenses.

Moreover, the very common exclusions and limitations which are
present in current coverage severely limit health coverage for the
average American family.

In sum, Mr. Chairman, the problem of inadequate insurance
coverage is pervasive. I believe that it can only be dealt with in the
context of a broadly structured national health program which
includes not only protection against the cost of major illness, but
also provisions which begin to address other serious failures of
present health insurance coverage.

Second, the costs of health care are sharply increasing, adding to
inflation and threatening the stability ofp governmental budgets.

The rise in health costs can be partly explained by increasin,
demand for health care with the passage of medicare and medicaig
and by advances in medical technology. But sharply escalating
health care costs are primarily the result of other factors, the most
salient being the failure of the traditional competitive forces of the
marketplace to operate in the health care industry.

More than 90 percent of all hospital bills are paid by third
parties—insurance companies, medicaid, or medicare. Thus, neither
the consumer, the patient, nor the provider, the doctor and the
hospital, directly feel the pinch of rising costs.
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The third parties customarily pay for services rendered to these
beneficiaries on an inefficient and inflationary cost-plus basis.

Customary interactions between buyers and sellers do not take
place in the hospital industry. Most decisions in the health care
marketplace are made by the provider, not the consumer. Physi-
cians control 70 percent of all health care decisions. As a result,
the normal mechanisms of the marketplace, like competition, have
not worked to bring down costs. Physicians often know little about
the cost of the services they order—and they have little incentive
to find out.

Mr. Chairman, the pervasiveness of these problems also leads us
to the conclusion that the only way to deal with escalating health
costs is in the context of a broadly based national health plan,
including fundamental changes in our reimbursement mechanisms.

Third, systematic reforms are needed to increase access to health
services, to provide more appropriate types of services and to elimi-
nate the inefficiency and lack of competition in the health care
industry.

Mr. Chairman, these are the fundamental problems that demand
solutlion if our health care system is truly to serve the American
people.

I have been deliberately referring to the administration’s con-
cern in establishing a national health program not a national
health insurance program. I choose these words carefully. From
the outset, the President has instructed us to put together a pro-
gram which dealt not only with the lack of insurance coverage in
the health care industry, but with the broad range of problems
which exist in our health care system today.

The existence of this broad and varied set of defects in our
present health system again has led us to the conclusion that we
must deal with these interrelated problems, to the greatest extent
possible, in the context of a broadly conceived national health plan.

The phase I bill should, in other words, be constructed so that it
can evolve easily toward a completed national health plan.

Although, as noted, we are in the process of developing our phase
Ilbill, gs can sketch in broadly this morning some of its major
elements.

GENERAL STRUCTURE

The overall structure of phase I will have three major compo-
nents:

First, coverage of full time employed individuals and their fami-
lies will be predicated upon mandated employer coverage that will
effectively require most, and possibly all, employers to provide
private insurance that has a core level of protection and that meets
other basic standards. To the extent possible, this coverage should
provide incentives for less extensive preventive and outpatient
services over more expensive services within a hospital.

We believe that to minimize Federal involvement and efficiently
deploy available resources it makes sense to build on the founda-
tion of existing private insurance coverage.

Second, Kub icly financed health care programs will provide cov-
erage for the aged and the poor.



331

To the greatest extent possible, we will seek to integrate, to
make uniform and to make efficient program administration and
reimbursement systems in these public programs. For example,
serious administrative difficulties exist in medicaid because we
have 53 different programs—in all States except Arizona and in
the territories—not a single program.

Third, for those not protected by employer coverage or by the
public programs for the poor and the aged, the Federal Govern-
ment will guarantee the opportunity to buy health insurance at a
reasonable rate. In the phase I bill, this Federal guarantee will
provide the opportunity to purchase more affordable quality protec-
tion against the costs of major illness. At present, such an opportu-
nity for coverage does not exist for millions of nonpoor, nonaged,
nonemployed Americans.

THE AGED AND DISABLED

The phase I bill will obviously continue to provide the benefits
offered under the current medicare program and will also include
additional protection for our elderly and disabled citizens. We must
especially insure that our elderly citizens are not devastated by the
cost of major illnesses. We will also consider making more accessi-
ble to the elderly methods of therapy that could reduce the need
for extended hospitalization.

THE POOR

The phase I bill would significantly expand the number of
America’s poor who would be covered fully for their medical ex-
penses. The plan would expand coverage, in part, by setting eligi-
bility for millions of our poor at uniform income levels nationwide,
thus remedying the striking interstate inequities that exist in the
present medicaid program.

THE EMPLOYED

As indicated above, the phase I bill will establish mandatory
standards for private insurance coverage provided by employers.
These standards could include: Quality requirements; a core benefit
package that includes hospital and physician services, X-rays and
laboratory tests and that, to the extent possible, encourages pre-
ventive services and outpatient care; and, extension of coverage for
a certain period beyond termination of employment.

The phase I bill will mandate that qualified employer plans
protect families against major expenses by limiting their financial
obligation to a reasonable ceiling in a given year. This financial
protection could be expanded in subsequent years.

In addition, the plan may mandate that employers maintain
their current financial contributions per employee for health insur-
ance coverage.

We will look carefully at the impact these requirements have on
business, especially on small and low-wage firms.

45-505 O - 79 - 22
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ALL OTHERS

For all those who are not employed and who are not otherwise
covered through the provisions for the aged and the poor or
through other private insurance, the phase I bill would, as noted,
s?ek to make quality coverage against major illness more afforda-
ble.

Thus, health coverage that puts a ceiling on the direct health
costs that must be borne in any year will be universally available.

COST CONTAINMENT AND OTHER HEALTH SYSTEM REFORMS

Finally, and of critical importance, the plan would include a
series of cost containment and delivery system reform provisions.

The hospital provisions will build upon the President’s hospital
cost containment bill which was introduced earlier this month and
which is currently before this committee. We will also be consider-
ing provisions to reform our current open-ended mechanisms of
physician reimbursement.

e system reform provisions will, as noted, also build on a
number of important ongoing administration efforts such as en-
couragement of health maintenance organizations, limitations on
capital expenditures, and provisions aimed at assessinﬁ the appro-
priateness of new technological advances in the health care area.

In a few weeks, we will be proposing legislation that will encour-
age many more medicare beneficiaries to join cost-effective HMO's
by allowing them to benefit directly if they choose this health
delivery system.

Moreover, the legislation we will submit later this year seeking
reauthorization of the health manpower laws will also be linked to
resource planning for our phase I bill.

COST SHARING

The phase I bill will involve cost sharing for all but the poor. As
noted, a reasonable ceiling will, however, be placed on the amount
any family or individual would be required to pay for direct medi-
cal expenses in any year.

FEDERAL FINANCING

There will be no payroll tax increases required by President
Carter’s phase 1 bill. Additional Federal expenditures will be fi-
nanced by general revenues.

In sum, our proposal for the first phase of a national health
program will contain provisions aimed at improving coverage from
the outset for all groups in the population and putting in place
necessary cost control and system reform provisions. I must empha-
size the importance of laying a firm foundation for eventual expan-
sion of the program to deal with problems beyond the reach of our
current resources.

THE PROPOSALS BEFORE THE COMMITTEE

. Mr. Chairman, let me now briefly summarize the two health
insurance measures currently before this committee as we under-
stand them.
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We have not had an opportunity to analyze in depth your propos-
al or that of either Senator Dole, Senator Danforth, and Senator
Domenici—S. 760 and S. 748—both introduced yesterday.

S. 351 consists of two parts:

The first title of the bill is a catastrophic health insurance pro-
gram which provides protection for all residents. It operates pri-
marily through a federally administered public plan for the unem-
ployed, welfare recipients, the aged, and the persons who do not
opt for private insurance coverage. The program would be financed
through a 1l-percent tax on the payroll of employers, tax credits,
and an offset for private insurance premiums. Employers and the
self-employed could buy a private catastrophic insurance plan and
the premium costs would be subtracted from the payroll tax obliga-
tion.

Benefits would be similar to those offered currently under medi-
care, but would be subject to two deductibles—$2,000 of medical
expense and hospital stays of 60 days. With the cost of a hospital
day averaging $215, this could mean that a hospitalized person,
without any other hospital insurance, would have to pay $12,900 in
hospital expenses before he or she would receive financial protec-
tion.

The second title of the bill consists of a voluntary Federal certifi-
cation program for basic private health insurance designed to en-
courage private insurers to make such coverage available in all
parts of the country.

The second bill—S. 350—contains the features just described plus
a third title which would replace medicaid with a uniform, nation-
al program of medical benefits for low-income persons. The plan
would be administered like the medicare program and would be
financed by Federal general revenues and a maintenance-of-effort
level by State governments.

We are concerned about both of these proposals, Mr. Chairman,
because of the nature of the catastrophic component and because
they do not contain enough structural reforms to control costs and
to make the health care system more efficient and effective.

We share important common ground, however. Similarities be-
tween the key elements of your broader proposal S. 350 and our
thinking on the first phase of a national health program include
the following:

Both would move toward an improved and more uniform pro-
gram for the aged, poor, and disabled, and a program that we could
administer more effectively.

Both would seek protection for the employed population.

Both would involve establishing standards for private insurance
coverage, although the voluntary standards in S. 350 and S. 351
will not do the job.

Both would make protection against the cost of major illness
universally available although I would underscore our commitment
to cost containment and to insuring that only necessary costs are
covered by these provisions.

Yesterday in the legislation introduced by you and introduced by
the three Republican Senators the concept of mandating employer
coverage was included. I understand both pieces of legislation are
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consistent with our concepts of mandating employer coverage in
our legislation.

Mr. Chairman, perhaps our most important concern about the
measures before this committee involves the danger of enacting a
proposal that deals only with the problems created by the high
costs of major illness. We realize the political appeal of and the
real need for catastrophic health insurance protection. Our citizens
want universal coverage of catastrophic health expenses because
they feel it is wrong that Americans continue to face the possibility
of being destroyed financially by a major illness or accident.

While we recognize this appeal and affirm this as a real need, we
would oppose enactment of a catastrophic health insurance propos-
al alone because such a proposal poses significant dangers.

First, we are deeply concerned because a catastrophic propcsal,
standing alone, could, and I believe would, lead to an escalation of
unnecessary expenditures for high cost, high technology care—
unless it were to be combined with adequate reimbursement, utili-
zation, and technology controls.

Although catastrophic coverage will meet real needs and will
thus involve necessary costs, it will, without proper structural
changes, be an open invitation to profligacy, especially in the hospi-
tal sector. With the present cost-plus hospital reimbursement
system, increasing coverage for high cost hospital care will, without
adequate accompanying reforms, especially reimbursement re-
forms, lead to additional waste of scarce public funds.

We must thus take great care to insure that a phase I bill will
not unnecessarily increase expensive inpatient care. And we must,
as noted, base a phase I bill on passage of hospital cost contain-
ment legislation.

Second, we are deeply concerned because passage of only a cata-
strophic bill would not be equitable. Although we all agree that
some scarce Federal resources should be allocated to protect Ameri-
cans from major medical costs, we must use scarce dollars fairly
and this means seeking to provide basic health benefits—coverage
for regular services, not just those that entail high expense—to
those aged and poor who desperately need adequate health care.

Indeed, unless a catastrophic program were combined with more
adequate arrangements for basic coverage for the low-income popu-
lation, it would be a cruel illusion for those citizens. Millions of
low-income families would be driven to financial despair before
qualifying for assistance under the catastrophic program.

Thus, fairness demands that we take a more balanced approach
in order to meet other fundamental health care needs, not just the
need for protection against the expense of major illnesses.

Third, we are concerned because enactment of a catastrophic
only bill will -0t establish a framework for realizing our ultimate
goal—universal, comprehensive health protection that provides all
Americans with basic health coverage, for preventive and primary
care services, not just protection against the costs of major illness.

Mr. Chairman, catastrophic coverage alone while politically re-
sponsive may be economically and socially irresponsible, whereas
coverage against the costs of major illness in concert with appropri-
ate structural reforms that lead to a universal, comprehensive plan
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can be both responsive and responsible as a first step toward a
more complete national health program.

Mr. Chairman, let me now briefly describe in a bit more detail
some of the problems that we have with S. 350 and S. 351.

Our additional concerns with the catastrophic proposal include
the following: The catastrophic approach in S. 351 is based on a
payroll tax. It would, as noted, impose an additional 1-percent tax
on taxpayers. By contrast, we favor using employer coverage. The
President does not want to increase the payroll tax for health
insurance.

This approach eliminates any additional increases in the payroll
tax and is more compatible with our eventual goal of using private
insurance to mandate greater coverage for our employed citizens. It
is, Mr. Chairman, consistent with the legislation that you intro-
duced yesterday in that regard.

DEDUCTIBLES

The approach in S. 351 has split deductibles, one for physician
services and one for hospital services. In addition, the deductibles
are unbalanced in the sense that many more families would trigger
the $2,000 medical deductible than would trigger the 60 day hospi-
tal deductible. For example, an individual requiring intensive care
for an accidental injury might easily run up physician bills of
$3,000 and hospital bills of another $10,000.

Yet if he were hospitalized for 45 days and had no other insur-
ance, the S. 351 would only help him with $1,000 in doctors’ bills
;nd ([1)8 nothing to help offset the much greater hospital costs of

10,000.

A single method of cost-sharing, with less financial exposure for
individuals, would be more equitable in its applicato medical and
hospital expenses and would also be easier to administer.

This is a point of great significance, Mr. Chairman. As presently
designed, the deductible in S. 351 could be so large that they would
cause some American families great hardship. Our phase I bill
would provide significantly more financial protection.

INCENTIVES AND CONTROLS

The approach in S. 351 is based on continuing present medicare
reimbursement and utilization controls. As noted, we favor reim-
bursement controls based on our hospital cost containment legisla-
tion. We also favor strengthened controls on capital expenditures
and health care technology. We feel that the strengthened controls
are essential for a catastrophic program and that our current
medicare controls are not enough.

There are many similarities between the ‘‘Standards” title in S.
351 and our own thoughts on setting out standards for private
insurance as part of a first phase of a national health program.
Our key difference in this area is that the standards under the S.
350 and S. 351 are only applied in a voluntary fashion to the
insurance industry. In other words, if an insurance company offers
a policy meeting the standards that policy can receive a Good
Housekeeping seal.
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To make any standards effective, the incentive probably should
go beyond the mere receipt of a Government seal. For example, the
provisions of the tax code could be changed so that a policy which
did not meet standards would not be eligible for a tax deduction.
Further, we could mandate that policies offered by employers must
meet the standards established in the phase I bill.

Finally, there are many similarities between our approach to the
problems of improving coverage for the low-income population and
the approach embodied in S. 8350. However, both S. 350 and our
phase Ipbill will, to the extent possible, have to deal with two major
problems.

THE NEAR POOR

In designing subsidies for those near poor who are not fully
covered under the low-income public plan, we must seek to reduce
heavy financial burdens and provide work incentives to the great-
est extent possible.

STATE FINANCING

S. 351 essentially limits present State financing for medicaid
acute care services and would require States to maintain that level
of financing. This kind of provision would tend to penalize the
states which had done the most under medicaid and would reward
those States which had done the least. An equitable approach to
States roles under a phase I bill is one of the key problems that our
bill will seek to address.

Mr. Chairman, we have described our differences and problems.
But, in closing, I would emphasize our desire to build upon impor-
tant areas of agreement between the administration and your com-
mitment to improve health benefits for millions of Americans in a
fiscally responsible way. The broader bill, S. 350, sponsored by you
and Senator Ribicoff, is a constructive starting point for our discus-
sions.

The Finance Committee, the other committees in both the Senate
and the House with health jurisdiction, and the Members of the
Congress as a whole have an historic opportunity. Together, we can
make significant, structurally sound improvements in our Nation's
health care system—improvements that would expand coverage to
meet critical needs, that would help contain escalating health
costs, that would increase the quality, efficiency, and fairness of
America’s health care system and that, most importantly, would
lay the groundwork for the universal and comprehensive health
plan that is President Carter’s ultimate goal.

In the coming weeks, as we present our legislative proposals to
you, I hope that we can find substantial common ground in our
mutual quest for a health care szstem that responds to our citizens’
health care needs and reforms the structure of our delivery system
to contain costs, increase efficiency and make quality care more
widely available.

Thank you Mr. Chairman.

The CHAIRMAN. Thank you for your statement, Mr. Secretary.

I find myself thinking back to the testimony that Paul Hall once
gave before the Commerce Committee, I believe it was the Mari-
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time Subcommittce. He referred to the kind of person that the
unions referred to as a management fink. I asked him, “What do
you mean by that?”’ He said:

He is really the kind of fellow who does not have labor’s interest at heart and
keeps us from getting together on something. For example, if the fellows feel they
ought to get a pay raise, he says, “Hell no. That's not our problen. Our problem is
the lousy food” and so on. Everytime you try to get the people !0 agree on some-
thing that they ought to have as an objective, he would have something to confuse
the issue.

It seems to me if we do business in this Congress the way we do
business on this committee, we will pass a bill that will do a great
deal for the American people. To avoid a lot of wasted effort and
confusion I oftentimes ask for a show of hands.

I would say, just a minute, fellows, before we go anything fur-
ther, anybody who thinks we ought to do something about this,
raise your hand. Now, those who do not think we ought to do
anything about this, raise your hand.

At that point, we can see whether a majority want to do any-
thing. Then we go forward to see just how much the committee
would like to do. We can then bring out a bill which represents the
consensus, or majority.

It seems to me that the American people have been denied the
progress we should have been making because some are holding
out for something that goes all the way, like the British system.

Many of those same people came to me, and others, urging us to
support medicare. Their argument at that time was that they were
not getting anywhere with their proposal for a comprehensive fed-
elx;alized program. They urged us to go for medicare, and we did
that.

Now, I would like to ask you, Mr. Secretary, if this is not true.
The more we build on what is already in place, the least it will cost
either in taxes or in a burden on the economy.

I am told that about 90 percent of the population has some
protection toward some or all of the cost of the benefits that go into
place before you get to the catastrophic part of the coverage.

Secretar{ CaLiFaNo. Mr. Chairman, let me say we do believe we
should build on what is in place that is good. One of the things in
our legislation that will do that, and in the bill that you introduced
yesterday that does that, is the mandating of some coverage by
employers of employees which helps avoid the necessity for addi-
tional taxes and which takes advantage of the fact that we have a
private insurance industry and almost 100 million of the Ameri-
cans who are insured, to some degree or other, are insured through
their employer-employee arrangement already.

In that sense; yes. We do want to build in what we have. Howev-
er, there are things that have to be changed which the members of
this committee are as conscious of as anyone.

Senator Talmadge has been talking about hospital cost contain-
ment for years, and some of the reimbursement methods of hospi-
tal-based physicians. We think those changes should be made as a
prelude to any national health plan or any major step in a new
phase, and that it is important to do that.

The Chairman. The mandated approach has a lot of appeal. You
say you have not analyzed my proposal. I have had enough chance
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to analyze what you have been saying and I put that bill in
because it seemed to me that it may be the best approach to take;
that is, simply mandate the coverage.

The question is, How are you going to mandate it? That ap-
proach simply says, rather than try to put the employer in jail for
not providing the coverage he would owe a tax of about 150 percent
of what it would take to provide the coverage. How does that
appeal to you?

retary CALIFANO. I think it is worth looking at. I am delighted
there is an analogy, Mr. Chairman, that would indicate you would
be willing to support that provision in our hospital cost contain-
ment legislation that talks about those hospitals that go over the
goal, in effect, paying a tax of 150 percent.

The CHAIRMAN. Maybe that is where the idea came from. Some-
where back in the computer of my memory, there was an idea
about 150 percent would be an appropriate level of tax for someone
who failed to provide the insurance.

Secretary CALiraNO. Mr. Chairman, I am accompanied, I should
have said at the beginning of my testimony, by Dr. James Mongan,
the deputy assistant secretary for health policy and special assist-
ant to the secretary for national health insurance. Dr. Mongan was
a distinguished staff member of this committee. We appreciate the
fact that you let him come and work with us.

The CHAIRMAN. I think that employing Dr. Mongan shows that
you are making great- progress in your studies down there, and
apparently you have found somebody who can add a little common-
sense.

My time is expired. I would suggest that we limit ourselves to a
5-minute rule the first round of questions so everybody can have a
chance to get in his 2 cents worth and we are going by the early
bird rule. Since I was the first one here, I asked the first question.

Mr. Danforth was the next in the room. You are recognized.

Senator DANFORTH. Mr. Secretary, one of the questions that is
going to be asked is how do we pay for whatever program we enact.
It is my understanding that the cost to the Treasury of phase I of
the administration’s program is about $10 billion to $15 billion a
year when it is fully implemented, the cost to the Treasury of
Senator Long’s proposal is somewhere in the neighborhood of $5
billion to $7 billion and the cost to the Treasury of the bill that was
introduced by Senator Dole and Senator Domenici and myself yes-
terday is about $1 billion to $3 billion a year.

Thinking about how to raise all or part of that bill led me to the
following, and I would like your comments on it. In 1951, Congress
imposed a tax on cigaretbes in the amount of 8 cents a pack.
Because of inflation, 8 cents in 1951 would amount to somewhere
in the neighborhood of 20 cents today.

In 1951, the combined Federal and State tax on cigarettes
amounted to about 50 percent of the cost of a pack of cigarettes.
Today, the average—depending on the State—the average State
and Federal tax on a package of cigarettes amounts to about one-
third of the cost of a pack of cigarettes.

Since the 8 cents tax was imposed in 1951, in addition to infla-
tion, two other things have happened. First of all, the Surgeon
General has made a very convincing case that there is a relation-
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ship between cigarette smoking and poor health; and second, with
the advent of medicare and medicaid and increasingly so with
whatever we do with this bill, the Federal Government, the taxpay-
er, John Q. Public, has gotten into the business of picking up the
tab for poor health.

I am told that if we increase the cigarette tax by 10 cents a pack,
we would pick up about $3 billion, which would be the outer limit
of the projected cost of the Dole-Danforth-Domenici bill. It would be
approximately half the cost of the Long bill, and maybe one-third
to 20 percent the cost of the administration’s bill. I would like your
thoughts as to whether it would make sense—when we are trying
to do two things: Provide for the health of the American people
and still prevent, or still keep some kind of a brake on runaway
inflation and the huge deficit of the Federal budget—whether it
would make some sense for us to attempt to pick a part of the
revenue for this by increasing the Federal excise tax on ciagrettes
and earmarking the amount that would be produced by that to pay
for whichever of these plans, or whatever kind of compromise, we
can come up with.

Secretary CALIFANO. Senator, I cannot speak for the administra-
tion on that proposal, because we have not made a decision on the
revenue-raising methods in connection with this plan. Personally, I
would have no objection to any such tax.

We have done studies at HEW that indicate that a 15 percent
increase in the price of cigarettes has an impact in reducing sales.
This is particularly true with respect to the extent it reduces sales
among young people, which is the target of the cigarette compa-
nies; 75 percent of the adults who smoke in this country are
hooked before they are 21 years of age. To the extent that it would
have an impact on their not buying cigarettes, it would make a
significant contribution to health care as well.

The CHAIRMAN. Senator Packwood?

Senator PAckwoob. Mr. Secretary, on page 34 of your statement,
you say:

Third, we are concerned because enactment of a catastrophic-only bill would not
establish a framework for realizing our ultimate goal, universal comprehensive

health protection that provides all Americans with basic health coverage for preven-
tive and primary care services, not just protection against the cost of major illness.

On page 30 of the report prepared by the Budget Committee in
March of this year, you say that 90 percent of those have some
kind of coverage, maybe not adequate, but some kind of coverage.

Are you possibly concerned that if we pass mandated catastroph-
ic coverage by employers so everyone who works has catastrophic
coverage and almost everyone who works has some kind of addi-
tional coverage that there simply will not be any constituency for
national health insurance?

Secretary CALIFANO. No; that is not the point that that is de-
signed to make, and as I have indicated repeatedly, I think we
have to come about this problem step by step and in phases. I
think that the major success we have had in getting health legisla-
tion on the books such as medicare and medicaid under Lyndon
Johnson, has been in effect by pieces. We indeed proposed a new
major piece with the child health assurance program which would
bring 2 million more poor children.
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The problem is, the system is very skewed to the hospital part,
which is the most expensive end of it. It is not simply that the
Federal programs are skewed that way, which they are under both

. medicare and medicaid. There are tests that, if they are done in
the hospital, we pay for; if they are not done in the hospital, we do
not pay for.

There are thousands of cancer patients in hospitals who do not
have to be there, but their doctors put them there because we will
pay for the expensive cancer drugs under medicare if they are in
the hospital. The whole insurance industry is skewed that way as
well. They are very much inclined to pay for hospital kinds of
things and not pay for something less than hospital care, and that
is what we are worried about.

The place at which I announced the first parts of our plan last
week, the New York University Medical Center, is, we think, an
ingenious and effective way to reduce hospital costs. It is basically
a center that will take the patient as soon as they do not need the
full array of hospital care, 2 or 3 days after the operation, and
move them into a setting which would be 40-percent less expensive,
and provide health education for them so they learn how to take
care of themselves.

We had to make an exemption under medicare and medicaid to
make that a demonstration; otherwise, we could not reimburse for
that kind of care. That does not make sense.

We worry about catastrophic only insurance further skewing us
in the wrong direction, the most expensive direction.

Senator PACKwooDp. Mr. Secretary, most of us running for elec-
tive office are a litmus test on what people are thinking by the
kinds of questions they ask. You go through a factory, you get
questions on gun registration and probably on taxes. You never get
questions about national health insurance. On occasion, why do we
have to go to the hospital to be paid? You covered that.

Some are concerned about health care for their parents, especial-
ly reimbursement for home health care. Never any questions about
national health insurance. A nagging fear in the back of their
mind about catastrophic costs because they know somebody in the
factory who broke their back and ran out of insurance and was
severely strapped.

But I think the answer would be, if we passed catastrophic
coverage, if there is some kind of home health care provision for
both elderly and others, just those two facts will insure that there
will never be a British type of national health service in this
country; there will never be a Kennedy kind of health insurance in
the sense of his old bill. His new bill is amazingly changed from
what he has been advocating for the last 15 years. But just with
those two provisions, there will never be national health insurance
and agood many people who want national health insurance sense
that, and they do not want catastrophic coverage because it re-
moves the hook by which they are trying fo bring in the rest of the
systefil into national health insurance. °

Secretary CaLiFaNo. We have never proposed a British type of
system. I do not think that makes any sense in this country. The
kind of plan we are talking about would very much utilize what we
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think is the best of our system, try to put competition in places
where we can put some competition.

But I think our concern goes both to the equity issue of what you
do with the scarce dollars where there are poor people who need
basic care, and second to the fact that we think this would skew
the system toward the most expensive end, and we really should be
trying to invest more money at the other end of the system, pre-
vention, ambulatory care, what have you.

Senator TALMADGE. Senator Dole?

Senator DoLE. First of all, Mr. Secretary, I appreciate your state-
ment. I find many of the comments helpful—I do not suggest that
they are an endorsement of S. 748, which you have not had time to
analyze, but at least we seem to be thinking along the same track.

You indicate that catastrophic is not enough, but ours is limited
to that. I hope you will have a chance to analyze the Danforth-
Domenici-Dole proposal and submit your comments so that we can
include them in the record.

Secretary CaLIFANO. Senator, we will and we will also analyze it.
I should also note Senator Danforth used some numbers relating to
cost. We have great difficulty running costs on these bills. Our
health care estimate is not what our welfare income maintenance
estimating is. We will ultimately cost out all of this legislation out
once we can get the numbers.

Senator DoLE. When we talk about the cost, we are talking about
the cost to the Treasury. There will be additional costs to the
employer. There will be other costs which probably are not indicat-
ed in our statement. I assume that may be also true in your
proposal, because if you are going to mandate the coverage, man-
date the employer to provide it, I suggest that will be an additional
cost.

Do you assume that the employee will bear some of that burden?

Secretary CaLIFANO. In what we have looked at, Senator, we
have assumed that the employee might be subjected to a proportion
of that burden, maybe 25 percent of it, with the employer carrying
75 percent, but that the employee would have the right and ability
to negotiate out that 25 percent.

