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SOCYAL SECURITY AMENDMENTS OF 1970

WEDNESDAY, JUNE 17, 1970

U.S. SeExATE,
CoMMITTEE ON FINANCE,
Washington. D.C'.

The committee met, pursuant to notice, at 10:05 a.m., in room 2221,
New Scnate Office Building, Senator Russell B. Long (chairman)
presiding.

Present: Senators lLong, Anderson, Gore, Talmadge, Ribicoff,
Williams of Delaware, Bennett, Curtis, Miller, Jordan of [daho, and
Hansen.

The Cuairmax. This hearing will come to order.

T'he Committee on Finance today begins hearings on H.R. 17550,
the Social Sccurity Amendments of 1970.

We will include in the record a copy of the bill, H.R. 17550, and
our press release announcing these hearings,

(‘The press release appears on page 2. The bill appears as appendix A
of this volume.)

(1)
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PRESS RELEASE
FOR IMMEDIATE RELEASE CCMMITTEE ON FINANCE
June 5, 1970 UNITED STATES SENATE

2227 New Senate Office Bldg.

FINANCYE COMMITTEE ANNOUNCES HEARINGS
ON THE SOCIAL SECURITY - MEDICARE BILL

The Honorable Russell B, Long (D., La,}, Ckairman of the Committee
on Finance, announced today that on Vednesday. Juze 17. 1970 the Commitiee
would begin pablic hearings on H,R, 17550, the bill to increasc rocial security
benefits and to revise and reform the Medicare and Medicaid programs. This
bill passed the Hocuse on May 21, 1970, by a vote of 343 to 32,

The Honorable Robert 4, Finch, Sacretary of the Department of Health,
Education and Weifare, will be the lead-off witness and will state the Adminis-
tration's case for i{he bil}, )

The hecring will be held in room 2221 New Senate Office Building, and
will begin at 10:00 A, M,, Wednesday, June 17, 1970,

The Chairman noted that the # dministration has not yet submitted its
wellare reform proposal to the Commitiee, and that the Coramittee felt that
it should begin its work on social cecurity and Medicare by hearing Administra-
tion witnesses, The Chairman emphasized that the Comnmittee was rot fixing
a schedule at this time for receipt of testimony from non-government witnesses,
He indicated that the Committee's plan would riake the Secretary's testimony
available for study by witnesses scheduled to testify later. He stated thata
further announcement would be made by the Committee fixing the time for public
witnesses to testify,

Requests to Testify. -~ Senator Long also urged those persons desir-
ing to present testimony on H,R. 17550 should make their request to Tom Vail,
Chief Counsel of the Fihance Conunittee, 2227 New Senate Office Building, no
later than Friday, June 26, 1970,

The Chairman noted that because of the breadth of the bill's contents,
a large number of witnesses are expected at the hearing, For this reason, he
stated that it would be necessary to very carefully control the time allotted for
oral presantations before the Committee.

Legislative Reorganization Act. -~ In this respect, the Chairman ob-
served that the Legislative Reorganization Act of 1946, as amended, requires
a}l witnesscs appearing before the Committees of Congress --

... to file in advance written statements of their proposed
testimony, and to limit their oral presentations to brief suinmaries
of their argurnent. "
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The statute also directs the staff of each Committee to prepare digests
of all testimony for the use of Commmittee members,

Senator 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 who are scheduled to testify must

comply with the following vuies:

(1) All statements must be filed with the Corn-mittee
at least two days in advance of the day on which the witness
is to appear, It a2 witness is scheduled to testify on a
Monday or a Tuesday, he rnuet file his written statement
with the Commit:e¢e by the Friday preceding his appearance.

(2) All witnesses must include with their written
statement a summary of the orincipal points included
in the statement,

(3) The written statements nust be typed on letter-
size paper (not legal size) and at least 50 copies rnust be
submitted to the Committee.

(4) Witnesses are not to read their written state-
ments to the Committee, but 2re to confine their oral
presentation to a summary of the points included in the
statement. The oral presentation should not exceed
ten minutes,

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

Consolidated Testimony, -~ The Chairman also stated that the Com-
mittee urges all witnesses who have a common interest and a commen poeition
in a provision in the social sccurity bill  to consolidate their testimony and
designate a single spokesman to present their common viewpoint orally to the
Committee, He stated that this procedure would enible the Committee to re-
ceive a wider expression ¢f views on the lotal bill than it might otherwise
obtain, He praised witnesses who in the past havq”conxbined their statements
in order to conserve the time of the Committee, and he urged very strongly
that all witnesses exert a maximum effort to congolidate and coordinate their
statements, not only to conserve the time of the Committee, but also to avoid
repetitious testimony,

e
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Staff Digests. ~~ The Chatrman emphasized that the Committee
staffs had been instructel to i iy digest i1l state.nents submitted to the Com-
sittze so that every important po.nt made by any witness would be called to
the Committee’s attention, He s:ated that these digests would be made avail-
able to the Comunittee metbers each morning before the witness  involved
actuaily appears befor> the Committee,

Written Submissions, -~ The Chairman observed thai the Committee
would be pleascd to reccive written statements in lieu of a request for oral
prescntation, He also Invited persons whom the Committee would be unable
to schedule for oral testimony to submit a written statement of their views on
the bill,

OPENING STATEMENT OF THE CHAIRMAN

The Cuamrmax. This bill provides a 5-percent social sccurity
benefit increase effective January 1971, and it includes other pro-
visions modifying the eash benefit social sccurity programs. A major
proviston of the House bill authorizes the Secretary of Health, E({u-
cation, and Wellare to inerease socinl security benefits when he deter-
mines that the cost of living has increased by 3 percent. A companion
provision authorizes him to increase the amount of wages taxed every
2 years—and thus the amount of the social sccurity tax—based on
his determination of the extent to which average taxable wages have
risen sinee 1971, The committee will want to look at this provision
most carcfully sinee it involves a delegation of the taxing power
vested in Congress under the Constitution.

The House bill also increases medicare taxes by a staggering 77
pereent over the next 25 years in order to raise the $200-plus billion
needed to make up the projected 25-year deficit in the program. A
deficit of this magnitude should not have oceurred, and would not
have oceurred, if medicare had been operated on an aggressive, hard-
headed, business-like basis, and if Congress had been asked to close
the gaps in that program which now leom so large.

T'ho committee has held a sories of logislative oversight hoarings
ovor the last year to examine the problems in the medicare and medic-
aid programs, aud we have published a detailed report including
recommondations for strongthening the program. Some of these recom-
mondations have already been incorporated by the Houso in tho bill
before us today, and that is good. We will bo looking for other ways
to control excessive costs under medicare and medicaid, and if we are
succossful, then hopefully we may not need to raise medicare taxes as
sharply as the House bill proposes.

Bocause of tho urgency of our work on the extension of the public
debt limitation, the committeo plans to suspend hearings on the Social
Seeurity Amendments of 1970 at the end of today’s session and to
held public hearings tomorrow and Friday on ILR. 17802, the bill
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to raiso the public debt limit. Administration witnesses on this social
security bill will be scheduled to continue testimony next week.

At a later time, the committee will schedule hearings by non-Gov-
ernment witnesses who wish o testify on the social security amend-
ments. By having hearings on the social security amendments in two
stages, it will be possible to make administration testimony available
to those witnesses who will be scheduled to appear luter, and they
may wish to comment upon it.

This morning we are pleased to have with us as our first witness the
Honorable Creed C. Black, the Assistant Seeretary of Health, Eduea-
tion, and Welfare for Legislation. I sce, Mr. Black that you are
accompanied by the old veteran in this ficld, Mr. Bob Ball whoe, |
think even preceded me to Washington which, I must say, really
mukes him an oldtimer.

STATEMENT OF HON. CREED C. BLACK, ASSISTANT SECRETARY OF
HEALTH, EDUCATION, AND WELFARE FOR LEGISLATION; AC-
COMPANIED BY ROBERT M. BALL, COMMISSIONER OF SOCIAL
SECURITY; AND HOWARD A. COHEN, DEPUTY ASSISTANT SECRE-
TARY OF HEALTH, EDUCATION, AND WELFARE FOR LEGISLA-
TION

Mr. Brack. Well thank you, NMr. Chairman. 1 can assure you that
as a relative newcomer to Washington I am delighted to have My, Ball
on one side and, on the other, Mr. Howard (Cohen, Deputy Assistant
Sceretary for Legislation.

I want to start by expressing our gratitude for the corvnittes’s
very prompt and fnvorn‘)lo action on the nomination of our new
Secretary, Mr. Elliot 1. Richardson. e has, as you know, now been
confirmed and expeets to be sworn in early next week and fully aboard
then.

Meanwhile, Mr. Veneman is Acting Secretary and he had hoped to
be here to lead off this presentation today. However, he is at the
University of California at Davis, delivering n commencement speech
at his daughter’s graduation. I am sure you can understand his
absence.

‘The Cuammax. That is right. We can understand that. T think it
is fortunate for a man to have a daughter but it brings certain burdens
with it.

Mr. Brack. Well, he will be back next week, when you resume
hearings on this bill, to make our principal presentation.

Meanwhile, today I want to just hit the highlights of this bill for
roul. '

The Cuairman, Any answer that you give to one of our questions
which is not satisfactory you may be sure we will try to get it from
Mr. Veneman if we can, and if we still are not satisfied, why we will
try to get it from the Secrtary.

-
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One way or the other we will try to find out what we need to know.

Mr. Brack. I thank you.

I'he Cuamyax. But I am not complaining. I think your Department
has been very cooperative with us,

Mr. Brack. Thank you. We will keep producing witnesses until you
gel the answer, Mr. Chairman. [Laughter.]

Following this brief presentation of mine, which, as I say, is just to
sketch the highlights of the bill, Commissioner Ball will give you a
chart presentation that will give you the broad outline of the proposals.
When Mr. Veneman comes, he will go into additional subjects, and
following that we have more witnesses on the bill.

As you know, President Nixon has endorsed the broad provisions of
this bill which is before you, and has urged yon to act favorably upon
it. Our Departiment strongly advocates such action.

AUTOMATIC COST-OF-LIVING ADJUSTMENTS

In our opinion, the most significant reform included in this bill is
the proviston for automatic cost-of-living adjustments of future
benefits and for automatic adjustment to earnings levels of the
maximum carnings on which social security taxes are levied and on
which benefits are figured.

With these two changes taken together, the cost of the social security
program, as a percent of covered payroll, will not be increased, and
the automatic adjustment of benefits will not require any increase in
contribution rates. The automatic provisions will also have significant
and permanent effects on the entire social security system.

Of primary importance is the substitution of economic determinants
for biennial politics. The automatic provisions will greatly reduce the
hardships beneficiaries face beeause of inflation and the general trend
of rising prices. As present beneficiaries know all too well, the time
which elapses between congressional increases in the levels of benefits
is often marked by rising prices. Many beneficiaries consequently suffer
a severe financial squeeze while waiting for Congress to act.

‘I'his bill provides for automatic increases in benefits in every yecar
in which the cost of living goes up by more than 3 percent. The first
such increase could be cffective in January 1973. Any increases that
may occur in the cost of living before 1972 are anticipated by the
5-percont across-the-board increase included in this bil{, an increase
which this administration has endorsed.

The automatic increases in the taxable base will become effective
at the same time as benefit increases; the base will be immediately
raised by this bill to $9,000 in 1971 from the present $7,800. The
automatic provision is needed in this section to keep the taxable
wage base—those wages on which social security taxes are paid and
on which benefit credits are based—up to date with current earning
levels.

These two provisions, together with changes in the retirement test
and other less sweeping proposals, will make a significant impact on
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the lives of the more than 26 million beneficiaries of social security,
mu} on all covered workers and their families. ‘The administration
believes these reforms should be enacted into law.

MEDICARE AND MEDICAID CHANGES

Also included in this bill, H.R. 17956, are several important vehicles
for change in medicare and medicaid. Of major importance, of course,
is the Health Maintenance Organization option under medicare.

We believe this innovation c¢an stimulate a much needed change
in the health care delivery system of this country. This provision
allows HMO’s to be reimbursed on an annual per capita basis when
they contract to provide all the medical and hospital services currently
provided under parts A and B of medicare.

I want to emphasize specifically the word “services” and the idea
of a fixed annual rate, because these two concepts are the keys to
this new and exciting alternative to the traditional ways of delivering
health care in the United States. Because the HNO must provide
all nceded services during the year for a single fixed per capita pay-
ment, the HMO has a strong economic incentive to keep the medicare
patient healthy, treat his illnesses early, and use efficient, cconomical,
and high quality techniques.

The market theory thinking behind the HMO option is also re-
flected in the administration’s proposals for prospective reimburse-
ment to providers of services. \{’e will be able to use this provision
to set target rates and negotiated rates for institutional providers
under medicare and create incentives to keep the provider’s charges
below these rates. This bill encompasses several other importunt
changes in the medicare program, many of which were first announced
as part of the health cost effectiveness amendments sent to the Ways
an(‘ Means-Committee on March 23, 1970 and several of which
reflect recommendations suggested by the stafl of this committee,
These will be covered more fully later in the Department’s presenta-
tion,

Before concluding, I would like to discuss briefly a few of the medic-
aid ‘pl'ovisions. We are all aware of the serious shortcomings which the
medicaid program has suffered in the past, and I am sure all of us want
to see an 1mproved medicaid program. ‘The most important change in
medicaid is still being developed. T refer, of course, to the proposal
which is being developed in response to questions raised by this com-
mittee during its initial consideration of the family assistance plan—
the establishment of a family health insurance plan. This plan, to ho
forwarded to the Congress by February 1971, will be designed to re-
place and expand the medicaid program as it applies to the current
AEDC category and the working-poor families under the President’s
welfare reform. The Congress should not wait for that reform package
-before legislating a moro effective medicaid program for all categories.
We shonld begin immediately to reform the existing system, both
because the present program needs reform and because the family
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heaith insurance plan would not replace medicaid as it applies to
recipients of adult-category assistance.

The reforms which we are recommending and which are found in the
House-passed bill include uniform standarvds as they apply to institu-
tional providers under medicare, medicaid, and title V programs;
financing for the development of information retrieval systems for
claims and utilization review; and coverage under medieaid for those
cligible at the time they receive services.

FFinally, I wish to call your attention to a critically important. pro-
posal in this bill. We are seeking authority that will enable us to use
the IFederal reimbursement formula under medicaid to stimulate the
States to move toward more rational health care delivery systems.
Our proposal includes financial incentives to encourage the States
to use appropriate outpatient and institutional facilities for appropri-
ate periods of time, thereby enhancing the quality of patient care and
lessening inefficiency and an ineffective use of taxpayers’ funds.

Thank you very much, Mr. Chairman. Now, if the committee will
agree, I will ask Commissioner Ball to proceed with the chart presenta-
tion,

My, Bann, Mr. Chairman, the large charts, I believe, will be visible
to all the members of the committee, and the people in the audience
have books of small charts before them, as do the members of the
committee.

There are many detailed provisions in this bill, and I will be hitting
only the major and important ones. I will confine my presentation to
the part of the bill that is administered by social security: that is,
the cash benefits in the social security program and the medicare
changes.

The Cuamryman. I would think, Mr. Ball, if your assistant would
turn that stand around a little bit more the people over the entire
room could see it, the audience and the press could see it, as well as
the committee members, That ought to do it.

Senator BENNETT. You are going to have to move this chart out of
the way beeause this one blocks that one.

Mr. Banwn. Lreally think, Mr. Chairman, that, with your permis<ion,
the small charts can be followed quite well in the audience.

The Cuammmanx. Is this it?

Mr. Bann. Yes, the books are in the same order as the large charts.

The Cuamyan. Good. Then we can follow it here then.

Mr, Bavn. The group of charts in the back are just going to be
standing charts giving an outline of various parts of the presentation,
with the actual presentation occurring on these two easels in front.

The CuairmMan. Right.

Mr. Bann. The first point I want to make, Mr. Chairman, is that
the presentation will be in three parts, the cash-benefit proposals, the
medicare proposals, and then the financing proposals that relate to
both cash benefits and medicare.
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Mr. BaLn. As Sceretary Black mentioned, the major features of the
cash-benefit proposals are the 5-percent benefit increase, automatic
adjustment of benefits, the increase in the earnings base with the
future automatic adjustment of the base, climination of work dis-
incentives in the retirement test, an increase in widow’s benefits,
age 62 computation point for men, improvements in disability protec-
tion, and lfmn some other minor and miscellancous points that 1 will
mention.

First, Mr. Chairman, I should like to show, using this chart, the
people to whom this 5-percent benefit inerease is going to apply. You
will all rensember that there was a 15-percent benefit increase appli-
cable to the entire social security rolls and for all those coming on the
rolls later, effective last January. The payments were actually made on
April 3rd and then there was a eatch-up payment made in the third
week of April.

Well, the Ways and Means Committee felt, and the House felt,
that another 5-percent increase should be effective next January, which
would take into account an anticipated inercase in the cost of living
during 1970.

These figures on the number of people getting social security
bonefits change so rapidly that I did want to remind the committee
of who it is who gets these payments.

We are now paying one out of every cight Americans. Over 26 million
people by next January will be getting a check every month through
social security. This number, of course, is made up of not only retired
}mople, but of widows and orphans and disabled people and their

amilies as well.

47-330—70—pt. 1—2

”
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Mr. Barn. On this pie chart, the purple area represents older people.
The Iargest group, of course, 1s rot.ire(l workers and their wives, and
then represented in this cut are widows and widowers, and then a
small group of parents, and then those who receive the special pay-
ment that is paid at age 72 for individuals who aren’t tnsured for
regular social security benefits.

Taking it all together, by January, when the benefit increase be-
comes cffective, there will ‘be almost 20 million people age 62 and
older who are receiving social security benefits. The fact that social
security pays most older people is very well known. Perhaps less well
known is the fact that there are more than 4% million children and
younger women-——widowed mothers of those children—who will be
receiving benefits. And then finally, under the latest part of the cash
benefit program, 1.8 million disabled workers and their wives will be
getting Lcnoﬁts in January.
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AND THEIR FAMILIES -~ $53H5Y MORhE Wi sgurmme

RETIRED WORKERS AND WIVES —

PERCENT

100

8k —

ol 93 0UT OF 100 .80/0UT OF 100 95 0UT OF 100 -
PEOPLE NOW PEOPLE AGE 2164 CHILDREN AND

REACHING AGE 65 HAVE DISABILITY ¢ THEIR MOTHERS

wl HAVE RETIREMENT 1:* PROTECTION HAYE SURVIVORS |
PROTECTION R PROTECTION

20} | =

ol




b3

11

Mr. Bapn. This bill not only increases benefits for those currently
receiving benefits, but increases proteetion for all the people who are
now paying into the program. During 1970, 94 million people—
workers and self-employed pm‘sons—\\'ilfmnko contributions to social
security.

This program is very rapidly becoming, and has largely become,
quite a mature program in terms of the protection it now gives.
Looking at the measures of the people who \\'il|l benefit from the changes
in the bill, shown in the next chart: Right today, 93 out of every 100
of the people who are reaching 65 are cligible for social security
benefits. They don’t all get benefits right away, because of the retire-
ment test—those who continue to work full-time at high earnings
don’t—but 93 out of 100 are eligible. If you look at the whole group of
aged—overybody over 65, and not just those becoming 65 this year—-
n%oul. 90 out of 100 are cligible.

The disability protection covers a somewhat smaller proportion.
About 80 out of 100 between the ages of 21 and 64 have this protection.
The reason the percentage is smaller is that the requirements on the
amount of covered work under social security needed to be eligible
for disability benefits are stricter than the requirements for retirement
benefits. Fewer people have been able to meet the test of recency of
work that is required for disability benefits, as well as being fully
insured. As shown here, 95 out of 100 of young children and their
mothers in the country would be eligible for monthly benefits in
the event of the death of the breadwinner in the family.

FFor all these people, this bill improves proteetion on into the future.

AUTOMATIC ADJUSTMENT
OF BENEFITS TO PRICES

f. WHEN THE CPI INCREASES AT LEAST
3 PERCENT

Q. BUT NO MORE OFTEN THAN ONCE
A YEAR

Mr. BaLr. Mr, Chairman, as Secretary Black indicated, we believe
the automatic adjustment of benefits to prices to be the most impor-
tant cash-benefit proposal in the bill.

The provision—as shown on this chart—is that whenever the
Consumer Price Index increases at least 3 percent from the last bene-
fit incrcase, the benefits would be automatically increased by the
amount of the increase in the CPIL. 'This would occur no oftener than
once a year and the increase would be for the following January.
This is not a matter of discretion, of course, with the Secretary;
this is an automatic provision; he has to do it. The increase flows
entirely from the provisions of the law.



12

We feel this gives very important additional protection, M.
Chairman, without really being a change from the fundamental
wlicy the Congress has been following. This next chart indicates
ww from 1954—over the last 15 years and up until the present
time—the Congress has been restoring the purchasing power of
benefits through periodic changes in the §r')enoﬁt level.

BENEFIT INCREASES HAVE RESTORED PURCHASING
INDEX POWER' BUT W"H A lAG

100 (e .
90 -
8ol §
104 —1
60¢- .
gol L1 1 | I R N | | I Y B | ] L1t _t
(seP1) (JAN) (an) (Fes) (JAN)
1954 159 1965 1968 1970

My, Bann. This chart is based on an index of 100 for the benefit
level established in 1954, What happens, as the chart shows, is that
the cost of living goes up for a \\'fu ¢ and the value of the benefits
drops, and then the Congress increases the benefits, bringing them
lmcl{ approximately to where they were before. ‘Then there 1s another
{)ol'iod where the value of the bencfits declines, and then Congress
brings it back agein, and then another decline, and then you bring it
back, as shown here. "This last increase of 15 percent, as you see, went
above the index of a hundred somewhat. It is true that if T had on
the chart the period 1950 to 1954 we would see for that period, too,
some increase in the absolute benefit level. But from 1954 to 1969
benefits were just about kept up to date, with a lag. There is no
quarrel with the fact that the Congress has acted. I think it is really
a settled policy by now that the benefits will at least be kept up to
date with changes in the purchasing power of the dollar. The problem
is, though, that this is accomplished with a time lag. As you see on
this chart, there was quite a substantial period, 1959 to 1965, where
there was no change in the benefit level.

What we have shown on this next chart, below the line here, is the
actual time at which congressional action resulted in benefit increases.
Ifrom 1954, when there was a new absolute benefit level established,
ull) to the present time, there have been four changes. During periods
when there are rising prices but the Congress has not yet acted, there
is a decline in the purchasing power of the benefits, and for the people
who live during that time the loss can never be made up.
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Mr. Bann., An older person who has had his purchasing power re-
duced does not have tlmt hardship made up for by a later action
restoring the purchasing power of the benefit.