Also, one has to be careful. For some employers, there will not be
an additional cost, as you know. For the larger companies and the
bigger unions, they will already have a basic package of coverage.
For smaller employees, you have to be very careful. This can be a
significant burden on the small businessman, small employer, to
provide perhaps where necessary some kind of subsidy or some
kind of relief.

Senator DoLE. We discuss that in S. 748. Again, I will not address
that if you have not had a chance to look at it.

You indicate that unless we have some kind of cost containment
that there will not be any health initiatives from the administra-
tion. Does that include the child health initiative.

Secretary CaLIFANO. I would think, Senator, that regarding the
child health initiative, this committee that acted on it last year
could pass it out very fast. That bill, as you know, and as you are
pointing out, is directed very much toward the preventive end of
the spectrum. It is to go after poor children, to assess them. The



342

current program is very difficult to operate and I think the child
health assessment program will have a substantial impact.

It passed the House committee, too. I would hope that we could
get that early in the session.

Hospital cost containment is critical in terms of pumping more
money into hospitals. We really have to get those costs under
control. I noticed yesterday in the House hearings, that it was
pointed out, and 1978 again confirms what the 1977 figures con-
firm, namely that to the extent there has been a reduction in the
rate of increase of hospital costs, it is largely attributable to the
nine States with mandatory programs which have had percentages
of increase far below the percentage increase of hospitals in States
which do not have those programs.

We think we need that program. Every day we do not have it, we
in effect impose a tax on the American people that they should not
have to pay.

Senator DoLE. You indicate in your testimony as you did in your
cost containment testimony that 70 percent of all health care deci-
sions are made by physicians, and this is one of the roots of our
problem. I am wondering what the administration initiatives may
be in this area.

Secretary CaLIFANO. One, there has to be more physician educa-
tion on the cost of what they are ordering up. When 1 spoke to the
Association of Medical School Deans in the great city of New
Orleans, I asked the medical schools to provide more education in
that area. I think that the professional standards review organiza-
tions, which we are learning more about, which can work effective-
ly to look at what the doctors are doing.

Some hospitals are printing on the same charts, they print the
results of the tests and the costs of the tests. I think Mass. General
does that now and it seems to have an impact on slowing down the
doctor in ordering tests and some kind of continuing education
program for the doctors who are out there in terms of the tests
that they order up. -

Finally, I suppose one has to look. One cannot ignore the mal-
practice problem and the extent to which defensive medicine may
be practiced by doctors in fear of malpractice.

The CHAIRMAN. The Senator’s time has expired. Senator Heinz?

Senator HeiNz. Thank you, Mr. Chairman.

Mr. Secretary, on page 33 of your statement, you say that you
are very deeply concerned that the passage of the catastrophic bill
would be inequitable. You make the case that passage of such a
measure without the kinds of things that you describe in the
administration proposal would be inherently unfair to the aged or

T.

Could you assess for the committee the extent to which poor
people now have some kind of access to the equivalent of cata-
strophic care and, having assessed that, then explain why a pro-
gram that would appear to be fair to the poor, to the aged, to
middle income, is inherently unfair?

Secretary CALIFANO. Basically, the only r people who are
covered by medicaid are those that fit into tmoAFDC category or
the SSI category, by and large children in single-parent families,
the aged, the blind, and the disabled. There are millions—we can
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give you the precise number—millions of poor people who do not
receive medicaid, who are not eligible for it, singles, childless cou-
ples, women who are pregnant for the first time. There are mil-
lions of people who do not meet that standard.

I think that funds in a time of scarce resources should be allo-
cated to those people to achieve basic health care for them.

Second, a relatively small expenditure by someone making $5,000
a year or $4,000 a year can cause chaos with them as compared
with these higher expenditures for people who are in the middle, or
upper middle, level of the spectrum. I think, indeed, one of the bills
that Chairman Long has introduced recognizes that problem be-
cause it would essentially eliminate the categorization of poor indi-
viduals covered by medicaid. It would cover people up to an income
of $5,400 for a family of four.

We might argue about the income level, but I think, by and
large, we would like to see some elimination of that categorization,
that relationship to categorization, that kind of coverage.

Those are two examples.

The number of poor with no coverage at all is 5.4 million. The
number of near-poor—that is, within 10 percent of the poverty
line—with no coverage is 3.1 million people.

Senator HEiNz. That is without coverage even by medicaid?

Secretary CALIFANO. That is right.

Senator HeiNz. Would you care to go on and just address the
second part of the question? If, in fact, both the near-poor, the
poor, the lower-income people, middle-income people and so forth
were covered by catastrophic, why that is, besides your first point,
inherently wrong?

Secretary CALiFANO. What we are saying, in our first phase, we
will have a significant catastrophic component. We believe you
have to do some other things as well, and part of that is to provide
some kind of coverage for the poor people I indicated. Another part
is to provide systems reform at the same time.

Otherwise, if we are working in a system that is wasting billions
of dollars a year just with excess beds, pumping money into that
system does not make sense.

Senator Danforth can correct me, but even the narrowest cata-
strophic bill, so to speak, with the highest deductible, which is
$5,000, even in that bill there is some recognition of the problems. I
think you eliminate the premium on medicare in your legislation.

Senator DANFORTH. No.

Secretary CaLIFANO. Senator Long does that then, I think. We
are saying that, if there is a pot of money and we are willing to
make the next significant investment in the health care of our
citizens, we ought to distribute that pot equitably and in a way
that does not skew the system to the most inefficient end of the
spectrum alone.

The CHAIRMAN. Senator Boren? '

Senator BOREN. Mr. Secretary, let me return to the question of
costs again. I was puzzled by your statement. I believe that there
would be no specific impact until 1983 under phase I. I wonder if
you could explain that, what is meant by significant and what will
be the impact?
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Then, if you could break down by category for me the costs as
you see them, how much of the estimated pricetag is due to in-
creasing eligibility for basic health care benefits, how much is due
to extending the coverage to catastrophic. How would you break
that down? What would be the employers’ part of picking up the
additional insurance? What would be the cost of covering the aged
to the Government, and what do you estimate the cost to be in
terms of some kind of subsidy and making available health insur-
ance for those who are not employed and who are not otherwise
covered by health insurance programs?

I realize that it is difficult to come up with specific figures,
because we are still dealing with a general proposal, but just to
give me a ballpark idea of what you are talking about in terms of
distribution of the costs—

Secretary CaLiIFaANO. The overall cost is $10 billion to $15 billion
more. That is the limit, in effect, the President has placed on phase
I

Senator BoreN. Does that include costs to the employer?

Secretary CALIFANO. No, it does not include costs to the employ-
er. How it will be allocated among increasing expansion of cover-
age of catastrophic care I cannot answer now. I will have that
information when we have specific iegislation, which will take
several weeks to put together.

Why can I not give you an answer now? Because there are so
many things on which it depends, what kind of reimbursement
reform we have for hospitals, for example; what kind of reimburse-
ment reform you have for physicians; the extent to which you skew
the program toward preventive care, ambulatory care versus hospi-
tal care. We will have that when we come forward.

With respect to—what was the first part of your question?
19g:&;nator BoreN. You said there would be no specific impact until

Secretary CaLiFaNo. That was included in the President’s princi-
ples. We are not as optimistic as the chairman is that Congress can
report a bill out in the next few months. If you assume legislation
passes in the 96th Congress late in the second session, and recog-
nizing that fiscal year 1983 begins October 1, 1982, that gives us
about 18 to 20 months to prepare for a major new thrust and I
believe we need that time to do that intelligently.

I think there are a lot of problems inherent in medicaid. One of
the reasons medicare was, from day one, better administered was
that there were a couple of years of planning that came into that.
Medicaid came just like Topsy and we were forced to put it in place
very fast.

For example, if you take Senator Long’s extended bill which
would, in effect, federalize medicaid, create uniform standards,
keep the States at a maintenance-of-effort level, that kind of dra-
matic change in the current program takes awhile to put into
place. That is why we say fiscal year 1983. That is October 1, 1982.

Senator BoreN. Thank you.

The CHAIRMAN. Senator Byrd?

Senator Byrp. Thank you, Mr. Chairman.
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Mr. Secretary, on page 27, you say additional Federal expendi-
tures will be financed by general revenues. What is the figure in
that regard?

Secretary CALIFANO. We do not know, Senator. Let me give you
an example. If the hospital cost containment bill were as effective
as we think it will be and if the Congress thought that we had sent
up exactly the right bill and passed the bill we sent up, we would
be saving by that time $8 billion a year, so you would offset more
than the $15 billion. If the bill were only $10 billion, the cost of it
in the first year would set off all but $2 billion of it.

If it were that small of an amount, general revenues could easily
handle it, even with a balanced budget.

Senator BYRD. If you leave out the offset for cost containment,
what would the cost be?

Secretary CaLiFaNo. $10 billion to $15 billion, Senator.

Senator Byrp. On that same page, you say phase I will involve
cost sharing for all but the poor. Would you amplify the cost-
sharing aspect of it?

Secretary CaALIFANO. For example, in the employer-mandated
program, we would probably have some arrangement whereby the
employer would be required to pay 75 percent of the premium and
the employee 25 percent. The employee would be permitted to
nﬁgotiate away that 25 percent. We would have that kind of cost
sharing.

Senator Byrp. What do you mean, negotiate away?

Secretary CALIFANO. If the employer wanted to pay that 25 per-
cent in collective bargaining, that would be fine.

Senator Byrp. As I understand it, referring to one of Senator
Boren’s questions, you envision that the legislation would not
become effective until fiscal year 1983. Is that correct?

Secretary CaLiraNo. No significant expense until October 1,
1982, that is correct.

Senator Byrp. By that, you mean that the new legislation, as a
practical matter, would not be effective until fiscal year 1983?

Secretary CaLiFaNo. That is correct, Senator. The kind of signifi-
cant steps we would like to take in the first phase, I think in all
candor will take time to get them in place, and to administer them
well. If this Congress passed them at the end of the next session,
late 1980, it would take us 18 months to get ready to put them in
place intelligently, to plan them out and do it right, and that is
why we set that date.

Senator Byrp. I think it is wise to give adequate time, because,
as you pointed out, some of the other programs, medicaid—prob-
ably medicare, too—were enacted so quickly that many of the
pitfalls were not visualized and many of the costs were not ade-
quately estimated.

I have just one other question. Did I understand you to say in
your testimony that 100 million Americans are now covered by
health insurance?

Secretary CALiFANO. What I said, Senator, was that one of the
reasons we liked the idea of mandating coverage by employer and
employee as a part of a package, is because almost 100 million
Americans now get their health insurance through that system. It
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seerg:d to us we should take advantage of what is in place, of what
is .

nator Byrp. If 100 million Americans are now covered, plus
their dependents, that would take care of the bulk of the American
population, would it not?

gecretar CaLiFaNO. No, that is not plus their dependents. That
is 100 million individuals. That is the worker and his family.

Senator Byrp. Including his dependents?

Secretary CaLIFANO. That is correct.

Senator Byrp. Thank you, Mr. Secretary.

Thank you, Mr. Chairman.

Secretary CaLirano. That is bas.cally 100 million out of the 230
million people in the United States.

The CHAIRMAN. Senator Bentsen?

Senator BENTSEN. Thank you very much, Mr. Chairman.

Mr. Secretary, I am concerned by what I deem to be some arbi-
trariness in the statement as to what happens to people if we just
have the catastrophic coverage. As I understand it, over 90 percent
of the people covered to some degree now, with varying degrees of
coverage. They are covered by various forms of public and private
insurance, including medicare.

So most people have coverage up to the 60 days. That takes
many of these people up to substantial levels of coverage before
they reach the deductible of catastrophic coverage proposed by the
chairman.

There are 150 million people today who have some kind of sup-
plementary catastrophic coverage. If that is the case, where are
these dire results that you predict? If catastrophic insurance causes
all of these kinds of serious problems you suggest, why would not
the insurance companies be making a very major change in the
kindg of policies that are presented today in catastrophic insur-
ance?

I just do not see the world coming to an end if you have cata-
strophic insurance coverage. We have a lot of that now. I do think
there is now a great inequity involved for the person of moderate
income who incurs extraordinary medical bills and has no private
or public catastrophic coverage.

have been watching a situation now for 6 months. I know of
two children, about 2 years of age, who are getting intensive health
care. One of them is a charity patient, and thank God that child
has that coverage. The other is a person of average means. But
those health care expenses cannot be handled by that person of
average means for a long period of time, and catastrophic insur-
ance would take care of that, so there is a grave inequity that has
to be corrected.

I do not agree with your predictions that this bill would result in
immeasurable harm. I do not see it, because the bill's effect is
moderated substantially b{ the fact that 92 percent of the people
have basic coverage and the fact that supplementary catastrophic
coverage is not a new thing. It is very much in evidence and we
have had some experience where it has been quite helpful.

Secretary CaLiFANO. Senator, I am not talking about irreparable
harm. The points I tried to make are the following ones: One, that
first of all, if you have catastrophic coverage only, you further
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skew the system towards the most expensive end. The most waste-
ful, profligate part of the health care system is the hospital indus-
try—130,000 excess beds that cost the American people $4 billion a
year.

We have equipment that is utterly unnecessary in hospitals. In
Senator Danforth’s State, in Kansas City, we have more CAT scan-
ners than the whole country of Sweden has. We have enough CAT
scanners in southern California for the rest of the United States.

If you put your money there, that will just be a signal to go, go,
go, and that, without hospital cost containment, hospital controls,
will say to the American people, we do not give a damn about the
$50 billion that we will waste over the next 5 years. We will waste
billions more.

I am saying that if you go with catastrophic as part of something
else, we have to go with controls on the hospitals before we do that.

Second, if the resources are limited and we have only x billion,
whatever it is, you have a certain amount you may want to invest
in health care, that simple equity requires that we recognize that
there are now over 9 million, almost 10 million people, that have
absolutely nothing; 8 million Americans have no health insurance;
10 million Americans are flat-out poor and near-poor and have no
coverage. We ought to provide something for them, because a $100
bill for them can be as devastating as a $5,000 bill for the person
you are talking about.

We are not opposed to catastrophic coverage. We think we should
change the reimbursement systems for hospitals and do other
tlllings at the time you put it in, however, and we should not do it
alone.

Senator BENTSEN. Mr. Chairman, [ would like to put something
into the record. I heard the Secretary dismiss out of hand Senator
Packwood’s concern about having a federally controlled health
systein imposed here. I am very much concerned about it, but I
seem to recall a rather laudatory statement the Secretary made
last year after his visit to England, and I would like to put that in
the record.

The CHAIRMAN. Yes.

[The material referred to follows:]

An Associated Press report came from London to the effect that after examining
the British National Health Service, HEW Secretary Joseph C. Califano said he was
very impressed.

The biggest obstacle to a similar system in the U.S. is money, the secretary
opined. U.S. hospitals are incredibly obese and profligate, he was quoted as saying.

Secretary CALIFANO. Senator, what I said last year was that they
were providing health care on a more broadly based scale than we
were, which is true.

Senator BENTSEN. Substantially more than that, Mr. Secretary.

Secretary CaLiFANO. But I do not think their system is the right
system for this country. That is why we are proposing the kinds of
things that we are proposing here.

The CHAIRMAN. Senator Chafee?

Senator CHAFEE. Mr. Secretary, you and I discussed a good deal
in the Human Resources Committee preventive medicine and in
your comments here on page 34, you talk about the need for
preventive and primary care services, for which I applaud you. But
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I just wonder. I do not want to be harsh, but it seems as though
people are tipping their hat constantly to preventive medicine. It is
a good issue these days.

I am wondering what exactly you are doing in the field of pre-
ventive medicine. What we are spending is peanuts.

You say you are going to do something in this area. You have
been very active on the cigarette, antismoking issue although the
President has not shown the same enthusiasm you have. He went
down to North Carolina and cheered on the growers, as I read his
comments.

Secretary CALIFANO. Somebody has to go to North Carolina. I
cannot get into that State anymore.

Senator CHAFEE. I do not think you will be his representative
down there in the next campaign.

Nevertheless, there is no question that the link between cigarette
smoking and consequential poor effects on health and every statis-
tic that any serious person examines shows this. There is no ques-
tions about it, and so it says on every single package. So I just
wonder, what are you going to do? You have not come forward
with any specifics yet.

We all know that under Blue Cross-Blue Shield plan will not
cover a nutritionist. Could you outline to me what some of your
thoughts are in preventive medicine? Are you going to come for-
ward with a plan?

Secretary CALIFANO. There are some already in place. The child
immunization program for which we are pressing very hard. I
believe we will have 90 percent of the childrer immunized against
childhood diseases. We also have flu immunization program for
high-risk individuals with chronic respiratory diseases. Third, you
mentioned the cigarette program. It is a part of a broader health
education program. We will also be moving aggressively in the area
of alcoholism next month. We have been working for over a year
now to try to put a program together in that area.

I think our legislation will contain requests that the reimburse-
ment mechanisms be changed for HMO’s, which we consider to be
a very effective preventive health organization which have much
less hospitalization, much less surgery than for patients with fee-
for-service doctors.

We have requested additional funds for fluoridation.

Senator CHAFEE. Let me ask specifically about nutrition. You
might consider—I notice the other day you came out pretty strong-
ly against cosmetic-type surgery, yet nutrition, it seems to me and
control of weight is probably as significant a step as anyone can
take in preventive medicine.

What would you say to reimbursement for people going to
Weight Watchers?

Secretary CALiFANO. I personally would have no problem with a
program like that. Let me note what we did with respect to cosmet-
ic surger{. It was simpg' to say that Public Health Service hospi-
tals should not provide discretionary cosmetic surgery, mostly face-
lifts for wives of military personnel.

Senator CHAFEE. I do not argue with that decision, but some
:?;l'glll(t say that going to Weight Watchers is cosmetic. I do not

ink so.
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Secretary CALIFANO. I agree with you, and on nutrition I agree
with you. In my medical school speech, I have asked them to teach
their doctors more about nutrition so that they, in turn, teach their
patients more about nutrition. More about nutrition should be
taught in the schools.

Senator CHAFEE. Everybody says this to them, and they pay no
attention. That must have been a good speech in New Orleans. But
that particular chapter——

Secretary CALIFANO. I gave it after having dinner with the Chair-
man.

Senator CHAFEE. You dined well and spoke well, I am sure. But
the medical schools pay no attention to you on the subject of
nutrition.

Secretary CALIFANO. I think they are paying more attention to
these preventive areas than they were in the past. I only made this
speech in December. I think they are starting to look at the criti-
cal——

Senator CHAFEE. I personally will look very carefully at what you
do come forward with when you do come forward with your plan in
preventive medicine. I cheer you on, and hope that you will realize,
as I am sure you do, the importance of it and that it does not have
great broad, immediate appeal. It is not half as dramatic, as we
well know, as some new surgical technique.

But if we are interested in saving lives—and for saving lives, it
seems to me it is as important as anything else. I have had heard
some crass people say. “We don’t want to go too far with this. We
will wreck our pension system.”

I take it you are not worried over that?

Secretary CaLIFANO. Not at all.

Senator CHAFEE. I hope not.

Thank you, Mr. Chairman.

The CHAIRMAN. I would suggest that we not have a 10-minute
limitation on questions. That will give everybody a chance to have
another round to explore what they want to explore.

Mr. Secretary, I find it rather strange that you speak for the
administration, however, you come up here and take the view that
you have been taking for some time—taking the view of those
people who say you have to have everything or have nothing. On
balance, this view has been a burden on the move toward better
health care, because we could have done so much.

Yet you come here and you say, “Unless we pass your cost
containment bill, you cannot support anything else.”

It seems to me as though you are making the same argument
that others have made.

I can recall very well when medicare was passed. I was the floor
manager as well as the committee chairman when it passed the
Senate and became law. As I recall, at that time I had been
making speeches predicting that there was no doubt whatsoever
that the costs were going to go up.

For one thing, doctors had been doing all sorts of free work for
the poor and their relatives and friends and I believed that they
were going to start charging medicare and medicaid for that care.
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That obviously was apparent on the face of it. In addition, with
the Government paying for care, &ople would stay in hospitals
longer. That was the experience in Louisiana.

ven though these programs would run up the costs and they
did, it did not cause us to discontinue the programs. The first year
experience was 50 percent above the cost estimate for medicare
and a great deal more than that under medicaid. We took the view,
sure, it cost more than we anticipated, but look at all the good it is
doing for people.

Are you here to testify that if we do not pass the kind of hospital
cost containment bill you are recommending that you are going to
withdraw your proposal for additional medical protection?

Secretary CALiIFANO. No. What I am saying, Mr. Chairman, it
would be profligate in our view, and it would waste a lot of the
taxpayers’ money to put in place a program that would funnel
more money in hospitals without imposing some kind of restraints
on hospitals.

The Senate spoke last year on the subject of hospital cost con-
tainment and I think this committee is recognizing the importance
of that subject by scheduling markups so promptly on it.

The CHAIRMAN. Mr. Secretary, you have shown an interest in
trying to contain costs, and I applaud you for that But I am going
to tell you that your views are not unanimously shared in your
Department. I think you have some people down there who are
experts at wasting money, and many of them were there 20 years
before you ever arrived on the scene.

If you were just to put, for example, a work requirement, as a
condition of getting welfare money, you would probably save
enough money to pay for expanded health coverage.

But I am not here trying to do that. All I am saying is that we
have a lot of poor, sick people who are dying and we ought to be
taking care of those people in the catastrophic area as rapidly as
we can. The man who made me think we should have catastrophic
was Senator Paul H. Douglas. He used to serve on this committee,
onele of the greatest liberals who ever served in my time in the

nate.

He used to stand up and quote that beautiful old hymn, “Lead
tI_(indly,nLight.” “I ask not to see the distant shore, one step enough
or me.

Here is a statistic provided by your Department. They say in
1976 we had 164 million people who were insured for hospital care.
And that does not include medicare and medicaid. You add that to
it, and you get over 200 million people who would be protected in
some fashion already.

That would only leave you about 18 million not protected.

All we really would have to do is say that in insuring people,
dependents up to age 26 must be included. I suggested that in tﬂat
bill I introduced . yesterday. That inspiration came from the Con-
necticut Insurers. And if you say that, in addition, employers must
insure the unemployed for 6 months after the employment was
terminated by the employer, and if you included coverage for aged

ple and relatives living in the homes of workers, you would
ave, by that point, probably about 97 or 98 percent coverage of the
people who need coverage.
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You would still need a little more money to reach the rest of
them.

To me, I cannot see any sense in saying that you would not
provide coverage for catastrophic, people who are dying every day,
without having adequate coverage just because you cannot provide
some additional insurance in certain other areas.

For example, right now, the Blue Cross and Blue Shield people
provide first dollar type insurers, and most companies do not think
that makes sense, and frankly, most economists do not think it
makes sense. If you are going to pay for the first dollar, then the
patient has very little interest in holding down the cost.

The toughest thing about raising those expenses ordinarily is to
have to look that patient in the eye and ask that poor soul to pay a
big bill. In my view, if you have a deductible and a co-pay feature,
it has to hold down the cost. A patient ought to pay for some of the
costs that are within his means. In this way dollars can be saved to
take care of the costs the patient cannot afford to pay.

What is wrong with that philosophy?

Secretary CALIFANO. Mr. Chairman, under that legislation that
you are talking about, an individual would have to lay out more
than $12,000 for those first 60 days.

The CHAIRMAN. Let’s make it ¥3,000. It is easy enough under the
approach I introduced yesterday to get it to $3,000 by the mandat-
ed insurance approach.

Secretary CaLiFaNo. I think I am delighted to hear that sugges-
tion. I do not think that we are objecting to having catastrophic
insurance as a part of a larger phase; we are not objecting to that
in any way, but we think there has to be other things included.

There are also millions of poor people who die, not because they
do not have catastrophic coverage but because they do not have
any coverage at all, because they are out of the system completely.

Your second bill has the title that covers that as well. We would
like you to lean much more heavily toward that piece of legislation
and add some systems reforms, some of the kinds of reforms that
would build on the hospital cost containment bill, some of the
reforms discussed in this committee on frequent occasions.

The CHAIRMAN. Mr. Secretary, just in terms of priority, and
speaking as chairman of the tax-writing committee, we should be
taking care of poor people, or people who are not poor but have
been made poor by the catastrophic illnesses, before we vote for a
general tax cut for everybody in this country. Yet we voted a big
tax cut bill last year and will be voting for tax cuts again, putting
the need for a tax cut for everybody ahead of care for people who
are dying because they cannot afford medical care.

In terms of priorities, you are sitting there as Secretary of HEW.
How can you put the need of a tax cut beyond the need of taking
care of people who are dying for lack of medical care?

Secretary CALIFANO. Mr. Chairman, I do not. I agree with you
100 percent on that. I do not know if it would be supported in the
Senate or the administration, but I am willing to try for it.

The CHAIRMAN. Thank you very much.

Mr. Danforth?

Senator DANFORTH. Mr. Secretary, unlike you, I have not been
undertaking some crusade against the tobacco companies or
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against smoking. I have ashtrays in my office. People are free to
use them, and the like. But it seems to me that it is such a natural
to finance particularly catastr phic health insurance from a ciga-
rette tax that it is almost impossible to overlook it. Therefore, 1
wanted to bring it up again on the theory that the first time it may
have gone by too quicklgé

Secretary CALIFANO. Senator, it did not go by too quickly.

Senator DANFORTH. Now, I think that it is the case that people
who smoke cigarettes are much more likely to get sick than people
who do not smoke cigarettes. I think that has been shown, and
particularly when we talk about catastrophic illness, when we talk
about people who have heart disease, people who have lung cancer,
the kind of diseases that require long periods of hospitalization.
And so it would seem to me that if we are looking for some way to
finance a program that is going to be expensive, where are we
going to look?

Are we going to look to the ordinary taxpayer? Are we going to
increase taxes for everybody? Or are we simply going to increase
the rate of inflation for everybody by increasing the deficit?

We do not have any money in the Treasury now to finance these
programs, so why not—not from the standpoint of trying to stop
people from smoking, but just to finance the program—put the
program on that segment of society which is increasing the burden
of health costs for the rest of society?

I think that it is true that there have been projections as to the
economic costs of cigarette smoking. I think that it is true that
there have been projections as to the hospital costs and medical
costs of treating people because of cigarette smoking.

Would the administration be willing to take a look at a proposal
to finance at least a part of this catastrophic care out of an in-
creased cigarette tax?

Supposing it went up a dime a pack. I do not think people are
going to be marching on Washington, saying if we smoke a pack a
day, it will cost a dime a day. They put that in the parking meter.
In Washington, you cannot even park your car for a dime.

If you raise $3 billion by increasing the price of a package of
cigarettes a dime, would that not be worth doing?

Secretary CALIFANO. Senator, the administration will look at
this, I assure you of that, but I cannot give you this morning an
administration point of view. I gave you my personal point of view,
which it is a logical and obvious action you are talking about.

The health care cost of cigarette smoking is somewhere between
$5 billion and $7 billion a year in this country. The loss of work,
{he economic cost, is somewhere between $12 billion and $18 bil-
ion.

Of the $15 billion we pay in disability payments $1 billion is
attributable to disability caused by cigarettes, lung cancer, heart
attacks, stroke, emphysema, chronic respiratory diseases.

_S}ftr'l’ator DANrorTH. The public in general is paying for that,
right?

Secretary CALIFANO. That is right.

Senator DANFORTH. Nonsmokers as well as smokers are paying
for that?

Secretary CALIFANO. That is correct.
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Senator DaANFORTH. It is also true that cigarette smoking is likely
to lead to long term health care problems, is that not right?

Secretary CALIFANO. That is correct.

I have no problem with what you are suggesting, but I cannot
give you an administration position on that subject. We will look at
it.

Senator DanrorTH. The President talks so much about money,
balancing the budget, about the size of the deficit, of trying to
control the cost of the size of the deficit, if you have a payroll tax,
that is inflationary, clearly; so if this is financed by a payroll tax,
that is going to be inflationary for everybody. It is a hidden tax,
but it is inflationary for everybody. It is going to be passed on to
the consumer.

If it is financed out of the deficit, that is, by definition, inflation-
ary for everybody. What are the options? How are we going to pay
for this thing?

Secretary CALIFANO. Let me underline one thing. A significant
portion of what you pay for can be paid for out of hospital cost
containment. If you just took your bill alone, assuming your cost
figures are correct at $2 billion or $3 billion a year, you would
more than pay for that with hospital cost containment. You would
have your bill and some left over.

There is a lot of gross waste that can be moved out of the system
that will pay for this.

Senator DANFORTH. Your bill is not going to pay for hospital cost
containment.

Secretary CALIFANO. At the lower end of that spectrum, $8 bil-
lion a year would be saved if Congress enacts the hospital cost
containment legislation. There would still be a need for more
money, but the budget could be balanced and the President’s plan
put into place easily.

Senator DANFORTH. Senator Long and I fought long and hard, a
losing battle, against the user fees on the inland waterways. The
administration’s position was that people who use the inland wa-
terways should pay for them by virtue of paying the user fee. And
it would seem to me that under the same logic that those who used
hospitals disproportionately to the rest of the population should
bear their fair share of the cost rather than leave it to the rest of
us to pick up.

I do not say that out of any sense of self-righteousness. I do not
happen to smoke myself but, as I say, I am not on a crusade. The
fact of the matter is that to the extent that you can put the real
cost where it belongs, to the extent that you can put that cost
where it belongs in a society, you have a much more realistic
economic system than you do where you shift the cost from those,
in fact, incurring it to those other people sitting out there to whom
it is being spread.

Secretary CALIFANO. Senator, I understand what you are saying
about cigarettes and the cigarette tax. I will make sure the admin-
istration looks at it. We will look at it. I gave you my personal
views,

I would like to make one little footnote. I do not consider the
cigarette issue to be some sort of righteous campaign. It is just a
simple reality.
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What got me involved in that issue was not that I had quit
smoking or how hard it was to do that, it is the fact that the people
who decide to smoke are the children of this country. No adult 30
years of age says, I weigh the risk of emphysema, cancer, and heart
disease and whatever the dubious pleasure of a cigarette is, and I
will take the cigarette. That never happens.

Seventy-five percent of the adults who smoke were regular smok-
ers when they were children, before they were 21. It is that fact,
the fact that the cigarette companies are targeted on the children
of this country, that targeted me on that problem. Targeting is a
matter of education and research on why do they do it.

It was a function, also, of the tremendous public price we are
paying as taxpayers for that habit in terms of health care cost in
medicare and medicaid, among others.

Senator DANFORTH. Do you believe if we were to impose a 10
cent, an additional 10 cents of excise tax on cigarettes earmarked
to finance catastrophic health insurance, would the cigarette com-
panies 1 suppose—] am sure my office will be filled with lobbyists
within the next hour, right?

Secretary CALIFANO. No question about it.

The CHAIRMAN. Senator Dole?

Senator DoLE. One way we can make certain is to bring in other
groups, alcohol, anything else that might cause us to put a tax on
it. It would be pretty complicated, though.

Senator DANFORTH. I would like the chairman to give us the
words of that song, “One Step at a Time.”

Senator DoLE. “One puff at a time.”

It is difficult to know what the administration’s proposal will
contain. I understand you are still in the process of developing
your bill and you indicate in the coming weeks we will have the
precise language. Do you have any target date for that?

Secretary Canirano. No. I do not have any target date for that,
Senator, but we will try to do it as promptly as we can.

Senator DoLe. Would it be some time after the cost containment
matter was disposed of?

Secretary CALIFANO. In this committee, at least, and apparently
in the Human Resources Committee they are moving very fast on
cost containment, so I think that you will probably move on cost
containment in the Senate before we come forward, but we may
not move that fast in the House.

Senator DoLE. It is not a strategy to wait until we act on cost
containment before you bring up your bill?

Secretary CALIFANO. No; that is not a strategy. We are not doing
that as a strategy. We do think as we indicated that the single
most important act the Congress can take to fight inflation is to
pass the hospital cost containment legislation.

We are very grateful and appreciative, and the President is also,
for the fact that this committee is currently in the lead on that.
You have already started on the markup on that legislation and
will pick it up in the week of April 3.

Senator DoLE. We are also moving very rapidly on at least ad-
dressing one area of coverage, that is the catastrophic area. Do you
suggest we wait until we have the administration’s proposal?
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Secretary CaLIFANO. Of course I would, Senator. There will be so
much more additional wisdom in that proposal, that what I have
been unable to persuade you of today, you will see when you get
the President’s message.

Senator DoLe. I think there is a possibility of that, however; I
would not want to wait too long.

There is a real problem, as you know, as we are getting into
April, May, June, July, a month’s recess—of course, maybe we
could do it next year. That may be a better time.

I assume that the committee will certainly, in deference to the
administration, will wait to see what you propose.

Secretary CALIFANO. We will move as fast as we can on that. We
would like to have it appear so that it can be considered as a part
of all the other things you are considering.

Senator DoLE. I can understand your position, somewhere be-
tween Kennedy and Long must be very comfortable.

c Secretary CALIFANO. It is easier than between Kennedy and
arter.

I think that if President Carter can get agreement between
Prime Minister Begin and President Sadat, he might be able to get
an agreement between Chairman Long and Chairman Kennedy.

Senator DoLE. I think that is a possibility, if you do not go for
the comprehensive, if you just go for the one step at a time, which
is what finally emerged in the Middle East. I only use that anal-
ogy, because I think it does explain our situation. I can see emerg-
ing in this committee a consensus. I have looked at at least the
highlights of Senator Long’s proposal introduced yesterday where
the payroll tax was dropped. That would avoid any criticism you
had, and it does mandate employers to provide catastrophic cover-
age. That is in line with the administration’s approach, at least in
part.

It does allow small employers to take deductions or a tax credit.
It does mandate the insurance plan up to dependents aged 26.

If we look at Senator Long’s proposal and the 3-D proposal—
Domenici, Dole, and Danforth—and what you said this morning, it
indicates that there are a lot of areas where there is common
agreement and perhaps we could put together a package. In addi-
tion, you may have some other areas that we could accommodate.

That is the part we would like to know about.

Secretary CaLIFANO. I have given some indication of those areas
this morning for the first time and we will move as fast as we can
on specific details.

Senator DoLE. Do you know for certain whether you are going to
cover the purchase of out-patient drugs?

One problem the elderly face is the increasing out-of-pocket ex-
pense and the failure of medicare to cover certain drugs.

Secretary CALIFANO. Senator, that is something that has to be
considered. We have looked at that extensively. In fact, I have
looked at it abroad as well as here. To the extent they are covered,
i{l phlt(ey are covered, there would clearly have to be a deductible, I
think.

Even when I was in Israel last year, they had tried to provide
drugs without any deductible and simply by putting a 5-cent charge
per prescription, a nickel charge per each prescription, they re-
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duced drug consumption by 10 percent. Even Britain has had to
put a deductible on drugs.

Second, I would like to avoid the situation—I gave you the exam-
ple of cancer patients before—in which we have thousands of
people in the hospital that really do not have to be there, but a
doctor, acting out of compassion by not wanting to break that
person financially, because these cancer drugs cost $200 or $300 a
month, puts them into the hospital where medicare pays for it.

If you are home, they will not pay for it, nor if you are in a
nursing home. I think we ought to look at that kind of problem.

What we will do, I do not know but we are looking at that.

Senator Dore. And long-term care, are you looking at that?

Secretary CALIFANO. Long-term care is a very difficult problem. 1
think we have a modest amount of money to do demonstration
projects in that area. I think the extent that long-term care should
be included as a part of a health program is questionable, but it
should be considered separately.

I think that what we reimburse under some of these programs is
accelerating the cost of long-term care. The way the medicare law
and regulations are now written, if you own a nursing home and
you pay $500,000 for it and you sell it to me for $1 million on the
very day, the Federal Government and the States start reimburs-
ing on a depreciation base of $1 million, which some Governors feel
have created a lot of sales of nursing homes.

I think we have to change that eventually, and stop that process.

Senator DoLe. Finally, I think both—at least, what I can deter-
mine from the general statements and our proposals and Senator
Long’s, what we are trying to do is make insurance available,
guarantee the opportunity to buy health insurance. I assume that
is the objective in what I gleaned from your statement, not neces-
sarily pay for everything through the Federal Government, but
make certain it is available and in some instances mandated.

That, in itself, based on the statistics that Senator Long ad-
dressed, would go a long way in providing coverage.

Secretary CALIFANO. There is common ground, but the kind of
mandate we are talking about is not simply for catastrophic cover-
age. We are talking about other mandating.

I think all of us should look at it. To the extent a consensus
develops and it appears we are on the brink of a major new step,
like medicare and medicaid in the health area, we should look at
ways to get the system skewed a little bit toward ambulatory care
and toward preventive care, either as part of the package that we
mandate, or in other ways.

Now it is very much skewed toward the most expensive end of
the spectrum. I think we would all agree if we are ingenious
enough to find a way to change that, we should do that.

The CHAIRMAN. Senator Heinz?

Senator HEINz. Mr. Secretary, in terms of the mandate that you
have in mind for expanding existing private health insurance cov-
erage, | note that approximately 45 percent of all the people in the
United States who are now uncovered are members of a famil
where the head of the household is covered by some form of healtfz
insurance; and 23.9 percent of that 45 percent are, in fact, people
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who are uncovered, whose insurance is privately provided for the
head of the household, the family head.

Do you anticipate that your proposal will mandate coverage of
all such uncovered individuals?

Secretary CALIFANO. Ultimately.

When a final plan is in place, every man, woman, and child
would be covered. How much of that problem you mentioned we
would take care of in the first phase, I cannot answer at this point
in time. ,

Senator HEINz. I would hope that when you do send your plan
down, phase I, so to speak, in terms of the actual legislation in
respect to the other phases, that you will be as specific as possible
on items such as this and supply to us your estimated cost and who
is going to bear those costs.

It seems to me that that is terribly important if we are to
understand how these changes are going to be financed.

We have a $2 billion health care expenditure now. It would be
nice to know if we are going to have a $250 billion or $300 billion a
year expenditure in constant 1979 dollars 10 years from now.

Secretary CALIFANO. In constant 1980 dollars, the kind of nation-
al health plan that we have been considering, if fully implemented
by 1990, would cost 10 percent less, or more than 10 percent less,
than the system we are now in. Without any cost containment, the
system we are now in would cost well over—as I have said many
times—would cost almost three-quarters of a trillion dollars b
1990, and if we just stay the way we are going, any national healt!
plan with effective cost controls would be maybe as much as $100
billion less.

Senator HEINz. Not in constant dollars?

Secretary CALIFANO. Yes; less, in constant, in 1980 dollars.

Senator HeINz. I hope you will supply us with a summary of
those statistics in some kind of constant dollar measurement. One
can play all kinds of numbers games depending on what kind of
inflation rate is projected.

Secretary CaLirano. No inflation rate; those are 1980 dollars.

Senator HEINz. Turning to a more discrete part of that, the plan
you are now putting together in the Department, is it going to
provide such complete coverage for elderly people under medicare
that they are no longer going to fall prey to the pushers of medigap
insurance?

Secretary CaLiFANO. Yes; I would hope so. We put out some
regulation in the program through medicare and medicaid to try to
deal with that program. I think there are two additional important
pieces: A million elderly people not now covered who were not
grandfathered in when the program became effective and not on
social security; and the deductibles, the first day deductible and the
deductible under part B.

Senator HEINz. Is that to say that after phase I goes into effect,
elderly people will not need supplemental policies at all?

Secretary CaLirano. I am not sure that will be the case. One of
the options under consideration would look at that problem, but all
these things have to weighed to decide the extent you want to take
care of that. It costs money and would increase the cost of the 3-D
$2 billion bill.
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First, we will make recommendations that will be very clear in
that area, and we will hopefully be prepared to run a kind of
alternative cost as we were in respect to the welfare program when
we recommended that last year.

Senator HeiNz. Thank you, Mr. Chairman.

Thank you, Mr. Secretary.

The CHAIRMAN. Thank you very much, Mr. Secretary. I think
our discussion today has been enlightening. It provided both the
media and all those who are here covering this for the Senators for
whom they work some very useful information on which we can
proceed.

Senator Stewart of Alabama was here and he had planned to
make his statement but he had to leave, and I would like to ask
unanimous consent that his statement appear in the record just as
though he had sat at that witness stand and presented it.

[The prepared statement of Hon. Donald W. Stewart follows:]

STATEMENT OF SENATOR DONALD W. STEWART

Senator STEwWART. Mr. Chairman, members of the health subcom-
mittee, I appreciate the opportunity to testify on behalf of Senate
bill 351, the catastrophic health insurance bill. The catastrophic
health insurance program proposed by this bill will meet a serious
need among millions of Americans.

While I recognize the need for some sort of broader comprehen-
sive national health insurance, I am convinced that we cannot
afford this type of program in this tight budget year. The most
pared down comprehensive national health insurance proposal has
a price tag in excess of $20 billion. The taxpayers of this country
want some protection against medical bills, but I believe that they
want relief from high taxes and runaway inflation more. The Presi-
dent has said that one of his top priorities is slowing the rate of
inflation. According to the most recent figures, prices in the Ameri-
can economy are growing at a rate of 15.8 percent per year. A
major new budget expenditure for national health insurance can
only worsen our present inflationary spiral.

I believe that the American public wants us here in Congress to
approach the serious problem of adequate health care in America
in the same way that they must approach their serious problems
every day. As bad as junior needs a new coat, John Q. Taxpayer
must see whether he can afford it first. If he can’t, then junior will
just have to make do for a while.

Mr. Chairman and Members of the committee, I believe we
cannot afford any type of comprehensive health insurance at this
time. I also believe that there is a critical need in a specific area of
heaith cost that we can address within our budgeting capacity. I
believe that S. 351 addresses that specific problem at a cost that
won’t break the back of the American taxpayer and will not add
substantially to the already runaway inflation rate.

Furthermore I am opposed to any further Government involve-
ment in health care. Qur experiences with existing government
health care programs should have taught us an important lesson.
That lesson is that health care is most effeciently and effectively
administered by the private sector.
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The problem that S. 351 will address is one that millions of
Americans face each year. That problem is catastrophic medical
expenses. This problem cuts across all classes and age groups. Let
me show you what I'm talking about. A fellow in Alabama who
worked as a laborer making about $6,500 a year found out his wife
was expecting a child. Unlike many of us, his family was not
covered by a health insurance program at his job. What he did was
to set tlie money aside so that he could pay the hospital bill when
his wife was ready to deliver. In 7 months, he was able to put away
almost $2,000. Under ordinary circumstances this would have been
more than enough to cover the cost of the delivery.

Unfortunately, my constituent had a little surprise. It became
apparent that his wife would deliver twins. This fact alone would
make many of us happy. However, because his wife was diabetic,
complications a:ievelope(iy and both babies had to be kept in the
hospital for an additional week. This not only consumed the $2,000
that our friend had set aside for the medical cost, but came to more
than $3,000 in additional costs. My constituent just could not pay
it. He had to sign a note for the remainder of the bill to get his
wife and babies out of the hospital. Quite frankly with a $6,500 a

ear income and a wife and two babies to support, I don’t see how

e’s going to pay it.

Another couple I know get their only income from social secu-
rity. The wife is 80 years old and her husband is 89 years old. The
only thing of any great value they own is the house they live in.
Last year the husband broke his hip. As a result of his advanced
age and a persistent prostate condition, there were complications.
He had to have a prostate operation and spent almost 6 weeks in
the hospital. The bill for this was more than $10,000. Although the
couple was covered by medicare they found that a portion of the
bill would not be paid for by medicare. What that meant is that
this elderly couple was left with a substantial hospital bill and had
absolutely no way of paying it, short of selling their home. The
couldn't qualify for medicaid because they owned the house. I as
you, what do we tell this couple?

As I said before, this problem of catastrophic health expenses
puts us all in financial jeopardy. A recent HEW report estimated
that at least 36 percent of the Americans are not protected against
high cost health catastrophies. In 1977, national health expendi-
tures were $162.6 billion or $737 per person. An increasing propor-
tion of these expenditures were catastrophic expenses coming out
of the pockets of the patients. In many cases this meant selling the
family home or going into debt.

One of the major killers in America today is cancer. According to
a recent HEW study on health in the United States in 1975, the
total cost for cancer treatment was over $5 billion. More than $4
billion of this amount was for hospital stays. In 1975, 172,000
Americans died from cancer. Many, if not most, of this number
died in debt as a result of the cost of cancer treatment. At current
hospital and treatment costs a year of cancer treatment could
bankrupt an American with an income in excess of $30,000 per
year and owning his own home.

Another one of my constituents found out that he had lung
cancer about 1% years ago. He was admitted to a hospital to have
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surgery to rernove the cancer. Unfortunately, the doctors found
that the cancer was still present in another part of his body. They
then began to administer chemotherapy. This fellow had been
teaching at a university. After the operation and the chemothera-
py, he wasn’t able to do this anymore. The health plan at the
university paid many of the hospital bills at first. About 2 months
after he started receiving the treatments he was informed that he
had reached the limit of his coverage. He was forced to draw on
money which he had set aside for retirement. Soon this too was
exhausted. He ended up taking another mortgage out on his home.
Last June this fellow died. His family was not only saddened by his
departure, but left with huge debts to be paid.

I could go on with more of these kinds of incidents. They are
happening right now. Millions of hard working American families
are being ruined by catastrophic health expenses. They need some
relief right now. I sincerely believe that S. 351 offers the relief that
these folks need.

Please don't reject this sound solution to the problem catastroph-
ic health expenses just because it doesn’t deal with all the prob-
lems in that area. Although I am new in the U.S. Senate, my
experience has taught me to be wary of one shot solutions to a
multiplicity of related problems. Now is the time for us to identify
problems in the area of hospital cost and address them in a focused
and fiscally responsible way. That is just the approach the S. 351
takes to the problem of catastrophic hospital cost.

I will not address specific provisions of the act because others
wish to express their views on this subject, and the members of the
subcommittee will have an opportunity to examine the bill in great
detail. However, 1 will say that the bills incentives for private
insurers involvement in the catastrophic health insurance field
insure that we won’t be creating another massive bureaucracy and
that the consumer will get the benefit of private competition in the
marketplace.

I'd like to thank the chairman and members of the subcommittee
for the opportunity to testify on behalf of S. 351. I hope that what I
have said will be helpful in your consideration of this important
legislation.

The CHAIRMAN. We appreciate your appearance here, Mr. Secre-
tary. We are pleased to see Mr. Mongan back with you. We think
he has given some very useful information here today.

Secretary CaLIFANO. Thank you, Mr. Chairman. I appreciate the
opportunity, as always, to appear before this committee.

The CHAIRMAN. Thank you very much, sir.

[The prepared statement of Secretary Califano follows:]

STATEMENT OF SECRETARY JOSEPH A. CALIFANO, JR. DEPARTMENT oF HEALTH,
EDUCATION, AND WELFARE

Mr. Chairman, I appreciate the opportunity this morning to discuss with this
g\stlia;(ui]shed Committee an issue of major importance to our citizens—a national

ealth plan.

It is appropriate that I appear before you since this Committee has historically
provided leadership in health care finance. In the last Congress, for example, this
Committee reported a number of important measures—ranging from expanded
Medicare and Medicaid benefits under the rural clinics bill to improving the man-
agement of those programs under the fraud and abuse bill.
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In addition to your important work on Medicare and Medicaid, you and other
members of this Committee have, in recent years, contributed to the national health
insurance debate.

We believe that this hearing marks an important turning point in the develop-
ment of national health policy.

President Carter hopes that the 96th Congress can take a significiant step towards
a comprehensive national health program. In the coming weeks, the Administration
will propose a Phase I bill—a bill that, contrary to some reports, does not just
provide protection against the costs of catastrophic illness. Indeed, we oppose a
“catastrophic only” approach. Instead, we will seek to improve coverage for all
segments of the population—the aged, the poor, the employed and others—and will
seek to put in place new structures which will require only future expansion for the
realization of President Carter’s goal of a universal, comprehensive plan.

The 96th Congress has the opportunity to be remembered in history as the Health
Care Congress—has the chance to enact a seminal piece of legislation that has
eluded Presidents and Congressional leaders for three decades.

Few ideas have been the subject of more national debate and less Congressional
action than National Health Insurance. Not only have Presidents since Harry
Truman sought passage of a National Health Insurance Plan, but in the last decade
a number of proposals have been introduced in the Congress.

Yet only one of these bills has emerged from a full Committee of the Senate—the
Committee on Finance. None has been reported out by a full Committee of the
House. And neither house of the Congress has approved a National Health Insur-
ance proposal

It is imperative, therefore, that we in the Administration and you in the Congress
who are deeply concerned about the state of health care in the United States work
together to devise a strong piece of legislation—but a piece of legislation that,
unlike past proposals in this area, can be enacted into law.

THE PRESIDENT'S DECISION

Last July, the President directed me to develop a tentative National Health Plan
to assure that *‘all Americans have comprehensive health care coverage.” He also
directed me to develop several ‘‘alternative methods for phasing in the plan over
time.”

He asked for a plan that would not only increase health insurance coverage but
that would seek to bring skyrocketing health costs under control, to increase the
efliciency and fairness of our health care system, to make quality health care more
widely available, and to devote more health resources to disease prevention and
health promotion.

We developed that tentative plan and some phasing alternatives. In January, the
President asked me to consult widely so that he could determine the best course of
action for introducing a bill in the 96th Congress.

Since January, my colleagues and I have consulted Members of Congress, includ-
ing committee and subcommittee chairmen, and health industry experts.

With few exceptions, the consensus among legislators is that the 96th Congress
cannot and will not digest a complete National Health Plan in one bite. The
overwhelming number of those who favor eventual adoption of a National Health
Plan urged me to bring this message back to the President: Ask the President to
limit his legislative recommendation to the first phase of a National Health Plan
and to describe his vision of a total plan so we can put that phase in context.

There were, of course, many specific suggestions, but that was the general consen-
sus, with a strong sense of the need to contain costs, to reform the syste-: and to
focus more attention on prevention.

Based on those consultations and on important budgetary, economic and adminis-
trative considerations, the President last week made a broad decision that has two
main features:

First, the President has decided to send to the Congress a message outlining a
universal, comprehensive National Health Plan. As noted, the President remains
committed to the goal of providing every American with coverage for basic health
services.

Second, the President will at the same time send to the Congress specific legisia-
tion that will embody the first phase of a universal, comprehensive plan. This bill,
which would have no significant budgetary impact until fiscal 1983, will constitute a
significant step towards instituting basic reforms in our health system and ensuring
that all Americans have adequate protection against the costs of medical care. The
Phase I legislation will, when fully in place, represent an additional $10 to $15
billion investment, in today's dollars, in gealth care for Americans—an investment
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which can be substantially offset by effective cost containment and health system
reforms.

In the coming weeks, we will develop this final Phase I bill and the final descrip-
tion of the comprehensive, universal plan in consultation with key Congressional
and other leaders.

The President’s Phase I bill will build upon the strengths not only of the Adminis-
tration’s work, but also the work done in this area by members of the Congress. |
hope that the proposal will attract a broad base of support, both from those who
think that Phase I is all that we should do and from those who wish to do more.

It is rarely possible to solve every problem in an important sphere of our national
life in a single bill. But, by proceeding step-by-step, we can nonetheless make
advances of extraordinary significance. Lyndon Johnson recognized that Medicare
and Medicaid would not meet the health needs of all Americans—but he also knew
it would help millions of our citizens.

President Carter recognized that the Child Health Assurance Program would not
meet the health needs of every low income citizen—but he also knew when he
proposed it two years ago, just as he knows when the bill is reintroduced this year,
that it will help more than 2 million low income mothers and children. And
President Carter recognizes that our Phase I bill will not solve every health problem
in this nation—but he also knows that, if enacted, it will represent a giant stride
forward in providing equitable, adequate and cost-conscious health protection to all
Americans.

Let us not be mesmerized—or immobilized—by our desire to achieve a universal
and comprehensive plan. Let us instead bend every effort in the 96th Congress to
make an important part of that noble dream reality.

Let me emphasize one other point: Enactment of a Phase I bill must be based on
passage of effective hospital cost containment legislation. Only when we contain
unnecessary costs in the health care system can we responsibly seek to implement
necessary new health benefits.

THE HEALTH CARE INDUSTRY

As we open the national health plan debate in the 96th Congress, we all recognize
that we will be dealing with a highly complex subject—with significant implications
for our health care system, for the fiscal and budgetary policy of the Federal
Government and for the state of our nation’s economy.

Health care in the United States is not just men and women dressed in white
coats carrying little black bags ministering to the infirm. It is also, as this Subcom-
mittee knows well, big business.

In fact, the health care industry is our nation’s third largest—with expenditures
of $206 billion, or 9.1 percent of the Gross National Product, in Fiscal 1979.

6 million persons—about 6 percent of the labor force—are employed in the health
care industry.

More than 12 and a half cents of every Federal tax dollar—nearly $62 billion in
the Fiscal 1979 Federal budget—is spent on health care costs, and States and
localities spend an additional $25 billion annually.

In Fiscal 1978, there were 38 million hospital admissions; 162 million Americans
visited a physician at least once (with the average person making 4.8 visits annual-
ly); more than a billion and a half prescriptons were filled; and 5 billion laboratory
tests were ordered.

These figures alone reflect the complexity—and the potential difficulty—of
making needed changes in an industry that is not subject to the normal economic
forces of the free market.

THE NEED FOR A NATIONAL HEALTH PLAN

Yet, both the Administration and the members of this Committee share a strong
belief that it is imperative to make some basic changes in the health care industry.
Our present health care system is fundamentally flawed—with nearly $87 billion in
Federal and State health spending for Fiscal 1979, and with Federal, State and local
governments paying nearly 55 percent of all hospital bills, we already have part of a
national health “plan”. But this plan does not meet the primary objective of our
nation’s health policy—providing quality care to all Americans at an affordable
price.

To be sure, there is a good deal that is right with the health system in the United
States today. Health status has been gra uallia;mpmving, and health insurance
protection through public and aYn'vaw programs been growing.

But there is also a good deal wrong with the health system in the United States
today. We believe that there are three sets of problems facing our health care
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system today which can only be effectively addressed through a national health

am.
pr?‘?:st, millions of Americans lack coverage for basic health services and lack
protection from extraordinary medical expenses.

Some 7 million Americans below the poverty line have no health insurance, and,
depending on estimates, about 11 million above the poverty line have no coverage.

More than 19 million Americans have inadequate insurance that fails to cover
basic hospital bills, doctors’ services or medical tests, and, of these, 16 million have
incomes above the poverty line, 3 million below the poverty line.

About 83 million Americans (40 percent of the population) have no insurance
against very large medical bills.

Moreover, the very common exclusions and limitations which are present in
current coverage severely limit health coverage for the average American family.

Many middle class families in the United States find that when a child becomes
21 years old, he or she loses coverage and is not able to afford coverage on their
own.

Because of the existence of a pre-existing medical condition, literally millions find
they are unable to obtain health insurance protection.

Other citizens find they are without health insurance during periods of unemploy-
ment and do not qualify for public programs.

In sum, Mr. Chairman, the problem of inadequate insurance coverage is perva-
sive. I believe that it can only be dealt with in the context of a broadly structured
national health program which includes not only protection against the cost of
major illness, but also provisions which begin to address the other serious failures of
present health insurance coverage.

Second, the costs of health care are shar%ly increasing, adding to inflation and
threatening the stability of governmental budgets. Spending in the health care
industry rose at an average annual rate of 12.7 percent from 1968 to 1978. Unless
we can institute meaningful cost containment measures through hospital cost con-
tainment and effective restraints in a National Health Plan:

National health care costs will rise to $368 billion by fiscal 1984—nearly 10.2
percent of GNP.

Federal health care expenditures will rise to nearly $116 billion by Fiscal 1984—
more than 15 cents of every Federal tax dollar under current projections for that
year.

The cost of individual health care will rise steeply. The average cost for a family
of four will leap from $2,372 in 1979 to $4,064 in 1984, and the average cost for an
elderly individual will soar from $2,259 to $3,868 during the same J)eriod.

The rise in health costs can be partly explained by increased demand for health
care with the passage of Medicare and Medicaid and by advances in medical
technology. But sharply escalating health care costs are primarily the result of
other factors, the most salient being the failure of the traditional competitive forces
of the marketplace to operate in the health care industry.

More than 90 percent of all hospital bills are paid by third parties—insurance
companies, Medicaid, or Medicare. Thus neither the consumer (the patient) nor the
provider (the doctor and the hospital) directly feel the pinch of rising costs.

The third parties customarily pay for services rendered to these beneficiaries on
an inefficient and inflationary cost-plus basis.