I'he main point of this automatic provision is to put what I believe
is settled congressional policy of keeping the benefits up to date right
in the law so that there would be automatic action keeping the bene-
fits up to date. In the chart, above the line, we have indicated what
would have happened under such a provision by taking the price
situations of the past and showing when the automatic provisions
would have resulted in a benefit increase. Instead of the four changes
that we actually have had, with these lags, we would have had seven
changes during this period. People would then not have had the long
years in which they La(l declining purchasing power.

Even an automatic provision doesn’t keep the purchasing power
all the way up to date—there is always some lag even in an automatic
provision—but it comes much closer to maintaining purchasing power
than relying on ad hoc legislative action.

Mr. Chairman, accompanying the benefit changes we have proposed,
and the House has adoupted, an increase in the cm'nings base from the
present -$7,800 a year to $9,000, effective in 1971. I’his next chart
indicates what I believe has come to be a sottled policy of the Con-

ress, reaching back to 1951, of keeping the earnings base up to date.

criodically the maximum amount of earnings covered under Social
Security has been raised as earnings have risen so as to cover approxi-
mately the same proportion of covered wages that the previous
carnings base covered. Thus the financial base of the social security
program has been maintained, and also, as a result, the benefit pro-
tection that people are earning is related to aYproxnmntcly the same
portion of their earnings as was contemplated in 1951 even though
earnings levels have greatly increased. -

—————
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Mr, BaLn. We have two measures here on this chart. The darker
one indicates the percent of all covered workers whose total annual
carnings were covered by the earnings base that was in cffect at a
particular time, and the lighter one indicates the percent of covered
payrolls that was covered by the base. You see that starting in 1951
roughly a little over 75 percent of all workers under the program had
their total earnings covered, and a little over 80 percent of total pay-
rolls in covered industry were included.

What has happened is that as wages rise, these percentages decline,
and then are restored by an action of the Congress. In 1955 you come
approximately back to the 1951 relationships. By 1968 we were just
sllighlly ahead by these tests, and the 1971 recommendation for a
$9,000 base in 1971 retains the 1968 situation. But, by and large, the
point is that the Congress has maintained the same relationship by
ad hoc action since 1951.

‘The proposal in this bill, in addition to going to $9,000 next year—
which restores the previous situation immediately—is that as a com-
yanion piece to the automatic adjustment of benefits to prices, the
Jongress would write into the law a specific formula—without any
discretion allowed on the part of the administrator—that will continue
automatically what 1 believe, from this history, is shown to be a
settled policy of the Congress, a policy of keeping the base up to date.

Under the proposal, as shown in this next chart, maximum carn-
ings base would rise, in rounded amounts of $600, no oftener than
every 2 years on the basis of comparing the level of average wages
reported under Social Sccurity in future years with the level base
year of 1971, Any change in the base would be an automatic result
without any discretion whatsoever on the part of the Administrator,
The reports, of course, are employer reports. The wages are recorded
and the average is compared with that }or the base year. The result is
nondiscretionary.
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AUTOMATIC ADJUSTMENT
OF MAXIMUM EARNINGS BASE

I, MAXIMUM INCREASED BY PERCENTAGE INCREASE IN
AVERAGE WAGES, ROUNDED TO NEAREST ¥600

9 INCREASE LIMITED TO EVERY TWO YEARS,
BEGINNING WITH 1973

Mr. Barr. Mr. Chairman, a very important proposal of the Presi-
dent’s that was adopted by the House is in the arca of the so-called
retirement test.

FLIMINATING WORK DISINCENTIVES INTHE RETIREMENT TEST

PRESENT  PROPOSAL

ANNUAL EXENPTAMOUNT 41680 g0l
#1-for-+2 ADJUSTMENT #1680-+2880 JLLTrilly
41-for-+1 ADJUSTMENT  Above ¢2880 |t

MONTHLY MEASURE - IV 4166

.AUTOMATICALLY
ADJUSTED

Mr. BaLn. This is the provision that limits the amount of social
security benefits that a beneficiary gets if he continues at work and
earns above specified amounts.

‘The major problem that we have been grappling with in this test
it to reduce the disincentives to work that are mherent in taking away
part of people’s benefits when they earn more than a specile amount.
I'he present provision is particularly bad in that respeet in relation to {
earnings asbove the $2,880 level. :

Let me just take time to remind you of how this test works today.

As shown here on the chart, under present law an individual gets
his full benefits for a year if in that year he carns $1,680 or less. Then

el
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there is a band between $1,680 and $2,880 where his benefits are
reduced by $1 for each $2 carned, and that is fine. But above
$2,880 his benefits arve reduced by a dollar for every dollar that he
carned, with the result, of course, that with the expenses of working,
and with the fact that he pays income tax on earnings and not on
social security, he actually is worse off by carning somewhat over
$2,880 than it he had confined his earnings to $2,880 or less.

Let me remind the committee that notwithstanding these annual
tests, an employee gets his full benefits for any month in which his
wages are $140 or below.

kmnng the changes proposed, the most important one in principle
is to eliminate the (lollm'-for-(lollnr area, and instead have the $1-
for-$2 rule apply to all earnings above the exempt amount.

The proposal is for a $2,000 exempt amount instead of $1,680.
The shi!’l from $1,680 to a $2,000 exempt amount just about recognizes
the increase in wages that nas taken place since the $1,680 was
established.

The Cuamrman. Would you mind being a bit more explicit so
somecone who is not familiar with it can understand precisely what
you mean by that. Give us an illustration of how it works now and
how it would work under your proposal.

Mre. Bann., Well, Mr. Chairman, suppose a man earned at the
present time $1,780 in the course of a year. His first $1,680 is exempt.
entirely, but he has $100 over that, and there is a one-for-two ad-
adjustment on that $100. We take $50 away from his annual total of
social security benefits under present law.

Under the proposal, because of raising the exempt amount to $2,000,
the entire amount of $1,780 would be exempt, and we would pay him
his full socinl sccurity benefits.

Then, under present law, if the individuel earned over $2,880, we
start taking away from his social security one dollar for every
dollar that %10 carns. Our proposal is not to do that, but to continue
a one-for-two deduction all the way up, until all the social security
benefits are eliminated.

The CuarrmaN. White you are rounding figures off why didn’t you
just make that $3,000 or $2,800 rather than $2,880.

Mr. Bawnn, The $2,880 is a figure $1,200 above the $1,680 exempt
amount, Before the present test was enacted the exempt amount was
$1,500 and the $1-for-8$2 reduction applied in a 1,200 span from $1,500
up to $2,700. When the exempt amount was raised from $1,500 to
$1,680, the $1,200 span was continued.

Raising the exempt amount is of course another matter—really.
That is really a matter of both cost and principle to an extent, 1
would say, Mr., Chairman. If you went as higL as $3,000 for the annual
exempt amount, a fairly significant number of people would be
oligih‘n at age 65 to draw social security even though they continued
to carn just as they had before. They wouldn’t really be retired people;
they would just be people who suddenly reached a given age. You
would be paying them on an annuity basts. We have always taken the
view—although I know there are many Members of the Congress who
have disagreed with this—that the funds of the program rcu%ly ought
to be conserved for people who have suffered a loss of income by having
to retire or partially retire,
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More important than that, though, is the fact that if you raised the
exempt amount as high as §3,000, instead of a relatively modest cost
for the proposal to go to $2,000, you wonld have a very expensive
proposal.

Senator Tanmapce. What is the cost of the present proposal?

Mr. Bann., The present proposal costs 0.13 percent of payroll. 1 am
informed. You might be interested——

The Cuairmaxn. In dollars how much is that?

Mr. Bawni., This is the average cost over a 75-year period.

The Cuaimryvax. Yes, but how much next year?

Mr. Bann., For the fiest full year, the cost is estimated at $570
million.

Senator Curtis. Mr. Chairman, may 1 ask how do you apply
the monthly test, on carnings test, for retirement?

Mr. Bann., Yes; the monthly test, Senator Curtis, is an overriding
test. You really say that regardless of how much the individual has
carned during the year—you might take a person who earned as
much as $5,000—you say that nevertheless, in any month in which
he has earned wages of $140 or less, he nevertheless gets a benefit for
that 1 month regardless of his annual earnings.

Senator Curtis. So if an individual is in a business or profession
where he can crowd certain emplovment into 1 month there is no
limit except for that month?

Mr. Bann. That is correet. For the self-employed, becanse you
can’t determine a self-employed person’s income by the month, the
test is whether he has rendered substantial services in his business
during a month. If he didn’t work in his business during a purticnlar
month, then he would be eligible for benefits for that month even
though the caraings for the year might exceed the annual exenipt
amount.

I might remind the committee why the law is set up that way. It is
particularly significant as people move in and out of employment.

Take the first year of retirement. If you stuck solely to an unnual
test, an individual who had relatively high earnings in the first 5 or 6
months might be put in a position where you wouldn't pay him any
benefits for the rest of that year. Yet he is retived when he stops
work.

In order to start paying him benefits right away, you use the
monthly test, and say, well, he isn’t earning anything after he retired
in May, and therefore you can pay him for the rest of the year, even
though early in the year he had quite high earnings.

The same applies if he goes back to work after Tie has retived and
then retires again. There is a lot of movement in and out of em-
ployment.

Senator CurTis. I am not critical of it.

Mr. Barn. No; I know.

Senator Cunmis. I think it has to be that way but I wondered how
it would apply to the self-employed. For instance, a lawyer might go
back for the month of tax returns and make himself four or five
thousand dollars, and still he could draw his benefits for 11 mont!-.

Mr. Barn. If he does nothing else during the rest of that year i.2
draws benefits for 11 months. %L seems to me he really is a retired
person in the case you have cited.

-
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Senator Gore. Mr. Chairman, may I ask a question.

Mr. Ball, isn’t there some unfairness involved in applying this test
to earned income alone leaving no ceiling, no adjustment, no reduction
whatsoever applicable to people with income from investment.

Mr. Banw, ; t doesn’t seem so to me, Senator Gore, for this reason.
I think the principles on which this system is built are really very
sound from t’le standpoint of the question you raised. People get their
social seccurity benefits without regard to any income, other than work
income, that they may have, with the idea that social security benefits
are relatively low and we hope that people will have private pension
plans that supplement the benefits, and that they will have private
savings that will supplement the benefits. Unless you let people have
their private savings, their private pensions, and also social security,
then you can’t encourage that voluntary saving activity, and you
can’t build on social security. _

As soon as you write in what amounts to an income test or a means
test, and say, ‘“We are going to reduce your social security because
you have dividends or interest earnings or a private pension”’—as soon
as you do that I think you have moved over toward a welfare-type
.)}'ogmm, and also you have discouraged individual savings throughout
ife.

Senator Gore. Well you have explainod it very well but I don’t
think you have answered the question of the inherent unfairness
involved. True wo hope that people will have other sources of income,
but the present policy which you are recommending to continue,
discriminates against those who are not so fortunate.

Mr. Bawnw. I really don’t beliove it ducs, Sonator Gore. Thinking of
this as a retirement system where your benefits are based on the
earnings that you had in the past, you must test whether you have
rotired or partially rotired. This is tho reason for looking at your
earnings, It is just a test of whether you havo retired or not.

We don’t look at other income, bocauso that has nothing to do with
the question of whether you have retired, any more than you would
look at savings in paying benefits unller a privato rotiromont system.
In a privatoe system you would test whether the individual has left
his employer, or whether he left his industry under an industrywide
plan, or whether ho has left the Governmont under the Civil Service
systom. Then you pay him his retirement bonefits and you don’t look
at any other income or resources he may have.

Senator Gore. Of course, this is based on the goal which I really
wished to question, of requiring people to quit work before they are
entitled to benefits. I think with Jm improvement in medical care, the
advances we have made in longevity, and in the elongation of health
and capabilities into the later years of life, that we may need to re-
examine this whole question of placing a premium upon retirement.
A man 62 or 65 years of age can contribute a great deal to his country.

You are not a boy yourself, and you seem to be in your prime here
this morning,

My, Bavw. I hope I stay that way this morning, Senator.

[Laughter.)

Senator, we very much agree with the importance of having a situ-
ation in which people are not seriously penalized for taking jobs, and
I think the present test does that, above this line of $2,880.
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Senator Gore. This I would disagree with you on. I think with
the present high cost of living that this figure is too low.

Mr. Bary. What [ am saying is that we are proposing, and the
House has approved, the dropping entirely of this idea of taking away
dollar for dollar from your social security benefits when you earn
above the exempt amount. Instead the bill provides that for earnings
above $2,000, we will reduce social security benefits by only one dollar
for cach two you earn. This is a major step in the direction of what
you ate secking, which is to have no barriers to the employment of
older people. Now thers would be an even stronger incentive to work
if you abolished the retirement test altogether, I agree—-—

Senator Gore. Well, I will close with this.

Mr. BaLL. Abolishing the test is very expensive.

Senator Gore. If this theory is to be continued then I think we
must have some ratio that applies with respect to unearned income as
well as earned income.

Mr. Bari. I would hate very much to sce the Congress do that,
Senator, for the reasons I have explained. It really is introducing an
income test into the program. Instead of basing benefits on earnings
and contributions. You wouldn’t get the benefits if you are one of
the people who have saved. That would be a very big departure in
this program. Instead of being a base which you wiﬁ hope people
will add to, you would be saying, in effect, “If you are one of those
who save on your own you are not going to get your social security.”
I think that would be a bad change in the program.

Senator Gore. Well, you are persuasive in that regard but not
very persuasive to me with respect to this low limit on earned income.

Mr. Bann. I will settle for 50-50.

Senator Gore. Thank you. {Laughter.]

That is the best deal I have had in a long time.

Senator WirrLiams. What would bo the cost of the program to make
that $2,400 rather than $2,000?

Mr. Barr. That would be 0.08 percent more, Senator. This provi-
sion in the bill for $2,000 would cost 0.13 percent. It would add 0.08
percent more to go to $2,400 and then have a $1 for $2 adjustment
for all carnings over $2,400.

Senator HANsEN. Mr. Chairman.

The CuairMaN. As Chairman of the Committee, I started it so I
should accord everyone elso the same courtesy that I insist upon my-
self and I will. But after we have this round of questions at this pause,
I am going to suggest that we merely make notes and save our ques-
tions until our turn comes. But I am not going to deny other Senators
the same advantage I insisted upon and accord myself. I suggest
that after this break we let Mr. Ball finish his presentation in chief
and then I will call upon the Senators.

[ am planning to recognize the junior Senators first this time and
you will be the first one, Senator Hansen.

Mr. Barw. Did Senator Williams get the answer to his question?

The Cuairman. Did you get it?

Senator WiLniams. I didn’t hear it.

Mr. Baiw. It was 0.08 percent, in addition to the 0.13 percent for
the $2,000 in the bill. It would cost 0.08 percent more to raise that
$2,000 to $2,400. It starts to get very expensive as you raise it to
where you hit a lot of full-time workers.

N e
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Senator MiLLer. Mr. Ball, T would like to ask a follow-on question
of what Senator Gore asked and also one that Senator Curtis asked.
Senator Gore suggested the carnings test which you discount. 1
would like to refine that a little bit by suggesting an earnings and
coniributions test. Suppose in the example that he gave you had
someone who had a very large amount o} income from dividends or
interest. That person had only contributed, let’s say, $3,000 to the
social security system, and after a few years he reccived back $3,000
in hevrefits. Now if he continues to get benefits which he quite obvi-
ously doesn’t need because of all of his other outside income, why
should the system continue to pay him some benefits? That is going
to come out of the hide of the younger worker in the system, and
that docs not seem equitable to me.

Mr. Bann, Well, Senator Miller, my feeling is very much the same
in relation to that proposal, in that you would be treating differently
under social security one individual as compared with another de-
pending upon whether or not he had accumulated savings of his own,
even though

Senator MinLer. And depending upon whether or not he had
contributed, and

Mr. Bann, Right.

Senator MinLEr (continuing). How much he contributed so that he
was getting a windfall out of the system.

Mr. Bann. But what I mean is that nevertheless, if two individuals
had both contributed the same, each $3,000, you would apply this
deduction of social sccurity benefits only (o the one who had accumu-
lated savings; you would not apply it to the other.

Senator MiLLer, Well, I think that the reason would be obvious.
I think you ha re a social hardship situation there in the case of the
one who doesn’t have any income, and you do not have a social hard-
ship in the case of the one who has plenty of income.

Mr. Bann, My fundamental bclie} is that it has been an important
point of strength in the program to base the benefits objectively upon
wages that people have carned, not taking into account in any way
what their own savings and resources are. Once you start in that
direction, the program turns more and more in the welfare direction
and away from contributory insurance approach. We have got a
welfare system, although we need to improve it a lot. If it is a question
of dealing with these means test questions I would rather that they
be handled under the welfare system.

Senator NhLLERr. Mr. Ball, 1 just want you to know that this social
security system is becoming more refined all the time. We are in a
compuler nge now, and I think that we are capable of making a differ-
entintion between someone who is getting a windfall at the expense
of the younger worker, and 1 have talked to some of these younger
workers who are having a hard time maintaining themseclves and
their little growing families, and they are quite concerned when they
pick up the newspaper and they read that somebody has made a
contribution of $2,000 into the social sceurity system, has received
$10,000 in benefits, and is also getting $25,000 to $50,000 in earnings
from dividends -and interest. Now they don’t like that, and I don’t
blame them. It seems to me we are in a position in our capacity to do
something about it.
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I subscribe to Senator Gore’s basie theory here, with the modifiea-
tion that I want to climinate windfalls.

Now one other question on that response to Senator Cartis. Do 1
understand that if you have two individuals who are retired, and one
carns $140 every month, the other earns nothing except for 2 months,
and during those 2 months he earns $5,000 as a lawyer coming in
and working on income tax returns, that for the other 10 months
they both are treated alike. The one during the course of the years
has a total income of $1,680 and the other has a total income of $5,000,
and yet they are going to be treated alike for 10 months and each
receive their monthly benefits.

Mr. BaLn. That is correct. The individual who worked for only
2 months is considered retired the rest of the ycar, and he is paid
for 10 months.

Senator MiLLer. And yet during the whole year he has $5,000 of
income and the other fellow only has $1,680.

Mr. Bauw. That is correct.

Senator MinLer. They arve treated alike for those 10 months?

Mr. Banw. That is correct.

Senator MinLer. Do you think that is fair?

Mr. Bann. I think it is, Senator, because I think what you aie
testing is not how much income they have. What we are trying to
get at 1n this rough way—and it is the only way that we and Congress
have ever been able to think up—we ave trying to get ut who are the
retived people or partially retired people who should get these benefits.
A man who doesn’t work for 10 months out of the year would
secem to me to be a retired person.

Senator MiLLeEr. And the fellow who works for every month during
the year——

Mr. Barn. Is working.

Senator MiLier. Is not fully retived beeause he is exempt on that.

Myr. Bani. I misunderstood you. I thought you asked me would he
be getting benefits during those months.

Senator Minrer. The monthly amount was $140.

M. Bann., Yes, and if he carned $1,680 in the whole year, if that
is all he carned, he would get benefits for every month, all 12 months.

Senator MinLer. That is right, althougl he 1s working every month.

Mr. BaLn, That is right.

Senator MiLLer. Here is another fellow who is not working exeept
for 2 months but he has $5,000 of income, looking at it from a years
standpoint, and the other fellow only has $1,680 and you are going
to treat them both alike.

Mr. Bann. Well, the theory of it is—I am not sure whether you will
agree with it, but the theory of it is that this individual who worked
the 2 months is retived during the other 10, so you pay him for those
10. This individual who worked every month but worked at so low
a level as $140 a month—$166 a month under the bill—can be assumed
to be a partially retired individual throughout the year, because
the theory of these exempt amounts is that they are so low that people
who carn less can be considered retired.

Senator MiLLEr. I wouldn’t have a problem if we looked at this
from an annual standpoint rather than a monthly standpoint, would 1?

s R ~————
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Mr. Barn, Well, there is another problem when people move in and
out of employment. You take the case of a man Wll() carns a substan-
tinl amount in January, February, March, and April and then retires.
If you go solely on an annual basis he may have carned an amount in
those first 4 months high enough that you couldn’t pay him at all dur-
ing that year. You have to wait until next year to pay him.

Sonator MirLer, What is wrong with that.

Mr. Bawn. He is a retired individual, and he may have been living
very close to what he is earning. ‘I'hese amounts are not so high as to
make that unlikely. A retirement system, I think, ought to pay people
when they retire and not make them wait 8 or 10 months before they
can get benefits.

Senator MiLLer. Mr. Ball, I suggest to you we are getting into
semantics on this, and I am afraid that because we do we find the cost
of this system getting higher and higher all the time. I get back to my
proposition. With our computers and our capability T think we can
refine this more so we don’t have to worry about these in-and-outers.
But I do appreciate your responsive answers,

Mr. Barw. Thank you, Senator.

I am not sure I made the point on this chart, Mr. Chairman and
members of the committee, that these dollar provisions in the retire-
ment test under the bill and under the President’s proposal would also
be automatically adjusted as wages rise in the future to keep these
amounts up to date. There are lags, too, in making those changes.

‘I'he next important proposal in the cash benefit arca is——

The Cuairman. Just one moment. Senator Hansen, did you want
to ask a question at this time?

Senator HanseN. I did. The cost of —these programs, the cost is
0.13, what are you talking about 0.13 billion?

Mr. Bann, No; 0.13 percent of covered payroll. This is the long-
range cost figured over a 75-year period.

Senator Hansex. Thank you, that is all T have.

Senator BENNEPT. Mr. Chairman, I understand you have some
charts and I think they should be in the record. I also think the charts
should show the dollar cost per year as well as the cost in terms of
percent of payroll because we have to worry about dollars, and I ask
that those be included in the record.

The Cuairman. Can you provide that for us?

Mr. Bann. We'll be very glad to do that, Senator Bennett.

The CuairMan. You do have a chart further back in here that I
believe tried to demonstrate that?

Mr. BaLL. Yes.

Senator BexNerr. T am talking about his basic charts to which he
referred and we would like to have them in the record.

Mr. Barn, I will be glad to do it.!

The Cuairman. Gentlemen, overyone has had a chance and if he
hasn’t I will recognize him now to ask his questions, and aside from
that I am going to urge all members and try to restrict myself also,
to permit Mr, Ball to finish his presentation in chief before we in-
terrograte him further.

} The charts were therefore printed (n this volume at the point at which they are referred to in Mr. Ball’s
prepared statement.
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Thank you very much. RVAILABLE COPY

Mr, BABLL. All right, Mr. Chairman. st

The next cash-benefit change proposed in this bill is the President’s
proposal to increase the benefits for widows to 100 percent of the
retired worker’s benefit when she secks the benefit at age 65.