Customary interactions between buyers and sellers do not take place in the
hospital industry. Most decisions in the health care marketplace are made by the
provider, not the consumer: physicians control 70 percent of all health care deci-
sions. As a result, the normal mechanisms of the marketplace, like competition,
have not worked to bring down costs. Physicians often know little about the cost of
the services they order—and they have little incentive to find out.

These factors have combined, we believe, to give us a health care system which is
not only inefficient in its operations, but also incapable of producing disciplined
financial judgments.

Government shares the blame with those in the medical care sector for this
current state of events because we have created a system which has rewarded
K{roﬂtgacy and penalized effective management. The reimbursement methods of

edicare and Medicaid, for example, have failed, and so have some of our adminis-
trative techniques. This time we must make sure that as we seek to solve health
problems, we do not create financial ones.

Mr. Chairman, the pervasiveness of these problems also leads us to the conclusion
that the only way to deal with escalating health costs is in the context of a broadly
base}cllazgxtional health plan, including fundamental changes in our reimbursement
mechanisms.

45-505 O - 79 - 24
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Third, systematic reforms are needed to increase access to health services, to
rovide more appropriate types of services and to eliminate the inefficiency and
ﬁack of competition in the health care industry. For example:

Health services are poorly distributed within our nation—we estimate that almost
51 million citizens live in medically underserved areas.

Private health insurance contracts often do not cover preventive and ambulatory
s?frvices—-those services which are among the most beneficial and the most cost
effective.

In many areas of this nation, citizens do not have the option of choosing efficient
health maintenance organizations or other alternative systems of health care deliv-
ery.
r’l(dr. Chairman, these are the fundamental problems that demand solution if our
health care system is truly to serve the American people.

THE ADMINISTRATION'S APPROACH

I have been deliberately referring to the Administration’s concern in establishing
a national health program not a national health insurance program. I choose these
words carefully. From the outset, the President instructed us to put together a
program which dealt not only with the lack of in.urance coverage in the health care
industry, but with the broad range of problems which exist in our health care
system today.

The existence of this broad and varied set of defects in our present health system
again has led us to the conclusion that we must deal with these interrelated
problems, to the greatest extent possible, in the context of a broadly conceived
national health plan.

In the 2 years that this Administration has been in office, we have undertaken a
number of initiatives designed to remedy these defects. We have, for example,
proposed hospital cost containment legislation, sought to improve the administra-
tion of Medicare and Medicaid, fostered needed competition in the health care
system by strongly supporting Health Maintenance Organizations, developed pro-
posals in the vital areas of alcoholism and mental health, and emphasized critically
important disease prevention and health promotion activities, including a campaign
against our nation’s number one preventa‘l))le health hazard: smoking.

Thus, the President has decided that our Phase I bill should, when it is sent to
the Congress, be accompanied by, and be consistent with, a broader National Heslth
Plan and with the important initiatives we have taken to date. The Phase I bill
should, in other words, be constructed so that it can evolve easily towards a
com{)leted National Health Plan.

Although, as noted, we are in the process of developing our Phase I bill, I can
sketch in broadly this morning some of its major elements.

General structure.—The overall structure of Phase I will have three major compo-
nents:

First, coverage of full-time employed individuals and their families will be predi-
cated upon mandated employer coverage that will effectively require most, and
possibly all, employers to provide private insurance that has a core level of protec-
tion and that meets other basic standards. To the extent possible, this coverage
should provide incentives for less expensive preventive and outpatient services over
more expensive services within a hospital.

We believe that to minimize federal involvement and efficiently deploy available
resources it makes sense to build on the foundation of existing private insurance
coverage.

%e::ﬁnd, Publicly financed health care programs will provide coverage for the aged
and the poor.

To the greatest extent possible, we will seek to integrate, to make uniform and to
make efficient program administration and reimbursement systems in these public
programs. For example, serious administrative difficulties exist in Medicaid because
we have 53 different programs (in all the States except Arizona and in the territor-
ies), not a single program.

Third, for those not protected by employer coverage or by the public programs for
the r and the aged, the Federal government will guarantee the opportunity to
buy health insurance at a reasonable rate. In the Phase I bill, this Federal guaran-
tee will provide the opportunity to purchase more affordable quality protection
against the costs of major illness. At present, such an opportunity for coverage does
not exist for millions o non-'Foor, non-aged, non-em loye(ﬁ\mericans.

The aged and disabled.—The Phase I bill will obviously continue to provide the
benefits offered under the current Medicare program and will also include addition-
al protection for our elderly and disabled citizens. We must especially ensure that
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our elderly citizens are not devastated by the cost of major illnesses. We will also
consider making more accessible to the elderly methods of therapy that could
reduce the need for extended hospitalization.

r.—The Phase I bill would significantly expand the number of America’s
poor who would be covered fully for their medical expenses. The plan would expand
coverage, in part, by setting eligibility for millions of our poor at uniform income
levels nationwide, thus remedying the striking interstate inequities that exist in the
present Medicaid program.

The employed.—As indicated above, the Phase I bill will establish mandatory
standards for private insurance coverage provided by employers. These standards
could include:

quality requirements,

a core benefit package that includes hospital and physician services, X-rays and
laboratory tests and that, to the extent possible, encourages preventive services and
outpatient care, and

extension of coverage for a certain period beyond termination of employment.

The Phase 1 bill will mandate that qualified employer plans protect families
against major expenses by limiting their financial obligation to a reasonable ceiling
in a given year. This financial protection could be expanded in subsequent years.

In addition, the plan may mandate that employers maintain their current finan-
cial contributions per employee for health insurance coverage.

We will look carefully at the impact these requirements have on business, espe-
cially on small and low-wage firms.

All others.—For all those who are not employed and who are not otherwise
covered through the provisions for the aged and the poor or through other private
insurance, the Phase I bill would, as noted, seek to make quality coverage against
major illness more affordable.

Thus, health coverage that puts a ceiling on the direct health costs that must be
borne in any year will be universally available.

Cost containment and other health system reforms.—Finally, and of critical impor-
tance, the plan would include a series of cost containment and delivery system
reform provisions.

The hospital provisions will build upon the President's Hospital Cost Containment
bill which was introduced earlier this month and which is currently before this
Committee. We will also be considering provisions to reform our current open-ended
mechanisms of physician reimbursement.

The system reform provisions will, as noted, also build on a number of important
on-going Administration efforts such as encouragement of health maintenance orga-
nizations, limitations on capital expenditures, and provisions aimed at assessing the
appropriateness of new technological advances in the health care area. In a few
weeks, we will be proposing legislation that will encourage many more Medicare
beneficiaries to join cost-effective HMO's by allowing them to benefit directly if they
choose this health delivery system.

Moreover, the legislation we will submit later this year seeking reauthorization of
%,lllﬁ health manpower laws will also be linked to resource planning for our Phase I

Cost sharing.—The Phase I bill will involve cost-sharing for all but the poor. As
noted, a reasonable ceiling will, however, be placed on the amount any family or
individual would be re%:x‘;red to pay for direct medical expenses in any year.

Federal financing.—There will be no &rayroll tax increases refguired by President
Carter’s Phase I bill. Additional federal expenditures will be financed by general
revenues.

In sum, our proposal for the first phase of a national health program will conta’ .
provisions aimed at improving coverage from the outset for all groups in ‘ne
population and putting in place necessary cost control and system reform p:ovi-
sions. I must emphasize the importance of laying a firm foundation for eventual
expansion of the program to deal with problems beyond the reach of our current
resources.

THE PROPOSALS BEFORE THE COMMITTEE

Mr. Chairman, let me now briefly summarize the two health insucrance measures
currently before this committee as we understand them.

S. 351 consists of two parts:

The first title of the bill is a catastrophic health insurance program which
provides protection for all residents. It operates rrimarily through a federally
administered public plan for the unemployed, welfare recipients, the aged and
persons who do not opt for private insurance coverage. The program would be
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financed through a 1 percent tax on the payroll of employers, tax credits and an
offset for private insurance premiums. Employers and the self-employed could buy a
private catastrophic insurance plan and the premium costs would be subtracted
from the payroll tax obligation.

Benefits would be similar to those offered currently under Medicare, but would be
subject to two deductibles—$2,000 of medical expense and hospital stays of 60 days.
With the cost of a hospital day averaging $215, this could mean that a hospitalized
person, without any other hospital insurance, would have to pay $12,900 in hospital
expenses before he or she would receive financial protection.

The second title of the bill consists of a voluntary federal certification program for
basic private health insurance designed to encourage private insurers to make such
coverage avialable in all parts of the country.

The second bill—S. 350—contains the features just described plus a third title
which would replace Medicaid with a uniform, national program of medical benefits
for low-income persons. The plan would be administered like the Medicare program
and would be financed by federal general revenues and a “maintenance of effort”
level by State governments.

We are concerned about both of these proposals, Mr. Chairman, because of the
nature of the catastrophic component and because they do not contain enough
structural reforms to control costs and to make the health care system more
efficient and effective.

We share important common ground, however. Similarities between the key
elements of your broader proposal S. 350 and our thinking on the first phase of a
national health program include the following:

Both would move towards an improved and more uniform program for the aged,
poor, and disabled,

Both would seek protection for the employed population,

Both would involve establishing standards for private insurance coverage, al-
though the voluntary standards in S. 350 and S. 351 will not do the job.

Both would make protection against the cost of major illness universally available
although I would underscore our commitment to cost containment and to ensuring
that only necessary costs are covered by these provisions.

Mr. Chairman, perhaps our most important concern about the measures before
this committee involves the danger of enacting a proposal that deals only with the
problems created by the high costs of major illness. We realize the political appeal
of and the real need for catastrophic health insurance protection. Qur citizens want
universal coverage of catastrophic health expenses because they feel it is wrong that
Americans continue to face the possibility of being destroyed financially by a major
illness or accident.

While we recognize this appeal and affirm this as a real need, we would oppose
enactment of a catastrophic health insurance proposal alone because such a propos-
al poses signficant dangers.

First, we are deeply concerned because a catastrophic proposal, standing alone,
could, and I believe would, lead to an excalation of unnecessary expenditures for
high cost, high technology care—unless it were to be combined with adequate
reimbursement, utilization, and technology controls.

Although catastrophic coverage will meet real needs, and will thus involve neces-
sary costs, it will, without proper structural changes, be an open invitation to
profligacy, especially in the hospital sector. With the present cost-plus hospital
reimbursement system, increasing coverage for high cost hospital care will, without
adequate accompanying reforms, especially reimbursement reforms, lead to addi-
tional waste of scarce public funds.

We must thus take great care to ensure that a Phase I bill will not unnecessarily
increase expensive inpatient care. And we must, as noted, base a Phase I bill on
passage of hospital cost containment legislation.

Second, we are deeply concerned because passage of only a catastrophic bill would
not be equitable. Although we all agree that some scarce Federal resources should
be allocated to protect Americans from major medical costs, we must use scarce
dollars fairly and this means seeking to provide basic health benefits—coverage for
regular services, not just those that entail high expense—to those aged and poor
who desperately need adequate health care. ’

Indeed, unless a catastrophic program were combined with more adequate ar-
rangements for basic coverage for the low-income population, it would be a cruel
iltusion for those citizens. Miilions of low-income families would be driven to finan-
cial despair before qualifying for assistance under the catastrophic program.
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Thus, fairness demands that we take a more balanced approach in order to meet
other fundamental health care needs, not just the need for protection against the
expense of major illnesses. ) .

Third, we are concerned because enactment of a catastrophic only bill will not
establish a framework for realizing our ultimate goal—universal, comprehensive
health protection that provides all Americans with basic health coverage, for pre-
ventive and primary care services, not just protection against the costs of major
illness. X

Mr. Chairman, catastrophic coverage alone while politically responsive may be
economically and socially irresponsible, whereas, coverage against the costs of major
illness in concert with appropriate structural reforms that lead to a universal,
comprehensive plan can be both responsive and responsible as a first step towards a
more complete national health program.

Mr. Chairman, let me now briefly describe in a bit more detail some of the
problems that we have with S. 350 and S. 351.

Our additional concerns with the catastrophic proposal include the following:

Payroll Tax.—The catastrophic approach in S. 351 is based on a payroll tax. It
would, as noted, impose an additional 1 percent tax on taxpayers. By contrast, we
favor a using employer coverage.

This approach eliminates any additional increases in the payroll tax, and is more
compatible with our eventual goal of using private insurance to mandate greater
coverage for our employed citizens.

Deductibles.—The approach in S. 351 has split deductibles, one for physician
services and one for hospital services. In addition, the deductibles ar- ‘“unbalanced”
in the sense that many more families would trigger the two thousand dollar medical
deductible than would trigger the sixty day hospital deductible. For example, an
individual requiring intensive care for an accidental injury might easily run up
physician bills of $3,000 and hospital bills of another $10,000. Yet if he were
hospitalized for 45 days and had no other insurance, the S. 351 would only help him
with $1,000 in doctors’ bills and do nothing to help offset the much greater hospital
costs of $10,000.

A single method of cost-sharing, with less financial exposure for individuals,
would be more equitable in its application to medical and hospital expenses and
would also be easier to administer.

This is a point of great significance, Mr. Chairman. As presently designed, the
deductible in S. 351 could be so large that they would cause some American families
great hardship. Our Phase I bill would provide significantly more financial protec-
tion.

Incentives and controls.—The approach in S. 351 is based on continuing present
Medicare reimbursement and utilization controls. As noted, we favor reimburse-
ment controls based on our hospital cost containment legislation. We also favor
strengthened controls on capital expenditures and health care technology. We feel
that the strengthened controls are essential for a catastrophic program and that our
current Medicare controls are not enough.

There are many similarities between the “Standards” title in S. 351 and our own
thoughts on setting out standards for private insurance as part of a first phase of a
national health program. Our key difference in this area is that the standards
under the S. 350 and S. 351 are only applied in a voluntary fashion to the insurance
industry. In other words, if an insurance company offers a policy meeting the
standards that policy can receive a “good housekeeping seal.”

To make any standards effective, the incentive probably should go beyond the
mere receipt of a government seal. For example, the provisions of the tax code could
be changed so that a policy which did not meet standards would not be eligible for a
tax deduction. Further, we could mandate that any policies offered by employers
must meet any standards established in the Phase I bill.

Finally, there are many similarities between our approach to the problems of
irgxgmving coverage for the low-income population and the approach embodied in S.
350. However, both S. 350 and our Phase I bill will, to the extent possible, have to
deal with two major problems.

The near poor.—In designing subsidies for those near-poor who are not fully
covered under the low-income public plan, we must seek to reduce heavy financial
burdens and provide work incentives to the greatest extent possible.

State financing.—S. 351 essentially limits present State financing for Medicaid
acute care services and would require States to maintain that level of financing.
This kind of provision would tend to penalize the States which had done the most
under Medicaid and would reward those States which had done the least. An
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equitable approach to States roles under a Phase I bill is one of the key problems
that our bill will seek to address.

Mr. Chairman, we have described our differences and problems. But, in closing, I
would emphasize our desire to build upon important areas of agreement between
the administration and your commitment to improve health benefits for millions of
Americans in a fiscally responsible way. The broader bill, S. 350, sponsored by you
and Senator RibicofY, is a constructive starting point for our discussions.

The Finance Committee, the other Committees in both the Senate and the House
with health jurisdiction, and the Members of the Congress as a whole have an
historic opportunity. Together we can make significant, structurally sound improve-
ments in our nation's health care system—improvements that would expand cover-
age to meet critical needs, that would help contain escalating health costs, that
would increase the quality, efficiency and fairness of America’s health care system
and that, most importantly, would lay the groundwork for the universal and com-
prehensive health plan that is President Carter’s ultimate goal.

In the coming weeks, as we present our legislative proposals to you, I hope that
we can find substantial common ground in our mutual quest for a health care
system that responds to our citizens’ health care needs and reforms the structure of
our delivery system to contain costs, increase efficiency and make quality care more
widely available.

The CHAIRMAN. Now, we will hear from Mr. William R. Hutton;
executive director, National Council of Senior Citizens.

Mr. Hurton. Mr. Chairman, I am accompanied this morning by
Miss Betty Duskin, the director of research with the national coun-
cil, and an economist, and she would be prepared to answer ques-
tions with me, if that is acceptable.

STATEMENT OF WILLIAM R. HUTTON, EXECUTIVE DIRECTOR,
NATIONAL COUNCIL OF SENIOR CITIZENS, ACCOMPANIED BY
BETTY DUSKIN, DIRECTOR OF RESEARCH, NATIONAL COUN-
CIL OF SENIOR CITIZENS

Mr. HuttoN. I am William R. Hutton. I am executive director of
the National Council of Senior Citizens.

The National Council is a nonprofit, membership organization of
over 3,800 affiliated clubs, and State and area councils, represent-
ing 3.5 million older Americans.

As you may recall, Mr. Chairman, the National Council was born
in the fight to enact medicare. Although it has been said that we
won that battle, with hindsight that alleged victory appears shal-
low. Not that we would have been better off without medicare, but
we would have been better off if we had been steadfast in opposing
the xérivate insurance model. To our undying regret, we compro-
mised.

The results of that compromise haunt us to this day. The pro-
gram, which was intended to provide financial access to health care
for millions of elderiy and disabled, has experienced continuous
erosion of its value to beneficiaries. Today, it protects only provid-
ers. On average, only 38 percent of the health care costs of the
elderly are reimbursed by medicare.

The part A deductible has risen from $40 at the inception of the
program to 3160 today; acceptance of assignment by physicians
under part B continues to decline. The conditions under which
assignment is most likely to occur are where there is a risk of
collection, and the risk grows as reasonable charges become more
and more unreasonable.

Although the program has been a personal boon to providers, it
has effected only modest gains to the intended beneficiaries. These
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modest gains have extracted an enormous price. Qur impatience
and our consequent willingness to accept half a loaf created an
open-ended checkwriting machine that has fueled inflation—it has
not created an improved health care system, just a more expensive
one.

Secretary Califano is right when he says that for 30 years efforts
to pass a national health insurance proposal have not succeeded.

I was taken with your statement, this morning, Mr. Chairman,
that something has to be done for the poor people of this country
who really cannot afford any kind of health care. There are 22
million people who have neither any insurance or inadequate in-
surance, 22 million. They are dying out there, with little attention
being paid.

I know that you feel it. I have heard you speak many years on
this subject. I hope that something can be done about it. I do not
think that $2,000 deductible is going to help those poor people very,
very much.

The CHAIRMAN. If I have my voice, we will do something now
My approach is we ought to do something now, not wait until!
kingdom come to do the job. A lot of your people would be dead
ag(()i gone if we waited on the schedule the administration is talking
about.

Mr. HuttoN. Many died in the fight over medicare. If there is
one thing about older people, they are looking to a future America.
They are not just interested in themselves—interested in their sons
and daughters and their grandchildren, and they are willing to
fight to improve their lot, not just their own.

As [ said, the catastrophic health insurance and medical assist-
ance reform legislation supposedly fills the gaps in medicare and
medicaid and provides an umbrella of protection for all Americans
against the financial ravages of catastrophic illness and injury. The
National Council of Senior Citizens is not against protection from
the financial consequences of catastrophic illness, but we submit
that the groposed legislation would not do what it purports to do.

First, there is a hospital deductible which triggers coverage after
60 days of utilization. The Congressional Budget Office reports:
“For both the aged and the nonaged, most hospital stays will last
less than ten days. More than 90 percent will end before the 30th
day; and less than 1 percent will exceed 100 days.”

oreover, following the first consecutive 90-day perios. during
which an individual was neither an inpatient in a hospital nor an
inpatient in a skilled nursing facility, the individual would once
again be liable for the 60-day hosgital deductible applicable to
catastrophic benefits. This means that a catastrophic occurrence
which requires periodic rather than continuous care would subject
an individual to more than one hospital deductible during the
course of a calendar year.

In fact, it is unclear in the bill whether only catastrophic bene-
fits terminate after a quarter without inpatient status or, even
more restrictively, hospital days do not even cumulate to satisfy
the deductible when broken by a quarter without an admission. In
either case, the plan certainly qualifies as modest.

Second, there is a $2,000 deductible for medical expenses. The
same qualifications as above apply with regard to a quarter with
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less than $500 in medical expenses. And both deductibles are inde-
pendent; both must be satisfied for full catastrophic coverage.
Again, a modest plan.

Third, uniform deductibles are crestures of the private insurance
sector; they in no way take into account the catastrophe that even
lesser sums may represent to families with modest or low incomes.

Fourth, the scope of benefits is grossly inadequate. Benefits ex-
cluded under medicare would also be excluded under the proposed
catastrophic plan. These exclusions include dental care, prescrip-
tion drugs, and all but very limited mental health and long-term
care benefits, among other restrictions. For the elderly, this trans-
lates into no catastrophic coverage.

The major catastrophe to the elderly in financial terms is nurs-
ing home care. The most frequent length of staf' in a nursing home
for the elderly is a year or more. Under the bill, the limitations in
medicare or skilled nursing care would be retained; no intermedi-
ate care is covered.

Fifth, the reimbursement would also be the same as in medicare:
a reasonable charge basis, and copayments without a limitation or
maximum liability.

Yes, the plan is modest from the beneficiaries standpoint. Very
few would satisfy the deductibles; for most, catastrophe would
occur long before benefit eligibility. But there are extremely impor-
tant ways in which it is not likely to be modest.

It will reinforce the trend towards high cost, high technology
care which may supplant equally effective and appropriate lower
cost alternatives.

It will create incentives for longer hospitalization.

It will aggravate the maldistribution of services toward the fi-
nancially more prosperous.

It will reward specialists with even greater incomes than cur-
rently and add to their oversupply.

It will pander to the private insurance interests by legally per-
mitting administered pricing, price discrimination and collusion
among private insurers on benefit packages. The 1-percent payroll
tax liability on employers will set an effective floor on the cost of
private insurance premiums. And the offering by private insurers
would be voluntary. They will not be mandated to do anything that
is not in their financial interest.

The 50-percent employer tax credit will overcompensate large,
prosperous firms and industries relative to current expenditures; it
will undercompensate marginal firms and declining industries that
cannot now afford such coverage.

To our dismay, the bill also commits an error of omission: The
nontreatment of appropriate reimbursement for prepaid practices
or HMO's will seriously damage their very existence. Prepaid orga-
nizations effect savings to the system because they internalize the
risks of providing appropriate care. Yet, they wiil not be able to
recoup the savings generated by their efficient structure under the
catastrophic proposal.

In sum, it is the single most effective way to add to medical
insurance, bar none. The distribution of benefits to individuals will
be regressive. The distribution of financing liability across firms
and industries, given the likely effect of the tax credit, will also be
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regressive. The benefits that are paid out will accrue to very few.
But we will all pay the unnecessary price of continued acceleration
of medical inflation.

In regard to the other titles, we are strongly in favor of the
federalization of medicaid. Fiscal relief to States is desirable; pro-
viding incentives and absolute limitations on States which will
work against a more generous program is not desirable. Without
incentives for system reform, even a well-intentioned effort bodes
disaster for the Nation.

The program for certification of private basic health insurance is
too modest for comment.

Senators, we do not fear that these less than comprehensive
measures will solve so much of the real problem that the need for
comprehensive cradle-to-grave coverage will be eliminated. On the
contrary, we fear that the lessons of medicare have gone unnoticed.
If we cannot learn from our mistakes, we, the citizens of this
country, are forever doomed to inefficient and maldistributed sick
care and to medical inflation which robs us of the discretion to
address other important needs.

The current catastrophic proposals, as well as the administra-
tion’s piecemeal approach, remind us of the blind men and the
elephant. Each, from his limited vantage point, perceived the ele-
phant differently. Each was in error. But we do know what the
elephant, in this case the health care system, looks like. Anything
less than comprehensive, universal coverage which addresses
reform and containment of the system will be an error on our part.
This Nation can afford nothing less.

I would be happy to answer any questions you may have, Mr.
Chairman.

The CHAIRMAN. Let me ask you this question, sir.

We have heard a reference to the high-cost, high-technology care
that some seem to feel would be provided under the catastrophic
insurance proposal. Which of those procedures or services would
you recommend that we exclude from the comprehensive program
that you advocate?

Mr. Hurron. Well, I am a supporter of hospital cost contain-
ment. In fact, I have a particular example of a hospital bill in front
of me from Hollywood Medical Center. It is for a man who was in
the hospital 23 days at $195 a day. He died at the end of the 23
da%s and the bill was passed, of course, through medicare.

he total bill was $77,167.26. He only had to pay $44, his estate
had to pay $44, but some of the costs are just amazing to me.
$37,652 for drugs in those 23 days in that Hollywood, Fla., hospital.
I can understand the $4,495 at $195 a day. Laboratory, $7,496. I can
understand some of that, but 37,000 dollars’ worth of drugs in 23
da’ﬁ seems to me to be utterly incredible.
ese are some of the areas.

Do you have some recommendations?

Dr. DuskiIN. As far as the high-technology reference is concerned,
I do not think either Mr. Hutton or myself would want to supplant
the discretion of a phg:ician in judging what should and should not
be done. However, I believe if we proceed in the direction of cata-
strophic coverage, we will not only have the problems of the high-
technology choices we have today which are not restrained, but at
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the unfettered development of other high-technology options which
will benefit people very little.

The $77,000 investment paid for by everybody in this country,
because the system bears the cost, which did not even provide any
significant prolongation of life, leads me to believe that there
might have been something there that was not worth doing.

The CHalIRMAN. We are going to go for some sort of hospital cost
control legislation. It will be whatever the majority of the Senate
wants to do, and what the majority of the House wants to do about
the matter.

I am frank to say that I was around here back in the days long
before medicare and I recall some of your people said they were
not getting anywhere with this effort to have a comprehensive
national health insurance program, and they wanted to move to
try medicare.

At that particular time, I was not ready to move with it. I
thought it was a little ahead of its time, but Senator Anderson was
willing to cosponsor it along with Cecil King over there on the
House side. Eventually I found myself supporting something along
that line. Obviously they had picked up quite a few amendments,
refinements that people thought of in the course of the years of
study and going through the legislative mill.

But I was concerned about the cost of it then. At that time, your
people did not seem to be so concerned. 1 think their philosophy
then was, “Let's get this program into effect and we will try to do
something about the cost later on, or those who vote for it can
worry about the costs later.” That is the impression I gained.

Mr. HurroN. Some of them, perhaps, but the National Council
for Senior Citizens was absolutely opposed to bringing in the Feder-
al intermediaries. We wanted to handle it by social security be-
cause it would be much more efficient that way, and I said earlier
on on what one of your staffers sitting near me referred to, the
Health Insurance Benefits Advisory Council, destined for final
death and I sat there for 3 years and listened to the wastage of
money because really, the whole thing was controlled by the AMA
and its providers.

And the people who represented the people were an absolute
minority. They were people who represented, 2 of the 19, who
represented the people and the remainder represented providers
and every step of the way, the providers were in control.

The CnairmaN. All those people you are talking about were
selected by the Secretary of HEW to serve on that particular
group, too, were they not?

Mr. HurroNn. That is true.

The CHAIRMAN. I am not here to cry screams of anguish about
the medicare experience. But the complaints we have had about
the cost I predicted before we ever had the program. The kind of
thing that I was complaining about from the beginning was that
doctors were completely accustomed to looking after a lot of poor
cases for which they were not being paid. They were accustomed to
looking after their relatives and old friends of the family and so on.
They were accustomed to doing those things and not charging.
When you put a Government program into effect to do all of that a
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lot of otherwise free care is going to be picked up by the Govern-
ment.

I do not recall anybody’s asking me to amend that bill to say we
would not be paying for those things.

Mr. HurtoN. We tried several times to reopen discussion on that
bill. We were told at that particular time by Members of the
Senate and the House that it was much too soon. After all, we had
just gotten started on medicare and we had better wait awhile
before we offered changes. And we kept doing that for about 10
years and we still had not succeeded in changing any bit of that
medicare program.

The CHAIRMAN. For example, if you get around to trying to
control the cost of drugs, you will find yourself voting for necessary
controls. I do not think we ought to pay whatever is asked, espe-
cially for drugs in the public domain.

I think the Secretary ought to have an approved drugs list.
While he is approving the drugs themselves, I think he ought to
also approve a cost level that he thinks would be fair, not necessar-
ily the lowest cost for which the drug is available on the market,
but a range that would preclude somebody charging 3 or 4 or 10
times what it costs to make and market the drug.