WIDOW'S BENEFIT AT AGE 65
INCREASED TO 100% OF WORKER'S BENEFIT

AVERAGE MONTHLY EARNINGS
OF DECUASED WORKER CEIRISENT UW
I 5 FERCENT GEERAL FENEHT INCRHASE
I KCREASE 10 1004, O WORVER' BHAEHT

< INCLUDFS THE EFECT OF THE HIGHER RENERTS PAVARLE ON THE WASHIER EHHGS THATARY, DAL AR DU

Mr. BaLn. The present formula is that the widow gets 824 percent
of the worker’s boenefit—ecalled the primary insurance amount. The
proposal is that she got the same as a retired worker would get. There
1s no reason to think that a single widow living alone nceds less than
the worker himself living alone.

This chart shows the effect of this proposal. Down the left hand
side of this chart we have indicated various examples of the average
monithly earnings, which, as you know, determine the benefit amount
under social security.

The light portion of the bars shows the dollars that are paid to
widows under present law—=82} percent of the primary insurance
amounts derived from average wages.

Then there is a somewhat darker smaller portion which indicates
the increase that they got from the 5-percent provision that I pre-
viously described. Then the still darker amount shows the increase
thet results for widows who are 65 or older because of the increased
percentage of the primary insurance amount that they will get.

So taking everything together, a widow whose benefit was based,
say, on a $400 average monthly wage of her husband would be gettin
$145.80 today. Under the combination of the 6-percent increase anﬁ
this proposal, we would recompute her benefit to $185.60.

This category—bonefits for aged widows—is the one that of all the

social security henefit categories is the lowest, on the average, and

these sged widows are also shown, from our surveys, to have the
loast in other resources.

N o o
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Abowt 33:million widows already on the rolls would have their
benefits récomputed™under this proposal, and then, of course, the
wovision would result in higher benefits for aged widows on into the
uture.

The next proposal, shown on this chart, is to compute benefits for
men using a computation point of the year of attainment of age 62,
the same as for women today.

BENEFIT COMPUTATION UNDER PRESENT LAW

BENEFITS BASED ON AVERAGE MONTHLY EARNINGS FIGURED OYER A NUMBER OF
YEARS EQUAL TO 5 LESS THAN THE NUMBER OF YEARS -

AFTER UP TO THE YEAR OF
1950 OR AGE 65 FOR MEN
AGE 21 AGE 62 FOR WOMEN
EXAMPLE : AGE 65 IN 1970

14 YEARS ARE USED FOR A MAN
11 YEARS ARE USED FOR A WOMAV

HSY 52 53 54 55 5t 57 S8 59 60 O 62 63 6% 65 65 &1 68 8 0

BENEFIT ELIGIBUTY ALSO FIGURED

- m—————y

UP TOAGE 65 FOR AMAN {?Prb}ceéz FORA WOHI |

Mre. Bawn, For a variety of historical reasons, we now, in terms of
benefit computation, treat a woman who has the same carnings
record as a man better than we treat the man. The proposal is to
treat them the same.

1f 1 could remind the committee of how this is done now, the basie
computation of the average wage, in most cases, is that you take all
the earnings a person has after 1950 (or age 21, if that is later than
1550), and you count his carnings up to the year in which he attains
age 65 if he is a man, but only to aze 62 for a woman. You drop the
airnings in the 5 years that ave the lowest, and you also drop those
vears from the computation, and you figure the average wage over
the resulting period. This average 1s what determines the amount of
benefits that are paid.

If you take a person becoming age 65 in 1970, and you apply this
formula, the result is that you average the earnings of a worun
over her 11 best years, but for a man in the same situation you
average his earnings over 14 vears, That practically always means
that a man in this situation is disadvantaged.

T'he proposal is to compute benefits in the same way for men and
women. [t would do the same for eligibility—that is, for determining
insured status.,

The computation applies to more people. The computation actually
applies to over 10 million beneficinries now on the rolls. These are
not only retired men, but their dependents and survivors, whose
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benefits are based on the average monthly earnings of the man. There
are about 10 million people that we would recompute for, and there
are around 60,000 poup||(~ that we will pick up who are not now
cligible but who become cligible for benefits when you uppl_\' the
same test of eligibility to men that now applies to women. This is a
matter of making the two equal.

The next chart in the cash-benefits area, Mr. Chairman, shows
three things in the disability area. They are of less importance than
these matters woe have been talking about but that I believe are
worth mentioning.

DISABILITY PROTECTION

» EXTENDS CHILDHOOD DISABILITY BENEFITS TO PEOPLE DISABLED
AFTER REACHING AGE 18 AND BEFORE 22

o EXCEPTS THE BLIND FROM THE INSURED-STATUS REQUIREMENT
OF RECENT ATTACHMENT TO COVERED WORK

« INCREASES CEILING ON TOTAL BENEFITS PAYABLE T0 A SOCIAL SECURITY
DISABILITY BENEFIGIARY WHO RECEIVES WORKMEN'S COMPENSATION

Mr, Bauw. First, as you know, today we pay benefits to an indi-
vidual who was disabled in childhood and has had a continuous
disability since childhood, when the parent who has been taking care
of him retires or becomes disabled or dies. In other words, that indi-
vidual, even though he may be 40 or 45, is treated as if he is a depend-
ent child. The conditions are that he had to become disabled before
age 18 and be continuously disabled thercafter.

The proposal here is that if the individual were disabled between
18 and 22, that same provision should apply. The provision that he
must have been disabled before age 18 is really a carryover from the
days when social security benefits were paid only to children below
18, whereas today, as you know, children attending school can get
benefits up to age 22.

The next proposal embodies part of one of the very popular Senate
bills, The proposal is to change the eligibility provisions }or the blind
under the disability program. There are a very large number of
Senators who have co-sponsored a bill to do this.

What the House did was to drop the test of covered work for 5
out of the 10 years immediately before disability for the blind and pay
them benefits if they meet the fully insured test, the same as we do
for a retired worker.

Then there is a provision in the House bill which modifies the ceiling
that applies under presont law when an individual is getting both a
disability benefit under social security and a workmen’s compensation
bonefit. The present law says that we will reduce the social security
benefit if the combined workmen’s compensation and social sceurity

47-530—70—pt. 1—3
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disability benefit exceeds 80 percent of the worker's average current
carnings. (The proposal does not change the definition of current
carnings in the law, so that is a detail 1 don’t think 1 need to get into.)

I'he House bill changes the provision from 80 percent to 100 percent.

"l‘he Administration did not propose that change. 1t is in the House
bill.

Finally, the Inst chart on cash benefits, Mr. Chairman, shows only
two other changes that are worth mentioning (there are other minor
ones). Just to remind you, under present law, if you receive your
benefits before 65, those benefits are reduced on an actuarial basis so
that approximately you will get the same amount during the whole
veriod of your life expectancy as you would have if you got a full
henefit at age 65. You got a lower monthly benefit amount, but you
get. it for longer.

A person can of course be eligible for more than one type of benefit.

OTHER IMPROVEMENTS IN
SOCIAL SECURITY PROTECTION

@ ACTUARIAL REDUCTION IN ONE BENEFIT NO LONGER
AFFECTS AMOUNT OF SECOND BENEFIT

@ NONCONTRIBUTORY WAGE CREDITS FOR MILITARY
SERVICE FOR THE PERIOD JAN. 1957 TO DEC.1967

Mr. BaLn. Under present law a working woman getting her own
benefit on retirement may take it before 65 and get a reduced benefit.
Then later on, or even at the same time, she may also be eligible for
a reduced wife's benefit based on her husband’s carnings—that is,
for an additional amount based on her husband’s earnings. Under
resent law, if she once has elected an actuarial reduction for any
[)oneﬁt-, that reduction carries over to any other benefit she may
qualify for. That carryover is eliminated: an actuarial reduction in
one benefit would no longer affect the second benefit.

The next proposal, for noncontributory wage credits for military
service, is designed to fill out a provision in preser:t law. You wifl
remember that the Armed Forces are covered under social security
on a regular contributory basis begimming in 1957. The Congress,
in the 1967 amendments, increased the protection that the Armed
Forces had by adding $100 a month free credits to what they had
previously been credited with—their basic pay. The Congress said
$100 a month would roughly take the place of the wages-in-kind
that the members of the armed forces get. But the additional credit
started only in 1967. This new provision gives that $100 free credit
from the time the contributory empulsory coverage was first es-
tablished. This is a charge on the general revenues and not on social
security.
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Here we have a summary chart on the cash-benefit proposals,
gentlemen. This chart compares the average benefit paid to various
categories of beneficiaries today to what they would get next January

under this bill. It reflects not only the 5-pereent across-the-board
increase, but the other provisions also.

AVERAGE CASH BENEFITS
UNDER PRESENT LAW AND PROPOSAL

RETIRED WORKERS R B
AGED COUPLES

AGED WIDOWS

WIDOWS
WITH 2 CHILOREN

DISABLED WORKERS

DISABLED WORKERS
WITH WIFE AND 1 OR
MORE CHILDREN

s

MONTHLY CASH BENEFIT AMOUNT

J.muar)' 197

Mr. BaLn. For instance, male retired workers would have their
benefits recomputed to take account of the new age-62 provision
so the average benefit for all retired workers—men and women—
is estimated to go from $118 to $129. Benefits for couples will go from
$199 to $218 on the average, and for aged widows, who will have a
very substantial increase because of the 100-percent provision, the
average would go from $102 to $123. You see the comparable
figures on the chart for other benefit categories.

MAJOR MEDICARE PROVISIONS HR 17550

1. Contributions to the long-range solution
of rising medical costs

2. Additional provisions for program control

3. Improvements in Medicare protection

e e
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My, Banw, 11 1 could turn now to the proposals in the medicare area,
the second part of the presentation. 1 have divided the proposals in
the medicare area into three groups. The first grou‘) consists of rather
long-range and fundamental proposals, which we think over time will
contribute to a solution of the very, very serious problem of the long-
range inerease in medieal costs.

Secondly, we have a grouping of additional provisions that are aimed
at a variety of problems that we and you have discovered in reviewing
the operation of the program. And then there are some improvements
in medicare protection in the bill. Although not of a major kind,
and, although without significant costs, they are nevertheless worth
commenting on, 1 helieve.

CONTRIBUTIONS TO THE SOLUTION
OF RISING MEDICAL COSTS

1 Tie Federal participation in capital expenditures
to health facility planning

2 Move from cost reimbursement to prospective rates
3 Limitations on recognition of physician fee increases

4 Health maintenance organization option

My, Bavr, First then, the four major proposals in the bill that we
believe will make a significant contribution over the long run to a solu-
tion of this problem oﬂising medical costs.

The four are: First, to have the medicare, medicaid, and maternal
and child health programs back the efforts thronghout the country
that are being made in the area of planning,

The second proposal, as Secretary Black indicated, is to move from a
cost reimbursement retroactively adjusted toward prospective rate
setting. ‘The bill also has in it some limitations on the recognition of
future physician fee increases. And then finally, as Seceretary Black
mentioned, the very important option for beneficiaries to take their
protection through a health maintenance organization.

I should like to go into each one of those now in somewhat more
detail.

The first one relates to health facility planning.
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HEALTH FACILITY PLANNING

1. In1967 Senate adopted a provision to coordinate
reimbursement with health facility planning
(dropped in conference)

2. HR.17550 provides authority to withhold or reduce
reimbursement to providers for capital expenditures
inconsistent with State or local health plans

Mr. Barn. The significance of planning, as the committee so well
knows, is that although in many parts of the country there arve serious
shm'tag{:}s of hospitals or nursing home facilities, in other places there
is overbuilding. ‘There is always the danger of duplication of facil-
ities—of having large standby costs that everybody has to pay for—
if there is unstructured growth of health care facilities.

It is not only additional beds that we are concerned about. Some-
times a major new service may be instituted in a hospital even though
other hospitals in the community already provide enough of that kind
of service,

The ]l)oint- has been made many times that if yon build additional
hospital beds they are almost bound to be filled in the future. One of
the best ways to control costs, then, is to control facility building and
the extension of services.

Now, against that general background, in 1967, the Scenate Finance
Committee recommended, and the Senate adopted, a proposal—I
remember Senator Curtis and myself discussing this in executive ses-
sion, for example—you adopted a proposal that would have gotten rid
of one of the worst features of the medicare, medicaid and maternal
and child health programs in relation to facility planning, but it was
dropped in conference so it is not. part of the law. At the present time,
we are still required to pay depreciation, we are required to pay interest
on loans, and we are required, in a profitmaking facility on which we
are making payments may have been built in defiance of good planning
and in_defiance of the planning recommendations of a local or an
areawide, or State-planning body.

So your proposal at that time was that we would not reimburse for
(le{reciatbn, interest and so on in that kind of a situation,

Now, H.R. 17550 has put back in this same kind of provision,
althought it is spelled out in considerably more detail. Also there is a
way in which, if the Secretary finds after consultation with an advisory



30

group that, in spite of disapproval by a local or State agency, a par-
ticular addition is necessary }or health care in that community, he can
approve it. ‘The general thrust of the proposal, however, is the same as
the Senate amendment in 1967,

‘I'he next item, Mr. Chairman, is the proposal to move from retro-
active cost reimbursement to a prospective rate.

ADVANTAGES OF PROSPECTIVE

REIMBURSEMENT
COST REIMBURSEMENT | PROSPECTIVE REIMBURSEMENT

Provides no incentive to Provides gains from
improve efficiency improved efficiency
Provides no incentive to Provider risks loss if
resist proposals for costs not contained

increased expenditures

Mr. Barn, We are talking now about institutions, of conrse, prin-
cipally hospitals and extended care facilities. What we do now, as you
know, is pay an interim rate through the year and then make an adjust-
ment if actual costs turn out to be different from that ratio group oper-
ating the institution, unless they are completely out of line or do some-
thing that can be held to be truly unreasonable, really have from medi-
care and from medicaid, and in most States from Blue ('ross, a blank
check—an underwriting of costs that says pretty much, “Whatever
you do, we will later nmll:'e up for it on a cost basis.”

So in the first place there is no incentive in our reimbursement
method for people who operate the hospital or the extended care fa-
cility to resist thronghont the year any increases in cost. T'hey are told,
in a bargaining situation—if the physician wants an expensive addi-
tional service, or if employees want a higher wage—*“Well, Blue Cross
pays on a cost basis (in most States), the Government reimburses on a
cost basis (and between medicare and medicaid, that is half the cost in
hospitals now), what do you care ?”

And there is no serious resistance built into our formula to that
kind of increase in expenditures.

On_the other hand, supposing the operators of an institution do
a really bang-up job in improving their operating cfliciency. Under
the present formuln what do we do? We just reduce the amount of
money we give them, If they get move efficient, their cost is lower
and on-a retroactive basis we just pay them the lower cost.
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The proposal is to move toward setting up rates prospectively that
one would stick with for a period of time. Any operator that can get
under those agreed rates by operating more economiecally and efticiently
would have that saving for the year, The next year the Government.
would benefit by working from a lower base in setting the new rate,
and the operator would have an incentive, again, to do still better in
the next period. On the other hand, the institution risks losing money
if it goes along with a whole lot of increased costs. It has to pick up
the bill ordinarily if it goes over the prospective rate.

We hopo this change will be adopted. I believe that over time such
a cange would get the managers of institutions and hospitals and
extended care facilities themselves increasingly involved in cost control
efforts. The managers of these 7,000 hospitals and four to five thousand
extended care facilities would then have increased incentives to pro-
vide care more economically and efliciently. You can’t improve opera-
tions primarily from a centralized place. You need to provide incentives
so that it pays the local institution to start thinking in these terms.

PROVISIONS OF H.R. 17550 ON
PROSPECTIVE REIMBURSEMENT

I. Endorses principle of prospective reimbursement

9. Directs Secretary to experiment with alternative
methods for setting prospective rates

3. Requires report and recommendations for
implementation by July 1, 1972

Mr. Bawe. The provisions in the ITouse bill are somewhat short of
what our recommendation to you was earlier. The IHouse has endorsed
the approach in principle. They want to go in this direction, but they
have said that we should experiment with different ways of arriving
at a prospective rate and then report back to the Congress by July 1,
1972, so that the actual method o} arriving at a prospective rate conld
be written into the law.

We had earlier asked for authority to put this into effect at a date
in the future, with the Secretary deciding on what method to use in
setting prospective rates. But. the basic idea has been accepted in the
Ilouse bill,

The third long-range proposal in this bill, Mr. Chairman, is designed
to control medicare’s recognition of increases in physicians’ fees.

o L

o~
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LIMITATIONS ON RECOGNITION OF
PHYSICIAN FEE INCREASES

l. In FY 1971 increases in the prevailing
charge cannot bring the charge above
the 75th percentile of customary charges

2. For later years prevailing charge limit
tied to indexes reflecting physicians
costs and general earnings levels

Mr. Banw, At the present time, by and large, the way the program
operates is that we reimburse for physicians’ fees, subject to the co-
insurance and the deductibles. We reimburse the customary fee that
the physician charges, with a maximum set at what is called the pre-
vailing fee. You take the customary charges of all the physicians in
a particular area for the particular procedure in question, and then
you cut off at a point where, under our present regulations, about the
top 17 percent. of charges are cut off as being too high for full reim-
bursement under medicare, These charges are reduced to the so-called
prevailing level at the 83d percentile, That is the general approach.

Now we are proposing—the important part is in this second point
on the chart here—that beginning with the fiscal year 1972, the pre-
vailing level—applied not to a single procedure but to charges for all
the procedures in the area taken as a whole—for purposes of medicare
recognition would rise in accordance with an economic index. This
index would be made up partly from a price index, and partly from
general earnings levels, If physicians’ fees generally do not rise faster
than their cost of doing business and the earned income of other people,
then this proposal would not have any effect. But if fees rise much
more rapidly, then this proposal exercises a restraining influence on
what medicare would pay for. We feel this would give us an important
control in a market situation with which you are all very familiar.

T'he main difliculty we see ahead in the physician fee area is that the
number of physicians is relatively stable. Iiven if you expanded medi-
cal schools very greatly the number of physicians would still inerease
very slowly over the next several years. The demand for physicians’
services has tremendously increased and will increase further—partly
because of medicare, partly because of medicaid, but even more im-
portantly beeause of a general increase in the aflluence of our whole
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society. So you have a very large and growing demand for physicians’
services, and a relatively slow merease in the number of physicians.

Under these circumstances. it is not surprising that there has been an
increase in physician fees, The increase really hasn't been remarkably
high in relation to the increase in prices generally or in wages gen-
erally. But we believe that limiting future medicare recognition of fee
increases in the upper range of charges to these broad economic indices
will guard against the possibility of the market situation 1 deseribed
being translated into increased medicare costs arising from possible
skyrocketing increases in physicians’ fees.

Finally, Mr. Chairman, there is the broad proposal that Seeretary
Black mentioned—the health maintenance organization option. This
is a central point in the administration’s proposals, and we plan, with
your permission, when Secretary Veneman is here, to have three or
four c]harts on this proposal and present it to you in some detail at that
time. I would like merely, at this point, to say a few things in an
introductory way. The prototype of the health maintenance organiza-
tion is a group-practice prepayment plan, There are two main points
to be stressed : First, by having a per capita reimbursement of an orga-
nization, covering both the expense of hospitalization and various
kinds of outpatient and physicians’ services and by agrecing ahead of
time that you are only going to pay them so much per person for the
whole package, the organization has an incentive to keep down the
cost of the care, and to give only the appropriate level of care.

On the other hand, if you pay everything on a fee-for-service basis
and you consider only economic motivation (and I am not saying that
is necessarily the dominant motivation). then paying on the basis of
fee-for-service means that the more service you give, and the higher
the level of service, the more money there is. \{%hcn you price each
service individually there is an economic incentive to provide more
service. If you pay so much per head for a period of time regardless
of the services given the organization itself becomes interested in
holding down on the more expensive services, such as hospitalization.
The Kaiser plans on the west coast, for instance, which operate this
way, have quite convincing information about their success in holding
down hospital utilization.

The second point is that from the patient’s standpoint there is an
advantage in not having to seek ont each part of care, Ile doesn’t have
to look for a nursing home, an extended care facility, this specialist
or that specialist, but rather the health maintenance organization takes
the responsibility for providing him what is appropriate. The orga-
nization has an incentive to get to him early and give services, hope-
fully, on a preventive basis.

I want to turn now to the next chart, Mr, Chairman, to go through
rather quickly the additional In‘ovisions for program control in the
medicare area that are in the bill. There are quite a number of them, and
I do not. want to take the time of the committee to go into them in great
detail. Some of them you are already very familiar with.

. - s a3 5 L 4T —
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ADDITIONAL PROVISIONS FOR
PROGRAM CONTROL

Pay customary charges if less than cost

. Bar providers who abuse the program

Withhold payment where UR finds admission not warranted
Cost sharing for services in luxury institutions

Experimentation with community-wide utilization
review mechanisms

Reimbursement of teaching physicians
T Prohibition against reassignment of claims

PN

o

Mr. Barn, For instance, the first one is in a bill Senator Anderson
introduced some time ago. 1 believe the provision also appears in bills
introduced by some other Senators, as well. The proposal deals with
situations wherve today our cost reimbursement of a hospital actually
turns out to be more than what it is charging the public.

That does not happen often, but if it isa heavily endowed institution,
it may have public charges below the cost of providing the service. We
think that for us to pay more than other I)atlents are charged is a bad
public posture to be in, at the very least. The proposal is to pay only the
customary charges of the hospital or other institution if those charges
are less than cost.

You are familinr—because we have discussed this before—with the
next proposal, which would give us authority, with proper safeguards
of administrative appeal rights and court, uplpenl rights, to bar the
providers who have abused the program. Today, if a physician has
consistently overcharged or misused the program m a-variety of ways,
the only reconrse we have is to put a very careful bill review on each
bill that he sends in. ITis services are still reimbursed by the program.
As long as he keeps his license, any services he renders could be cov-
ered and all we can do is to review each bill as it comes in. The pro-
posal would allow us to bar his services from reimbursement under
the program,

Turning to the next proposal—at the present time a utilization re-
view committee disallowance mltomaticnhy applies to long-stay cases,
Woe do not pay after the committee has found that an individual should
no longer be in the hospital, for example, in a long-stay case. ‘The
committees also do sample reviews in short-time cases. We think they
ought to auntomatically notify the intermediary in those cases, too,
and that we ought not to reimburse when they make the same type of
finding for a short-term case,

The next proposal gives us authority to set limits on reasonable
costs. At the present time we are paying the reasonable costs of hos-
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pitals and extended eare facilitivs in some instances where the services
are at a level beyond what is ordinarily thought to be necessary for
health purposes. ”

Particularly in the nursing home area, there are some quite plush
institutions, and a relatively unlimited cost reimbwrsement really
underwrites that type of activity. However, we are not saying people
should not go into such institutions. The proposal is rather that for
services that arve beyond what is necessary for quality health care—
becanse the institution is a luxury institution—that the institution
ought to be allowed to charge the individual an extra amount rather
than having the medicare program picking it up.