I debated that issue down through the years. Someone tried to
say that the generic drugs were not good enough, and I would say
that is what they gave President Eisenhower when he went over to
Walter Reed. They gave him generic drugs. That is what they gave
President Johnson when he went over there. That is what they
give Senators when they go to Bethesda.

I think that if it is good enough for a Senator or a Member of
Congress or the President of the United States, it ought to be good
enough for some poor soul who needs the same drug.

Mr. Hurron. That is right. Generic drug manufacturers make a
good profit.

The CHAIRMAN. Sure. They could make a fair profit without
putting a new color package on it and saying the drug is better. If
it is all tested out to be what it is supposed to be, I do not see
where it improves the quality to put a fancy name on it. But I
think that the private companies have done a lot to contain costs.

However, look what we have in the Governments’ disability pro-
gram. We have a program exceeding the cost by more than 3 to 1.
It may be 5 to 1.

I know why it is doing that. When people apply and ask to be
classified as disabled—let’s assume it is a person who has had a
stroke or has cancer—the sympathy of the Federal employee who
processes that claim goes out to the unfortunate victim of the
stroke or the cancer.

In many cases, the cancer has been removed but you will not
know for 5 years whether they are going to die of cancer. So then,
because of the sympathy for the individual, they classify those
people as disabled when those people are not totally disabled.

What we ought to do is slot those sort of people into some sort of
work that we know they are able to do. Many employers who have
sympathy for people of that sort keep them on even though they
have reduced productivity.
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But of course, if the Government is going to pay the whole thing,
you can understand why people would have their Government pay
them for total disability even though that is not the case. You have
a lot of cases—I am not talking about the aged here, [ am talking
about people who are in their forties, fifties, and early sixties
whose employer would keep them on at the same pay they had
been making, knowing they cannot produce as much, but just out
of the love of a fellow human being.

But if the Government is going to pay for it, people tend to go
down and apply. And with people processing claims who are sym-
pathetic to their plight, they end up on the rolls.

Mr. HurroN. I agree with you, Mr. Chairman. I employ 10,000
older people out of the Government program. They are older poor
people, all under the poverty level. They work 4 hours a day, 5
days a week. They average about $3.25 an hour and they do com-
munity service work under nonprofit organizations in the commu-
nity.

They are proud to work, proud to lift themselves up by their own
bootstraps, and that is a very successful kind of program. I am not
opposed to that.

The CHAIRMAN. You see, if we had a private insurance company
doing the same thing, when these people come in who are not
totally and completely disabled as the statute provides, the compa-
nies would have to say no because the policy does not cover that
and they do not have the money to pay for it. Also the courts could
not add all those people to the rolls. They would be confined to
holding those companies liable to what the policy requires.

I am not saying we in Congress should not go beyond that and

provide benefits to the partially disabled. I am just saying that the
tendency for someone working for Government is to be kind and
sympathetic toward applicants because it is somebody else’s money
being handed out. The result is that the cost of the program runs
up.
Where you pay an insurer to do a certain thing, he has only a
certain amount of money. When the contract requires him to say
no, he will have to say no, because he does not have the money to
pay any more than that.

Mr. Hurron. They should hire more of those goodhearted people
in the social security offices where the older people stand for hours
and get pushed and shoved around, not so much kindness at all,
Mr. Chairman.

The CHAIRMAN. I am for treating people as kindly as we know
how. One of these days we will get around to doing what we should
have done a long time ago, that is, helping people who are disabled
or partially disabled—I am talking about handicapped—there are
very few people who are totally and permanently disabled.

Most people can do some work. Preference ought to be given for
the job they can do. Why should you put somebody who is strong
enough to lift 300 pounds over his head in a job that does not
require a person to have an{ physical strength, when you have
some dear old person who could do that job.

If you slot your elderly people and your people who are partially
disabled into things that they can do and then take these able-
bodied people and put them in things that require an able body, we
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could make a lot better use of our senior citizens and our disabled

people.

Thank you very much, sir.

Senator Dole?

Senator DoLe. Well, I have no question except that I would
appreciate it if you would have the chance to comment in writing
and make a part of the record both your views on S. 748 and also
the proposal introduced by Senator Long, S. 760. I will make this
request of the next witness too.

Mr. HurroNn. Yes, we will do that.

It was just announced yesterday; we have not had a chance to
study it yet.

[Ti":e material to be furnished follows:]

NarionaL CounciL oF SENIOR CiTizENS, INC.,
Washington, D.C., June 18, 1979.

Hon. RusseLL B. Long,
Chairman, Senate Finance Committee,
U.S. Senate, Washington, D.C.

DeAr CHAIRMAN LoNG: We appreciate the opportunity to comment on S. 748 and
S. 760, introduced subscquent to S. 350 and S. 351 on which we have previously
testified.

To begin with, NCSC’s fundamental and longstanding opposition to the cata-
strophic health insurance concept is unchanged. Our position with regard to both S,
748 and S. 760 is little different from our position on S. 350 and S. 351 as presented
before the Finance Committee earlier this year.

NCSC shares your desire to protect individuals and families from financial ruin
which so often accompanies major illness. But we do not subscribe to the belief that
adding another increment to existing layers of health insurance is the solution. In
fact, %XCSC submits that catastrophic health insurance may have precisely the
opposite effect than the one intended.

a{ limiting coverage to only the most expensive forms of treatment, catastrophic
health inisurance, with its high deductibles, will encourage high intensity medicine
and discourage preventive care. Thus inflation in this sector of the economy will
continue to rise unabated and indeed be reinforced.

Similarly, high deductibles rather than acting as a limit to individual liability
liability tend to be seen as a floor above which the provider of care is guaranteed
payment. In this case, the incentive is to increase the price charged the patient in
order to trigger-in coverage. Once catastrophic health insurance is triggered, all the
physician has to do is write off as a loss any money the patient could not afford to
pay out-of-pocket to the doctor.

ut even more important, neither S. 748 nor S. 760 protects the average senior
citizen from financial bankruptcy. Deductibles as high as $2,000 or $5,000 are well
beyond the means of the average social security pensioner whose monthly check is
on 2verage $264.00.

Senator Long, NCSC submits that experience with Medicare, including Medicare’s
deductibles and coinsurance and other large gaps in its coverage, provides over-
whelming evidence of the need for a universal comprehensive national health
insurance program. Such a program should provide first dollar coverage and force
the health care decision-makers, that is the physicians and administrators, to work
within a predetermined negotiated budget. Only system-wide reform with strong
built-in cost controls can l;:oseibly stave off bankruptcy not only for individuals but
also for the nation as a whole. In short, we believe that enactment of a catastrophic
health insurance program no matter what sweetners are added by way of improving
Medicare, would be penny-wise and pound-foolish.

Sincerely,
WiLLiaM R. HuttoN,
Executive Director.

Senator DoLe. The same general objection might apply, but there
are some differences. I would appreciate your comments.

The CHAIRMAN. Let me say this to you, Mr. Hutton, while you
are here, if it is not in the text of 760, I think if we pass that
approach that we will put it in. It would be my estimate if we are
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going to have private insurance handle a major portion of this, the
catastrophic part if it, we would have the Secretary of HEW pass
on the reasonableness of the rates that they charge as well as the
servic? they must provide. And it is my thought that there would
be profit.

Ipdo not think there is much profit in group insurance, and
basically there should not be much profit in it. They should be paid
for what they are doing. Personally I think that they could provide
a service, because I think they would not be privileged to do what
the Government employee is privileged to do, that is, add people to
the rolls pay claims that you should not be paying. I do not think if
I were an insurance company and I were providing drugs to some-
body, I would pay $40 for a drug that I could get for $4 if I had it
within the power of my contract to do so.

Thank you very much.

Mr. Hutron. Thank you, sir.

[The prepared statement of Mr. Hutton follows:]

StateMENT oF WiLLIAM R. HuiroN, ExecuTive DIRECTOR, NATIONAL COUNCIL OF
SeniorR CrTiZENS

Mr. Chairman, members of the Committee, I am William R. Hutton, Executive
Director of the National Council of Senior Citizens. The National Council is a
nonprofit, membership organization of over 3,800 affiliated clubs, and state and area
councils, representing over 3 % million older Americans.

As you may recall, Mr. Chairman, the National Council was born in the fight to
enact Medicare. Although it has been said that we won that battle, with hindsight
that alleged victory appears shallow. Not that we would have been better off
without Medicare! l'gut we would have been better off if we had been steadfast in
opposing the private insurance model. To our undying regret, we compromised.

he results of that compromise haunt us to this day. The program, which was
intended to provide financial access to health care for millions of elderly and
disabled, has experienced continuous erosion of its value to beneficiaries. Today, it
protects only providers. On average, only 38 percent of the health care costs of the
elderly are reimbursed by Medicare. The Part A deductible has risen from $40 at
the inception of the program to $160 today; acceptance of assiinment by physicians
under Part B continues to decline. The conditions under which assignment is most
likely to occur are where there is a risk of collection, and the risk grows as
reasonable charges become more and more unreasonable.

Although the program has been a personal boon to providers, it has effected only
modest gains to the intended beneficiaries. These modest gains have extracted an
enormous price. OQur impatience and our consequent willingness to accept half a loaf
created an open-ended check writing machine that has fueled inflation—it has not
created an improved health care system, just a more expensive one.

Secretary Califano is right when he says that for 30 years efforts to pass a
national health insurance proposal have not succeeded. And Medicare has not
helped. It has carried within it the inflationary seeds of its own erosion. And it has
frustrated our expectations.

But the legacy of frustration has given us something of value. We know now that
we must not compromise again!

The Castrophic Health Insurance and Medical Assistance Reform legislation su
posedly “fills the %aps in * * * (Medicare and Medicaid) and provides an umbrella
of protection for all Americans against the financial ravages of catastrophic illness
and injury.” The National Council of Senior Citizens is not against protection from
the financial consequences of catastrophic illness, but we submit that the proposed
legislation would not do what it purports to do.

First, there is a ‘"hospital deductible” which triggers coverage after 60 days of
utilization. The Congressional Budget office reports: “For both the aged and the
non-aged, most hospital stays will last less than ten days. More than 90 percent will
end before the 30th day; and less than 1 percent will exceed 100 days.” Moreover,
following the first consecutive 90-day period during which an individual was neither
an inpatient in a hospital nor an inpatient in a skilled nursing facility, the individu-
al would once again be liable for the 60-day hospital deductible applicable to
catastrophic benefits. This means that a catastrophic occurrence which requires
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riodic rather than continuous care would subject an individual to more than one
ngpital deductible during the course of a calendar year.

In fact, it is unclear in the bill whether only catastrophic benefits terminate after
a quarter without inpatient status or, even more restrictively, hospital days do not
even cumulate to satisfy the deductible when broken by a quarter without an
admission. In either case, the plan certainly qualifies as modest.

Second, there is a $2,000 deductible for medical expenses. The same qualifications
as above apply with regard to a quarter with less than $500 in medical expenses.
And both deductibles are independent; both must be satisfied for full catastrophic
coverage. Again, a modest plan.

Third, uniform deductibles are creatures of the private insurance sector; they in
no way take into account the “‘catastrophe’” that even lesser sums may represent to
families with modest or low incomes.

Fourth, the scope of benefits is grossly inadequate. Benefits excluded under Medi-
care would also be excluded under the pro catastrophic plan. These exclusions
include dental care, prescription drugs, and all but very limited mental health and
long-term care beneEt.s. among other restrictions. For the elderly, this translates
into no catastrophic coverage. The major catastrophe to the elderly in financial
terms is nursing home care. The most frequent length of stay in a nursing home for
the elderly is a year or more. Under the bill, the limitations in Medicare or skilled
nursing care would be retained; no intermediate care is covered.

Fifth, the reimbursement would also be the same as in Medicare: a “reasonable
charge” basis, and copayments without a limitation or maximum liability.

Yes, the glan is modest from the beneficiaries standpoint. Very few would satisfy
the deductibles; for most, catastrophe would occur long before benefit eligibility. But
there are extremely important ways in which it is not likelK to be modest:

It will reinforce the trend towards high cost, high technology care which may
supplant equally effective and appropriate lower cost alternatives.

t will create incentives for longer hospitalization.

It will aggravate the maldistribution of services toward the financially more
prosperous.

It will reward specialists with even greater incomes than currently and add to
their oversupply.

It will pander to the private insurance interests by legally permitting adminis-
tered pricing, price discrimination and collusion among private insurors on benefit
packages. The 1 percent payroll tax liability on employers will set an effective floor
on the cost of private insurance premiums. And the offering by private insurers
would be voluntary. They will not be mandated to do any thing that is not in their
financial interest.

The 50 percent employer tax credit will overcompensate large, prosperous firms
and industries relative to current expenditures; it will undercompensate marginal
firms and declining industries that cannot now afford such coverage.

To our dismay, the bill also commits an error of ommission: The “non-treatment”’
of appropriate reimbursement for prepaid practices or HMO’s will seriously damage
their very existence. Prepaid organizations effect savi to the system because they
internalize the risks of providing appropriate care. Yet, they will not be able to
recop\;galthe savings generated by their efficient structure under the catastrophic
pro| .

In sum, it is the single most effective way to add to medical inflation, bar none.
The distribution of benefits to individuals will be regressive. The distribution of the
financing liability across firms and industries, given the likely effect of the tax
credit, will also be regressive. The benefits that are paid out will accrue to very few.
BI.H. tvye will all pay the unnecessary price of continued acceleration of medical
inflation.

In regard to the other titles, we are strongly in favor of the federalization of
Medicaid. Fiscal relief to states is desirable; providing incentives and absolute
limitations on states which will work against a more generous program is not
desirable. Without incentives for system reform, even a well intentioned effort bodes
disaster for the nation.

The p:ogram for certification c.. private basic health insurance is too modest for
comment.

Senators, we do not fear that these less than comprehensive measures will solve
80 much of the real problem that the need for comprehensive cradle-tograve cover-
age will be eliminated. On the contral;y, we fear that the lessons of Medicare have
gone unnoticed! If we cannot learn from our mistakes, we, the citizens of this
country, are forever doomed to inefficient and maldistributed sick care and to
medical inflation which robs us of the discretion to address other important needs.
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The current catastrophic proposals, as well as the Administration's piecemeal
approach, remind us of the blind men and the elephant. Each, from his limited
vantage point, perceived the elephant differently. Each was in error. But we do
know what the elephant, in this case the health care system, looks like. Anything
less than comprehensive, universal coverage which addresses reform and contain-
ment of the system will be an error on our part. This nation can afford nothing less.

The CHAIRMAN. Well, next we will call Mr. James M. Hacking,
assistant legislative counsel for Federal legislation, National Re-
tired Teachers Association and also for the American Association
of Retired Persons.

STATEMENT OF JAMES M. HACKING, ASSISTANT LEGISLATIVE
COUNSEL FOR FEDERAL LEGISLATION, NATIONAL RETIRED
TEACHERS ASSOCIATION AND AMERICAN ASSOCIATION OF
RETIRED PERSONS

Mr. Hacking. Thank you, Mr. Chairman.

On my right here is Ralph W. Borsodi, a consulting economist
with us.

For the record, my name is Jim Hacking, assistant legislative
counsel for the National Retired Teachers Association and Ameri-
can Association of Retired Persons. These two organizations have a
combined membership nationwide in excess of 12,300,000 older
Americans.

We appreciate having the opportunity to b= here today to com-
ment upon the Catastrophic Health Insurance and Medical Assist-
ance Reform Act.

In the interest of time, I have omitted certain sections of my
prepa(;-ed statement but [ would like them included in the hearing
record.

The associations recognize that the elderly have a vital interest
in securing protection against the costs of catastrophic illness, and
in upgrading and federalizing the medicaid program. While the
elderly have a far higher incidence of illness—especially chronic
and long-term illness—than any other population group, they are
least able to afford the high costs associated with such illness.

In view of these factors, S. 350 is, at first blush, appealing. In
addition, because it is a realtively modest proposal in terms of its
initial cost and in terms of the health care financial protection it
would attempt to provide, its legislative prospects are better than
those of more ambitious, comf)eting proposals and that fact adds a
measure of lustre to its appeal.

Given these considerations and our associations’ own pragmatic
approach to obtaining legislation of benefit to the elderly, one
would expect us to join with some enthusiasm in support of it.
Indeed, when this legislation was first conceived 6 years ago we
might have been naive enough to do so. However, we cannot do so
now. What stops us—and stops us cold—is the recognition that the
fruits of this legislation will be poison.

We now know enough about the incentives that exist in the
health sector of the economy—the very incentives that are causing
the explosion in health care costs that is creating the need for
financial help in the first place—to know that enactment of S. 350
would simply cause providers, and especially hospitals, to escalate
costs at even more rapid rates.
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This will, in turn, cause the amount of %ross national product
allocated to medical care and especially to the hospital component
of medical care to escalate along with the costs of Government
programs, including the one under consideration and out of pocket
expenditures by the elderly.

n short, S. 350 will create more catastrophic illnesses than
anyone here today ever dreamed possible. Although protecting per-
sons from ruinous health care costs is a laudable objective, this
legislation, because it would do nothing to alter or reverse existing
economic incentives in the health industry but would simply build
on them and make them even more powerful would simply make
matters worse.

Those on this committee who are concerned about Federal
budget deficits and spiraling inflation in this country ought to
think seriously about the economic and health care cost conse-
quences that this legislation will have. We think they will be truly
catastrophic.

We urge the members of this committee to consider the histori-
cal experience of the medicare program and that of the elderly
under that program. In 1967, the program’s first full year of oper-
ation, the average health bill for an aged person was $532. Medi-
care paid for 31.8 percent of that.

By 1977, the average bill had increased to $1,738 of which medi-
care picked up 43 percent. The program had assumed over the
periocf 11 percent more of the tab, but in the meantime, the health
bill had more than tripled. It should come as no surprise that the
elderly are spending more out of pocket in real dollars for health
care now than they did before medicare.

We have no doubt that medicare greatly increased the access of
the elderly to health care when it was first implemented. However,
Congress was overly generous to health care providers especially
hospitals when it determined the manner in which they would be
reimbursed. The reasonable cost formula for reimbursement disre-
garded the procurement safeguards of the Federal Government,
dating back to the colonial days. Cost-plus reimbursement procure-
ment without renegotiation has proved to be a blank check to
hospitals.

Hospital costs prior to medicare and medicaid had already dem-
onstrated a pronounced tendency to rise at rates higher than prices
in general. Between 1950 and 1965, the Consumer Price Index
showed an increase in the costs of semiprivate hospital rooms of 2
Y2 times, wheras the general level of prices rose over the same
period only by one-third. The Federal Government’s method of
reimbursing costs by blank check to the hospital providers under
medicare simply added gasoline to the older inflationary fires.

Third-party payments now make up 92 percent of the income of
hospitals. Under third-party-payment procedures, the patient, the
Government, and the private insurance company all fail to raise
any kind of a restraining hand against rising costs. Indeed, the
Government has been using as intermediaries for their disburse-
ments the same insurance companies that are doing private busi-
ness with the providers; these intermediaries have no incentive to
?e I.iough with the providers for the purpose of conserving public
unds.

45-505 O - 79 « 25
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Although the organization and purpose of hospitals may ﬁreatly
vary, most were organized to serve communities rather than to
exist as carefully run businesses. The consequences of pouring
money into hospitals under these circumstances should not sur-
prise anyone.

Since 1973, our associations have been pressing for reforms in
the methods under which the Federal Government reimburses hos-
pitals. We have also been working to restructure what has been
called the delivery system of the health care industry. That deliv-
ery system is overly centered on the acute-care hospital.

Our associations strongly believe that the preferable way to con-
trol the rise of hospital costs over the long term is to create a
variety of health care facilities throughout the urban and rural
areas of the countl;y so that the demand on acute-care, high-cost,
inpatient hospital facilities is greatly lessened. The promotion of
health maintenance organizations, intermediate and long-term-care
facilities, community health centers, smaller clinics of all kinds,
and home health care should tend to lower costs by creating alter-
natives to highly specialized care in the acute-care hospitals.

The fact that hospitals are not competitive does not preclude the
fostering of competition in the health sector of the economy as the
ultimate means of dampening inflation. The type of competition we
have in mind is the product competition that would result from
encouraging the growth and expansion of alternatives to costly in-
patient hospital care. We recognize that there will never be an
orderly, competitive market for health care, but the promotion of a
variety of health care facilities can only tend to take price pressure
off hospitals with respect to inpatient and outpatient facilities. At
the same time, these varied facilities would tend to complement
the differing health care needs of the elderly and other age groups
in the population.

Unfortunately, since the economic stabilization program’s phase
IV confrols expired in 1974, there has been little change in the
Nation’s dependence on the hospital as the keystone of its health
structure, and with the exception of mandatory cost control initia-
tives in some nine States, reimbursement reform remains largely a
matter of debate.

If the program that S. 350 contemplates is simply superimposed
on the existing structure of the health industry, even more of our
limited financial resources will flow into acute care, hospital facili-
ties, leaving little or nothing for the promotion of less costly alter-
natives such as home health services and ambulatory care facilities
that could help accommodate the presently unmet health care
needs of the elderly and enable them to remain active in the
community and out of institutions.

While our associations support the idea that all persons, and
especially the elderly, ought to be protected against the financial
costs of catastrophic illness, any program that undertakes to
achieve that goal must come as part of a comprehensive national
health program that undertakes to control costs, restructure com-
pletely the health care industry, alter the existing incentives and
make medical care services available in a cost-effective manner.

While it may be argued that the total cost of S. 350, if enacted
this year, would be far less than the cost of any national health
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insurance program, the cost of providing catastrophic protection
under S. 350 would inevitably exceed the cost of providing the
same protection under the kind of NHI program that we have in
mind.

Because of the economic consequences that S. 350 would inevita-
bly entail, the NRTA and the AARP chose not to support it.
However, because we recognize that this proposal does have some
surface appeal and some important political support, I have ap-
pended to this statement a detailed and constructive analysis of its
provisions.

This concludes my statement. I thank the committee for having
had this opportunity to present the associations’ views.

The CHAIRMAN. Thank you very much.

Can you tell me what percentage of hospital bills for the elderly
are presently being met by medicare?

Mr. HackiNG. Medicare, I think, is about 74 percent, or perhaps
it is higher than that. It is very high.

The CHAIRMAN. My information is that medicare is providing 95
percent of the hospital costs of the elderly.

When we put medicare into effect, the idea—at least in the
beginning—was to pay for hospital costs, not to pay for doctors’
bills. It was an afterthought that the proposal was made to add
part B, which seeks to protect against medical and other costs.

My proposal would cover medical costs in excess of $2,000.

But the thought occurs to me we are talking about taking care of
the costs not presently being provided for. That being the case, it
would seem to me it is just a matter of how you want to cover it.
The Federal Government could do it with taxes or we could use the
private insurance system?

I do not think there is anything especially wrong with either
approach. I do believe that more and more people like to have their
costs prepaid because they feel that the burden is not as great if
you do it that way.

Mr. Hacking. Well, Mr. Chairman, I can simply say that the
whole third-party-payment structure, including medicare, medicaid,
and private insurance pushes people right through the doors of the
hospital in the first instance. The elderly are paying more out of
pocket now, more than $600 a year, and most of that out of pocket
expense goes for long-term care, which is inadequately covered
under medicare.

To have long-term care services covered under a Government
program at all, the elderly have to have to impoverish themselves
to come in under the medicaid program. What we want to see done
is to put together a program that puts emphasis on ways of control-
ling and containing costs and putting into place incentives that are
the reverse of those presently in place. That is going to create a
great deal of savings compared to what might otherwise occur
under the present system. Those savings will large and will be
sufficient to provide the catastrophic protection we think the elder-
ly and the non elderly need, and also provide basic protection for
the general population.

The CHAIRMAN. I have further questions, but I will submit them
to you and you can answer them in writing.

(The material to be furnished follows:]



382

NATIONAL RETIRED TEACHERS ASSOCIATION,
AMERICAN ASSOCIATION OF RETIRED PERSONS,
Washington, D.C., April 9, 1979.

Hon. RusseLL LoNG
Chairman, Senate Committee on Finance,
Dirksen Senate Office Building, Washington, D.C.

DeAr CHAIRMAN LoNaG: At the conclusion of my March 27 testimony before your
committee you asked that I submit a response for the record on the question of
whether or not the insurance which the associations endorse for their members
covers long-term nursing home and intermediate care services.

The associations sponsor through their group health insurance several health care
plans that include among their benefits long-term nursing home care. However,
these covered services are limited to the skilled nursing level of care. Moreover, the
facility which provides for the services must be Medicare approved or must meet
certain other tests indicating a capability of meeting skilled nursing care standards.
The exclusions under the plans include sickness or injury caused by acts of war,
care for mental, psychoneurotic or personality disorders and a 3 month pre-existing
conditions clause.

Although one of the Elans does not require a prior hospital stay, the others state
that the insured must have been confined in a qualified hospital for at least three
days for covered sickness or injury during each benefit period. Also, the insured
must enter the skilled nursing facility for the same or related cause for which he
was hospitalized and do so within 14 days after leaving the hospital. Finally, the
confinement must have been recommended by a ]i‘hysician.

The associations endorse these plans because they are convinced that these plans
are among the best available in the private health insurance market place. Al-
though with one exception these plans require prior hospitalization before payment
can made for skilled nursing home services, that fact should not obscure the
point made in the testimony before your committee—~namely, that the entire struc-
ture of the health care industry and third-party payment mechanisms both public
and private tend, in the first instance, to push persons into the hospital and thus
into the most expensive level of care. Unfortunately, that is the way public and
private programs are designed and the hospital is the place where patients must go
first if third-party payors are to be called upon to pay for the care received.

As we at the associations see it, S. 350, the Catastrophic Health Insurance and
Medical Assistance Reform Act would, because it focuses its financial protection
primarily on catastrophic illness treated in the in-patient, acute care hospital set-
ting, have the effect of making even more powerful the incentives that push pa-
tients into hospitals, cause hospitals to ate their costs as they add new beds,
equipment and personnel, and absorb even more of the nation's scarce health care
financial resources to the detriment of the promotion of less costly means of deliver-
ing needed services. At the same time, the elderly, for whom the major cause of
tinancial catastrophy is the cost of long-term care services needed for the treatment
of chronic illness, will still have to rely on their own resources to cover these kinds
of costs which the current structure of government programs and third party
payment mechanisms does not meet.

Sincerely,
James M. HAckiNg,
Assistant Legislative Counsel.

The CHAIRMAN. Thank you.
[The prepared statement of Mr. Hacking follows:]

STATEMENT OF JAMES M. HACKING FOR THE NATIONAL RETIRED TEACHERS
ASSOCIATION AND AMERICAN ASSOCIATION OF RETIRED PERSONS

Mr. Chairman, I am James M. Hacking, Assistant Legislative Counsel for the 12.3
million member National Retired Teachers Association/American Association of
Retired Persons. I am accompanied today by Ralph W. Borsodi, one of our Associ-
ations’ consulting economists and Laurie A. Fiori, one of our Legislative Representa-
tives. We appreciate having this opportunity to address the legislative progosa] that
is the subject of these hearings—the Catastrophic Health Insurance and Medical
Assistance Reform Act of 1979.

The Associations recognize that the elderly have a vital interest in securing
protection against the costs of catastmﬁhic illness, and in upgrading and “federaliz-
ing” the Medicaid program. While the elderly have a far higher incidence of
illness—especially chronic and long term illness—than any other population group,
they are least able to afford the high costs associated with such illness. Per capita
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health care spending in fiscal 1977 for the elderly was $1,745, more than 2 %2 times
that for persons under the age of 65. These statistics, when juxtaposed with income
statistics which show that elderly family units have roughly one-half the median
income of their younger counterparts, demonstrate just how vulnerable the aged are
to high medical costs.

In view of these factors, S. 350 is, at first blush, appealing. In addition, because it
is a relatively modest proposal in terms of its initial cost and in terms of the health
care financial protection it would attempt to provide, its legislative prospects are
better than those of more ambitious, competing proposals and that fact adds a
measure of lustre to its appeal. Given these considerations and our Associations own
pragmatic approach to obtaining legislation of benefit to the elderly, one would
expect us to join with some enthusiasm in support of it. Indeed, when this l?isla-
tion was first conceived 6 years ago we might have been naive enough to do so.
However, we cannot do so now. What stops us—and stops us cold—is the recognition
that the fruits of this legislation will be poison.

We now know enough about the incentives that exist in the health sector of the
economy—the very incentives that are causing the explosion in health care costs
and creating the need for financial help in the first place—to know that enactment
of S. 350 would simply cause providers, and especially hospitals, to escalate costs at
even more rapid rates. This will, in turn, cause the amount of gross national
product (GNP) allocated to medical care and especially to the hospital component of
medical care to escalate along with the costs of government programs, including the
one under consideration, and out-of-pocket expenditures by the elderly. In short, S.
350 will create more ‘‘catastrophic illnesses” than anyone here today ever dreamed
possible. Although protecting persons from ruinous health care costs is a laudable
objective, this legislation, because it would do nothing to alter or reverse existing
economic incentives in the health industry but would simply build on them and
make them even more powerful would simply make matters worse. Those on this
Committee who are concerned about federal budget deficits and spiraling inflation
in this country ought to think seriously about the economic and health care cost
consequences that this legislation will have. We think they will be truly catastroph-
ic.

We urge the members of this Committee to consider the historical experience of
the Medicare program and that of the elderly under that program. In 1967, the

rogram’s first full year of operation, the average health bill for an aged person was
§532. Medicare paid for 31.2 percent ofthat. By 1977, the average bill had increased
to $1,738 of which Medicare picked up 43 percent. The program had assumed over
the period 11 percent more of the tab, but in the meantime, the health bill had
more than tripled. It should come as no suprise that the elderly are spending more
out-of-pocket in real dollars for health care now than they did before Medicare.

We have no doubt that Medicare greatly increased the access of the elderly to
health care when it was first implemented. However, Congress was overly generous
to health care providers when it determined the method under which providers,
especially hospitals would be reimbursed. The “reasonable cost” formula for reim-
bursement disregarded the procurement safeguards of the federal government,
dating back to the colonial days. Cost-plus reimbursement procurement without
renegotiation has proved to be a blank check to hospitals.

Hospital costs prior to Medicare and Medicaid had already demonstrated a pro-
nounced tendency to rise at rates higher than prices in general. Between 1950 and
1965 the Consumer Price Index (CPI) showed an increase in the costs of semi-private
hospital rooms of 2 2 times, whereas the general level of prices rose over the same

riod only by one-third. The federal government’s method of reimbursing costs by

lank checic to the hospital providers under Medicare simply added gasoline to the
older inflationary fires. Third party payments now make up 93 percent of the
income of hospitals. Under third party payment frocedures, the patient, the govern-
ment and the private insurance company all fail to raise any kind of a resiraining
hand against rising costs. Indeed, the government has been using as intermediaries
for their disbursements the same insurance companies that are doing private busi-
ness with the ];lroviders; th:se intermediaries have no incentive to be tough with the
providers for the purpose of conserving public funds. Although the organization and
purpose of hospitals may greatly vary, most were organizeg to serve communities
rather than to exist as carefully run businesses. The consequences of pouring money
into hospitals under these circumstances should not surprise anyone.

Since 1973, our Associations have been pressing for reforms in the methods under
which the federal government reimburses hospital care. We have also been working
to restructure what has been called the delivery system of the health care industry.
That delivery system is overly centered on the acute-care hospital.
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Our Associations strongly believe that the preferable way to control the rise of
hospital costs over the long term is to create a variety of health care facilities
throughout the urban and rural areas of the country so that the demand on acute-
care, high-cost, in-patient hoepital facilities is greatl{ lessened. The promotion of
health maintenance organizations, intermediate and long-term care facilities, com-
munity health centers, smaller clinics of all kinds, and home health care should
tend to lower costs h'y creating alternatives to highly specialized care in the acute-
care hospitals. The fact that hospitals are not competitive does not preclude the
fostering of competition in the health sector of the economy as the ultimate means
of dampening inflation. The t of competition we have in mind is the product
competition that would result from eneom#ing the growth and expansion of alter-
natives to costly in-patient hospital care. We recognize that there will never be an
orderly, competitive market for health care, but the promotion of a variety of health
care facilities can only tend to take price pressure off hospitals with respect to in-
patient and out-patient facilities. At the same time, these varied facilities would
tend to complement the differing health care needs of the elderly and other age
groups in the population.

Unfortunately, since Phase IV controls expired in 1974, there has been little
change in the nation’s dependence on the hospital as the keystone of its health
structure, and with the exception of mandatory cost control initiatives in some nine
states, reimbursement reform remains largely a matter of debate. If the pro%ram
that S. 350 contemplates is simply superim on the existing structure of the
health industry, even more of our limited financial resources will flow into acute
care, hospital facilities, leaving little or nothing for the promotion of less costly
alternatives such as home health services and ambulatory care facilities that could
help accommodate the presently unmet health care needs of the elderly and enable
them to remain active in the community and out of institutions.

While our Associations support the idea that all persons, and especially the
elderly, ought to be protected against the financial costs of catastrophic illness, any
program that undertakes to achieve that goal must come as part of a comprehensive
national health program that undertakes to contro! costs, restructure completely
the health care industry, alter the existin%vi}::oentives and make medical care
services available in a cost-effective manner. ile it may be argued that the total
cost of S. 350, if enacted this year would be far less than the cost of any national
health insurance program, the cost of providing catastrophic protection under S. 350
would inevitably exceed the cost of providing the same protection under the kind of
NHI program that we have in mind.

Because of the economic consequences that S. 350 would inevitably entail, the
NRTA and the AARP choose not to support it. However, because we recognize that
this proposal does have some surface appeal and some important political support, I
have appended to this statement a detailed and constructive analysis of its provi-
sions.

This concludes my statement. I thank the Committee for having had this opportu-
nity to present the Associations’ views.

APPENDIX—THE ANALYSIS OF THE CATASTROPHIC HEALTH INSURANCE AND MEDICAL
AssisTANCE RerorM Act or 1979

THE CATASTROPHIC HEALTH INSURANCE PROGRAM (TITLE 1 OF S. 350)

A. Benefit scope

The catastrophic plan would basically cover the same t of services currently
covered under Medicare subject, however, to a 60-day deductible for hospital serv-
ices and a $2,000 deductible for medical services. Covered hospital services would
include inpatient hospital care, post-hospital extended care services, and home
health services. The catastrophic plan's medical services would include medical,
physician and other health services (as defined under Medicare), home health serv-
ices, outpatient physical therapy and rural health clinic services.

The major improvements over Medicare Part A coverage of the above services are
that the catastrophic plan contains no limitations on hospital stays or home health
visits and no payment of deductibles or coinsurance charges for covered services:
would be required. The catastrophic plan would also cover the full amount of
hospital charges after the 60th daar. whereas Medicare subjects the beneficiary to a
coinsurance amount (currently $40) at that point and ceases coverage with the 90th
da%pnless the lifetime reserve of 60 days is used.

ith respect to Medicare Part B, the $60 deductible as well as the total cost of
medical services—that part which is reimbursed by Part B Medicare, that part
which is not (representing out-of-pocket costs or costs paid by private insurance) and
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coinsurance amounts paid by the Medicare beneficiary—would all be counted
toward the $2,000 deductible. Once the $2,000 deductible is met, the catastrophic
plan would pay the full amount of reasonable medical charges (rather than 80

rcent as under Medicare) and the costs of all home health visits (rather than
imited to 100 visits annually as under Medicare).

In general the catastrophic plan’s benefit coverage seems to mesh well with
Medicare’s benefit structure in that it begins coverage where Medicare Part A
begins charging coinsurance amounts and pays the full amount of reasonable
charges under Part B once the $2,000 deductible is met. In all instances, except for
post-hospital extended care, the catastrophic plan would be the primary payor.

Despite the expanded coverage offered by the catastrophic plan, one of its more
serious flaws lies in the fact that its coverage is limited only to the categories of
benefits covered under Medicare and only expenses for these covered services are
countable toward the deductible. This limited coverage ignores many essential bene-
fit areas where the elderly’s exs)enditures can be extremely high, such as prescrip-
tion drugs, dental services, eyeg , hearing aids, and homemaker/chore services.
{We note that coverage of mental health services is somewhat expanded; however, it
is unfortunate and discriminatory that mental health expenses in excess of $500 are
not counted toward the $2,000 deductible.)

In addition, the catastrophic plan would not address the escalating problem of

hysicians refusing to accept assignment (the rate of assignment acceptance under

edicare has dropped to below 50 percent). The “reasonable charge’ method of
reimbursement used under Medicare would be utilized by the catastrophic plan for
payment purposes. This procedure would result in many elderly persons continuing
to incur sizeable out-of-pocket expenses which the catastrophic plan would not
reimburse.

Another serious benefit gap that requires comment relates to the catastrophic
plan's extremely limited coverage of skilled nursing home care. This virtual non-
coverage of long-term care services makes the ‘“‘catastrophic” plan something of a
mirage for a large number of elderly. The lack of a well-designed long-term care
system that encompasses both health and social service is, without question, the
greatest deficiency in the present health delivery structure and the catastrophic
plan perpetuates this deficiency.

This problem cannot be ignored much longer in light of the dramatic increase we
are experiencing in the numbers of older and old-old (or frail) elderly. The implica-
tions of this demographic shift for long-term care policy is significant since the
elderly have the highest incidence of functional disability. Not only is the demand
for long-term care services going to increase rapidly, but current demand is not
even being met. Of the 8 million persons estimated to be functionally dependent in
1975—that is, in need of assistance with daily activities such as eating, bathing,
etc.—only 2.3 million received long-term care services under government programs.

Medicare and Medicaid pick up very little of the elderly’s long-term care bill and
the catastrophic plan would basically continue this non-coverage. Over half of
nursing home costs in 1975 were paid from private sources; 44 percent of these costs
were paid out-of-pocket rather than by insurance or philanthropy. While half of the
elderly families had incomes of less than $8,721 in 1976, the average annual cost of
a nursing home stay was $8,774. In 1977, the elderly represented 85 percent of all
nursing home residents. It is obvious from these statistics that nursing home care is
the main cause of “catastrophic” expenses for the elderly. This situation forces the
elderly to deplete their resources or “spend down” (impoverish themselves) to
become eligible for Medicaid nursing home assistance.

While it is clear that further delay in dealing with the issues of providing,
coordinating and financing a comprehensive long-term care program ought not to be
tolerated, the financial difficulties faced by the Medicare/ icaid program have
been inhibiting any significant expansion of long-term services. The estimated costs
of a long-term care program are being driven up by high rates of inflation, emerging
demographic trends, and increased utilization of services. The combined effect of
these factors has more than doubled total (government and private) spending for
{%xé%-wrm care from approximately $11 billion in 1975 to an estimated $28 billion in

Nevertheless, further delay in setting up and gradually implementing a rational,
coordinated long-term care framework is seriously compounding the already serious
financing problem because current government programs are strongly biased in
favor of institutional (nursing home) care. Less than 10 percent of pnbﬁc funds go
for home-based services. There is a large unmet need for community-based services,
such as sheltered living arrangements, con efate housing, and homemaker/home
health care. If all these services were available, the CBO estimates that 20 to 40
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percent of the present nursing home population could be cared for at less intensive
and, we believe, less expensive levels of care. .

The findings of a recent GAO study confirm that, until older persons become
extremely impaired, the cost of nursing home care exceeds the cost of home health
care, A recent Levinson Policy Institute report funded by the NRTA/AARP Andrus
Foundation examined the costs of diverting nursing home patients to home care and
found that 16 to 38 percent of the 50 patients studied could be cared for at home
n;lore ec‘:iheaply than in the institutions to which the patients were actually dis-
charged.

The catastrophic plan, while not covering most of the ‘“catastrophic” costs of
skilled nursing care, would somewhat expand coverage of home health visits by
imposing no limitation on these visits once deductibles are met. Although the
catastrophic plan does not cover the full array of home health services needed (such
as homemaker/chore services) and requires prior hospitalization as under Medicare,
our Associations consider removal of this limit to be a step in the right direction.

With respect to the details of ]&ost-hos?ital extended care services, we understand
the catastrophic plan retains Medicare's 100 dag limitation imposed per benefit
period. If the beneficiary is eligible for Medicare Part A coverage of these services,
then the catastrophic plan does not pay benefits. What is left unclear, however, is
whether the catastrophic %lan would cover Medicare’s coinsurance charges im
for the 21st through 100th day of care. Also unclear is whether the catastrophic
plan will cover for each calendar year the costs of 100 days of skilled care (which
occurs after Medicare's Part A 100-day limit on skilled care is reached). Our Associ-
ations hope payment of Medicare coinsurance charges and coverage of 100 days per
calendar year are intended by the catastrophic plan.

B. Financing

Our Associations have some concern with financing the cost of the catastrophic
plan through a 1 percent tax on the payroll of employers and self-employment
income, This tax is likely to be inflationary and could dampen employment at a
time when the economy would not be able to sustain such pressures. Most econo-
mists agree increased taxes imposed on payroll are usually shifted forward or
backward in some combination of higher prices or lower wages. In addition, a
payroll tax is a direct tax on employment and therefore, could have the adverse
eftect of increasing unemployment rates.

For these reasons, our Associations believe it is unwise to levy a payroli tax at a
time when reducing inflation and unemployment are priority economic goals. We
note that general revenues will be used to defray partially the costs of the cata-
strophic plan through an income tax credit equal to 50 percent of the employer’s
payroll contribution. This scheme of offsetting increased payroll taxes with de-
creased income tax liability will not mitigate the adverse economic consequences of
a new payroll tax. In our opinion, an economically more wise source of financing
would be a direct use of general revenues.

With respect to some of the catastrophic plan’s specific financing provisions, our
Associations are pleased to see the creation of a contingency reserve and the
provision for alternative financing to assure prompt payment of benefits. We also
note that the Secreta%aof HEW has the discretion to request appropriations be
made to the Federal Catastrophic Health Insurance Fumf out of general
revenues for catastrophic benefits paid to individuals who would have otherwise
been eligible to receive benefits under Medicare and Medicaid. We recognize that
this could lead to a very limited use of general revenue funds for the catastrophic
plan, showed the HEW Secretary exercise his authority and the Congress agree to
make such appropriations.

THE MEDICAL ASSISTANCE PLAN (TITLE II OF S. 350)

Title I of S. 350 proposes to replace the Medicaid Pro’gram with a uniform
national program of medical benefits for low-income persons financed out of general
revenues and state %ovemment contributions. Such a federalization of Medicaid has
been sorely needed for many years to equalize the many state-to-state disparities in
eligibility criteria and benefit coverage. The elderly poor would undoubtetfl?rn benefit
a great deal from this proposal.

. The increased costs of this new Medical Assistance Program are expected to be
high (nearly $15 billion) with the federal government bearing largely all the in-
creased costs and using current Medicare reimbursement procedures to establish
benefit payment levels. Again, our Associations question the advisability of adding
significantly to the current health care benefit structure without first, or at the
same time, reforming the content and financing of that structure so that it is made
more cost-effective.
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The provisions governing eligibility for the Medical Assistance Plan are a signifi-
cant improvement over the existing Medicaid Program's varying eligibility stand-
ards which often cause an uneven distribution of health care protection to low-
income persons. We are pleased with the assurance that no one presently eligible
for Medicaid would lose entitlement because of the new program.

Our Associations suggest, however, that the annual income standards used to
determine eligibility should be automatically indexed according to annual rises in
the CPI. The spend-down provision which permits low-income persons to reduce
their income by amounts spent for medical care is also an important feature.

Benefits available under the Medical Assistance Plan seem to mesh well with the
deductible under Medicare and the catastrophic Julan. Payment of the elderly’'s Part
B premium as well as Part A deductible and coinsurance amounts under the
Medical Assistant Plan is important. The $3 copayment requirement with respect to
the first ten physician visits is minimal in amount and is apparently designed to
restrain excessive utilization of such services. While such a copayment structure
may be acceptable, the “special copayment’’ imposed on persons residing in a long
term care facility for more than 60 days is confiscatory in nature and difficult to
justify, especially in light of the fact that an individual institutionalized for a lon
period of time may still find it necessary to maintain a home, if not for himself,
then at least for his family. Moreover, the income which would be confiscated (an
amount equal to the patient’s monthly income minus $50), would include social
security benefits, railroad retirement payments and various other forms of retire-
ment income which the individual receives as a matter of right.

Our Associations are pleased to see that states will be encouraged to supplement
the basic medical assistance plan services by having the federal government share
half of the cost of providini optional services such as drugs, dental services, etc.
However, we do not agree that this federal cost-sharing should be limited to only
those optional benefits which the states were providing prior to the effective date of
the new progran. This restriction would curtail state expansion of many necessary
health benefits and, furthermore, would do nothing to help reverse the more recent
trend of states cutting back on Medicaid benefits due to mounting fiscal pressures
and escalating medical costs.

The CHAIRMAN. The committee will stand in recess.

[Whereupon, at 12:50 a.m., the committee recessed, to reconvene
at the call of the Chair.]



CATASTROPHIC HEALTH INSURANCE AND
MEDICAL ASSISTANCE REFORM

WEDNESDAY, MARCH 28, 1979

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 10:05 a.m. in room
2221, Dirksen Senate Office Building, Hon. Russell B. Long, chair-
man of the committee, presiding.

Present: Senators Long, Talmadge, Ribicoff, Byrd of Virginia,
Bentsen, Bradley, Dole, Danforth, Heinz, and Durenberger.

The CHAIRMAN. The committee will come to order.

Let me point out a couple of things. Under the rule, witnesses
are expected to have their statements to us at least 24 hours before
they make it. That gives Senators, also our staff members, a
chance to read and study these statements before the witnesses
make them, and I would like to urge that, hereafter, that witnesses
try to comply with that 24-hour rule.

We will try to cooperate if we can, but they should comply, if it
can be done. .

We will be operating under a 10-minute rule this morning, which
means that the witness will have 10 minutes to make his or her
statement. Thereafter each Senator can interrogate the witness for
10 minutes if he wishes to do so.

We will call as our first witness, Mr. James A. Lane, on behalf of
tllae Group Health Association of America. You are recognized for

minutes.

STATEMENT OF JAMES A. LANE, ESQ., ON BEHALF OF THE
GROUP HEALTH ASSOCIATION OF AMERICA

Mr. LaNe. Thank you, Senators and Mr. Chairmen, members of
the committee, my name is Jim Lane, representing the Group
Health Association of America, which is the national association of
prepaid group programs now popular, called group health mainte-
nance organizations, HMO’s. I am also vice president and counsel
of Kaiser Foundation health plan.

The catastrophic health insurance features in the bills you are
considering do not fill that function well. Many persons who do not
belong to an HMO or do not have hospital insurance would have to
spend $15,000 to $18,000 before they could receive any hospital
benefits under these proposals.

That is a conservative estimate. Many cases would run higher
than that.

(389)
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Having to spend this amount can be a financial catastrophe for
many low and middle income persons and could force many of
them into bankrupfﬁr or require them to heavily mortgage their
future, or apply for Medicaid long before they are eligible for these
catastrophic benefits. On the other hand, many high income per-
sons could pay such amounts with little problem, even if they had
no health care coverage, which would be unusual.

The deductible for medical and other health services is only
$2,000 which is relatively low, especially when compared to the
hospital deductible. Once the deductible has been reached, there is
no cost sharing. All future medical services are fully covered, even
though they are routine, and without regard to whether services
are provided through an HMO or merely insured.

This disparity in coverage for hospital and medical services may
lead many persons and groups to consider seriougf self-insurance
for medical services while continuing their hospital coverage. This
would result in a pattern of hospitalizing patients in order to
obtain insurance coverage for procedures which could be done on
an outpatient basis. ,

The provisions of these bills are not catastrophic health insur-
ance, they constitute a major medical insurance program with a
reasonably high deductible for medical services, an exceptionally
high deductible for hospital services and no coinsurance for either.
They do not make sense as a health insurance contract.

I doubt if many contracts like this are sold in this country.

From a public policy viewpoint, the financing is regressive. It is
based on the social security tax system which is considered regres-
sive by most experts. In addition, for moderate-income and high-
income persons, the tax credit should cover the entire cost of the
coverage. However, for low-income gzrsons and employers of such
persons, the tax credit will usually be less, and often substantially
less, than the cost of coverage.

Thus, low-income persons and employers of such perscns may not
be able to afford coverage and will be covered under the public
program. The irony is that they will pay taxes toward the public
program and have no better coverage than wealthy persons who
pay no taxes because they have no earned income.

e bills rely upon the private sector to a great extent and thus
do not attempt to establish a public program for persons who are
already covered by private carriers. However, there are two nota-
ble exceptions: Provision for health maintenance organizations
which I will discuss later, and provision for medicare beneficiaries
who have private supplemental coverage.

With the exception of those who are employed or self-employed,
medicare beneficiaries will be covered by the public program, even
though many of them, including those who are memgers of HMO’s
have comprehensive supplemental coverage. These persons should
be allowed to continue their coverage and not be forced into the
public program.

This_can be accomplished by having the actuarial committee
determine the actuarial value of coverage for persons with medi-
care and paying that amount to qualified HMO’s and carriers
which provide certified health insurance policies on behalf of medi-
care beneficiaries whom they cover.

<
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This objective would be accomplished by our proposed amend-
ments three and four.

In addition, I have a comment on title XIX. We have no position
on the federalization of medicaid. I personally think there are some
policy reasons for sugporting such a change.

However, we do have a position of requirinf payment under
medicaid on the basis of section 1876 of the Social Security Act. We
are opposed to that provision. We do not think it is appropriate for
medicaid, to payers. Even the new provision which will be proposed
by the administration in the near future does not appear to be
appropriate.’

nder Secretary Champion has requested that we develop an
appropriate payment provision for HMQ’s under medicaid. We are
in the process of developing that and will submit it to this commit-
tee in the future.

From a health policy viewpoint, the bills present a number of
problems. So called catastrpohic only coverage, without underlying
basic coverage, is likely to contribute to inflation in health care
costs and to cause undtxe investment of health care resources in
esoteric, expensive services that will benefit very few people.

There is a risk that this could result in pulling resources away
from primary care which could affect the health care of large
numbers of Americans.

As I have indicated, these bills may distort coverage and health
care services toward increased hospital utilization. This could
result because of the disparity between hospital and medical care
coverage. This is not a desirable outcome from a health policy
viewpoint and should be avoided.

Finally, the bills do not contain adequate provisions for HMO’s
and their members. I want to stress, qualified HMO's and all other
HMO'’s provide coverage substantially more comprehensive than
that provided in this bill with practically no deductibles or coinsur-
ance feature and only moderate copayments. This is a serious
omission.

Section 1504(b) does provide for comprehensive prepaid group
practice plans, but it does so in the context of health insurers. Also
it is in the section relating to certified health insurance plans, not
in ettihtz section relating to plans which are to be approved for tax
credits.

HMO'’s are not health insurers and health insurance rules and
regulations cannot be appropriately applied to them. They are now
governed by the Secretary under a complex set of rules and regula-
tions promulgated pursuant to the HMO Act and its amendments.
There is no need to require the Secretary to apply health insurance
rules on top of the rules he now applies to ujified HMO’s. Our
amendments one and two would solve this problem.

Thus, GHAA concludes that these bills should not be enacted in
their present form because:

One, they will result in low-income persons subsidizing major
medical coverage for high-income persons;

Two, they may distort health care delivery toward increased
hospitalization and esoteric, expensive services; and

ree, they do not contain adequate provision for qualified
HMO'’s and their members.
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Thank you very much.
[The attachment to Mr. Lane’s statement follows:]

N AMENDMENTS TO S. 351

1. Add § 2122( to read: .

“(f) Notwithstanding the other provisions of this section, a )ﬁlan offered by a
health maintenance organization qualified pursuant to title XIII of the Public
Health Service Act shall be approved by the Secretary for purposes of this title.

2. Amend § 2123(bX3) to read:

“(3) Such table of values developed by the Secretary shall be made available to all
carriers who offer catastrophic health insurance plans approved under section 2122,
to health maintenance organizations qualified pursuant to title XIII of the Public
Health Service Act and to all other interested persons.

3. Amend § 2124(dX2) to read:

*(2) Such table of values shall establish, for each State, the actuarial value of one
year’s catastrophic health insurance coverage for an individual not entitled to
benefits under title XVIII and individuals entitled to benefits under title XVIII,
depending upon the benefits to which they are entitled, as estimated for the calen-
dar year for which such table of values is to be in effect, and shall be designed (with
the use of the table of adjustment factors) to enable employers, carriers, and others
involved with plans approved under section 2122 to determine the actuarial value of
the catastrophic health insurance coverage provided under any such plan.

4. Add § 2125 to read:

“CATASTROPHIC INSURANCE FOR MEDICARE BENEFICIARIES”

“Sec. 2125. (a) The Secretary shall provide for participation under this title by
carriers and health maintenance organizations qualified pursuant to title XIII of the
Public Health Service Act that provide medicare supplemental plans to Medicare
beneficiaries. The Secretary shall make a monthly payment to the appropriate
carrier or health maintenance organization on behalf of each person covered under
this title who is a beneficiary under title XVIII and is covered by a health insurance
policy certified pursuant to title XV or a health maintenance organization plan
approved pursuant to title XIII of the Public Health Service Act. The payment shall
be one-twelfth of the actuarial value of one year’s catastrophic health insurance
coverage for such individual set forth in the table of values developed by the
Secretary pursuant to paragraph (bX1) of section 2123.

The CHAirMAN. Thank you.

Any questions, gentlemen? .

Senator TALMADGE. Very briefly, Mr. Chairman, we have a lot of
witn%slses here today. I want to expedite the hearings as much as
possible.

Mr. Lane, are you familiar with the report on HMO’s of the
Senate Subcommittee on Investigations?

Mr. LANE. Yes, sir.

Senator TALMADGE. Are there any of the HMO's referred to in
that report that the members of GHAA?

Mr. LANE. Yes, sir. I believe so.

Senator TALMADGE. Thank you very much.

The CHAIRMAN. Any other questions, gentlemen?

Senator RiBrcorr. No questions.

Senator BAucus. No questions.

Senator DURENBERGER. No questions.

The CHAIRMAN. Next we will call Mr. Ronald H. Brown, vice
president of the National Urban League.

Mr. BrowN? He is not here.

Then we will call the next witness, Mr. Bert Seidman, director of
the Department of Social Security and Mr. Robert McGlotten, legis-
lative representative, AFL-CIO.

He is not here.
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Then we will have to call Mr. Phil L. Aikeni‘})reeident; Ralph L.
Guenthner, chairman of the board; and Harry N. Rosenfield, Wash-
ington counsel, American Chiro%zactic Association; Mr. James E.
Reese, Jr., president and J. F. McAndrews, executive vice presi-
dent, and Gen. Joseph P. Adams, counsel, International Chiroprac-
tors Association.

We are pleased to have you.

STATEMENT OF RALPH L. GUENTHNER, DISTRICT OF COLUM.-
BIA, CHAIRMAN OF THE BOARD, AMERICAN CHIROPRACTIC
ASSOCIATION, ACCOMPANIED BY PHIL L. AIKEN, DISTRICT
OF COLUMBIA, PRESIDENT; HARRY N. ROSENFIELD, ESQ.,
WASHINGTON COUNSEL, AMERICAN CHIROPRACTIC ASSOCI-
ATION; JAMES E. REESE, JR., DISTRICT OF COLUMBIA, PRESI-
DENT; BRUCE NORDSTROM, DIRECTOR OF SPECIAL PRO-
JECTS; AND GEN. JOSEPH P. ADAMS, ESQ., COUNSEL, INTER-
NATIONAL CHIROPRACTORS ASSOCIATION

Dr. GUENTHNER. My name is Ralph Guenthner, chairman of the
board, American Chiropractic Association. I would like to introduce
to you Dr. Phil Aiken, president of the American Chiropractic
Association; Dr. James Reese, president of the International Chiro-
practors Association, and Dr. Bruce Nordstrom director of special
projects for ICA.

r. Chairman, I was not scheduled to make this presentation.
Dr. Aiken was. He has developed throat problems and has asked
me to substitute for him.

The Nation’s two national chiropractic associations, the Ameri-
can Chiropractic Association and, the International Chiropractors
Association, jointly urge this committee to include chiropractic
health care in any form of S. 350 and S. 351 which may be enacted
by the Congress. .