As the chart indicates, various kinds of experiments authorized by
the bill would extend the utilization review coneept to a community-
wide basis.

Also, we are still struggling with the problem that: the committee
has been into many times, the reimbursement of teaching physicians.
The ouse bill, we think, moves in the right direction. But we do not
think it goes far enough. 1t shifts, in part, the reimbursement of teach-
ing physicians to a cost basis. But, in owr judgment, more needs to be
done with that provision, and we wonld like to talk with you on that
in more detail later.

Then there is a provision prohibiting payment under a reassignment
of claims. Payment would be confined to the patient, the physician
himsel f. or an’ institution if he is required to turn over fees to an instj-
tution he works for on a salary, for example. This provision, in part, is
aimed at those associations of physicians that get payments under re-
assignment. from individual physicians. Such payments would be cut
under the bill.

The final area in the medicare part of the presentation, Mr, Chair-
man, and onc that I will run through quite quickly, is five improve-
mends in the coverage of the program or improved protection for
individuals growing out of cimnges in the way the program is
operated.

IMPROVEMENTS IN MEDICARE

PROTECTION
1. Prior approval of ECFand home health coverage

2. Hospital insurance for uninsured
3. Independently practicing physical therapists

4. Payment for inpatient hospital services furnished
in Canada and Mexico to border residents

5. Elimination of 3year enroliment deadline under SMI

+ g ——
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Mr. Barn, First, the advance approval of extended-care facility or
homo health coverage deals with a problem that I know is very trou-
blesomo to many of you in your own States, as well as to us in admin-
istering the program. I am referring to the situation where on review
our carrier has come to the conclusion that an individual did not meet
the conditions for getting his care covered under medicare in an KCI®
or under a home health plan, and there has been & retroactive denial
when the individual thought he had the coverage. In these cases either
he has to pay—and it may be quite a large bill—or the extended care
facility isstuck with the bill, ‘

"T'his proposal is designed to ciit down that problem of retroactive
denial just as much as we can, The way we would do it is to sct up,
with medical advice, minimum periods n an extended care facility or
for a home health agency service that you would guarantes to pay
an individual for the amount of the minimum guarantee would depend
upon his medical condition.

If ho had been in the hospital a certain length of time, and he has
a particular diagnosis, we could say, “In your case you can be sure
you have at least 15 days’ coverage in an extended care facility, and the
carvier will not come along and overrule the guarantee retroactively.
You can count on it.”

T'he idea is to guarantee a minimum. If during that period the physi-
cian thinks the individual ought to be in for a Emger period, then you
have that period to work in to decide that instead of 15 days, in this
cnso it should be 25 days.

The whole proposal is aimed at helping to solve this difficult prob-
len of retroactive denial.

Next, hospital insurance for the uninsured. You will remember that
at the beginning of the medicare program you blanketed in practically
all of the people over 65 whether they were covered under Social
Security or not.

The cost of this was paid through general revenues. Iowever, there
was a phascout of that provision so that many people who are becoming
65 today and are not covered under social security are not getting
medicare’s hospital insurance protection, At the same time many pri-
vato plm\s——B‘ue Cross, Blue Shicld, and commercial companies—
have rewritten their over-65 policies to be supplementary to medicare.
So thera is a growing group of people who find it difficult to get
hospital insurance.

The provision in the bill would allow these people to elect coverage
under the hospital insurance part of Medicare as they do today under
tho su})plcmentar_\' medical insurance part. provided they pay the full
cost of the coverage. ‘The premiums would start at $27 a month, and
then would rise, as the premium for SMI would rise, if costs go up in
the future,

There isa provision also for extending coverage of physical therapy
services under certain circumstances, It would be limited to $100 a
year and would cover services of physical therapists who practice in
their own offices independently if the conditions specified in the bill are
met., At the present time physical therapy services are covered only



37

when provided through various kinds of health organizations. I might
say we did not recommend this extension of coverage. We are not very
enthusiastic about it, It is in the House bill, nevertheless,

The bill also deals with a problem in relation to hospital services
furnished in Canada and Mexico that has been of interest to the Senate
on several occasions,

At the present time such services are covered only if it is an emer-
geney, if the emergency occurred in the United States, and if it is
closer to rush the patient to a Canadian or Mexican hospital. This
amendment would expand coverage of care outside the United States
so that a border resident, living in the United States is covered, if he

oes to a closer and more convenient hospital across the border, even if
it were not an emergency situation.

The last item on this chart concerns a matter that has come up ina -

lot of correspondence with the various Members of Congress. ‘T'he pro-
posal is to eliminate the absolute barrier that now exists for coverage
under the voluntary medical insurance plan if an individual lets 3
years go by after he is first eligible without signing up.

We had thought at first the barrier might be necessary to prevent
adverse selection. But we have very complete coverage—95 percent of
all the aged are under the voluntary part of the program—and we
would retain the provision that you liave to pay more if you come in
late. We now feel—our actuaries believe—that. it is not necessary to
maintain this time limit, So people who missed their final chance to
come under medicare would have another chance under this proposal
and be able to come in in any open enrollment period.

Mr. Chairman, the final section of the presentation deals with the
financing of the bill. The first chart shows the changes proposed in the
contribution rates for employers and employees.

CONTRIBUTION RATES
FOR EMPLOYEES AND EMPLOYERS

CASH BENEFITS: | HOSPITAL INSURANCE TOTAL
YEAR |PRESENT LAW] PROPOSAL [PRESENTLAW] PROPOSAL [PRESENT (AW | PROPOSAL

1970 | 42% | 42% | 060% | 06% | 480% | 48%
197172 46 | 42 | 060 | 1.0 | 520 | 52
197374 50 | 42 (065 | 1.0 |-5685 | 52
1975 [ 60 | 60 | 065 | 10 | 565 | 60
197679 5.0 | 50 [070 | 1.0 | 570 | 60
19808 50 | 655 [080 | 10 | 580 | 65
IAQgég 50 | 55 | 090 | 10 | 590 | 65
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M, Barn, As you will remember, I mentioned earlicr that the earn-
ings base would go to $9,000 under the bill, and then be kept up-to-date
automatically in the future. The chart shows the contribution rates.
Across the top of the chart we have, first, the rates related to cash ben-
efits, under present law and under the proposal; then the rates for
hospital insurance, present law and proposal; and then the combined
rates for present law and proposal are compared. The first line shows
the rates in effect now,

Today we are collecting .2 percent for cash benefits and for i10s-
pital insurance we are collecting 0.6 for a total of social security contri-
butions of ‘L8 percent each for the employer and the employee.

Now, under present law, the rate was going to go up next year—
next January—to a combined rate of 5.2 pereent. But under present
law the rate of 5.2 percent was going to be divided 4.6 percent. for cash
benefits and 0.6 percent for hospital insurance.

Our proposal is to retain the same total rate for next year—3.2 per-
cent—Dhut to shift the division of that rate, holding the 4.2-percent rate
for cash benefits through the year 1974, As I will indicate to you on a
Inter chart, in the cash-benefit arvea there is a very substantial excess of
income over outgo under present law for many years, and it is not
necessary to bniﬁl up such huge reserves. On the other hand, as you
know so well, the hospital insurance fund is in serious difliculty. We
need quickly to have additional money for hospital insurance.

So our proposal is to increase the 0.6 percent for hospital insurance
to a I-percent rate, and to hold that on into the future.

Summarizing the changes: The cash-benefit program involves a
stretchont in the contribution rate. Under present law it would go to
4.6 percent in 1971, and then to 5 percent in 1973, That is the ultimate
rate under present law, and coming to it so quickly results in very large
increases in the cash benefit trust funds.

Tho proposal is to stretch out these rates, still keeping the trust funds
sufliciently large for any conceivable contingency, but not depending
so much for financing on interest earnings on huge trust funds in the
long-range future. The rate for cash benefits would go to 5 perecent in
1975, and then to an ultimate rate in 1980 of 514 percent. Accompany-
ing this would be a level rate of 1 percent for hospital insurance be-
ginning in 1971,

In the last colummn you have the combined totals, getting to an ulti-
mate combined rate of 6.5 percent in 1980, as compared with 5.9 per-
cent under present. law in 1987,

Mur. Chairman, this next chart indicates why we felt it was desirable
to slow down the schedule for increases in the contribution rate for
cash benefits.

T might say that we would have recommended this stretchout in the
cash rate even if there had been no such thing as the hospital insurance
program. It scemed to us that the excess of income over outgo that
would begin to occur by 1973—$12 billion a year—is not necessary in a
social insurance system. In the past the Congress has always, as we have
approached a contribution rate that would produce large excesses of
income over outgo like this, postponed the higher contribution rates to
a time when they are nceded to maintain slightly greater income than
outgo.
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ESTIMATED PROGRESS OF THE CASH-BENEFITS TRUST FUNDS
Under Present Law and under Proposal 19701973

(In Billions )

CALENDAR INCOME QUTGO __[KETINCREASE IN FUNDS
YEAR |PRESENTLAN| PROPOSAL’| PRESENT LAW | PROPOSAL™ PRESENT LAW | PROPOSAL

1970 |*366 [¥366 |*331 {*331 [$ 35 |+ 35
1971 | 418 | 40l 349 | 385 69 16
1972 | 442 | 426 | 363 | 405 79 21
1978 499 | 453 | 375 | 420*| 124 33
(1973) (434) (29

LUSSIMES AUTOHATE IR EEASE I EAEHNGS BASE 70 73600
(AUTOMATIC BENEFIT IRCREASE OF 3% W 1973)

y 5,%,,{4 1,400 >

Mvr. Barr. This chart, then, shows the estimated progress of the cash
benefit trust funds under the proposal, taking into account both in-
creased benefits and the new contrilmtion rates and $9,000 base. As you
see, present law results in quite ]ar%e trust fund increases even in 1970,
and going next year to almost $7 billion in excess of income over outgo.
With the increases in benefits and the ll)ost,ponement. of rate increases
under the proposal you have still $1.6 billion excess of income over out-
go for the cash benefits program. In 1972 you still have $2.1 billion
excess under the proposals as compared with $7.9 billion under present
law. And, of course, it really gets dramatic in 1973, when contribution
rates under present law would have gone to 5 percent for cash benefits.
Even though we are holding the rates down under the proposal, you
still have an excess of $3.3 billion in 1973.

I have included in the parenthetical figures the possible effect of
the automatic benefit provisions. Through 1973 the figures T have al-
ready referred to do not take account of the automatic provisions on

“the benefit side, but they do assume that there would be an increase in
the contribution base in 1973 from $9,000 to $9,600. The parenthetical
figures show that if there were an increase in the cost of living amount-
ing to as much as 3 percent, it would trigger a benefit increase for
January of 1973, and then the outgo, instead of being $12 billion,
would be $43.1 billion, and the net increases, instead of being $3.3 bil-
lion, vsould be $2.1 billion.

Senator Winniaxs. I do not want to interrupt you, but did you figure
;}xei ingrenses in the other years for the automatic increase in cost of

ivin

Ml% BatL. The later years, Senator?

Senator WiLL1aMs. Noj the years prior to 1973,

Mvr, Barr. Under the bill 1973 is the first time it could go into effect.

Senator Wirriays. How did you get the $9,6007

Mr. Barn. The first time that the automatic increase in the base
cm_;ld go into effect under the bill is 1973. The base of $9,000 goes in in
1971.
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Now, the figure of $9,600 arises by comparing the first quarter of
1972 with the first quarter of the base year, which is back in 1971. That
is how we get the £9,600, and it is etfective in 1973,

Now, for the hospital insurance trust fund, the result in the short run
of the financing changes, that I have previously explained are shown
on this chart.

ESTIMATED PROGRESS OF THE HOSPITAL INSURANCE TRUST FUND
~ UnderPresent Law and under Proposal, 1970-1973

(In Billions)

CHLENDR INCOME 0UT6O NET INCREASE INFUNDS
YEAR  IPRESENTLAW| PROPOSALYIPRESENT LAW] PROPOSAL [PRESENT LAW[ PROPOSAL
1970 (457 |$5.7 | $60 | 460 |-$0.3 |-$03
9711 60 {101 | 70 | 70 [-1.0 | 3f
9721 6.2 (108 | 82 | 82 |-20%| 26
19731 69 | 117 | 94 | 94 |-25 | 23

YASSIMES AUTONATIC ICPEASE IN EARKINGS RASE TO $9600 W K73
KFUND EXHAUSTED IN 1972 UNOER PRESENT LAW

Mr. Barn, Let me say, first that, there are no proposed benefit im-
provements in hospital insurance that have a significant cost. There
are no major proposals in the hospital insurance program except those
that are intended to be of a cost-saving nature.

Under present law, as you can see, in the present year we expect
about a $300 million deficit. We expect it to increase in the next callen-
dar year to $1 billion. Under the present law the trust fund would
actually be exhausted in 1972.

So it is very important, of course, to increase the income to this fund
quickly as well as to plan for the long run these fundamental changes
in the way the program is operated that have longrun cost-saving
effects, and also to have the various program control features put in as
quickly as possible,

Under the proposal for the level contribution rate of 1 percent,
the fund starts building up substantially. It goes up by somewhat over
£3 billion in 1971, In the cash benefits part of the program, where for
a long period in the future there is clearly more than enough money
under present law, we have changed the rate schedule so that we are
not. collecting so much excess of income over outgo. For funds which
have been the problem—the hospital insurance fund-—we are proposin
a level rate which, for the early years, builds quite a substantial fund,
and then, of cowrse, levels out in the later years since costs increase
later on.

Now, on this next chart, Mr. Chairman, we have a summary of the
long-range actuarial balance for the cash-benefits program.
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FINANCING SOCIAL SECURITY CASH BENEFITS

'LONG-RANGE
ACTUARIAL BALANCE

PRESENT PROGRAM¥* -0.08%

EFFECT OF USING 1970 EARNINGS +0.28%
EFFECT OF BENEFIT PROPOSALS -1,00%
NET EFFECT OF FINANCING PROPOSALS +0.74%

PROPOSED PROGRAM -0.15%

* TRUSTEES' REPORT, AU, 1970

Mvr. Bawr, This is the 75-year estimate as a percentage of covered
payroll. The presenc program has a lack of actuarial balance of 0.08
pereent of payroll, which is, of course, less than 1 percent of the total
cost of the program. An estimated deficit of this small amount has
never been thought to be a matter of concern. We start. with this esti-
mate as shown in the trustees’ report of April 1970, which was based
on 1969 ecarnings assumed to be level on into the future. Iivery year
when the actuaries reevaluate the program they update the earnings
level. 'They use as & wage assumption tﬁe carnings level of the current
year. The work on the trustees’ report, of course, to get. it out in April
1970, was done largely back in 1969, and that is when 1969 carnings
were used.

During the course of the consideration of these proposals by the
Ways and Means Committee, they suggested, and the actuaries agreed,
that it would be reasonable now to project 1970 wages as the level wage
assumption on into the future, This cllmnge in assumption resulted in
adding a little over a quarter percent of payroll to the balance.

The various benefit proposals that T have ontlined carlier together
have a cost of a little over 1 percent—1.09 percent—and then the effect
of the higher contribution rates—a schedule going up to 514 percent
for cach Denefit as well as the $9,000 wage base, give plus 0.74 percent
for a net balance of —0.15 percent.

I might point ont, Mr, Chairman, that when the Ways and Means
Committee reported out its bill, this imbalance was —0.12 percent of
payroll. There was action on the ITouse floor that increased the cost of
the program by 0.03 percent. What was added on the House floor was
the President’s proposal for a change in the retivement, carrying the
one-for-two provision all the way up—that added 0.03 percent to the
cost of the retirement cost change making the imbalance —0.15
percent,

It is true, Mr. Chairman, that if one wanted to press a particular
point that has been made to us—the automatic provisions in the Ifouse-
passed bill are somewhat less expensive than the automatic provisions

47-530—70—pt, 1——4
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that the administration originally sent up——and if you want to reflect
the lower cost of that ditlerence, then you could reduce this —0.15
percent figure somewhat.

I have felt that there is not enough certainty to claim eredit for the
ITouse bill provisions where they differ from the administration's
proposal. I much prefer to remain with the general policy position
that the automatic provisions for benefit increases are balanced by the
automatic provisions for financing, rather than to claim an additional
credit and show a reduced estimate of the actuarial imbalance. But it
could be done: there is actuarial support for doing so. I would prefer
to be on the conservative side.

FINANCING HOSPITAL INSURANCE BENEFITS

LONG-RANGE
ACTUARIAL BALANCE

PRESENT PROGRAM* -0.48%
NET EFFECT OF FINANCING PROPOSMS  +0,37 %

PROPOSED  PROGRAM -0.11 %

¥ TRSTEES” REPORT, APRIL, 1970

Mvr, Bari. On this chart we show the comparable figures for hospital
insurance, ‘The present hospital insurance program has a long-range
actuarial imbalance of a little less than a lm}f sercent of payroll under
the assumption that the maximum earnings base will be kept up to
date in the future, ‘'he proposal greatly reduces the amount of the
imbalance in the hospital insurance program.

The net elfect of the various financing provisions in hospital in-
surance brings the imbalance down to —0.11 percent. This is a 25-year
estimate in hospital insurance.

Let me say here that we have not taken any credit whatsover in this
—0.11 percent figure for the possible cost effects of all of the proposals
in this bill that are designed to reduce costs. We have felt that they
ought. to be proven to some extent before we start reducing this esti-
mated actuarial imbalance. So there is a cushion here in the various
cost. control proposals, The possible reductions could be estimated and
result in a reduction in the figure of —0.11 percent, but no credit what-
soover has been taken for those now. This balance is the same as if
present law continued in effect except for the changes in the financing
provisions—the contribution rate change and the earnings base change.
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The final chart in the whole presentation, Mr. Chairman, is a sum-
mary of the effect of the bill for the first 12 months in terms of the num-
bers of people affected, and the amount of money that would be paid
out in a 2-month period. This information is shown separately for
the major proposals.

ADDITIONAL PAYMENTS IN FIRST 12 MONTHS
AND NUMBER OF PEOPLE AFFECTED

ADDITIONAL BENEFICIARIES NEWLY ELIGIBLE
PROVISION it 7 O IO
5% BENEFIT INCREASE #1700 26,200 6Y
MODIFICATION OF REFIREMENT TEST 570 900 400Y
AGE 62 COMPUTATION POINT 915 10,200 60
INCREASE IN WIDOWS BENEFITS 700 3,300 --
DISABILITY IMPROVEMENTS 42 55 48
OTHER IMPROVEMENTS 60 230 10
TOTAL 43997 (?) (%)

-;—; NONINSURED PEOPLE AGED 72 AND OVER WHD CAN WOT GET BENEFITS UNNEL PRESENT LW,
PECLE WD AN GET NO BENEFITS FOR 191 UNDER PAESENT LAW BUT WHO WOULD GET SOME BENEFITS UNDER THE PROPOSHL.
3/ FI0RES A0E NOT AONINE BECAUSE A PELSON MAY 8E AFFECTEO BY MORE THAN ONE PROY/SION.

Mr. Bann, The 5-$)cl'cent, benefit increase for the first 12 months,
amounting to $1.7 billion, goes to the somewhat over 26 people on the
rolls next January, T'he increase makes eligible about 6,000 additional
people under the so-called Prouty amendment, where we pay people
who are uninsured and not eligible for other Government benefits in
excess of the Prouty amendment. As the amount of that payment rises
a few more people become eligible,

The modification of the retivement test, going to a $2,000 exempt
amount and dropping the $1-for-$1 reduction provision, would result
in paying $570 million in the first 12 months. This would go to about
900,000 people who now receive some benefits and to about 400,000
people who are not getting them at all today and who under the
proposal would be eligible for some but not all benefits.

Senator Bex~err, 400 million?

Mr. BaLr. 400,000. I am sorry.

Senator Bexxerr. Twice the population.

Mr. Bare. The age 62 co.aputation point for men, as I indicated
carlier, the benefits of about 10.2 million people on the rolls would
be recomputed, and that would account for $925 million additional
payments, Some people would be made newly eligible because the pro-
vision applies to eligibility as well as benefit computations,

As I said, about 3.3 million aged widows would have their benefits
recom[l)uted, and about $700 million would be paid in additional bene-
fits. The various miscellaneous matters, such as disability improve-
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ments, are shown here. Taking all the improvements together, total
payments out. in the first 12 months are about $4 billion additional over
present law, Obviously you cannot add these other figures because the
26.2 million are all the beneficiaries that there are.

My, Chairman, that concludes the initial presentation of the bill as
passed by the House. As I indicated, when the Under Sccretary comes
before the committee he will give particular attention to the health
maintenance organization option, with a special presentation on that,
In addition, we have not yet touched in any detail on the medicaid
proposals except as Secretary Black referred to them in his opening
statement. '

Senator Anpersox (presiding). Senator Miller.

AUTOMATIC COST-OF-LIVING INCREASES

Senator Mirrer. Thank you, Mr. Chairman. /

I want to commend the Department on the presentation. The only
comment I want to make on it is that when you develop the automatic
cost-of-living increase program, I cannot tefl yon how deeply I appre-
(\ziinte I;t."I have been striving for that provision since 1962, as you know,
M, ball,

Mr. Bary. Yes, I know, Senator.

Senator MiLrer. I am pleased to say that we have been gaining in-
creasing support, and T hope that the committee will certainly adopt
this portion of the program. I know several members who formerly
were opposed to it who have come around, onc who was not able to be
present today, I think is Senator Hartke, and I do not think anybody
could have laid out the program any better than you did.

I thought I heard myself speaking when you were laying out that
(f'iost,pfl-)living increase program, and I want to commend you on a very

ne job.

Mi‘. Barw. Thank you, Senator.

It may be of interest to the committee that there has been so much
interest lately in these antomatic [ln'ovisions that it appeaved as a
plank in the party platforms of both parties the last time, as well as
Leing now a major recommendation of this administration.

Senator WiLrLrass. Mr, Chairman, T understand that we are to have
a vote in the Senate very soon, and I am just wondering whether it
would not be just as well to suggest that we eliminate the questioning
at this time. You would be back at a later date, and we can resume then.

The Cuamyan. I just want to ask about one or two questions and
then we can go vote.

Now, with regard to those charts that you provided, Mr, Ball, it
seems to me wo ought to put medicare in there to see what it would
look like when you add that in. So far as people over 65 are concerned,
they pa?y very little compared to what they get in benefits; isn’t that
correct.

Mr. Bann., Yes, if you are talking about a current contribution to
both parts A and B. They only pay $1 at the present time—3$5.30 next
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month—and on for the voluntary part and that amount is matched
by the Government, so they only pay half the cost. As far as hospital
insurance is concerned—which is now worth about $27 a month—what-
ever contribution they made was when they were working and gener-
ally not. currently when they have the protection.

The Crairman. Well, it just scems to me then if you go back and
you take these automatic increases to which you made reference, and
fix a chart that would crank in these medicare benelits it would look
as though Congress has been more gencrous to the retired people than
your chart indicates. I think that will be added to it, because it is all
right for me to deduct for what they are paying for in view of what
they are gctting, and it makes a better showing,

Mr. Baur. We will be glad to do that, Mr. Chairman. Of course, that
applies only to the beneliciaries 65 and older, and there are a lot of
other social security beneficiaries.

The CirairMan. That is right.

(‘The Department subsequently submitted the following chart :)

Yalue of Jenefits Since 1556 under tie Lav 1n Effect Sioce 1954
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The Cuatryan. Now, in addition to that, our staff has acquired some
charts which would show this. If you compare your automatic in-
creases, let us say, to how it would look on the chart if you used a
different reference year, for example, if you used the year 1940, 1950—
we will use those 2 years—it looks entirely different,

In other words, a lot of these things depend upon your point of view.
If you are stan(iing on the top of a mountain you are measuring
everything in terms of how far down everything is.
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If you are standing at sea level you measure everything on how far
up it is.

So 1 will ask unanimous consent. to put. in the record at this point
these two charts showing how the thing would look if you looked at it
the other way around, and put the figures in to back it up.

('The ehavts referred to follow :)
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Mr. Bave, My, Chairman, I think it is fair to say that the Congress
improved the fundamental level of benefits between 1950 and 1954. You
will remember there were no changes in the program from 1940 until
1950 of any significance.

The Cramaan. Right.

Mr. Barr. Then in 1950 the program was about brought up to date
from 1940,

Then between 1950 and 1954 the Congress substantially improved
the general level of benefits. You had a new benefit level established in
1934, and that is why 1 started with that year.

Then from 1954 on benefit levels have about kept up to date.

INFLATION

The Cnamrmax, Here is one thing that concerns me, Mr. Eall, This
program has been something of a drag on inflation by collecting more
m tax than it pays out in benefits. In other words, it has ton(ﬁ'd, up
to this point, to help hold back the inflationary rise of things. If we
pass the bill the way the House sent it to us we are taking our foot
off the brake, in eflect, and letting this program jump ahead every
time the cost of living goes up 3 percent. That would be the way it
would, It take it?

My, Bapr. Once a year.

The Cuamyan. Once a year. So it might remain a slight drag on
inflation. but generally speaking it wonld jump ahead.

Now, I have sometimes wondered how long we should go ahead de-
ceiving ourselves, misleading ourselves, about these various things
that tend to be inflationary.

For example, in my own home State, in my own hometown, labor
just got through negotiating new contracts which I think will set
a pattern for future increases, a new wage contract which would call
for approximately a 42-percent increase in wages over the next 2 years.

Now, there is no doubt in my mind that as the other wage contracts
are negotiated, they will require at least a 42-perecent increase over 2
years, which would almost by definition have to exceed productivity.

Sometimes it makes me think just to be fair we ought to make all
these people who have the benefits of collective bargaining under the
National Labor Relations Act negotiate all their contracts at the same
time, and then give management the opportunity to raise their prices,
and when this thing goes into effect, give Congress a chance to help
the less fortunate all at the same time.

For example, many of the people who draw social security bene-
fits need an increase just as much as our laboring people need one,
and among laboring people, a fellow working for the minimum wage
probably needs his increase even more than a fellow making €5 an
hour. Doesn’t. that figure? Doesn’t it make sense?

Mr, Bann. Yes, Mr. Chairman. These matters are all very much
interrelated. I would personally not like to see automatic provisions
in social security that were any more generous than those recommended.
I think this is kind of a bare minimum in that it just restores purchas-
ing power.

On whether the automatic provision is inflationary or not, I think is
arguable, at least. You see what happens if you do not have an auto-
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matic provision is that you wait longer to increase benefits, and then
the decision to do it is not very often relate-l to the inflationary situa-
tion. It is that pressure has built up an:. the Congress finally does
have to act.

But when Congress does act it has to make up for more, because
the increase has fi,)cen delayed longer than with the automatic pro-
vision. The impact then, I think you could argue, is more inflationary
than taking it in smaller bites on an automatic basis.

The Cuamyax. Do you believe that the changes that you want
drafted in the bill will make it a better bill?

My, Banr. We do have a few changes to suggest, Mr. Chairman, in
the ITouse bill. They are not large scale, but we do have some changes.
The President has urged the passage of the bill, but there are some
relatively minor changes we would suggest.

The Cuairyax, How do you feel a%oub the welfare bill; by the way,
do you think we have a better bill? [ Laughter.]

Mr, Brack. The answer to that is “Yes.”
| T'he Crrairyax. I personally think that the changes have been for the
rest.

Is My, Howard Cohen here?

Mr, Brack. Yes,sir; right here.

The Ciairyaxn. Mr, g‘ohen, you are quoted as telling the Ripon
Society that “They should stop bitching and get in; they don’t know
what it is like here slugging it out with the Iastlands of the world.”

Is that a correct quote?

Mr, Conen. Yes, it is, Mr. Chairman.

The CuamryaxN, Would you mind elaborating upon that ; would you
mind explaining to us what your experience has been, “slugging it out
with the Eastlands”?

Senator Wirntams. The moral of that is don’t write and don’t speak.
[Taughter.] :

My, Conen. No, I do not mind explaining that at all, Mr, Chairman,

What T meant by that quote was that there was a Ripon Forum
survey to rate each Senator, and, according to the five criteria looked
at by the Ripon Society, some came out higher than others.

Senator Eastland came out with a rather low score. We looked at
things such as a Senator’s position relative to trade, and a number of
other criteria, which I would be happy to submit for the record. I
meant that in working here on the Hill some people are easier to con-
vinco and work with than others. A number of my fellow Ripon So-
ciety members just sit on the sidelines. They are not in Government,
and they are always complaining, What T thought they ought to do is
just cither shut up or come in, try to help us, and work within the
system.

('T'he article referred to follows:)

[From Forum, March 1870]

BEYOND THE LI1BERAL/CONSERVATIVE DICHOTOMY—TOWARD A NEW CONGRESSIONAL
RATINO SYSTEM

The Ripon Soclety does not put much stock in rating Congressional voting
records. Neither virtue nor wisdom nor courage can be adequately scored on
a percentage basis. For this reason, we have previously refrained from {ssuing
annual ratings on the model of Americans for Democratic Action, Amerléans
for Constitutional Action, the AFI~CIO’s Committee on Political Education, éte.

However, the very fact that the Congressional rating business has been left
to such groups has lhelped to engender a pervasive misapprehension that the
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only basie cleavage in Congress is the one that preoccupies most of the raters,
namely, the split between conservatives and liberals. The only fundiamental
dispute among the rates is which side of the cleavage Is the wrong onc.

‘The trouble with this view Is that the Hberal-conservative dichotomy still ix
defined in terms of the fading problems of the New Deal: Higher appropriations
versus budget cuts, internantionalism versus isolationism, the welfare state versus
Inissez faire. We Lelieve that such battle lines are becoming increasingly irrele.
vant now that both parties are irreversably committed to an aflirmative soeial
and economic role for government at home and abroad and now the major
beneficiaries of the welfare state include well-to-do skilled unionists, corporate
farmers and Medicare doctors.

BEYOND THE NEW DEAL

Discussion in the Forum in coming months will seck to elucidate cleavages
more relevant to the realities of the Seventies. We have sought, as a first pass at
the problem, to find Senate roll call votes that reflect new eleavages. We have
taken for our norm values that are central to the traditions (and the rhetoric)
of the Republican Party:

Devolution of power from the Executive to Congress, to local institutions (hoth
private and public) and to individual citizens;

Relying on, and expanding the benefits of, the free market system in national
and international dealings, and, conversely, refusing to subsidize ineflicient
enterprise;

A national economie policy aimed at correcting basie imbalances rather than
treating symptoms through direct controls;

A foreign policy which shuns national proselytizing and provocation in favor
of private and multilateral initiatives; and

Substantive legal and economie equality of the races.

It the ranking of these Senators bears some resemblnance to the more conven-
tional liberal/conservative rankings it is because the Senate did not have the
opportunity to vote on several post-New Deal Issues such as draft reform, Nixon’s
Famlly Security proposals, federal tax sharing with the states or fundamental
questions involving civil liberties. Moreover, many votes were influenced by
Ideological battle lines of previous decades, especially when they dealt with
Democratic-patented programs such as OEO.

CONVERGING WITH NIXON

Although a number of conventional liberal Democrats score high on the Ripon
scale, it should be noted that several Republicans score higher than any Democrat
and that many Democrats score lower than any Republican. A Senator could bhe
assured of a minimum score of 349, it he merely supported the announced posf-
tion of the President on the ten votes on which the President’s announced view
coinclded with ours. (Our positions diverged from Nixon's four times.)

These ratings should not be judged as our selection of the “best’” and “worst”
Senators, if for no other reason than that the cruclal business of Congress usually
takes place off the floor. Furthermore, our giving equal weight to announced posl-
tions and votes actually cast enhances the score of, for instance, those labor-
backed Senators who found it convenient merely to announce their support for
the Philadelphia Plan, rather than to see to it in person that it passed.

Even every viva voce pro-Ripon vote cannot be valued equally. Surely the votes
of Republican Senators who defled threats of political oppositfon and cconomie
reprisal to oppose the Haynsworth nomination are more laudable than the
identically-welghted vote of Senator Dodd, who cravenly waited outside the
Senate chamber untll the issue was decfded before casting his vote.

Key

| Record vote for Ripon position

(XYmoo Record vote against Ripon position

[ T, Absent, general palr, present, or did not announce or answer
Congressfonal Quarterly poll

(V) oo e Palred for, announced for or CQ poll far Ripon position

D, G l’al;'ed apainst, announced against or CQ poll against Ripon posi-
tion

® e Ripon position the same as announced position of the Presldent

E . S, Ripon position in opposition to announced position of President
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KEY TO ROLLCALL VOTE NUMBERS
Devolution of Power

30. National Commitnients Resolution atlirming the role of Congress with
respeet to making military and cconomic commitments to other nations. (Vote
yea)

70. Schwelker amendment providing for perlodic audit reports to Congress on
major defense contracts by the General Accounting Office. (Vote yea)

70. Fulbright amendment to cut funds for Pentagon researvch by $45,000,000 and
to bar military funding of non-military research projects. (Vote yea)

12t. Murphy amendment, providing that state governors could effectively veto
local OEKO legal assistance programs. (Vote nay)

128, Ellender amendment to cut funds for Congresstonal staffing by §1.4 million
to delete authority for Senators to hire additional clerks. (Vote nay)

240. Javits amendnient to delete provision in education atd bill cutting off
funds to colleges which do not take steps satisfactory to the Secretary of HEW
to suppress campus disorders. (Vote yen)

207. Dominick motion to delete provistons of OO0 bilt earmarking funds for
local Initiative programs and making members of the armed forces eligible for
legal services. (Vote uay)

Anti-Subsidy

5L Goodell motion to suspend rules in order to set 10,000 Hinit on agricultural
subsidies payable to any individual. (Vote yen)

97. Willlams (R-Del.) amendment cutting maritime industry subsidies from
S145 million to $15.9 million. (Vote yea)

210. Dole-McIntyre amendment sheltering the intangible drilling expenses of
“small” oll producers even from the token minimum income tax provistons of
the tax reforin bill. (Vote nay)

239, Javits amendment permitting repairs of naval vessels to be made in any
port within 350 mtles of thefr home port when there is no competitive bidding
and wlhen repairs are not made in the home port. (Vote yea)

251. P'roxmire amendment to cut funds for prototype Supersonic Transport.

(Vote yea)

Frece Market/Free Trade

5S. Confirmation of the nomination of Carl J. Gilbert as U.S. Special Repre-
sentative for I'rade Negotiations. (Vote yea)

133. Vote to loosen provisions of Export Control Act to permit greater trade
with Communist nations. (Vote yea)

152. Bennett amendment to strike the provision of $2577 authorizing the Fed-
eral Riserve Board to institute a “voluntary” credit restraint program. (Vote
yea)

200. Cotton amendment authorlzing the President to Impose tariffs and other
import restrictions which he deems necessary. (Vote nay)

Forelgn Policy/Forelgn Atld

63. Smith (R-Me,) amendment prohibiting funds to be used for the Safegnard
ADM system. (Vote yea)

146. Young (D-Ohlo) amendment cutting funds for the Pentagon's civil defense
activities by $8.3 million. (Vote yea)

271. Mansfield motion to table the House version of the Foreign Ald bill, which
would provide unrequested funds for jet fighters for Nationalist China. (Vote
yea)

34. Vote on HR33, providing for an additional $480,000,000 in funding for the
United States participation in the International Development Assoclation. (Vote

yea)

2235. Javits amendment to provide $20,000,000 funding for the Overseas Private
Investment Corporation, an organization designed to gunarantee private American
Investments In forelgn business and housing. (Vote yea)

Fiscal Responsibility
61. Willlams Amendment to extend surtax beyond December 30, 1969 at a 5%
rate through June 30, 1970. (Vote yea)
(‘03. Final passage of DIl to extend surtax at 109 through December 30, 1969.
‘ote yea)
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159. Byrd (D-Va.) umendment to allow the surtax to lapse at the end of 1969.
Some Hberals said they voted against the surtax extenston In votes 61 and 63
because they wished to maximize thelr bargaining power in fighting for tax re-
forms. A similar vote on this roll call, taken after the bargaining was finished,
could not be defended on those grounds. (Vote nay)

222, Willlams motion to recommit tax bill to delete revenue-losing “Christmas
'ree” provisions. (Vote yea)

Civil Rights/Civil Liberlics

138. Mathlas amendment Increasing funds for the Equal Employment Oppor-
tunity Commission from $11.5 mitlion to $15.0 million. (Vote yen)

154. Confirmation of Judge Clement Haynsworth as Justice of the Supreme
Court. Although most of the debate on Haynsworth was cast in terms of judleial
othics, we agree with those Senators on both sides of the issue who sald that the
fundamental issue involved was Haynsworth's conservative views on the rights
of blaeks and unions. (Vote nay)

247. Scott amendment adding the words “unless otherwise required by the
Constiturion” to an amendment authored by Rep. Jamie Whitten prohibiting
certain desegregation inltintives by the federal government. Who voted against
this amendment? I'he strict constructionists, of course. (Vote yea)

274. Mansfleld motion that the Senate recede on lts position opposing the
I’hiladelphia Plan. (Vote yea)

RICHARD A, ZIMMER.
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The Criamyax, Well, let me see, how long have you been here now
with the Government ?

My, Congx. 1 have been at HEW 1 year as of yesterday, and I
worked 2 years on (,‘all)itol Hill.

The Ciramyax. Who were you working with on Capitol Hill?

Mr, Congxn. I worked with Congressman Donald Rumsfeld, now an
assistant to the President, and with Senator Charles Perey, of Tlinois.

The Cnamyan. Well, my thought about the matter is that some of
us here who have been advocating some pretty liberal things in years
gone by, some very costly things, from time to time find that we
ought to get a better run for our money when we vote for more of these
programs. 1 guess I number myself among those 1 do not know
whether it mnﬁos me an Iastland or not, but I would submit that so
far the Justice Department has made out better in the Judiciary Com-
mittee with Jim f‘lustlnml as chairman of that committee than your
Department. has made out with this committee. ‘I'hey did not send a
bill back to you.

My, Congx, Weare hoping to catch up, Mr, Chairman.

The Ciamryan, Pardon mef

My, Conex. Weare hoping to cateh up. (Laughter.)

T'he Crrammmax, This committee catch up with Eastland’s you mean?
[Laughter.]

Mr, Conex. I meant with the suceess of the various other commit-
tees, Senator.,

The Ciaryax, Well, what we want to do is to pass legislation in
the national interest. 1 just wanted to understand what you have
done to slug it out with the Kastlands so far. It seems to me what
we are trying to do is to improve on a bill that the House sent us,
and 1 think we will succeed, and you certainly are welcome to suggest.
to us how it can be improved.

But I suggest. to you when it was brought back to you every Repub-
lican voted for that.

Mr. Conex. I think we improved the bill; Mr, Chairman, pursuant
to suggestions of the committee, and the discussions we have had. We
hope we will return very shortly, and we will go into the various pro-
posals in greater depth.

The Cuamryax. If we are just adjudged by previous experience the
way these social security bills have worked so far is that the adminis-
tration sent. something down that will cost about. $2 billion, and then
the Iouse committee pushes it up to about $4 billion, and by the time
it gets over here—mind yon, they had the benefit of a closed rule often-
times over there, so the House on the floor cannot raise it—but. when
it gets over here then the committee pushes it up to about $6 billion,
and then the Senate pushes it up to about $12 billion, and sometimes
more than that, and by the time we go to conference, it is not those
Senate conferees, it is your people trying to urge us not to buy all the
things that the Senate votes for. Sometimes your Department is put
in the position of being the conservatives saying that we cannot pay
for this, If you have any ideas more generous than what the Senate
voted by the time we get through with these bills, please let me know.

My, Conex, I certainly will, Mr, Chairman,

The Cuamyax. Thank you very much. That concludes this
morning’s session,

(‘'hercupon, at 12:05 p.n. the hearing recessed, subject to the call
of the Chair.)



SOCIAL SECURITY AMENDMENTS OF 1970

TUESDAY, JULY 14, 1970

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 10:05 a.m., in room
2221, New Scnate Office Building, Senator Russell B. Long (chair-
man), presiding.

Present: Senators Long, Anderson, Talmadge, McCarthy, Harris,
Byrd, Jr., of Virginia, Williams of Delaware, Bennett, Curtis, Jordan
of Idaho, and Hansen.

The Cuairman. The hearing will come to order.

This morning, the committee resumes its hearings on H.R. 17550,
the Social Security Amendments of 1970.

We are pleased to have as our chief witness today the Honorable
Elliot L. Richardson, newly appointed Sccretary of the Department of
Health, Education, and oltlare.

Befcre Mr. Richardson begins his statement, let me state for the
record that it is the committee’s intenticn to hear administration
witnesses on this social security bill this week. Next week we plan
to hear administration witnesses on thoe family assistance plan. And
carly in August, it is our hope to begin hearing public witnesses on
the family assistance bill.

During the period betweon hearin% the Secretary and hearing the
public witnesses, wo oxpect to hear from other Departments of this
Governmeont and perhaps the Secrotary of Labor.

After that hearing is completed, the committee will then hear
public witnesses on 5\0 social security bill. Following these hearings,
at which nearly 400 witnesses have asked to testify, the committee
will consider both bills in executive session.

Mr. Richardson, we are pleased to have you back with us so soon
after your confirmation hearing. I would suggest that you ]l)rocood
with your statement in chief in your own fashion, and we shall with-
hold questions until you have completed.

I might just continue for 1 minute longer. Members of this com-
mitteo have requested information to complete the record of the
hearing on the family assistance plan. We hope that when we resume
"hearings on that bill noxt week this information will be available. It is
to appear in the printed hearings at page 211 in two places, and
information will be provided at pages 212, 217, 221, 226, 229, at two
places on page 230, on page 233, pages 235, 245, 249, 262, at (wo
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places on 264, on pages 265, 269, 281, 295, 299, 313, 348, 349, 350,
and 366.

I direct your attention, Mr. Secretnrly, to the fact that we are
waiting for a lot of information, and we have been waiting for it for
two and a half months. We would like to have it provided when
we take up that bill next week.

STATEMENT OF HON. ELLIOT L. RICHARDSON, SECRETARY OF
HEALTH, EDUCATION, AND WELFARE, ACCOMPANIED BY JOHN
G. VENEMAN, UNDER SECRETARY; ROBERT M. BALL, COMMIS-
SIONER OF SOCIAL SECURITY; AND HOWARD N. NEWMAN,
COMMISSIONER, MEDICAL SERVICES ADMINISTRATION

Seeretary Ricarnson. Mr, Chairman, 1 shall be glad to see that
this material is submitted in satisfactory form. I am informed that
we have submitted responses to the request for material, some of
which we are refining in light of discussions with your staff.

The Cuamyman. I understand, in view of our staff having looked
at it, that that is not fully in response to what we have requested.
We would like to got the material that we are asking for.

Seeretary Ricuarpson. We will make sure that you get it.

Mr. Chairman, members of the committee, I am accompanied this
morning by Under Secretary John Veneman on my left and Commis-
stoner Robert Ball of the Social Security Administration on my right.
To Mr. Veneman's left is the Commissioner of the Medical Services
Administration, Mr. Howard Newman. Questions may well arise
which they are botter qualified to answer than I am. In any case,
Mr. Veneman and Mr. Ball will be available for further testimony
before the committee on matters not covered in my testimony or in the
questioning which follows.

I am pleased, Mr. Chairman, and members of the committee, to
testifly before your committee today on H.R. 17550, the Social
Sccurity Amendments 1970. The bill embodies practically all of the
yroposals submitted for the consideration of the Congress by the
>vesident. in his September 25, 1969, message on social security,
and other proposals, such as the health cost effectiveness amend-
ments, that were submitted later by tho administration. The logisla-
tion will improve the protection afforded by the social security cash-
benefits program and improve the medicare, medicaid, and maternal
and child health programs with regard to both overall effectiveness
and potential for control of health care costs. The President has
ondorsed the major provisions of the bill.

AUTOMATIC COST OF LIVINCO ADJUSTMENTS

H.R. 17550 provides for antomatic adjustment of socinl security
benefits to increases in the cost of living. In my opinion, this proposal
is the most important one in the bill concerning the cash-benefits
program. Both political parties included it in their 1968 national
convention platiorms, and there is widespread support for it amon
both contributors to the program and beneficinries. "T'his is a proposa
whose time has come.
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Over the years Congress has established a policy of restoring the
purchasing power of benefits when price increases have eroded their
value. Sometimes, however, there have been long periods during which
benefits have remained unchanged and beneficiaries have had to get
along on these benefits while the cost of living increased substantially.
On the other hand, the Congress has occasionally set new and higher
benefit levels than had previously been established, actually inereasing
the purchasing power of the benefit in real terms.

Here is what has happened: there were no general benefit increases
between 1940, when monthly benefits were first payable and 1950.
Then the benefit lovel was increased to about make up for the rise in
prices that had occurred during the 1940’s. As result of the amend-
ments of 1952 and 1954, the Congress established a somewhat higher
lovel of benefits in real terms. Then, during the next 15 years, three
across-the-board benefit increases were enacted that approximately
restored the purchasing power of the benefits as they wero established
in 1954. The 15-porcent benefit increase carlier this year again estab-
lished a somewhat higher level of benefits in real terms.