First, a very short statement on chiropractic itself. Chiropractic
has been licensed in all 50 States, plus the District of Columbia and
Puerto Rico, and has been incorporated in the workers’ compensa-
tion programs of all States and of the Federal Government, as well
as in the present medicare program. For your information, we
attach as an exhibit a description of the programs of the Federal
Government which have authorized chiropractic health care. In
addition, the U.S. Office of Education has officially recognized the
Council on Chiropractic Education as the authorized accrediting
agency for chiropractic colleges, on a par with accrediting agencies
for medical, nursing, engineering, law schools, and others.

The American Chiropractic Association and the International
Chiropractors Association believe that, in the public interest, a
national health plan should have the following characteristics:
First, it should be comprehensive in coverage, applicable to all of
the ple in the United States. Like the public. school system
which is available to everyone in the country, a health system
should be available to all.

Perhaps such a program may not be comprehensively initiated
immediately. It is likely that, for financial reasons, the realities of
administrative capabilities, and the need to obtain experience in
the operation of such a program, it may be wise to phase in such
comprehensive coverage incrementally as is planned under S. 350
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or S. 351. But such phased-in schedule should be set forth at the
ollllt,set. so that all may know and plan for the full coverage from
the start. ' -

Second, we urge that a national health plan under S. 350 or 351
be comprehensive in its benefits. While title I of S. 350 includes
chiropractic, title II-——Medical Assistance Plan for Low-Income
People—does not. We recommend that title I be conformed to title
I in this regard. To this end, we recommend that: (a) Section
1932(bX1) be amended by adding: “* * * (R) chiropractic services,”
and that (3) section 1932(bX1Xe) and section 1941 be amended to
include section 1861(rX5).

Otherwise low-income people would not be given the same health
care options as others, an invidious form of discrimination. _

The proposed amendments would assure achievement of Senator
Long’s objective stated when he introduced S. 350 on February 6,
1979, that “no person presently eligible for medicaid would lose
entitlement to benefits because of the new program.”

Our amendatory proposal would also provide compliance with
Senator Ribicoff's comment that “title II’s benefits would mesh
with the catastrophic program—of title II” of S. 350.

For the same reason, we urge that title III of S. 350 and title II of
S. 351 should require inclusion of chiropractic services in private
heaich insurance policies to the same degree that chiropractic is
required to be provided in title I. Otherwise there could be an
unfortunate gap harmful to the public.

If for financial reasons the Congress should decide to place a
reimbursement ceiling on benefits authorized from any category of
health provider, we urge that such ceiling be established by a
national formula at a level equivalent to the optimum provided for
such health care service under existing Federal law and regula-
tions, after consultation with appropriate professional representa-
tives. ‘

It is reasonable to suppose that the national health plan will
become the standard form of health service for the vast majority of
the American people. Therefore, it is wholly inappropriate for such
a basic health program to be limited so that it provides, in effect,
second grade health care for national health plan participants and
first grade care onl{ for those with sufficient funds to be able to
seek nonplan health care. To use education as an example, the
States provide not only elementary and secondary education but
also collegiate, university, graduate, and professional education as
a part of the State services they render to their citizens. We believe
that this same concept should ggahly to the national health plan.
The Federal program under S. or S. 351 should encompass all
the healing arts. '

However, we are aware of the financial restraints which have
concerned both Congress and the administration, especially in con-
nection with the early period of implementing a comprehensive
plan of national health. If fiscal determinations require a ceiling on
Federal reimbursement for certain health services, as is now the
case in medicare with dentistry, optometry, and chiropractic, then
we recommend that such reimbursement ceiling be (a) national in -
scope, and () at a level no less than the upper-reimbursement
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ceiling provided in existing Federal law or regulations for such
health service.

Third, the relative roles of the Federal Government and the
private health insurance industry are a matter on which we have
no special expertise and on which therefore, we shall make no
recommendations. _ o .

However, if the congressional policy decision is to retain the
program participation of the private insurance industry, then we
believe that it is necessary for the Federal Government, and not
the insurance carrier, to specify the benefits structure and the
operational rules. There are two reasons for this:

(a) Nondiscrimination against beneficiaries.—At the present time, there are wide
divergencies amonieplans offered by various carriers. However valid such a diversi-
fied system may under private auspices, it is unjustified under a national,
congresionally established system. There is no reason why some Americans should
be provided less benefits and services because they have chosen a parti¢ular carrier,
than others who have chosen another carrier, especially since all will pay the same
amounts. The benefits, the requirements and the basic pattern of health-care distri-
bution should be determined congressionally as a national decision and the carriers
should merely be administrative arms for carrying out a policy decided by"the
Congress. This should apply not only to commercial insurance carriers but also to
HMO's, the Blue Cross/Blue Shield and all other third-party providers and insurers.

() Nondiscriminatory against some health care providers.—In some instances, the
medical ‘“‘establishment” has such strong views against certain other provider
groups (including but not restricted to chiropractors, optometrists, podiatrists, and
psychologists) that they, as a matter of private monopoly, refuse to cooperate with
some of such other groups. There is no public justification whatsoever for allowing
any one private group of health-care providers to so dominate the health-care
delivery system as to discriminate against other groups (and their patients). There-
fore, whatever the administrative structure, Congress should require that all State-
licensed care providers must be included in the national heaith plan.

Fourth, when the Congress enacts a comprehensive and national
health-care delivery system, or the incremental plan under S. 350
or S. 351, it will be necessary to assure that all parts of the
country, and all segments of the population have access to the
kinds of health care providers they may wish to choose within the
system. Therefore, the education and training of all such State-
licensed health care providers—not merely those now provided for
in the current health manpower and training laws—should be
encompassed by Federal grants to their schools and tuition grants
and loans to the students, on an equal basis. Likewise, programs
for the distribution of health care providers in locales with under-
supplied health-care providers, such as the National Health Service
Corps should include all such State-licensed health care providers
and not merely the limited groups now chosen for the program.

_In this way, the American people will have a fair and reasonable
distribution of all authorized health care providers, to be available
under the national health plan at their own choice.

In this same vein, advisory committees of various kinds, and
administrative structures and operations such as PSRO’s and
EMO’s should include and provide for equal participation by all
health care providers. ,

Senator, these are some of the remarks from the prepared state-
ment that you have. If you have any questions, Dr. Reese would be
pleased to answer them. y

[The attachment to Mr. Guenthner’s statement follows:)

45-505 O - 79 - 26
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FACT SHEET ON CHIROPRACTIC

This Fact Sheet briefly describes the position of chiropractic in the health-care
delivery system of the United States.

1. STATE LICENSING AND AUTHORIZATION

a. All 50 States, plus the District of Columbia and Puerto Rico, license and
officially recognize chiropractic as a health profession.

b. All 50 States authorize chiropractic services as part of their workmen'’s compen-
sation program. ’

¢. Over three-fifths of the states, representing some 70 percent of the nation’s
population, require inclusion of chiropractic services under all commercial health
and accident policies written in those states.

d. The National Conference of Insurance Legislators adopted a mode! bill for State
health insurance programs, which defines “physician” to include doctor of chiro-
practic.

II. FEDERAL AUTHORIZATION AND RECOGNITION

A. For all Americans:

a. Medicare

b. Medicaid

¢. Vocational rehabilitation program and

d. Under the Internal Revenue Code, chiropractic health care is a ‘“medical”
deduction. .

B. Specifically for Federal employees:

a. in Federal employee health benefit programs,

b. in Federal employee workmen’s compensation, and

¢. in leave approvals for civil service excuse of illness.

C. Chiropractic Education:

a. The U.S. Office of Education, HEW, officially recngnized a chiropractic accredit-
ing agency for chiropractic colleges. .

b. To obtain a diploma as a Doctor of Chiropractic, a candidate must have 2 years
of pre-professional college education and 4 years of resident instruction at a chiro-
practic college.

c. In almost three-fifths of the States, candidates for a chiroPractic license must
qualify under the same basic science exams as required for M.D.’s.

lll)‘ Specifically for Veterans: 31 Bill of Rights covers education in chiropractic
colleges.

E. Research: As a result of Congressional action and funding of research in
chiropractic, the National Institute on Neurological Disease and Stroke held a
Workshop on “The Research Status of Spinal Manipulative Therapy,” February 2-4,
1975, opened by Dr. Donald B. Tower, Director of NINDS, and directed by Dr.
Muerag Goldstein, Director, Extramural Programs and Associate Director of
NINDS. Papers were read by leading MD’s, DO’s, DC’s and Ph.D's.

F. Miscellaneous: :

a. Under the immigration law, aliens are admitted as students in order to study
in chiropractic colleges.

b. The U.S. Public Health Service:

i(.iClassifies doctors of chiropractic among “medical specialists and practitioners,”
an

ii. Includes DC’s in its Health Manpower Source Book.

III. PRIVATE SECTOR

a. Virtually all major commercial health insurance carriers include chiropractic
in their private policies.

b. Major industrial employers, such as General Motors, have included chiropractic
in the health plan for all their own employees.

¢. Substantial numbers of major international, national and local unions include
chiropractic in their own health and welfare plans (including the railroad and
rubber unions, for example). i

The CHAIRMAN. Thank you for your statement. Are there ques-
tions, gentlemen?

Thank you very much. :

Dr. GUENTHNER. We appreciate your courtesy.
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The CHAIRMAN. I understand -that Mr. Brown of the Urban
League has arrived.

STATEMENT OF RONALD H. BROWN, VICE PRESIDENT,
NATIONAL URBAN LEAGUE, INC.

Mr. BRowN. Thank you very much, Mr. Chairman and members
of the committee. I am Ronald H. Brown, vice president for Wash-
ington operations of the National Urban League. We, of course,
welcome the opportunity to present our views on this legislation.
You have a full copy of our statement. I will attempt to summarize
it in accord with the groundrules laid by the committee.

At the outset, let me say that the National Urban League at the
present time is opposed to the initiatives of S. 350 which amends
the Social Security Act and provides for catastrophic health insur-
ance and is npposed to the initiatives of S. 351 which provides only
limited health services and, we believe, detracts from a much
needed, broader health reform system.

As Vernon E. Jordun, Jr., president of the National Urban
League, testified before the Subcommittee on Health on October 13,
1978, the National Urban League feels very strongly that a nation-
al health plan which includes universal and comprehensive medi-
cal coverage for all is the only hope for most poor people and
particularly for the minority poor in their struggle to enjoy a
healthy life.

Today, our testimony will be primarily directed toward the ini-
tiatives proposed in S. 351, although there is an admitted need to
reform the existing medicaid and medicare programs to include
some of the approaches outlined in S. 350. Both programs, as the
two major vehicles for financing health care to the poor, contain
defects which have caused many of us to seek even mgre forcefully
a national health insurance program.

Needless to say, much of the congressional action focuses not on
the reform effort but on the g oposal to provide catastrophic insur-
ance coverage as outlined in S. 351.

The National Urban League believes that a comprehensive na-
tional health program is absolutely essential. Millions of Ameri-
cans do not receive needed health care services either because they
are too poor to afford the costs, or because they live in areas where
medical services are not readily available.

These problems are especially acute for the poor, for members of
minority groups, and for the elderly. Indices of health care and
health status are constant reminders to us that the conditions of
the poor, a disproportionate number of whom are black Americans,
is indeed tragic.

The League believes that part of the answer to the problems of
health care of minorities and of the poor lies in a comprehensive
health insurance program, not in catastrophic health care cover-

age.

If, as Senator Long has stated, truly comprehensive legislation
cannot be expected over the next several years, then any new
health legislation which is enacted must be designed to have the
widest possible impact on that part of the population with the
greatest risk and with the poorest general health.
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Such legislation should involve a shift in focus from the present
emphasis which now, No. 15 discourages periodic checkups and
health reviews; two, encourages longer term hospitalization; and
three, provides overemphasis on hospital-based specialty care.

Experience has shown us that proper medical treatment has
followed the focus of the health dollar. Extended hospital stays and
higher medical bills seem to be almost predestined. :

What must be realized is that catastrophic health insurance does
nothing to increase access or to improve the quality of health care
for those in our Nation who have the lowest health status and who
experience the greatest health risk.

Although medicare and medicaid have improved the health
status of many poor and minority citizens, some 8 million persons
below the poverty line are not covered by any form of medical
assistance. In addition, nearly 45 million Americans, 1 in 5 people
in this Nation, have either no health insurance or totally inad-
equate coverage.

Twenty-six million persons have neither health insurance nor
access to free care through VA or public health service. Another 37
million Americans, again low-income workers with either no, or
with inadequate, health insurance may not receive needed medical
services at all because they cannot afford them.

At the same time, health care costs continue to rise faster than
any perceived benefits of increased health or life expectancy. Ad-
mittedly, catastrophic health coverage as provided in S. 351 will
reduce the financial burden costs by indefinitely rising higher costs
for seriously debilitating illnesses for some, but for the poor, the
disadvantaged and low wage earners, it will have limited impact.

The bill seems more to be decigned as a supplement to the
broader private insurance health plans than as a health costs relief
mechanism. It seems to provide, for the most part, as much relief
for the private health insurance industry as it does for the private
insurance purchaser. '

Clearly, the passage of S. 351 will remove much of the pressure
on private plans to expand coverage and to more closely monitor
expenditures. It is unfortunate that, with so many receiving little
or no health care, and with the need to focus on preventative and
comprehensive health care for the poor, that we are now concen-
trating on a health insurance plan which is so limited and which is
designed in reality, we believe, to serve only a small segment of the
pogulation.

he catastroghic health insurance plan as proposed would not
meet the health care needs of the majority of the population and
would further serve as a barrier to the attainment of comprehen-
sive health care, garticularl for those who most need it.

We all know that most illnesses can be catastrophic to the Na-
tion’s poor, low-wage, and middle-wage earners. These individuals
and families are financially wiped out long before the $2,000 or

“‘,$3;20(T'60-d?§y*qualffying conditions of S. 351 coverage have been
met.

Although catastrophic health may appear to be a good measure
for some people, the National Urban l;::ague does not believe it
g\efittsi‘ the needs of those who are most in need of improvement in

ealth care.
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Catastrophic health insurance we believe will divert public atten-
tion from serious consideration of a comprehensive national health
insurance program on the theory that the most serious problems
are being dealt with by providing coverage for catastrophic costs,
while in actuality it will fail to deal with better access to health
care. By leaving the present delivery system intact, catastrophic
health infurance will accelerate the current acceleration of health
care costs by adding two incentives for very expensive health care
and disincentives for the most cost-effective preventive and ambu-
latory care.

Catastrophic health insurance will provide no incentive for an
equitable distribution of general practitioner services or for general
care facilities, but will reinforce the trends toward greater concen-
tration of specialty practitioners.

Catastrophic health insurance will require a low-income person
to pay in part for a program whose principal benefactors will be
the nonpoor. Catastrophic health insurance will do little or nothing
to provide protection against the expensive long-term care and
excludes outpatient care, drugs, and other general health care
services.

In conclusion, Mr. Chairman and members of this committee, the
National Urban League strongly urges this committee to recognize
and seriously consider that this country needs a plan that will
attend to the health care needs of all Americans. We must not
concentrate our efforts on catastrophic health care, but look to the
prevention and early detection of health problems to keep and
maintain healthy individuals and, as a result, combat catastrophic
illnesses, particularly for the poor and disadvantaged.

We must continue to move toward a heclth care system that will,
No. 1, increase the efficiency and fairness of health care delivery;
No. 2, allow adequate and fair distribution of benefits; No. 3, seek
to bring skyrocketing health costs under control; and, No. 4, devote
more health resources to disease prevention and health promotion.

If we are dedicated to assuring a nation of healthy individuals,
then we must work to develop a comprehensive health care plan
that incorporates medical care as well as other aspects of health
care, such as nutrition, health education, and other supporter serv-
ices.

Thank you very much, Mr. Chairman, for this opportunity to
present our views on this important piece of legislation.

The CHAIRMAN. Thank you. '

Leg me ask you, how long has the Urban League been in exist-
ence?

Mr. BRowN. Since 1910.

The CHAIRMAN. That has been a good while.

How long have thﬁy been involved in the health care issue?

Mr. BrowN. I would say since that time, as well. Our principal
focus in the early days was employment-related issues dealing with
the problems of minorities who were migrating from South to
North, but we have been involved in health-care issues of low-
income people since the early days, and certainly since the major
debate has started in this country.

The CHAIRMAN. I would like to feel that I have been involved
with these issues and directly with health care for 50 years. That is
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because I am a second generation politirian. My father was Gove:-
nor of the State of Louisiana 5" years ag. and I was just a kid at
the time. I was old enough to know what some of the issues were.
what we are talking about. He presented an idea that we ought to
be able to provide hospital care for all the poor who could not
afford it, and we had State hospitals all over Louisiana long before
the Federal Government got involved in providing care for poor
people. And they were well provided for.

I really think we are doing as well as any State in the Union,
maybe better, in reducing the death rate in those State hospitals to
where it is the same as it is in the private hospitals. There may not
be as many private rooms, but the care is on the par in terms of
the result we are achieving.

As a Senator, it has been my privilege to support medicaid which
is providing about $13 billion of Federal support for the poor and
disabled to match what States are doing, and to support medicare
to help our elderly. Together those problems are costing about $50
billion of Federal money in addition to what the States are doing.
We are doing a lot to help the so-called poor.

But a lot of people who are not poor, are poor by the time they
gﬁt through paying medical bills. I am for doing something for
them.

I am sponsoring several bills, at least one of which will put
another $14 billion on top of the $50 billion we are already spend-
ing for health care. That makes $64 billion out of a total of $180
billion. That would be over one-third of all the money that is being
spent to help provide health care. That is not counting what the
states are doing.

In addition to that, it seems to me we ought to do something for
the people who are not poor but who are paying taxes to look after
the poor. Many of these people may be poor by the time they get
through paying some very larie medical expense. It is all right
with me to drop down the threshold level, to drop it down from the
$2,000 and 60 days to a total of, let’s say, $3,000.

I look and I see private insurance is doing quite a job. They have
76 percent of people covered for major medical, but there are still
about 25 percent who are not covered. Even after you add Federal
and state health care programs, you still get a considerable per-
centage not protected. It seems to me they ought to be protected.

That is what we are talking about with catastrophic insurance.
That is what we want to get at. We want to see that everybody is
protected against catastrophe, and for the poor that you are con-
c?:rt\ed about, we want to pay all of that cost, every blessed nickel
of it.

With regard to the others, we would like to see that these insur-
ance policies do what they are supposed to do. I note that 95
percent of the hospital costs of the aged and disabled people are
being taken care of. We can do more, maybe we cannot move it up
to 100 percent for the aged and for the disabled. We think we
should try to see to it that there are more uniform policies, that
people are provided for.

. I don’t understand how you and the previous witness can come
in here and sag that these people who are paying the taxes for our
existing health care programs should not be protected against
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being wiped out by catastrophic illness. I am not talking about the
rich. I am not worried about that. They can pay for the catastroph-
ic illness, but these middle-income people who are paying taxes to
help their less fortunate neighbors, it seems to me that they ought
to be protected. I guess that is where you and I have a difference of
opinion. .

Everything I am advocating as a part of catastrophic protection
is a part of what you are advocating as a bigger program. It seems
to me in terms of priorities, when you are looking at somethin,
that a person is well able to pay for himself out of his pocket, suc
as going down to the drug store and buying himself a dozen aspirin
tab%ets, it is cheaper for him to do that for himself than the
Federal Government to do it for him.

In those areas, I think it is a mistake for us to jump into this
thing of putting another $100 billion worth of programs on the
American people where they could get a better buy by looking
after certain things for themselves.

Why should the Federal Government have to tax a citizen in
order to pay for a package of aspirin tablets?

‘Mr. BRowN. Senator Long, if I might respond, certainly we ap-
plaud many of the things that you and other members of this
committee and other Members of the Congress have done in the
area of health care and health care for poor people, and I would
like to put what you characterized as a difference of opinion into
context. We would support this as a part of a comprehensive pack-
age. I think our problem is that this debate is now going within the
context of the debate over national health insurance, which we
think that many members of this committee support also.

What we are concerned about is that in the context of this
debate, in the context of the concern about large expenditures of
taxpayers’ dollars, that, in fact, concentration on catastrophic
health care might have a detrimental effect on all of our efforts to
get national health insurance, and it is in that context that I raised
the question about catastrophic health care, not in principle.

Certainly, as part of a national health insurance package, a
comprehensive health care package that looks at the delivery of
health care services to all people, would be a very important part,
and useful part, of that legislation. We are concerned about the
kind of impact it might have on the national debate where many
Americans, we fear, might believe that, in fact, we have solved the
problem of the inequitable distribution of health care services in
this country. )

I think, Senator Long, too, you fully understand who the con-
stituency of the National Urban League is and what a tremendous
impact these decisions have on them. When you look at life expec-
tancy statistics; when you look at diseases ﬁke hypertension and
cancer; when you look at infant mortality, you might conclude, just
looking at the data, that being black in this country is dangerous
to your health, and I think the statistics, if you look at them,
would bear that out.

We are concerned acout addrescing ourselves, and having this
nation address itself, to the problems of the lack of equity in the
present health care system. Anything which keeps us from focusing
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on that we think might have a negative effect on solving those
problems.

The CHAIRMAN. Let me just make this point, now.

Your group and the coalition with whom you are associated for
the socalled cradle-to-the-grave type approach, many of them came
to me and urged me to support medicare, and I did support it. I did
not support it the first time they asked, but in due course, after we
got through with the compromises and the debates and the discus-
sions that took place, I found myself supporting it—not only sup-
porting it, I was a floor manager for it, urging other Senators to
vote for it.

At the time that we did that, we were going exactly contrary to
what your logic is now and the position that you and the American
Federation of Labor here are taking. You could have taken the
view at that point that you should not have this health insurance
for old people because it does not do anything for preventive medi-
cine, it does not help the board of health. You should not have
done anything for these poor people because it does not do every-
thing. It is not a complete answer to the problem.

Now, long before I decided I was going to be for medicare, Sena-
tor Paul H. Douglas, who was highlty respected by your organiza-
tion, and perhaps a member and, if so, one of your most highly
regarded members, said you should at least take care of people
when medical expenses wipe them out.

He was quoting that fine, old hymn, ‘“Lead Kindly, Light": “I ask
not to see the distant shore, one step enough for me.” This is
something that we ought to do.

I am not sayin%(::hat we should not do many of the other thin,
you are talking about. As far as I am concerned, I think we will do
more and more of them as time goes by.

Why should we forever have tremendous numbers of Americans
paying their taxes right now to support the poor and the aged and
the disabled in programs which many of them will never benefit
from? Why should they be denied some protection where they are
carrying the load for themselves and neighbors, and find them-
selves in a situation where they are wiped completely out?

Why should we not have a program where they get something
out of it, for a change?

Mr. BrowN. I think we should, Senator. I think most rational
people believe that we should. I think the context of the debates on
these issues have shifted somewhat since the early debate on medi-
care-medicaid. We have acknowledged that those programs have
had a significant impact on improving health care services for poor
people, but now we are in the process, Mr. Chairman, of putting
together a national health care plan, a comprehensive plan the
administration proposed when others have proposed another. The
debate is now in a different context than it was then.

It is in that context that we do have great concern about separat-
ing the issue of catastrophic health care out from the rest of the
health care problems, and acting separately on that, because we
fear, as I indicated earlier, that that will draw attention away,
draw commitment away, draw resources away, draw the debate
away, from where we think we ought to be and that is improving
the overall health care system.
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I would certainly not want to leave the impression with the
chairman or anyone else that we are opposed to dealing with the
problems that you so eloquently specified; that is, the problems of
people who just cannot afford the cost of catastrophic health care
and the kind of impact it has on them.

We would just like to have that considered in the larger context,
because we fear that the rest of the issues might well be lost in the
present climate.

The CHAIRMAN. Let me just say this. In my judgment, we are not
going to be able to find the votes to pass this comprehensive thing
you are advocating. If you cannot do that, I do not think we ought
to postpone for another 10 years doing the things that, in the
judgment of Congress, take the highest priority.

In the package that you are advocating, there is a lot of things in
there that have a sufficiently high priority in the views of most
Members of Congress that we can act. I just do not think that we
ought to be delaying that action, waiting for something that is
going to be the end of everything.

It has been my impression that most of what we do is done step
by step, finding answers to problems. Sometimes we make mis-
takes. If so, we have to back away. But basically we should progres-
sively find answers to this nation’s problems.

Senator RisicoFr. If the Senator would yield, I think one of the
problems that we have is really the national misrepresentation of
what S. 350 really is. In drawing 350, Senator Long and myself are
really deeply concerned with the problems of the disadvantaged
and the poor. In title II, for all practical purposes, it gives full
coverage to the disadvantaged and the poor. -

The poor have catastrophic problems; they are covered, and be-
cause of our reform of medicaid, making it a national program, the
poor are covered for all practical purposes for almost every illness
or any hospital stay, every representation of Long-Ribicoff, has
been a misrepresentation, because those who criticize it are very
careful to avoid mentioning what we tried to achieve and what we
believe we have achieved, Mr. Chairman, in title II.

Under the impetus of Chairman Long, I think we are finally
going to come to grips with health care and health care that will
do the job.

Are you part of the coalition now working for a change in the
Kennedy approach to the health care program?

Mr. BrRowN. We are working, Senator Ribicoff, for a comprehen-
sive health care program which has a chance of enactment.

Senator RiBiCOFF. Let me say this, Mr. Chairman. Senator Ken-
nedy talked with me about a new program that his group has
evolved. I have looked at it fairly carefully; I do not have all the
details, but I do not think that he is too far away from the Long-
Ribicoff approach.

There is a realization, my feeling is, by those who have been
through the previous Kennedy approach that it will be another ten
years before it can be achieved. I believe they, too, are seeking an
incremental approach.

You have the administration program; you have the chairman’s
program; Senator Dole and other associates have come up with a
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program; Senator Kennedy will soon unveil another program; and
it is amazing how close they are to one another.

We are in o position, my feeling is, to finally come up with a
health program that the country can afford under a system of
payment that they can take without breaking the budget. ‘

"It is my understanding that the Kennedy approach goes to cata-
strophic first. It is my understanding that the Kennedy approach is
for the administration and payment through private insurance. So,
we are finally reaching a consensus and realization of what can be,
and what cannot be. I hope, Mr. Chairman, that you would give
Senator Kennedy an opportunity to come and present his program.
My feeling is, before you are through, you are going to have a
Long-Kennedy bill that is going to do the job, and he is not too far
away from where you are, Mr. Chairman.

The CHAIRMAN. I am pleased to see—I really think that the
administration, those of us on this committee, both Republicans
and Democrats, are beginning to coalesce to a position that we are
going to do things, and that we think we are going to vote for
things we ought to do, now.

I do not think we are going to go to a point where we are going
to commit ourselves to go as far as the government of the United
Kingdom has gone, but I think we are going to take care of the
problems that we think are the most pressing to the American
people—I hope we will.

Senator Talmadge?

Senator TALMADGE. No questions.

The CHAIRMAR. Senator Baucus?

Senator Baucus. No questions.

The CHAIRMAN. Senator Bradley?

Senator BRADLEY. No questions.

The CHAIRMAN. Senator Dole?

" Senator DoLE. I was not an early bird, but I want to comment on

the statement just made by Senators Ribicoff and Senator Long. It
does appear that there is a consensus developing. I visited briefly
yesterday with Senator Kennedy to see if he would cosponsor a bill.
He did not indicate he would do that right off, but he would like an
opportunity to appear before the committee and certainly he
should have that chance. I understand they are about to complete
work on his new proposal, and it is my belief as I have said before,
that some have the headlines and some have the votes, and I think
we are in that latter category, and perhaps we can work out a
Long-Kennedy bill, or some combination, where somewhere in the
footnotes you will mention the Republican input. We can have
legislation this year.

I wanted to ask one question. In our legislation, we have some
cost-sharing arrangement. Do you agree that some cost-sharing is
appropriate? -

Mr. BrowN. Yes. I think consideration of the cost-sharing ap-
proach would be appropriate. I was thumbing through my folder
because I received a letter from you this morning, Senator Dole
w;:,th a copy of the legislation to which you refer. I have not had a
chance to review it, but I certainly think consideration of that
would be appropriate.
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I might comment further that it is impossible to have been
around Washini:m for any length of time and to be a rational
person and not be an incrementalist of some sort. I think that we
do have to think in terms of reachin%{some longterm goal.

We have favored, in the past, the Kennedy approach. We contin-
ue to favor that, but we are very helpful that there can be compro-
mises which will not adversely affect the interest of health care
delivery to low-income people and people who are not presently
receiving services, because we, too, are interested in votes. We are
interested in getting some legislation enacted that will be of benefit
to all Americans, and we would certainly support any efforts to
find that kind of solution.

Senator DoLe. I agree with that. The Kennedy approach is
changinﬁ all the time. We may end up supporting the Kennedy
approach as he keeps coming around to the middle. So the Kenne-
dy approach has been one thing one year, another thing another
year—I do not fault that. I just suggest that there is a changg
going on, and perhaps sometime this year, hopefully, there will
a consensus, not just on this committee but generally in the
Senate. I think one improvement in the chairman’s bill is the new
version which drops financing through a payroll tax.

We have just about reached the limit on payroll taxes and that
modification, I think, is in the right direction.

You indicate that you have just gotten a copy of ours. I hope that
you might comment on S. 748 and we could put your comments in
the record at the appr;:)lpriate time.

Mr. BRownN. We would be glad to do that, Senator Dole.!

- Senator DoLE. Finally, you indicate that S. 351 provides relief to
private \insurance companies. Could you explain that more fully?

We also have a provision—we tried to preserve the private
sector, where we subsidize premiums. We do not look upon that as
relief to profit companies. We look at that as recognizing the
private sector.

Mr. BrRowN. We, as you know, recognize the private sector as
well. We have strong and longterm relationships with many in the
grivate sector. We are not opposed to the private sector by defini-

ion.

We are concerned about focus and about thrust. We are con-
cerned about emphasis. We are concerned about being in an era of
overwhelming desire to control costs, that we not do things that
cause people to look away from the control of costs, because they
think there is some kind of subsidy that will keep them from
greater scrutiny. We are concerned about that kind of impact.

That was the nature of the comment in that regard.

Senator DoLe. Thank you.

Senator TALmADGE. Thank you very much, Mr. Brown. We ap-
preciate your testimo&v. -

I see that Senator Melcher of Montana has arrived. We would be
dell&ghted to hear from you now, Senator Melcher.

r. BRowN. Thank you, Senator Talmadge, and members of the
committee. :

Senator TALMADGE. Thank you.

[The prepared statement of Mr. Brown follows:]

! At presstime June 18, 1979, the material referred to had not been received by the committee.
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StATEMENT OF RoNaLD H. BROwWN thc: PRESIDENT NATIONAL URBAN LEAGUE,
NC.

SUMMARY

The National Urban League opposes S. 350, which provides for catastrophic
health insurance and opposes S. 351, which provides only limited health services
and detracts from a much needed broader health system.

Catastrophic health may appear to be a good measure for some Americans but the

e opposes it because:

(1) It will divert public attention away from a comprehensive national health
insurance program on the theory that the most serious problems are being dealt
with by coverage for catastrophic costs.

2 l)t' will accelerate the current inflation of health care costs by adding to
incentives for very expensive care and disincentives for more cost care.

(3) It will provide no incentive for an equitable distribution of general practitioner
services or for general care facilities.

(4) It will require low-income persons to pay for a program whose principal
benefactors will be the non-poor.

(5) It will do nothing to provide protection against the expense of long term care
and excludes out-patient drugs and other general health care services.

The National Urban League does support a comprehensive national health pro-

am to cover health care of the over 45 million Americans who have either no

ealth insurance or inadequate coverage. The League believes such a comprehensive
program would:

(1) Increase the efficiency and fairness of health care delivery;

(2) Allow adequate and fair distribution of benefits;

(3) Seek to bring skyrocketing health costs under control; and

(4) Devote more health resources to disease prevention and health promotion.

STATEMENT

Mr. Chairman and members of this Committee, good morning. I am Ronald H.
Brown, Vice President for Washington Operations of the National Urban League,
Inc. We welcome this opportunity to present the League’s views on Catastrophic
Health Insurance.

The National Urban League is a non-profit, community-based social service orga-
nization committed to securing equal opportunities for Black Americans. Founded
in 1910, the League has since expanded its scope to include all minority groups, and
poor and disadvantaged Americans. But its major thrust continues to be on behalf
of Black people facing problems in our nation’s cities. As a result, we are keenly
aware of the social and health problems of the poor, particularly the minority poor.

At the outset, let me state that the National Ur League is opposed to the
initiatives of S. 350, which amend the Social Security Act and ;rovxde for cata-
strophic health insurance, and is opposed to the initiatives of S. 351, which provide
only limited health services and detract from a much needed broader health system.
As Vernon E. Jordan, Jr. testified before the Subcommittee on Health, October 13,
1978, the National Urban League feels very strongly that a national health plan,
which includes universal and comprehensive medical coverage for all is the only
hope for most poor people and particularly for the minority poor in their struggle to
enjoy a healthy life.

'oday, our testimony will be primarily directed toward the initiatives proposed in
S. 351, although there is an admitted need to reform the existing Medicaid and
Medicare programs, to include some of the approaches outlined in S. 350. Both
programs, as the two major vehicles for financing health care to the poor, contain
defects which have caused many of us to seek even more forcefully, a national
health insurance program. Needless to say, much of the congressional action focuses
not on the reform efforts, but on the proposal to provide catastrophic insurance
coverage as outlined in S. 351.

The National Urban League believes that a comprehensive national health pro-

E:gn is essential. Millions of Americans do not receive needed health care, either

use they are too poor to afford the costs or because they live in areas where
medical services are not readily available. These problems are especially acute for
the poor, minorities, and the elderly. Indices of health care and health status are
constant reminders to us that the condition of the poor, a disproportionate number
of whom are Black Americans, is indeed tragic. Infant mortalitv rates are 50 to 100
percent higher in urban than rural areas and 70 percent higher icr non-whites than
whites. Life expectancy for Blacks is five years less than whites. For example, in
1976, the life expectancy was 69.7 years for a white male, 64.1 for a non-white male;
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79.3 years for a white female, 72.6 for a non-white female. These statistics are an
example of many which were included in the recent National Urban League publi-
cation, The State of Black America, 1979 (see attachment A).

Statistics notwithstanding, we all have some vague nstion of the need for such
coverage. We have some idea of what a catastrophic condition or illness is and what
it can do to any family. If any of us individually were asked to define the most
serious, and probably the most frightening of potential illnesses, cancer would
probably rank number one or two. nt studies have certainly highlighted the
disparate impact of cancer on Blacks versus white. Thoee figures have shown that
for some types of cancer, the Black rate is double, or in some instances, more than
double that of whites. The survival rate of Black with cancer is lower than that of
whites. Several reasons exist for this differential. But the most important is the lack
of early diagnosis, when prospects for a cure are best.

Cancer is but one example. The same is true of numerous other conditions and
diseases including cardiovascular disease, diabetes, disease of the liver and tubercu-
losis. Again, looking at the statistics contained in The State of Black America, 1979
(see attachments B and C) the Black/white differential is vividly made. What these
numbers do not show, however, is how many of these deaths could have been

revented by early detection of the illness, or how many were the result of accumu-

ated health problems.

The League believes that part of the answer to the problem of health care of
minorities and the r lies in a comprehensive health insurance program and not
in catastrophic health coverage. If as Senator Long has stated, truly comprehensive
legislation cannot be expected over the next several years, then any new health
legislation which is enacted must be designed to have the widest possible impact on
that part of the population with the greatest risk and with the poorest general
healtg?Such legislation should involve a shift i focus from the present emphasis
-which now, (1) discourages periodic check-ups and health reviews, (2) encourages
longer term hospitalization, and (3) provides over-emphasis on hospital-based spe-
cialty care. Experience has shown us that private medical treatment has followed
the focus of the health dollar. Extended hospital stays and higher medical bills seem
to be almost destined.

What must be realized is that catastrophic health insurance does nothing to
increase access, or to improve the quality of health care for those in our nation who
have the lowest health status and who experience the greatest health risks. Al-
though Medicare and Medicaid have improved the health status of many poor and
minority citizens, some eight million persons below the poverty line are not covered
by any form of medical assistance. In addition, nearly 45 million Americans—about
cne in five people in this nation—have either no health insurance or inadequate
coverage. Twentysix million persons have neither health insurance nor access to
free care through V.A or the Public Health Service. Another 37 million Americans,
again low-income workers with either no or with inadequate health insurance, may
not receive needed medical services at all, because they cannot afford them. At the
same time, health care costs continue to rise faster-than any perceived benefits of
increased health or life expectancy.

Admittedly, catastrophic coverage as provided in S. 851 will reduce the financial
burden caused by indefinitely nslslzg higher costs for seriously debilitating illnesses
for some; but for the poor, the disadvantaged and the low-wage earners it will have
very little impact. The bill seems more to be designed as a supplement to the
broader private insurance health plans than as a health cost relief mechanism. It
seems to provide, for the most part, as much relief for the private health insurance
industry as it does for the private insurance purchaser. Clearly, the passage of S.
351 will remove much of the pressure on the private plans to expand coverage and
to more closely monitor expenditures.

It is unfortunate that with so many receiving little or no health care and with the
need to focus on preventive and comprehensive health care for the poor, that we are
now concentrating on a health insurance plan which is so limited and which is
designed, in reality, to serve only a small segment of the population. The Cata-
strophic Health Insurance Plan as proposed, would not meet the health care needs
of the majority of the population and would further serve as a barrier to the
obtainment of comprehensive health care, particularly for those who need it most.
We all know that most illnesses can be catastroxhic to this nation’s poor, low-wage,
and middle-wage earners. These individuals and families are financially wiped out
long before the $2,000 or $3,000—60 day (‘l‘lalifying cor ditions for S. 351 coverage
has been met. Although catastrophic health may appear to be a good measure for
some people, the National Urban League opposes the eaactment of S. 351 for the
following reasons:
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(1) Catastrophic Health Insurance will divert public attention from serious consid-
eration of a comprehensive national health insurance program on the theory that
the most serious problems are being dealt with by providing coverage for cata-
strophic cost; while in actuality, it will fail to deal with better access to health care
by leaving the present delivery system intact.

We, at the National Urban League, would hope that political compromise in the
form of a less expensive insurance plan which only serves a targeted segment of the
population and which concentrates on a specific health problem will not overtake
the recognized health needs of the American people, especially of the minority poor.
There is needed, # national commitment to the development of a comprehensive
health plan to assure that all Americans have adequate health care coverage.

Though there is a real need to provide coverage for catastrophic health cost for
many American families, the Catastrophic Health Insurance in itself is not suffi-
cient to improve and maintain the overall health needs of the majority of American
citizens.

(2) Catastrophic Health Insurance wiil accelerate the current inflation of health
care costs by adding to incentives tor very expernsive care and disincentives for more
cost effective preventive and ambulats: y care.

Catastrophic Health Insurance would encourage further concentration on expen-
sive specialty services as opposed to primary care which may only partially serve
the interests of the poor, minorities, and the elderly. As a result, hospital and
medical costs would escalate as physicians raise their prices, especially for the ill
and the dying. The plan would also provide incentives for more frequent hospitaliza-
tion as tremendous pressure would be exerted to keep the patient in the hospital
until the trigger point for catastrophic coverage was reached. The absence of cost
containment features in this plan, will allow hospital and medical costs to rise even
faster than they are presently and further add to the problems of health care
financing for the poor.

(3) Catastrophic Health Insurance will provide no incentive for an equitable
distribution of general practitioner services or for general care facilities, but will
reinforce the trend towards greater concentration of specialty practitioners.

Since the major beneficiaries of catastrophic costs would be those who are able to
spend the deductible amounts, services for this health care would maldistributed.
Existing medical manpower and facilities are already so maldistributed that large
segments of the pcpulation, especially the urban poor and those in rural areas, get
virtually no care at all. Catastrophic Health Insurance will further skew manpower
away from rural and small town areas by increasing the funds available to pay
lucrative specialists in urban areas. The numerous general illnesses of individuals
often neglected in these areas will still go unmet.

(4) Catastrophic Health Insurance ill require low-income persons to pay for a
program whose principal benefactors will be the non-poor.

The plan would benefit the wealthy by establishing limits for their health cost
liability, but its deductibles of 60 hospital days and $2,000 in medical fees would be
a disaster for middle-income families and a catastrophy for lower-income families
many of whom already cannot afford primary health care coverage. Because of the
high deductibles and emphasis on major illnesses, the plan would further distort the
allocation of national health care resources away from health maintenance; early
diagnosis of disease; home health care; and other neglected aspects of the system. In
addition, the plan gives more benefits to people who already have basic coverage
and does almost nothing to help those without such coverage. Though the cost to the
governinent may be less, the cost of out-of-pocket expenses to the consumer because
of the deductibles would be much more than would be provided by a comprehensive
national health plan.

(6) Catastrophic Health Insurance will do nothing to provide protection against
- the expense of long term care and excludes outpatient drugs and other general
health care services.

Ironically, long-térm nursing home care has generally been excluded from the
catastrophic insurance plan despite the obvious need for assistance in financing
such care. This problem for persons with chronic health care needs is common
among the elderly and a major source of catastrophic costs. Though the plan
provides for home health care, like the Medicare plan, it only allows up to 100 days
of hospitalization or nursinf home care. In addition, outpatient drugs absorb signifi-
cant amounts of costs for elderly and the poor, and could account for another $3 to
$5 million of any health plan. But, to skim over these provisions for the sake of
cﬁas}:rophnc coverage alone, would seriously affect the needs of the poor and the
elderly.
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CONCLUSION

The National Urban League strongly urges this Committee to recognize and
seriously consider that this country needs a plan that will attend the health needs
of all Americans. We must not concentrate our efforts on catastrophic health care
but look to the prevention and early detection of health problems to keep and
maintain healthy individuals, and as a result, combat catastrophic illnesses, particu-
larly for the poor and disadvantaged. We must continue to move toward a health
care m which will (1) increase the efficiency and fairness of health care deliv-
ery; (2) allow adequate and fair distribution of benefits; (3) seek to bring skyrocket-
ing health costs under control; and (4) devote more health resources to disease
grevention and health promotion. If we are dedicated to ensuring a nation of

ealthi' individuals then we must work toward developi:ﬁ a comprehensive health
care plan which incorporates medical care as well as other aspects of heelth
care, i.e., nutrition, health, education, etc.

We were encouraged by the provisions of the National Health Insurance Act of
1979 which provided universal and mandatmiy coverage; comprehensive benefits;
and accessibility to the populations in need. In fact, we need to be aware that a
comprehensive program such as that embodied in that proposed National Insurance
Plan, automatically provided protection against catastrophic threats without sacri-
ficing the other essential objectives of a good sfstem.

The realities of S. 351, Catastrophic Health Insurance Plan, are to us ve? simple:

It fails to provide a health care approach which emphasizes early detection,
treatment and prevention; both of which are often unavailable to this nation’s poor
and minority populations.

. ‘Iﬁ dge:h not emphasize the overall primary health needs of poor and minority
individuals.

It is another fragmented approach to health care which is not comprehensive and
which offers no significant reform to the present system.

It will benefit the non-poor more than the poor, since the non-poor are the more
likely individuals to affo: u;agay deductible costs.

It attempts to limit federal spending by concentrating on one specific area of
health care, but does not contain cost containment factors which are sorely needed
to combat medical inflation.

Though catastrophic health insurance may be a good measure in and of itself for
some Americans, we recommend to the Congress and to this Administration that
the enactment of a comprehensive health p: would more expeditiously and
effectively deal with the current problems of health care and would have the
greatest impact on improving and maintaining the health care needs of the poor,
minorities and the elderly.

To this end, we oppose S. 351 and we continue to strongly support a comprehen-
sive health care Frogram that will benefit all.

{Attachments follow:)]



ESTIMATED AVERAGE LIFESPAN AT BIRTH®

.

JOTAL JHITE

vear Total Fale Female [Total Male Ferale |Total tale Feeale

1920 |S4.1 53.6 54.6 | 54.9 54.4 55.6 |45.3 45.5 45.2 |-9.6
1930 1597 58.1 61.6 |61.4 59.7 63.5 | 48.) i7.3 49.2 }-12.3
1940 {629 60.8 65.2 |[66.2 62.1 66.6 |53.1 5.5 549 -l
1950 | 68.2 65.6 71.1 §9.1 66.5 72,2 | 60.8 59.1 62.9 | -8.3
1960 | 69.7 66.6 13.1 70.6 67.4 74.1 63.6 61.1 65.3° | -7.0
1970 |70.8 67.1 74.6 | N7 6.1 715.4 | 64.6 60.5 689 | -2.1
mwn na 67.4 N9 71.9 63,3 75.7 |65.2 61.3 69.4 | 6.7
1973 [ 72.3 68.0 76.0 | 73.0 68.4 76.1 66.0 61.9 70.1 -5.3
1974**| 71.9 NA NA NA 68,9 76.6 NA 62.9 N.2 NA
1975**| 72.5 NA NA M 694 77.2 NA 63.6 72.3 NA
1976+~ 72.8 . 69.0 76.7 73.5 69.7 77.3 [68.3 64.1 72.6 -5.2

Total Vale Female

8.6 -10.4
-12.4 -14.3
-10.6 -11.7
7.4 9.3
-6.3 1.8
1.6 -6.5
7.0 -6.3
-6.5 -6.0
-6.0 -5.4
-5.8 ~4.9

5.6 4.7

Source: Adapted and calculated from
Unfted States Department of Cocmerce,
indicate a deficit in 1ife expectancy among non-w!

1970, 1971, and 1973, preliainary data
esSource for 1974 and 1975, DHEW Pudlication No.(HRA) 77-1232 Health- United States

1976-77, (Table 19, p. 162)

Statistical Abstracts of the United States,
s P33, 2 res

o Pedle qu
hites as coopared to whites.

wweSource for 1976, Vital Statistics of the United States - 1976, Vol.II, Sec. 5, “Life-
Tables”. USOHEW PHS, Hyattsville, Maryland, 1978.
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AGE-ADJUSTED DEATH RATES FOR SPECIFIED CAUSES, BY COLOR, PER 100,030 POPULATION
UNITED STATES, 1974

Difference
between X Righer
White and Differentfal for
CAUSE OF DEATH Total | White | Non-white | Non-white Ratioy Ron-whitesy
5 -—,==
All causes 666.2 | 635.4 91!!.3 265.9* 0.42 424
VMajor cardiovascular disease 310.8 | 302.9 374.8 71.9s 0.23L 243

Hypertension 2.1 1.7 5.7 4.0* 2.35 2355

Cercbrovascular disease 59.9 56.4 90.9 44.5'. 0.79 79%

Arterfosclerosis 7.6 7.6 7.3 0.3* - 0.08 -3
Malignant ncoplasms 131.8 129.0 156.6 27.6* 0.22 22%
Accidents 46.0 44.3 58.5 14,2+ 0.32 328

Fotor vehicle 21.8 2.7 23.2 1.5+ 0.07 7%

All other 24.2 22,6 35.3 12.7% 0.56 56%
Influenza and fa 16.9 15.7 25.4 9.7% 0.62 62%
Diabetes mellitus 12.5 11.4 23.4 12.0% 1.05 105%

| cirrnosts of the 1iver, ws | 13.a | 250 | 1.6 0.87 [ s8n
Tuberculosfs, all forms 1.3 0.9 4.6 3.5* 3.88 388%

*Indicates differences fn higher death rates per 100,000 dlacks and other non-whites
**Indicates differences in higher death rates per 100,000 for whites

Source: Natfonal. Center for Health Statistics, Vital Statistics of the U.S., 1974,

Vol. 1I, Mortality, Part A,

1. These figures supplicd by author.
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COMPARISON OF CHANGE IN AGE-ADJUSTED DEATH RATES FOR SPECIFIED CAUSES,
BY COLOR, PER 100,000 POPULATION, UNITED STATES, BETWEEN 1969 &-1974

. Oifference '
between %. Higher
White and Differentfal for

CAUSE OF DEATH Non-white Ratfo Non-whites
1969 1974 171969 T 1973 | 1569 1 1974
Al causes 351.7 [265.9 }0.506 | 0.42 | sz | 4%
Major cardfovascular disease 116.5 | 1.9 0.320 | 0.231}| 342 24%
Hypertension 7.1 1 4.0 |2.960 | 2.35 | 2963 | 235%
Ceredbrovascular disease 53.3 1 44.5 10.860 | 0.79 86% 79%
Arteriosclerosis 0.1 0.3 0.011 0.04 '} 1% 4%
Malignant neoplasms - 31.8 27.6 0.250 0.22 25% 22%
Accidents 22.9 4.2 {0.430 | 0.32 43% 322
Motor vehicle 5.8 1.5 0.210 0.07 1% 7%
A1l other 17.0 | 12.7 ]0.690 | 0.56 69% 56%
Influenza and pneumonia 19.6 9.7 0.880 0.62 838% 625
Diabates mellitus 14.5 12.0 |1.100 | 1.05 110% 105%
Cirrkosis of the 1{ver 1.4 11.6 0.862 0.87 B6% 87%
Tuberculosis, all forms 6.3 | 3.5 {(3.n0 | 3.88 | 3ng 3882
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STATEMENT OF HON. JOHN MELCHER, A U.S. SENATOR FROM
THE STATE OF MONTANA

Senator MELCHER. Senator Talmadge and members of the com-
mittee I have a prepared statement. I want to briefly summarize
some of the main points.

In 1977, there were 312 open heart operations in Montana. They
cost $12,000 a piece. -

In 1977, there were 126 cases of newborn infants requiring neo
natal intensive care. The average cost was $20,000 per episode.

While successful treatment in each instance is a Godsend, the
costs can be an economic catastrophe, especially in a State like
mine where the median annual income for a family of four is
$16,400 and the yearly income of many is far less than that.

For the Nation as a whole, the Congressional Budget Office tells
us an estimated 2.5 million people under age 65 were expected to
have medical expenses in excess of $5,000 in 1978. Beyond that,
12.3 million families were expected to have noninsured expenses
exceeding 10 percent of their incomes. The Budget Office notes that
only about 5 to 8 percent of the U.S. population did not have
health care coverage in 1978. That is still somewhere between 11
and 18 million people. Even among those who are covered, it is
estimated that 15 percent lack catastrophic protection.

There is a clear need to find some way to guard against the
economic ruin that can follow a catastrophic illness or injury. The
bills S. 350 and S. 351, of which I am a cosponsor together with
S. 748 and S. 760 attempt, in varying degrees, to provide that kind of
protection.

Under the catastrophic protection program proposed in S. 350
and S. 351, all medical expenses over $2,000 and hospital costs in
excess of 60 days would be covered either through a private or
public insurance plan. In Montana, the average cost of a day in the
gi)glgégl is $183.07. For 60 days of hospitalization, the bill would be

Add to that the $2,000 for medical expenses and at first glance, a
person would appear to be liable for nearly $13,000 before the full
catastrophic insurance provided under these bills would come in. It
is for that reason I am glad that so many people in this country
are already covered by insurance that would pick up at least a
portion of that initial health care bill

For those several million people who do not have even basic
coverage, there is another encouraging feature of these bills. They
would establish a system of voluntary certification for insurance
companies, prodding them to offer one or more policies to provide
coverage for the 60 days of hospital care and $2,000 in medical
expenses not covered by the catastrophic plan. That push toward
uniformity and reliability matched to the strong emphasis on pri-
vate insurance company involvement is a solid argument in favor
of this plan.

I will concede that as we begin these discussions, all of the bills
have shortcomings. They do not, for example, cover long-term nurs-
ing care desgite the fact that it is the most significant catastrophic
expense problem. I realize providing that sort of coverage would
cause certain problems because, as the Congressional Budget Office
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points out, such care is often more custodial or residential than
strictly medical.

Nevertheless, in fiscal year 1978 an estimated 1.3 million people
were residents of nursing homes for 6 months or longer at an
aggregate cost of about $14.7 billion. Almost 55 percent of that cost,
or $8 billion, was paid directly by consumers. As these hearings
continue and subsequent discussions procccd, we must not lose
sight of the need to address this serious problem. That concludes
my summary but I want to make a few other observations.

I have had 20 years of professional service in health care deliv-
ery for animals; I am a veterinarian. The owners of the animals
and I have made decisions—sometimes based only on economics. If
it did not seem medical or surgical help would really help the
animal, quite often euthanasia was performed as more humane for
the animal’s welfare. Of course, I do not advocate euthanasia for
human beings in any context.

So often in catastrophic conditions there is heartbreak for the
family. There is great suffering for the patient.

Along with that heartbreak often comes bankruptcy. I think it
would be absolutely cruel on the part of those of us in Congress to
allow this to continue and not do what this country can afford to
do in case of catastrophic illness and catastrophic injury.

I have been here in Congress for over 10 years. Ever since the
first day I arrived, I have had an interest in catastrophic insurance
which is often not covered in any adequate form by private insur-
ance companies.

We have done fairly well with medicare and fairly well with
medicaid, but for the great bulk of Americans, we have not plugged
the gap of providing some catastrophic health protection.

I am very resentful personally that catastrophic health insur-
ance has been held hostage for 10 years for the all or none ap-
- proach. It may mean another 10 years of captivity if this commit-
tee does not push to bring this to the Senate floor. We have heard
too long that there is either going to be complete cradle-to-grave
coverage or we are going to hold catastrophic hostage until that
fine day arrives. ,

As a matter of conscience, as a matter of conviction, I personally
want a bill to vote on this year in the Senate and see the Congress
pass it and the President sign it, and I want it to take effect.

I am not impressed with proposals to fit into some sort of fiscal
planning, in 1982, 1983, or 1984, where we will arrive at the point,
by stages, of doing what we know we should have done a long time
ago.

This is the most ﬂpressing and urgent need facing Congress. In
terms of ending suftering and heartbreak for so many individuals
and so many families throughout America, I say go with the cata-
strophic plan this year, make it effective as soon as possible, not in
1980 or 1981. Make it effective by the end of this year, or the very
start of 1980.

Whatever else we are going to do beyond that can be done later.
If we continue to hold catastrophic protection hostage, for the final
version of national health insurance, I think we are doing this
gﬁpntry an injustice and I want to see that injustice end, and end

is year.
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Thank you very much.
Senator TALMADGE. Thank you very much, Senator Melcher.

Senator Long? )

The CHAIRMAN. I am not seeking to interrogate the witness, but I
am very happy to see him. I have no questions.

Senator TALMADGE. Senator Melcher, I want to congratulate you.
I have read every word of your Xrepared remarks. I think it is
logical, I think it is realistic, and I think it addresses the most
serious problem that confronts this country.

If you were walking around Washington with only 50 cents in
your pocket and were real hungry, you would buy a hamburger
instead of waiting for the day when you could buy a sirloin steak.

Senator MELCHER. I sure would.

The CHAIRMAN. I heartily endorse your statement.

Senator MELCHER. Thank you very much.

Senator Baucus. I would like to thank my colleague from Mon-
tana for coming this morning; it is good to see you. Thank you very

much.
Senator MeLcHER. Thank you very much.
[The prepared statement of Senator Melcher follows:]

STATEMENT OF SENATOR JOHN MELCHER

Mr. Chairman, let me begin by citing some figures taken from the Montana

Health S;stems Plan.
In 1977 there were 312 open heart operations in Montana. They cost $12,000 a

iece.
P In 1977, there were 126 cases of newborn infants requiring neonatal intensive
care. The average cost was $20,000 per episode.

While successful treatment in each instance is a Godsend, the costs can be an

economic catastrophe, especially in a State like mine where the median annual
ir}:come for a family of four is $16,400 and the yearly income of many is far less than
that. ’
For the Nation as a whole, the Congressional Budget Office tells us an estimated
2.5 million people under age 65 were expected to have medical expenses in excess of
$5,000 in 1978. Beyond that, 12.3 million families were ex| to have noninsured
expenses exceeding 10 ?ercent of their incomes. The Budget Office notes that only
about 5 to 8 percent of the U.S. population did not have health care coverage in
1978. That is still somewhere between 11 and 18 million people. Even among those
who are covered, is it estimated that 15 percent lack catastrophic protection.

There is a clear need to find some way to guard against the economic ruin that
can follow a catastrophic illness or injury. The bills S. 350 and S. 351, of which I am
a co-sponsor together with S. 748 and S. 760 attempt, in varying degrees, to provide
that kind of protection.

Unde