Although Congress has established a policy of restoring the pur-
chasing power on benefits, and indeed, on occasion, increasing the real
level of benefits, there have been substantial time lags between the
increases in prico levels and the increase in benefits. I'or examplo,
there were no increases between 1940 and 1950, although the purchas-
ing power of the benefits declined by about 37 percent. There was no
general increase in benefits botweon 1959 and 1965 although the pur-
chasing power of the benefits declined by about 8 percent.

When substantial time lags occur betweon increases in price levels
and benefit increases, congressional action increasing benefits cannot
make up for the hardships beneficiaries endure while awaiting such
action. Older people, widows, orphans, and disabled people, who have
had to get along for years on benofits that were declining in purchasing
power, have suffered hardships during those years that cannot be
overcome by a later restoration of the purchasing )l)ower of the benefits.

The automatic adjustment provision controls the time lag and adds
predictability to the incroase. Writing the established congressional
policy into the law will give both beneficiaries and covered workers
the peace of mind that comes with the certainty that the purchasing
yower of their benefits will not be oreded by future price increases.
iiad this provision been in effect during the last 15 years, instead of
tho four benefit increases that occurred in 1959, 1965, 1968, and 1970,
there would have been seven benofit increases. Thus, beneficiaries
who were on the rolls during those years would have had the purchas-
ing power of their benefit maintained throughout the period at a level
much closer to the purchasing power of the benefit lovel established
in 1954. The somewhat higher level of benefits established this year
would have required congressional action.

To take account of price increases occurring during this calendar
year, 1970, the bill provides an across-the-board §-percent increase
in benefits effective January 1, 1971. The 5-percent-benefit increase
will go to more than 26 million beneficiarios and will total $1.7 billion
during the first 12 months the increase is in offect. The first automatic
benefit increase could take place in January 1973, based on an increase
in the cost of living from 1971 to 1972, if that increase is at loast 3
percent,

47-530—70—pt, 1—5
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INCREASE IN THE CONTRIBUTION AND BENEFIT BASE

The House bill also provides for increases in the contribution and
benefit base—the amount of a worker’s annual carnings that is sub-
ject to socinl security contributions and counted toward social security
enefits. ‘The base would be increased from the present $7,800 to $9,000
effective for 1971. Thereafter, the base would be automatically ad-
justed on a regular basis—but no more often than once in 2 years—
as earnings levels risoe.

‘I'he Congress has clearly established a policy of adjusting the con-
tribution and benefit base as carnings levels riso, just as it has with
respeet to the adjustment of benefits Lo prices. Here again, a provision
for automatic increases in the base to keep it in line with increases in
oarnings lovels would write into the law already established congros-
sional policy, thus riiving greater assurance to workers who carn
higher wages in the future that they will got credit toward benefits
for those higher carnings. ‘The automatic increases in the base, in line
with rising wages, would also provide adequate financing for the auto-
matic benefit increases.

The contribution and benefit base was originally established at
$3,000 in 1935. No action was taken to increase the base until 1950,
when it was set at $3,600. At this level it covered 81 percent of payrolis
and all of the earnings of a little over 75 percent oP covered workers.
Since that time, through legislative changes, the percentage of payrolls
covered has been maintained at about 80 percent, and the percentage
of covered workers who have all their earnings covered has been main-
tained at about 75 to 80 percent. The increase in the base to $9,000 in
1971 will restore the relationship botween the base and earnings levels
Eenemlly that was established in 1950 and that has been maintained
y Congress over the last 20 years, and the pirovision in the bill for
automatic adjustment in the base would mean rthat similar relation-
ships would be maintained automatically.

These provisions would not delegate to the executive branch any
discrotion whatsoever. The power to increase taxes would remain in
the hands of the Congress. {Vlmt this provision does is to provide a
specific formula in the law that determines what the social security
tax base shall bo. The base would be increased only in direct proportion
to increases in average carnings for all workers in covered employment.

RETIREMENT TEST

H.R. 17550 improves the social security program’s retirement test.
This is the provision under which social security benetits for an in-
dividual under age 72 are withheld or reduced if he earns more than
the exempt amount—currently $1680—in any year.

In his message to the Congress last September the President ex-
pressed his concern about this provision. He said:

The present retirement test actually penalizes social sceurity beneficiaries for
doing additional work or taking a job at higher pay. This is wrong.

As you know, the Congress has on a number of occasions made
changes desigiied to minimize this offect. Yet, a problem remains
under the present retirement test because benefits are reduced dollar-
for-dollar on carnings above $2,880 in a year. Because of taxes and
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work exponses, a beneficiary’s spendable income—that is, his social
security benefits plus his carnings after taxes—may be less if he earns
somewhat more than $2,880 than his income would be if he earned
less than $2,880. The bill remedies this by eliminating the dollar-
for-dollar reduction and providing that social security benefits be
reduced by only $1 for each $2 of carnings above the annual exempt
amount, regardless of how much is carned.

The bill also increases the retirement test annual exempt amount
from $1,680 to $2,000. This change takes account of increases in
goneral carnings levels that have occurred since the present $1,680
oxempt amount became effective.

The bill also provides for the future automatic upward adjustment
of the retirement test as earnings levels rise, similar to dm anto-
matic adjustment provision for raising the contribution and benefit
base. This change would prevent hardships to beneficiaries that bave
sometimes occurred because there was a lag in updating the test.

Under present law, benefits are not withheld under the retirement
test for months when a beneficiary is age 72 or older. However,
carnings for the entire year of age 72 are counted in determining
whether benefits for months boefore he reaches age 72 should be with-
held. The bill provides that only earnings before the month in which
a beneficinry reaches age 72 wouf('l be used for retirement test purposes.
This change would avoid hardships that now result when beneficiaries
have to refund overpayments of bonefits they accepted due to their
misunderstanding of the law.

The retirement test changes in the bill would result in about $570
million in additional benefits being paid in 1971, These bonefits would
go to about 1.3 million beneficiaries, including 400,000 who would
not receive benefits under present law.

INCREASE IN WIDOW’S BENEFITS

Surveys of social security beneficiaries show that, as a group,
widows have less regular income than most other classes of bene-
ficiaries and in general are financially worse off. Under present law,
a widow cannot be paid more than 82{4 pereent. of the benefit amount
her husband would have received if he started getting benefits at or
aftor age 65. Wo believe that widow should not be expected to live
on less than her husband would have been paid if he had lived.

H.R. 17550 would increase benefits for aged widows and widowers.
For those who become entitled to benefits at or after age 65, the
benefit amount would be increased to 100 percent of the amount
which the widow’s deceased husband would have received if he had
lived and his benefits had started at or after age 65. For those becom-
ing ontitled to benefits before age 65, the 100-percent amount would
be reduced in a way similar to the way in which the worker’s benefit
is reduced if he elects to receive it before age 65.

Some 3.3 million widows and widowers on the rolls at the end of
January 1971 would receive higher benefits under this provision.
A(_lﬁ[iliOll&l benefit payments in the first 12 months would total $700
million.

UNIFORM COMPUTATION METHOD FOR MEN AND WOMEN

. Under present law, the computation of retirement benefits for men
is different from the computation for women. The result is that & man
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who has had the same carnings as'a woman may in many cases got
bonefits that are lower than ?mrs. Under the bill, bonefits for men
would be calculated in the same way as they are for women under
Bresont law. As a result, the retirement benefits payable to mon, the

onofits payablo to their wives, and the benefits payable to survivors
of mon who live beyond age 62 would be increased.

Approximately 10 million people on the rolls in January 1971 would
have their benefits increased under this provision, and additional
numbers would become eligible for bonefits in the future becauso of
the change in the eligibility requirements. In the first 12 months after
the provision goes into effect, an additional $925 million in benefits
would be paid.

ELIMINATION OF REDUCTION IN BENEFITS IN CERTAIN CASES

Under present law, when a porson receives a benefit in one catogory
that is actuarially reduced because it is takon before age 65, and also
recoives anothor bonefit in a difforent bonefit catogory beginning with
the samo or a later month, the second benefit is generally reduced to
reflect tho reduction in the first benefit. For example, when a woman
nlpplics for a rotirement bonefit prior to age 65, it is computed under
the actuarial reduction formula; if she applies for a spouse’s benefit
al ago 65 or later, it is reduced to take account of the fact that she
took her retirement bonefit carly.

The bill would eliminate the actuarial reduction of the spouse’s
benefit in such cases. The same rule would apply to dependent hus-
bands entitled to spouses’ benefits.

Approximately 100,000 beneficiaries would be immediately affected
by this provision, which would result in additional benefit payments
estimated at $10 million during the first 12 months.

OTHER CHANGES IN SOCIAL SECURITY CASH BENEFITS

The bill also contains a number of other important, but less far-
reaching improvements in the social security cash-benefits program.
For oxample, the bill would improve social security protection for
someo veoterans and their families and for the families of some deceased
or disabled veterans; it would improve social security disability
protection for children disabled after reaching age 18 and before 22;
and it would extend eligibility for benefits to additional numbers of
blind workers.

The only problem the administration finds in the cash benefit pro-
visions of the bill relates to the liberalization of the ceiling for com-
bined workmen’s compensation and social security disability benefits.
‘The ceiling on total income from workmen’s compensation and disa-
bility Lenefits was established because of concern that if the income
was in oxcess of the worker's earnings prior to disability it would
adversoly affect his motivation for rehabilitation. It is somewhat
doubtful whether the proposed increased ceiling would still meet the
offset provisions’ objective. We urge that this proposal be deferred at
this time and, instead, referred for recommendation by the Advisory
Council on Social Security.
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REHABILITATION FOR DISABILITY BENEPICIARIES

We recommend that a provision be added to H.R. 17550 to increase
from 1 to 2 percent of the previous year's disability benefits the amount
of social security trust fund moneys that can be used to reimburse
State vocational rehabilitation agencics for costs of rehabilitation
services provided to disabled social security beneficiaries. Experience
under the present provisions has been increasingly favorable and we
anticipate significant savings to the trust funds. Increasing the au-
thorization from 1 to 2 percont would help restore additional disabled
beneficiaries to productive employment and permit them to become
self-supporting.

Mr. Chairman, the committee will recall that when HEW repre-
sentatives testified here in February, they emphasized the need to
take steps to encourage changes in structure and to improve the
operation of the Nation’s health care delivery system.

Inefficioncies and discontinuities in that system underlie a significant
Bart of the extraordinary increase in the costs of health care that has

eon experienced throughout the Nation in recent years. It is onc of
the highest priority objectives of this administration to have Gov-
ernment programs distribute to improving the Nation’s health-care
system to the greatest extent possible. We believe that the medicare
and medicaid programs havé a special responsibility in this regard.

MEDICARE

With about 20 million people protected under the hospital insurance
part of medicare and more than 19 million people enrolled in the medi-
cal insurance part, this program is the major federally operated health
insurance plan and, indeed, by far the largest single plan in the
United States. Overall, medicare payments in ﬁscaf year 1969 ac-
counted for about 70 percent of the exponditures of the aged for
hospital and physicians’ care. We believe that medicare, which has
done much to alleviate the financial burden of health care for the
aged, can be a powerful force in improving the system on which we
all rely for health care.

There are four major provisions in H.R. 17650 desi%ned to affect
over the long run the cost of delivering quality health care to the
American people. One of the most significant of these provisions is
the one which would establish, under medicare, a health maintenance
organization option.

e believe that enactment of the HMO option will have the effect
of stimulating the Nation’s voluntary health system to offer new
choices to individuals and families and to organize new ways of de-
livering health care.

Under this provision, doctors, hospitals, and other providers of
service could receive payments from the put)lic program under terms
that encourage prudent management of utilization.

Several types of existing health organizations and plans have
shown evidence the! payment arrangements with physicians can
make a difference 1. the utilization of a broad spectrum of health
services. Payment to these organizations on a per capita instead
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of a straight fee-for-service basis provides incentives for early diag-
nosis and treatment, an important factor in the success the organiza-
tions have had in reducing the incidence and duration of high-cost
institutional care.

This method of payment also shifts motivation away from the
provision of high cost services and toward the provision of less
oxpensive levels of medically appropriate care. We believe that with
encouragement by the Federal Government and with the removal of
legal barriers which exist at the State level, more of these organizations
can he developed. :

Mealth maintonance organizations are, essentially, organizations
which will contract to provide to medicare oligibles all services covered
by part A and part B of the program in return for a fixed annual sum
per enrollee. The fixed annual sum, which would bo determined in
advance, would be less than the Government now pays on the avorago
for conventional medicare benofits. Prospective payments to hoalth
maintenance organizations, HMO's, woulld be determined annually,
taking into account the organization’s regular premiums, and wouﬁi
not exceed 95 peorcent of average per capita payments under parts A
and B in the locality—with appropriate actuarial adjustments for
expeeted cost differontials due to such factors as age and s¢x variations
in membership composition of an or%aniznt.ion. Thus, the economic
incentive of tho providor and the health interests of consumer moro
closcly aline becauso the provider bears all the financial risk of ill
health. Both parties will have, therofore, an interest in the mainte-
nance of good hoalth., ‘

When a health maintenance organization offors memborship op-
portunitics in a community, the individual medicare beneficiary
could choose whother to continue under the present parts A and
arrangoments or, to elect the HMO option. For medicaid recipients,
sufficient authority currently exists under title XIX for the States to
contract with these same health maintenance organizations to provide
a defined scope of services, on a negotiated per capita basis.

This proposal represents a significant departure from the more
traditional approach in which the individual patient must largely
find his own way among the various types and levels of services.
"Under the health maintenance organization option, a single organiza-
tion will have the responsibility for determining the covered services
a patient needs and then delivering those services.

These two features of the proposal—first, the introduction of
cconomic incentives to control unnecessary utilization and assure
effective early treatment; and, second, the requirement that an HMO
be responsible for all pimses of covered services—will result in a
greater assurance of medically appropriate care.

There are a variety of health maintenance organizations already
in existence. I would like to emphasize, however, that we do not thin
any particular structure or sponsorship is a prerequisite for a health
maintenance organization. Indeed, we think the country will benefit,
by diversity and competition among different kinds o{ HMO's and
betwween HMO's and other providers of health care.

One of our goals is to open the n.arket place and provide oppor-
tunities for new delivery systems. The capacity of existing HMO’s—
essentially, group practice prepayment plans—is limited, so that
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onlf' a very small proportion of medicare and medicaid recipients
will, in the beginning, be able to receive services through them.
We hope that HMO's, and their use by beneficiaries, will expand
greatly in the future, and we believe that there can be significant
long-run savings in program costs due to the HMO option.

We will want to discuss with the committee at a later time some
specific suggestions for technical changes that we believe will sub-
stantially improve tho provision.

When representatives of the Departinent last discussed the medi-
care and medicaid programs before this committee, wo urged moving
as quickly as possible to a system of prospective reimbursement to
institutional providers under theso programs. At least a part of the
increase in hospital costs can be attributed to the fact that reimburse-
ment dotermined retroactively offers little incentive for an institution
to contain its costs. We believe that prospective reimbursement will
not only help to moderate program costs but will also stimulate
administrators and health professionals to seck the most efficient
manner of delivering health care services. This, of course, would
benefit health-care consumers gonerally.

The House has endorsed the principl’o of prospective reimbursement
and has dirccted the Department to experiment with and evaluate
alternative methods for setting reimbursemont on a prospective basis,
and to recommend to the Congress by July of 1972 specific mothods for
the full implementation of a prospective reimbursement system. This,
in our view, is a major step forward.

Wo recommend, however, that the House-passed bill be revised to
})fovi(le authority for the Department to implement desirable methods
or reimbursement as soon as they can be worked out by agreement
with providers, without having to wait for further congressional
action. We think that statutory language requiring that the com-
mittees receive reports on the proposcf oxperiments and projects
before they can be implemented is unnecessary. Such a requirement
could result in delays in the implementation of projects.

Considering the fact that a great deal of research and analysis
must be completed within a very short period of time, any delays in
implementing projects and experiments may be costly. Kor this
reason, we recommend the deletion of the reporting requirement in
section 222,

Another major change relating to medicare reimbursement that
was recommended by tﬁo administration and adopted by the House
is one that would make medicare recognition of prevailing charge
levels for medical services more closely related to general economic
trends. Under this provision, physicians would still ordinarily be
reimbursed on the basis of the customary charge that they made for
a specific procedure to their patients generally, However, the overall
maximum set in terms of the prevailing charges in a community would
be allowed to rise in the future only in relation to rises in prices and
the general earnings level,

It is true that over the long run past physicians’ fees have not
rison quite as fast as earnings generally, and if this wero to continue
to be the case, the proposed amendment would ordinarily not have
any effect. However, the amendment is needed as a guarantee that
this would indeed be the case in the future. We are faced with a sub-
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stantial shortage of physiciansin a period of rapidly increasing demand,
and there may be, therefore, a tendency for fees to rise out of pro-
portion to other economic indoxes. A

Although there is a clear need to achieve balance in and improved
distribution of health-care facilities, there is also a need to assure that
improvements will be accomplished in ways which avoid the duplica-
tion or random growth of health care facilitics that would result in
inefficient use of the facilities and, therefore, in unduly high health
care costs.

Under H.R. 17550, the Sceretary of Health, Education, and Wolfare
would be given authority to withhold or reduce reimbursement to
providers of service for depreciation and interest for capital expendi-
tures that are found to be inconsistent with State or local health
facility plans. Tho Secretary’s determination would be based on
findings and recommendations submitted by qualified planning
agoncies in tho States—organizations which have consumer repre-
sentation and which will be designated by agreement between each
State and the Department. If the Secretary determines, howover,
aftor consultation with a national advisory council, that withholding
or reduction of reimbursement in a given case would be inconsistent
with cffective organization and delivery of health services he would
be authorized to make reimbursement without such withholding or
reduction. As the committeo will recall, a proposal with the same
general objectives passed the Senate in 1967,

Anothor provision would add to the conditions of participation for
medicare the requirement that providers of service have a written plan
which includes an oporating budget and a capital expenditures budgot.
These budgets would be reviewed and updated annually by the institu-
tion itself under the direction of the governing body oly the institution.
Such a plan would be required before the provider would be allowed to
parlicipate in the medicare program. What we are aiming at is a means
of helping provider institutions make sure that offective budgeting
and planning techniques are brought into play at the grassroots level.

H.R. 17550 also authorizes the establishment of limits on costs that
will bo recognized as roasonable under medicare and, thus, will result
in cost-sharing by benoficiaries who chose luxury services. These
limits will be based on estimates of the costs necossary in the efficient
delivery of needed health services to medicare boneficiaries. It is
oxpected that the reasonable limits would be set sufficiently above
averago costs proviously experiencoed by a class of institutions so that
only institutions with exceptionally high expenses would be subject
to the limits imposed. Weo feel that the authority is very useful in
clarifying the congressional intent that under medicare it would not
bo necessary to reimburse providers of services for costs that are
substantially out of line in comparison with costs in comparable
settings,

The Housc-passed bill establishes the concept of an advance
approval of benefits for extended care and home health services.
This provision addresses itself to the exceedingly difficult problem of
retroactive denial of benefits. In some instances, a determination that,
a patient did not require tho level of caro that is necessary to qualify
for extended care or home health benefits becomes necessary when a
claim for services furnished is presented and it is apparent that his
condition did not warrant services covered under the law. As a result,



somo individuals have been denied benefits that they thought would
be payable. Retroactive denials have sometimes caused financial
distress for beneficiaries and their families as well as difliculties for
extended care facilities and home health agencies. ‘The provision in the
House-passed bill would alleviate a part of this problem by providing
the Secretary with authority to establish, by medical condition,
specific periods of timo after hospitalization during which a patient
would be presumed to require an extended-care-facility or home-
health leve{ of services, For the patient who needs covered care beyond
the specified minimum period, additional coverage would of course be
available, as under present law. But the period during which the need
for covered care will be presumed to exist will allow time for making a
decision about further coverage, so the problem of retroactive denials
should be significantly diminished.

When medicare was enacted in 1965, people who were at the time
aged 65 and over and not eligible for hospital insurance protection
under regular social security requirements were made eligible under
a transitional provision. Coverage for such persons is financed out of
general revenues. There are now an estimated 300,000 persons who
are younger than those who were covered under the transitional pro-
vision and who are not eligible for hospital insurance protection under
existing law. H.R. 17650 contains a provision which would make hos-

ital insurance coverage available to those persons on a voluntary
asis. The cost of this coverage would be fully financed by those who
elect to enroll for this protection.

We are now taking, as you know, a variety of administrative steps
to improve the surveillance of utilization under medicare and medic-
aid, and the bill contains a number of provisions that would lend
support to these efforts. The bill would modify utilization review pro-
cedures to provide for payment cutoff where unnecessary utilization is
discovered in the course of a sample review of hospital or extended
care admissions, and it would autﬁorize experiments with the use of
areawide or communitywide utilization review and medical review
mechanisms. _

The bill includes a provision under which the priinary liability for
individuals with coverage under a Federal Emplloyees Iealth Bene-
fits (FEHB) plan, as well as medicare, would no longer be assumed by
medicare after December 31, 1971, unless the Sccretary has certified
that the FEHB plan has been modified to provide for coordination of
the two programs.

We believe that a more effective solution to the problem of dual
eligibility for medicare and FEHB insurance protection would be to
extend medicare coverage to all Federal employees and to assure that
such coverage includes arrangements that would permit employees
with limited years of remaining Federal service to qualify for medicare
at age 65. However, we are not prepared to recommend enactment of
this approach until such time as we have had an opportunity to ex-
plore in depth its cost implications both for the Fedleml Government
and for its employees and annuitants.

The House-passed bill contains a considerable number of other
medicare provisions which I have not discussed. In large part, these
provisions are aimed at improving the operating effectiveness and the
administration of the med(l’care program. They include the adminis-
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tration’s health cost effectiveness amendments, previously presented
to this committee.

Among these proposed amendments are those relating to authority
to terminate payments to suppliers of services who abuse the medicare
program, authority to base payments to institutional providers on
charges where these are less than cost, and expanded authority to
conduct experiments and demonstration projects to develop incentives
for economy in the provision of health services.

In addition, the bi'll makes provision for advance approval of benefits
for extended care and home health services. Under this provision, the
Secretary would be authorized to establish specific periods of time,
related to medical condition, during which a patient would be pre-
sumed, for payment purposes, to require a level of institutional services
available only in an cxtended-cnreiacility setting,

The most diflicult, as well as the most important, area of program
controls relates to determinations of medical necessity for the volume
and type of servico provided. These determinations, of course, can be
made only by the medical profession reviewing the actions of its own
members. There are several features of the present law which are
directed to this problem, including the requirements of a physician’s
certification of medical necessity %or many types of service and the
requirements for utilization review committees in hospitals and ex-
tended care facilities.

As I mentioned previously, the House bill provides for some addi-
tional strengthening by utilization review procedures and for experi-
ments with the use of areawide utilization review mechanisms.

However, this is an exceedingly difficult area of administration, and
we wolcoms the opportunity to examine additional approaches which
might have the eﬂject of strengthening peer réview of the utilization of
medical services. The approach, recently outlined by Senator Bennett,
for example, represents a possibility that might be most helpful.

As is indicated in the Senator’s statement appearing in the Con-
gressional Record of July 1, the objective of greater physician lpartici-
pation in and responsibility for reviewing and evaluating utilization
cannot be implemented at once, but will require a great deal of careful
planning. It would be impossible, for example, and I believe in many
ways undesirable, to supplant entirely the present medicare adminis-
trative systom of conducting utilization reviews and to substitute
new review organizations, Even in areas where review organizations
oxist, it may be both desirable and necessary to approach their full
implementation in stages.

The Senator’s proposal warrants careful consideration, and the
Department is eager to collaborate with the committee in developing
a sound and effective system of professional peer review.

MEDICAID

As I have stated earlier, I believe we are now at a time when sig-
nificant new Federal initiatives should be taken in the health field. You
are all aware of the President’s announcement of June 10 that this
administration is committed to the reform of the medicaid program
and to the development and implementation of a family health
insurance program for low-income families. We believe that this
proposal, which we will discuss with you in more detail in the future,
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will effectively integrate the Nation’s major health program for the
poor with the proposed family assistance progrmn——i":\l’. This strat-
egy will fundamentally restructure the medicaid program for families
with children.

In addition, there are other, less critical changes which should he
made at this time. Let me turn the committee’s attention for a
moment, if I may, to some of the strengths and weaknesses of the
current medicaid program.

Fow can deny that the title XIX program has moved a long way
in a short time toward achieving its goal of improving the availability
and accessibility of medical care and services for tho Nation’s poor.
Moro than 12 million people will receive medical care with medicaid’s
help this year. This is more than double the number who received
federally aided medical assistance in 1965.

Medicaid is providing health care for children whose families have
enough money for their daily needs but not enough for special medical
needs. From 1965 to 1969, the number of children who received
federally supported medical assistance rose from 1.5 million to 5.9
million; about half the children in the latter group were not in families
receiving AFDC payments. We believe it is important to recognize
the achievoments of this program and to maintain our commitment
to improving and oxpanding health programs for the poor until
medical services are availablo to all who require them but cannot
afford to pay.

Clearly, \Xowcver, thore have beon serious problems with the
medicaid program. The health system has sovere problems in the
supply and distribution of facilities, manpower, and services, as well
as in the organization and delivery of care.

In addition, the medicaid program, itself, has been difficult to
administer—partly because of the title XIX legislation, partly be-
cause of the nature and administration of the welfare program it has
supplemented, and partly because medicaid has been a Federal-State
program. Medicaid, as you know, has operated not as one but as §2
separate and distinct ?rograms. Ench program is different in design,
varying according to the S)eop.le it covers, and in the services offered.
Sertous geographic and other inequities have, therefore, resulted.

We know that medicaid has been an oxpensive program, placing
heavy fiscal burdens on the States and the Federal Government. Be-
cause of program variations, a disproportionate share of Federal
matching funds has been spent in support of programs in only a few
of our States. '

We have been aware of the need to undertake fundamental reforms
of the medicaid program to deal with these problems. We were also
concerned with the difficuities, pointed out by your committee, of
meshing the current medicaid program with a reformed welfare system.
The sudden death loss of medicaid benefits when income reaches a
apecified level—the so-called notch problem—is an unacceptable de-
fezt in the current structure of Medicaid. - )

I can assure you that the Department has given the most serious
consideration to these issues. ’i‘hey are not problems which lend
themselves to easy or quick solutions. Some months’ time will be
necessary before we can present you with our final legislative proposals
on the family health insurance program and with the related proposals




68

dealing with broad reforms in our health care system. We will con-
tinue to work with the committes staff as we develop these proposals.

In the meantime, we believe thero are important immediate steps
that can and should be taken to amend title XIX to make it a more
effoctive and oconomical vehicle for financing health care. Weo think
those improvements should be made before the familg'( health insur-
anco plan becomes an operating program, since titlo XI1X will continue
to support health care }or those in the adult assistance Erograms.

We propose to requiro that tho Stato health agency be responsible
for establishing and maintaining health standards for institutions in
which title XIX beneficiaries receive care and services. The same
agency shall bo responsible for maintaining, to the maximum extont
practical, uniformity or consistency of determinations relating to
oli%ibility of institutions for participation in the titles XVIII, XIX,
and V programs.,

As your committee has pointed out, some of the most serious prob-
loms of medicaid relate to the lack of adequato information systems
for surveillance, rigorous claims review, utilization' roview, and
rogram cevaluation. “This is caused, in part, by the lack of capability
in tho States to develop the necessary systoms. We are, therefore,
requesting authorization for Foderal payment of 90 porcent of the
costs incurred by thoe States in the design, development, and installa-
tion of mechanized claims procossing and information systems.

Tho Fedoral Government would also pay 75 percent of the cost of
operating such approved systoms., States would not be oligible to
recoive this incroased Federal support until they have devoloped the
capacity to furnish each recipient with a notice and explanation of
health care paid for on his behalf by the program—a suggestion made
by this committee. We aro currently designing information systems for
the States to use as models.

Providers have beon reluctant in many instances to care for potential
modicaid eligibles because frequontly the patient has not applied for
medicaid prior to his illness and, thorefore, the providers would not be
oligiblo to receive payment for their services. Thirty-one States have
dealt with this problem by providing payment for care of eligibles for
periods up to 3 months prior to the month of application. We propose
to make 3 months’ retroactive coverage mandatory on all States having
titlo XIX Progmms.

This bill also includes a provision, in line with earlier suggestions
by tho Congress, to prohibit reassignment of benefits, except in
specified casos, in order to provent vendor payments from being made
to indepondent collection and bill discount agencies.

We aro hopeful that in this, and other programs, we will establish a
moro consistent policy of aiding the States to holp themselves,
Although we will provide technical assistance and models, the States
will be encouraged to develop and operate their own systems.

The President, in his message sont to the Congress on February 26,
suggested changes in tho Feﬁoml matching percentage for medical
assistance that would oncourage States to substitute less expensive
care for more expensive care when it is equally beneficial. Our
proposal, adopted in the House-passed bill, provides for increased
matching to encourage use of selected outpatient health services and
for decreased Federal matching to discourage the States from per-
mitting overutilization of institutional services.
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This provision would permit the Federal Government to institute a
rcnsona[)le cost differential between reimbursement made to skilled
nursing homes and to intermediate care facilities, thereby incorporat-
ing another useful suggestion made earlier by your committee.
Reimbursement disincentives for nursing home care are expected (o
increase placement of patients in intermediate care facilities—
institutions that provide care that is more custodial in nature and at a
more appropriate level for many of those in nursing home and mental
institutions—and use of home health services.

We are aware of your committee’s concern about ways to restrain
the increases in cost arising from the relatively open-ended medicaid
program, including the use of insurance carriers, capitation arrange-
ments, and changes relating to eligibility. We agree that there are
apparent defects that will be remedied ultimately only by changing
the structure of the program. But while we are moving toward a
complete change in the program’s nature, we need to gain experience
with different approaches to providing the benefits, different ap-
proaches to eli ibiﬁt:y, underwriting, administration, and organization
and delivery of services.

We are, therefore, asking Congress to make changes in title XIX to
authorize the Stites to conduct experiments on a statewide, areawide,
county, city, or neighborhood basis. YWe are interested in encouragin
experiments with preenrollment of adult categories on an annua
basis, the use of different combinations of benefits and different types
of benefit packages for different population groups, and limited use of
copayments and deductibles for meditally needy.

Ve need to experiment in the way of risk-sharing with private
insurance companies, foundations, prcll)aid group practices, and health
maintenance organizations. We would use the authority in this pro-
vision to experiment in these types of arcas: purchasing private
insurance for medicaid eligibles, capitation or contract payments to
States for specified groups, and capitation arrangements with prepaid
groups, neighborhood health centers, foundations, and medical
societies.

Woe are also proposing that the Sccretary be permitted, through
oxperiments or demonstration projects, to make payment to organi-
zations and institutions for services which are not currently covered
under titles V, XVIII, and XIX. These new services would have to
be provided in addition to services already covered under these
programs, and their inclusion would have to offer the promise of
program savings without any loss in the quality of care. The Secretary
could also authorize experimentation with the use of rates established
by a State for administration of one or more of its own laws for pay-
ment or reimbursement to health facilities located in such State.

FINANCING PROVISIONS FOR SOCIAL SECURITY CASH BENEFITS AND
MEDICARE

T'o meet the cost of the proposed changes in the social security cash
benefits program and to bring the hospital insurance program into
closer actuarial balance, H.R. 17550 would revise the social security
contribution rate schedules. Under present law, the current contribu-
tion rate for cash benefits of 4.2 percent is scheduled to go to 4.6
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percent each for employers and employees for 1971 and 1972, and to
5 percent for 1973 and thereaflter. Under this schedule, there would
be unnecessarily large accumulations in the trust funds in the near
future years. For example, the funds would increase by $7 billion in
1971, about $8 billion in 1972, about $12.5 billion in 1973, and much
more in future years.

Under the bill, for these reasons, the presont rate of 4.2 percent for
the cash benefits program would remain in effect through 1974, would
go Lo 5 percent for 1975 through 1979, and then would rise to an ulti-
mate rate of 5.5 percent for 1980 and thereafter. Maintaining the
present rate of 4.2 percent through 1974 is consistent with past deci-
sions by the Congress to delay scheduled increases in the rates so as to
avoid unnecessarily large accumulations in the cash benefit trust
funds. Under the bill, the funds would increase by $1.6 billion in 1971,
$2.1 billion in 1972, and $3.3 billion in 1973.

T'he bill would also make changes in the contribution rate scheduled
for the hospital insurance program. The hospital insurance fund
requires additional incomo over and above that scheduled under
present law in near future years. Under the bill, the contribution
rato scheduled for 1971 and 1972 would be increased from 0.6 percent
for omployees, employers, and the self-employed to 1 percent each.
The rate would t*wn be kept at 1 percent. Under present law it
would be gradually increased from 0.6 percent in 1970 to 0.9 percent
in 1987 and aftor.

With the revisions in the contribution rate schedules, the combined
contribution rate for cash bonefits plus hospital insurance in 1971
would be 5.2 percent each for employees and employers—the same
as present law. The acturarial balances would be —0.15 porcent of
taxable payroll for the cash benefits program and —0.11 percent of
taxable payroll for the hospital insurance program.

The estimate for the hospital insurance program takes no account
of the saving that should result from the cost control provisions of
the bill, and not laking account of these potential savings represents
some margin of safoty. Tho long-range deficit of 0.11 percent of payroll
indicated in the estimates, if it actually does develop, would not
result in a decline in the HI trust fund before at least 15 years from
now.

ADVISORY COUNCIL ON SOCIAL SECURITY

‘These, then, Mr. Chairman, are the major provisions of H.R. 17550.
We think they go a long way toward improving all of the programs
affected. ‘The administration, as you know, is continuing to study the
socinl security program with the aid of the statutory Advisory Council
on Socinl Security, which Seeretary Finch appointed in May 1969.

We recognize that there are several social security matters of impor-
tance to members of this committee and other members of the Senate
that are not included in H.R. 17550. These matters will be included in
the study being made by the conmcil!‘which is reviewing every social
security proposal pending before the Congress. As you know, the coun-
cil is required to study all aspests of the program and to submit its
findings and recommendations iae! jater than January 1, 1971.

FEDERAI. BUDGET STRAINED

However, I would like to oficr onoe important cautionary note. The
Federal bu(igot, is sevorly strained. I urge the committeo to weigh this
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point carefully in its consideration of H.R. 17550. Substantial changes,
particularly in the total cost or finnncing techniques, might upsot the
delicate balance with the requirements of our cconomy that this bill
now onjoys. I sincerely hope that the bill will meet with your approval
so that its prompt enactment into the law can be insured.

For the present, I believe the changes in H.R. 17550 represent
significant progress, and I urge enactment of the bill with the changes
I have mentioned and the more minor ones referred to in the state-
ment I will be submitting for the record.

The CuairMAN. Thank you very much, Mr. Secretary.

I would like to ask cach momber of the committee to limit himself
to 10 minutes and ask our staff to keep time on us during the present
round of questions directed toward the Sceretary. I will start out
by calling on Senator Byrd.

Senator Byrp. Thank you, Mr. Chairman.

Mr. Sccretary, on page 20 of your statement, you say ‘‘some
months time will Le necessary before we can present you with our
final legislative proposal on the family health insurance program.”
Does your statement today take into account the possible cost of
that program?

Secretary Ricuarpsox. Noj it does not, Senator Byrd. My state-
ment. today takes into account only costs that would be paid by
the trust funds and the changes in mediciad which eventually would
be supplanted by the family health insurance program for families
with children. Generally speaking, the changes 1 am discussing today
would not result in increased costs. Some would result in savings.

DELAYED CONTRIBUTION RATE INCREASE

Senator Byrp. Now, on page 24 of your statement, you recom-
mend that the increase which normally would go into effect of the
current contribution rate, 4.2 percont, which would be increased to
4.6 perecent the beginning of 1971, you reccommend that that increase
be delayed because you will have a substantial surplus in those
funds when the new rate goes into effect. Is my understanding correct?

Secretary Ricuarpson. Yes, Senator, that is correct as applied
to the cash benefit fund.

Senator Byrp. Now, the changes which you recommend, I assume,
will incrense, perhaps substantially increase the cost of the program,
will it not?

Secretary Ricarpson. Yes, the aggregate effect of the benefit
changes will be to increase the cost; the net actuarial impact would
be 1.09 percent of payroll.

Senator Byrp. What I am trying to get clear in my mind is although
the cost of the program will bo substantially increased, you are recom-
mending that the rates paid by both the employee and the employer
not be increased.

Secretary RicuarosoN. The ultimate rate is increased. As you
know, Senator, it would go to 5.6 percent for 1980 and thereafter.
What we are doing, in effect, is slowing the rate of increase in the size
of the trust funds over the next few years; the increase in the funds
would be unnecessarily rapid if the presently-scheduled rate increase
were to go into effect.
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Senator Byrp. That is right. That is what I am trying to got clear.
As T understand it, then, you feel that you can substantially increase
tho bonefits to the citizenry and yet do this without any increase in
cost for the next 3 years?

Secretary Ricuarpson. Yes; that is the conclusion on which these
recommendations are based. T am not sure whether the committee has
this pamphlet containing the charts which Commissioner Ball used in
his testimony last month. But it shows, in effect, what the testimony
also points out, that the present schedule, which provides for an in-
crense Lo 4.6 percent of payroll on employers and employees in 1971
and 1972 would produce unnecessarily iarge trust fund increases, on
the order of $7 billion in 1971 and $8 billion in 1972, So rather than
collect those amounts in those years, we are proposing to defer the
increase in the rate to 4.6 percent. by maintaining the level at 4.2
percent through 1972, and go then to 5 percent in 1975. This permits
concurrent increasing of the tax rate applicable to the hospital insur-
ance trust fund to 1 percent, effective in 1971 and thereafter, without
increasing the combined rate beyond the rate of 5.2 percent called
for in present law.

TRUST FUNDS AND THE UNIFIED BUDGET CONCEPT

Senator Byro, What's the trust fund surplus for fiscal 1970?

Secretary Ricuarpson. $7 billion,

Senator Byrp, Then looking at the bottom of page 24, you say
under the bill, the funds will increase by $1.6 billion in 1971. Is that
$1.6 billion added to the $7 billion you anticipate or

Secretary Ricarpson. No, that is in place of the $7 billion increase
for 1071 that would occur if the schieduled 4.6 tax rate were to go into
effect. This assumes the rate proposed by the bill, 4.2 percent, and thus
a lower increaso in the trust fund.

Senator Byrp. Well, the trust fund under the unified budget concept—
trust funds are being utilized to bring the budget more nearly into
balance than it is at the present time. If you delay the increase—I
am not objecting to the delay, but if you delay it, that will mean a
lnrger budget deficit, will it not?

ccrotary Ricuaroson. Well, not larger than the deficit would
otherwise be, because deferring the scheduled rate increase for the
cash benefits trust fund is being offset by a corresponding increase in
the hospital insuranco trust fund. Thus the net effect on the budget is
a wash for 1971 and 1972. A

Senator Byro. The net effect on the budget is a wash for 1971, 1972,
and 1973? Is that correct?

Sccretary Ricnarpson. Commissioner Ball points out that this is
not quite true. It is a wash on the intake side, but the expenditures
would be higher than they would be under present law.

Senator Byrn. That is what I am gotting at. So it appears to me
that you are reducing the trust fund surpluses which up to this point
have been utilized under the unified budget concept in an endeavor to
bring the budget. closer into balance?

Secrotary Ricuarpson. Well, 1 think, Senator and Mr, Chairman,
the problem is essentially one of approaches to the fundin% of the
social security system and the sufficiency of the trust funds. We must
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look first to the intogrity of the system and to the question of whether
the trust funds are ﬁcing built up at an unnecessary rate.

Senator Byrp. ¥ agree with that, Mr. Secretary, and I also dis-
agree with the concopt of the unified budget. So I am not objecting
to your program; I am merely trying to understand it and understand
the effect it will have on the total budget.

Mr. Chairman, my uine is up. I assume that the witness will be
back this afternoon. Is that your plan?

The Cuairvan. We will have fxim tomorrow.

Sonator Byrp. Thank you.

Thank you, Mr. Secretary.

The CuairMaN. Senator Jordan?

DEMAND FOR INCREASED FROFESSIONAL SERVICES IN HEALTH
CARE FIELD

Senator JorpaN. Thank you, Mr. Chairinan.

Mr. Seccretary, on page 10 of your statement, you talk about the
Health Maintenance Organization Option. You go into some detail
describing howthis might operate. You say payment to these organiza-
tions—that is, the health organizations—on a per capita, instead of a
straight fee for servico basis, provides incentives for early diagnosis
and treatment, an important factor in the success that the organiza-
tions have had in reducing the incidence and duration of high cost
institutional care. We all agree that this is a laudable objective, but
are you not making, by this procedure, an unusual demand for in-
creased professional services that are not now available?

Secretary Ricuarpson. Well, Senator, the experience with group
practice prepayment plans tends to show that while there may be
some greater use of physician services on an outpatient diagnostic
basis and in the physician’s office, this has the effect of reducing
aggregate long-term demand for physicians’ services by the group
covered. It tends to result in earlier detection and diagnosis of prob-
lems that might otherwise require hospitalization, and 1t also permits
the provision of services, including medical and laboratery tests,
on an outpatient basis, in cases in which, under other approaches,
patients have been hospitalized.

The experience we have certainly suggests an aggregate lower use
of hospitalization and a more efficient use of physicians’ services.
At any rate, this is the concept and the hope.

Senator JorpaN. Preventive care would, in the long run, result
in a lower demand on professional sarvices?

Secretary RicHARDSON. Yes, exactly.

Senator JorpaN. All right. Then, on page 14, you do express the
need for more doctors, when you sny “We are faced with a substantial
shortage of physicians in a period of rapidly increasing demand and
there may be, therefore, a tendency for fees to rise out of proportion
to other economic indices.” And you go on to say how you would
solve that.

What steps are being recommended by the administration to meet
this growing neced for more professional people—doctors, nurses,
people who work in the health field?

Sezretary Ricuarpsox. We have a great many programs alread
in elfect and others under consideration. This is perhaps the single
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most urgent concern which faces Dr. Roger Egeberg, my Assistant
Secretary for Health and Scientific Affairs, and his associates. It is
also n concern of the National Institutes of Health and their health
manpower training program. We are, I think it is fair to say in brief
form, focusing above all on trying to expand the number of our medical
schools, increase the number of students taken in by our existing
schools and make more efficient use of the time spent by candidates
for medical degrees in their medical education. \{'e are encouraging
experiments along these lines which are also of great interest to the
medical profession itself.

Meanwhile, we are encouraging the use of paramedical personnel
wherever possible in order to reduce pressures on the time of the most
highly trained participants in providing medical care.

Ve have programs that are designed to encourage individuals to
enter the health professions through the provision of student assist-
ance, and we are hopting to stimulate the interest of potential par-
ticipants in the paramedical professions by strengthening 2-year and
eommunity college training programs in those areas.

Additionally, we have in process mecasures that are designed to
encourage n large number ol veterans who have received medical
training of some form in military service to remain with the
health care ficld. In short, this is a problem that is receiving a
great deal of attention. I am not yet satisfied, because I am not yet
sufficiently familiar with it, that 1t is getting enough attention. But
I can assure you that we will be evaluating everything we have in
the works now very carefully between now and the next session of
Congress, to sce what we could do within budgetary limitations to
focus more attention on this problem.

Senator JorpaN. If I understand your statement correctly, you are
vecommending that measures be taken to insure that doctors’ fees
do not increase higher than the general level of price increases. Is
this not a disincentive for more young people to go into the medical
profession?

Sceretary Ricuarpson. Well, T would hope not, Senator. In the
first place, I think the evidence tends to show that the average levels
of compensation for doctors provide a very substantial economic
reward relative to what other professions provide, and what is pro-
posed here essentially is that so far as the public tax dollar pays for
their services, it should not do so on a basis rising any faster than the
relative compensation of other professions.

Beyond tfmt, [ would hope that the medical profession would
continue to attract, among the principal number of its recruits, those
wlmrlook forward to the satisfaction of providing healing and care
itself.

POSSIBLE EFFECTS OF A DEPRESSION ON THE AUTOMATIC ADJUSTMENTS
IN BENEFITS

Senator Jorpan. On another matter, if payments are adjusted to
escalate as the cost of living rises, what happens if we get into a
depression and the cost of living declines?

Secretary Ricianrpson. Well, I trust that we will not have to face
an economic downturn of those proportions. But the maximum on
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myment of medicare reimbursement is the prevailing charge level
}m' medical services. So if such a situation as you visualize were to
develop, the prevailing charges would follow the trend of the general
economy, nn(‘ thus the medicare reimbursement levels would also go
down. There is no provision here for assurance that the medical
charges go down as fast as——

Senator Jorpan. In other words, we are on an escalator in
perpetuity.

Secretary Ricnanoson. It would be easy enough to adjust this
language, Senator, to insure that the process involved here, which
provides that increases hereafter be permitted only in relation to the
overall rise in professional earnings, would work both ways. There
no reason in principle why that could not be done.

Senator Jorvan. Do you not think it would give balance to legisla-
tion if that were included?

Secretary Ricuarpsox. Wall, I think it certainly would be symmet-
rical. I hope it would not imply that we foresaw a downturn to be as
equally likely as an upturn,

Senator JorvaN. We had considerable trouble with the notch
problem in the family assistance plan. Now, you are suggesting that
again on page 20 when you say: “The sudden death loss of medicaid
payments when income reaches a specified level—the so-called noteh
problem—is an unacceptable defect in the current structure of
medicaid.

“I can assure you that the Department has given the most serious
consideration to these issues,” and so on. How far have you gotten
toward eliminating those notches in this program?

Secretary Ricuarpson. Well, we think we have been pretty suc-
cessful in doing that in the relationship between the family assistance
olan and our family health insurance program proposal, which is re-
}erred to here, but which we will not be able to submit in legislative
form until next February, together with the proposals we have made
in this context with the food stamp plan and pull)lic housing. These, 1
take it, will be aspects of the famil‘v assistance plan on which 1 would
expect to be crossexamined when I reappear next week.

Senator JorpaN. I am sure you will be. My time is up.

The Cuairman. Senator Hansen stepped out of the room briefly.

Do you care to interrogate the Secretary at this time, Senator?

Senator Haxsen. If I may, since I was away, may I just pass my
turn for now, Mr. Chairman?

The CuamrMAN. Senator Talmadge?

APPEAL MECHANISM NEEDED IN SECRETARY'S DENIAL OF CAPITAL
EXPENDITURES

Senator ‘T'ALMApGE. Mr. Secretary, in the medicare and medicaid
wograms, you have the authority to approve or disapprove reim-
l)msomcnb for capital expenditures. Section 221 of the House bill
defines capital expenditures as an expenditure which is not properly
chargeable as an expense of operation and maintenance and exceeds
$100,000, changes the facility’s bed capacity, or substantially changes
the facility’s service. This section also provides that there shall be no
appeal from the Sceretary’s decision as to reimbursement of capital
expenditures.
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I can understand why you need the authority to approve or dis-
approve such large expenditures. Do you not think there should be
an appeal mechanisi to insure that there is no unjust administrative
denial?

Sccretary Ricuarpsox. I think, Senator, that the proposal we have
before you now in effect does provide that there can be review where
the Secretary determines—I am referring to page 15 in my testimony—
after consultation with the National Advisory Council, that with-
holding or reducing of reimbursement in a given case would be incon-
sistent with the cffective organization and delivery of health services.
In that case, the Secrotary would be authorized to make reimburse-
ment without such withholding or reduction.

While the pro,)osnl does not specifically provide for an appeal in so
n:lm}y words, it does provide for a review mechanism involving outside
advico.

And, of course, there is always the ultimate recourse of appeal to
the courts. '

Senator TaLmMapee. Woll, that is your testimony now. But let me
read this section of the bill:

Any person dissatisfied with the determination under the section may request

reconsideration by the Secretary up to 6 months after notification. Such deter-
mination is not subject to other administrative or judicial review.

Secrotary Ricuarpson. Woll, I think there is always, of course, an
ultimate recourso to the courts in the assertion that——

Senator T'aLMapge. Well, this language precludes the court. It
says thore shall be no judicial review. The only review is by yourself.

Sceretary RicHarpsoN. I do not know why wo have said that there
shall be no judicial review whon, in effect, there is always an oppor-
tunity of gomg to a Federal court to seek to maintain the proposition
that the Secretary has acted arbitrarily or beyond his authority.
What this menns, in effect, is that there'is no judicial review strictly
on the administrative basis of determinations made within the scope
of the Sccretary’s discretion. And here, I take it that the rationale
was that if a State planning mechanism is in effect and if the determi-
nation is made in the first instance on a local or regional basis, subject
to roview by the State, and if the Secrotary then has an opportunity
to consider whothor or not. an exception should be made on the basis
of the advice of an outside advisory council, and he concludes that it
should not, that the institution has already had comprehensive review
of tho determination in question, and that to provide specifically for
still anothor reviow would be oxcessive.

Senator T'ArLMADGE. Am I to understand, then, from your answer,
that you would not object to some form of review?

Sccrotary Ricuarpson. I would not object to having made clear
in tho legislation that there is opportunity to go to court to seck to
cstablish that tho Sccretary has acted arbitrarily or capriciously or
beyond the scopo of his statutory authority. -

Mr. VENEMAN. Senator, I think perhaps a littlo clarification as to
how this procedure actually opetates might be helpful because the
Secretary’s power is not quite as arbitrary as it might appear.

A facility’s request must have already been rejected three times
beforo it reaches the Secretary’s office.
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LIMITATIONS ON COVERAGE OF COST3 UNDER MEDICARE PROGRAM

Senator TaLMapge. And, Mr. Secretary, section 223 of the House
bill states that the costs—the paymoent of the hospital reimbursement
under the medicare program—would be limited to tho costs actually
incurred, excluding therefrom any part of the incurred costs found
to be unnecessary in the efficient delivery of nceded health services.
This appears to be a reasonable provision if hospitals are provided with
objective standards which will allow them to determine exactly which
costs would be allowed. I know how awfully hard it is to write objec-
tive standards which would be applicable across the board. However,
I think it is necessary that you establish such standards, either by
law or regulation, so the hospitals will know exactly what they can
be reimbursed for.

Are you attempting now to write such regulations?

Secretary RicuarpsoN. I will have to ask Commissioner Ball to
what extent these criteria are actually embodied in regulations.

Mr. BaLL. Senator, as you know, the present reimbursement regula-
tions and instructions on what can be included by a hospital or an
extended care facility as reimbursable costs are extremely detailed
and consist of many, many pages. As regards this new provision, you
are quite right that this is a somewhat diflicult area, and we would
have to do just what you suggest, make absolutely clear how we were
expecting to apply this provision. Its objective, as I am sure you
realize, genator, is to say that in the relatively small number of
luxury type institutions in the country, medicare will not reimburse
for a luxury level of service, and that we would limit the reimburse-
ment to what is considered necessary for health purposes.

POSSIBILITY OF COMBINED SOCIAL SECURITY AND WORKMEN’S COMPEN-
SATION EXCEEDING EMPLOYEE'S WAGES

Senator TaLMapge. I have a question for you, Mr. Ball. Under
resent law, a disability insurance beneficiary may not receive com-
ined social security and workmen’s! compensation payments exceed-

ing 80 percent of his former average wages. I understand that some-
thing more than 60,000 people, disabled workers and their depend-
ents, now get reduced benefits, If we adopt the House provision, how
many people would be affected by this provision and how many
would get as much as or more than their previous earnings?

Mr. Barn. Of that 60,000, I am told, Senator, 55,000 now get
reduced benefits, and 5,000 have their benefits completely with-
held. I do not know whether we have a figure for additional benefits
which would be involved as a result of enactment of the provision.

Now, you ask how many would get more than their provious

Senator TaLmapae. More benefits than their previous earnings, yes.

Mr. BawL. The provision in the House bill is to change the present
80 percent limitation to 100 porcent. Thus presumably, the combina-
tion of the disability benefit under social security and the workmen’s
compensation benefit would be limited to I})ast carnings and in no case
would it exceed past average earnings. But there would be many—
55,000-—who_would be getting an amount equivalent to their past
average earnings.

e T PP R —
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Senator ‘TaLmanai. All of that would be tax exempt, would it not?
So a beneficiary would actually be better off if he did not work,
wouldn’t he?

Mr. Bann. Yes, I think that is true, Senator. We in the Department
and in the administration have reservations, as you know about this
yrovision, ‘This 80 percent limitation was worked out in the Senate
tinance Committee soveral years ago, as you will remember, after a
great deal of discussion, and it involves the interrelationship of two
programs, as well as the question of incentives. We would prefer that
the committee not go along with the House provision and instead ask
the current Advisory Council on Social Security to consider this whole
matter and make a recommendation.

Senator Tarsance. I have great sympathy with a disabled person,
but I think if you make it more attractive economically not to work
than to work, it will be a disincentive to ever return to work. Do you
not agree?

Mr. Bavn. Yes. I think it is important that benefits not exceed his
recent earning capacity. The case was made in the House that what
we are talking about here is 100 percent of the average of the recipient’s
past 5 years of carnings, and that it is not necessarily excessive as
compared to what he was carning just before he became disabled.
But nevertheless, Senator, I think it is a complicated provision that
deserves moro study and referral to the Advisory Council might be a
very good way of accomplishing that.

Senator TaLMapae. My time has expired. Thank you very much,
Mr. Seeretary, Mr. Ball.

Secretary Ricuarpson. Thank you, Senator.

The CuairMaN. Senator Curlis‘{

MEDICARE-MEDICAID SECTIONS OF THE BILL IMPOSE INCREASED COSTS
ON STATES

Senator Curris. Thank you, Mr. Chairman.

Mr. Secrotary, I commend you on a very informative statement. I
think you have piven it continuing attention.

I have here a telegram from the Governor of Nebraska. I shall read
it into the record. It will be satisfactory if, my questions in reference
to it can be answered for the record.

The telegram is dated May 26, 1960:

I am extremely concerned with the effect H.R. 17550 will have upon Nebraska
if it becomes law. Although general tenor of the bill is to raise the level of social
security payments, its sections involving medicaid and medieare require great
additional expenditures by the State. It will shift financial burden from the Federal
to the State. As you know, we in Nebraska are already hard pressed for our tax
dollars and this additional requirement for expenditure will have a dire effect on
our cconomy. We estimate that the skilled nursing home section of the bill will
cost the State of Nebraska an additional $1,5600,000 per year.

May T interpose right there a reminder that Nebraska is a very
small State populationwise.

The scction limiting funds for institutions for the mentally defective will cost
$1 million per year at the Beatrice State Home and $500,000 per year for other
mental illness institutions. The savings provision in the bill for more Federal
funding for outpatient care will result in only a $45,000 per year savings in State
and county fuuds in Nebraska. Therefore, the net cost of the Erovisions of this
bill will be $2,910,000 per year or $5,820,600 for a biennium. The argument that
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these changes will decrease unwarranted hospitalization is without merit. I would
appreciate your help in seeing that H.R. 17550 is amended and will happily send
State representatives to Washington to testify.
Norpert T. TiEMANN,
Governor, State of Nebraska.

Now, at this time—1I am not suggesting that we try to get a com-
plete answer to the Governor’s telegram. I would like to ask you to do
this: I would like to have identified in the record by pages those
sections of the House bill and of the House committee report that affect
cach of these points that the Governor has raised; in connection with
each one of them, the Departiment’s position on it, whether they
favor that particular section of it or not; and also any facts that you
wish to ad(ll thereto in support of your position or in answer to Gover-
nor Tiemann,

Secretary Ricuarpson. Thank you, Senator Curtis. We will be
very glad to do that. I can only say by way of general comment at this
time that what is involved here is an effort on the part of the adminis-
tration, as I have testified in my previous statement to create a greater
degree of incentive to use lower cost facilities. This, of course, is
particularly true with respect to the relationship between skilled
nursing homes and the types of nursing homes which have lower rela-
tive component of mcdicnﬁ care and, therefore, a lower cost.

Also involved here is the part of title XIX which brought about
some assumption by the Kederal Government of costs ﬁcretofore
borne entirely by the States for the long-term hospitalization of people
in mental hospitals and tuberculosis hospitals. I think what iz reflested
in these amendments is the judgment that the result has been to
overshift costs to the Federal Government.

So what basically we have proposed is a corrective, economy meas-
ure. We will need to go further, too, into the question of the costs cited
by the Governor of Nebraska. We have a tabulation here of the cost
by States, and of distribution by States of the reduction iu Federal
participation in medicaid as a direct result of the principal section
involved here, which is section 225 of the House bill. ‘I'his shows the
cost to Nebraska as only $200,000. So we will need to take a look at
the data on which he bases these estimates.

We will, in addition, furnish for the record and to you personally,
Senator, the references to the bill and the House report.

Senator Curtis. Thank you.

(‘The Department subsequently supplied the following informa-
tion:)

ESTABLISHMENT OF DIRECTIVES FOR STATES To EumpHasizk OutpPATIENT CARE
UxpeEr MEbpIcAID PROGRAMS

The Section Senator Curtis mentioned and to which (Governor Norbert T,
Tiemann of Nebraska referred in his telegram is section 225, an administration
proposal to provide financial incentives to encourage States to emphasize outpa-
tient care under Medicaid programs. In the printed bill, 17650 this Section can
be found on pages 83-87. The House Ways and Means Committee Report on
H.R. 17550 discusses Scction 225 on pages 8, 38-39, and 123-124,

The Department, strongly urges the adoption of Section 225. The proposed
amendment reflects, in part, the judgment that there has heen excessive shiftin
under existing provisions of Title XIX of costs from the States to the Federa
Government particularlr with respect to long-term hospitalization in mental
and tuberculosis hospitals.
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Section 225 will improve the utilization of services under the Medicald program
and encourage more effective and lower cost patterns of service. The present law
tias & uniform Federal matching Jxercentage applicd to all forms of health services
covered under the State Medicaid plan. In order to encourage States to make more
efficient use of health services, the Department wants to create incentives to
cncourage outpatient services and disincentives for long stays in institutional
seltings. Specifically, this proposal provides for: (1) an increase in Federal matching
[)crcentagc by 25 percent for outpatient hospital services, clinic services and home

1calth services; (2) a decrease in the Federal percentage by one-third after the
first 60 days of care (in a fiscal year) in a general or TB hospital; (3) a reduction
in the Federal percentage by one-third after the first 90 days of care in a skilled
nursing home; (4) a decrease in Federal matching by one-third after 90 days of
carc in a mental hospital and provision for no Federal matching after an additional
275 days of such care during an individual's lifetime; and (5) authority for the
Seccretary to compute a reasonable cost differential for reimbursement purposes
hetween skilled nursing homes and intermediate care facilities.

The Department has proposed these changes in order to encourage more effec-
tive utilization of limited facilities and lower cost patterns of service. To achieve
these goals we are proposing increased Federal matching for outpatient, eclinic
ard home health services to encourage the States to provide carly diagnosis and
treatment of illness, preventive services and alternatives to institutional care and
thereby reduce the need for the use of inpatient services.

Our proposed limitations on the length of stay in general and TB hospitals
are designed to encourage the transfer of patients to less expensive facilities, They
refleet the assumption that treatment in acute institutions is generally of short
duration, rarely exceeding 60 days.

Our reccommended reduction in matching for skilled nursing homes will en-
courage, whenever appropriate, carly transfer of patients to alternative and lower
cost facilities (such as ntermedfate care facilities). The provision granting author-
ity to the Secrctary to compute for reimbursement purposes a reasonable cost
differentinl between cost of skilled nursing hotne services and cost of intermediate
caro facilities will assure that supporting care in these institutions results in de-
creascd costs. These provisions reflest the Department’s concern that many
patients remain in skilled nursing homes longer than necessary, and that as a result
program costs are unnecessarily increasing.

Our proposed limitations on the length of stay in mental institutions reflect
the assumption that medical treatment of mental discase inpatients generally
does not exceed three months, and for patients over 65 rarely continues beyond
one year.

AUTOMATIC PROVISIONS IN THE BILL

Senator CurTis. Now, in reforence to your statement concerning
the automatic increase in benofits, I favor an automatic increase in
benefits. I think it is a good idea. Will that increase be brought about
by a percentage incroase?

Scerotary RicuarpsoN. You mean in the withholding rates?

Senator Curris. Yes.

Secrotary Ricuarpson. No. It would be financed entirely—

Senator Curtis. No, no, not financed. Will it be triggered by an
automatic——

Secretary RiciarpsoN. Oh, by the Consumer Price Index?

Senator Curris. No, I have not stated it cormctl{y. How do you
tabulate tho increase? Is it a percentage increase? Will social security
benefits, when this is triggered, go up, say 3 percent or 5 percent?

Secrotary RicHarpsoN. Yes,

Senator Curris. Or will it be in straight dollars?

Secrotary RicHarpson. No, it will be a percentage incréase, If the
Consumer Prico Indox rose in a given year by 3 percent, then an
across-the-board increase in benefits of 3 percent would follow. If it
rose by 4 percont in a year, then the across-the-board increaso would
be 4 percent. If in a given year, it rose less than 3 percent, thore would
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be no across-the-board increase in that year. But suppose it rose by
2 percent in 1974 and by 2 percont again in 1975. Then, effectivo for
January, 1976, there would be an across-the-board increase of 4
percent.,

WAGE BASE INCREASE

Senator Curtis. Now, the increase in the wage base would work
similarly?

Secrotary RicHarpsoN. It would be related to increases in average
wages.

onator Curtis. I undorstand that, yes.

Secretary RicarpsoN. But instead of goinginto effect on an annual

basis, the adjustment would be made no more often than every 2
ears.
y Senator Curtis. And the same percentage——

Mr. VenEMAN. Scnator, it wou‘)d be in proportion to the increase
in earnings of workers who are covered under social security.

Senator Curtis. Now, that will bring an increased benefit to those
who are above tho oxisting wago rate base?

Seccretary Ricrarpson. In effect, it would. The bill proposes an
increase of the wage baso to $9,000. The next increase that would
take place under the proposed automatic increase provision would
be to $9,600 when tho average wages of covered workers had risen
enough to require such an increaso.

Senator Curtis. Now, in applying the formula to determine
someone’s benefit, the amount of d\l'e covered wage is an important
factor, is it not?

Secretary RicHARDSON. Yes, it is.

Senator Curris. So when you increase the wage base, oven though
there is a time lag, you increase tho benefits for those higher paid
workers who are affected by the increase in wage base, do you not?

Secretary RicHarpsoN. Yes.

Senator Curtis. So as the House has written their bill, as these two
automatic provisions apply, the higher paid will get two automatic
raises—one of them; there is a considerable time lag—and the lower
paid, those, sa){r, under the present ceiling now, they will get one auto-
matic increase ‘

Secretary Ricuarpson. The difference is in the kind of increase. T'he
rise in the Consumer Price Index would bring about an increase correl-
ative with the cost-of-living increase itself for all bonefits at all levels.
The rise in the average wage level would, in effect, permit a higher
maximum benefit related to thoe increase in the wage level. When an
individual eventually retires he would get a higher benefit related to
the higher earnings on which ho contributed. So he would be credited,

in effect, during his working lifetime, with a larger year-by-year con-.

tribution to the systom, and his ultimate benefits would bo based on
his higher carnings. And indeed, wo think that this is a very desirable
feature of the automatic provisions in the bill because it would in effect
assure younger workers now covered by the system that their ultimate
benefits will be increased in proportion to the increase in their covered
wages. : ,

enator Curtis, T am merely at this time asking for the mathematics.
I am not objecting to them.

A W———

J——
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FORMULA FOR DETERMINING SIZE OF SOCIAL SECURITY PRIMARY BENEFIT

Briofly, what is the formula for determining the size of the social
security primary benefit now?

Secretary Ricuanrosox. I think I had better ask Commissioner
Ball to answer that, Senator.

Mr. BavL. Senator, as you know, the amount of primary insurance
benefits is related to the average monthly earnings, which are defined
in a rather detailed way in the law. ‘Then, for cach average monthly
wage there is a primary insurance amount shown in a table in the law.
If you were to write the table as a formula showing tho relationship
of tho benefit to the average wage at each benefit level, you would
have a very complicated formula.

In tho present law, Senator, the primary benefit is approximately
81.83 percent of the first $110, plus 29.76 percont of the noxt $290,
plus 27.81 percent of the noxt $150, plus 32.69 percent of the next
$100. As you can well sce from those figures, tho table was not dorived
in torms of a formula. It is the result of various percentage increases
that the Congress has voted on top of a formula that was in offect a
long time ago.

Senator Curris. Mr. Chairman, my time is up, but I would like
just to ask two briof questions so these figures will connect.

DETERMINING AVERAGE COVERED WAGE

In determining the average covered wage, state that as briefly as
you can, how it is dono. :

Mr. BarL. For almost all workers under the program now, the
average is arrived at by taking carnings from 1956 up to the year—
for men—in which the beneficiary attained age 65, Jicd, or became
disabled, and then dropping out the 5 years of lowest earnings. If he
has oarnings in a yoar a}tor age 65 and they are higher than earnings
in an earlier year, he can substitute the earnings of the higher year
in computing the average.

Now, for women, tho provision is the same excopt that the average
is from 1950 up to the year in which she becomes 62. We are proposing
to change that, you know, Senator, so the computation will be the
samo for men and women—up to age 62.

Senator Curris. Equal l'ig{us for men?

Mr. Barn, Yes.

Senator Curris. I am for that.

INCREASE IN MINIMUM BENEFIT

My last question is how does this automatic increase affect the
minimum benefit? :

Mr. BaL. The minimum just rises in the same proportion as all
other benefits. I mean that if the increase in the Consumer Price Index
called for nn increase of 3 percent, tho minimum benefit would go up
3 porcent; if it called for an increase of 5 porcent, the minimum benefit
would go up 5 percont. We have no recommendation in this provision
for anything special to be done to the minimum benefit.

Senator Curmis. Does the House increase the minimum? -
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Mr. Barn. It applies the 5-percent across-the-board incroase to
the present minimum. There is no increase in the minimum beyond
that.

Senator Curtis. That is all.

I thank you, Mr. Chairman.

The CuairMan. Scnator Bennett?

UTILIZATION REVIEW REQUIREMENTS

Senator BENNETT. Thank you, Mr. Chairman.

I appreciate your reference on page 17 to the program we are
trying to work out as a recommendation for a new system of utili-
zation reviow. I realize that any questions about that idea are at
the moment premature. But I would appreciate it if for the record,
so that we and the staff may have the information as we try to de-
velop our alternative, would you describe exactly what utilization
review requirements are now applicable to physicians, hospitals,
nursing homes, and home health agencies, and whether or not you
have added any now requirements since you testified here in Febru-
are? We would like to have this for the record.

Secretary RicHarpsoN. We will bo very glad to do that, Senator.

(Information supplied at this point follows. Hearing continues on
page 86.)

UtitizaTioN REviEW REQUIREMENTS APPLICABLE TO PHysicians, HospiTaLs,
Nursina Homgs, axp HoMeE HEALTH AGENCIES

TITLE XVIII

With respect to physicians’ services, Title XVIII of the Social Sccurity Aect
states that one of the functions of carricrs will be utilization review. The law
requires carricrs to assist providers of services in the development of I)rocedures
relating to utilization practices, to make studics of the effcctiveness of such pro-
cedures and methods for their improvement, to assist in the application of safe-
guards against unnccessary utilization of services, and to provide procedures for
and assist in arranging the establishient of groups outside hospitals to make re-
views of utilization.

Under the eurrent contract, carriers are required to establish methods for
identifying utilization patterns, and to institute utilization safcguards to assure
that payments made ate for covered services which are medically necessary,
adjusting or denying the claim if the services are not medically necessary or if
the claim improperly reflects the services rendered or the amount charged. In
order to implement this requirement, carricrs arc required to have available the
services of a duly licensed medical practitioner.

Since we testified in February, additional instructions have been issued to
carriers to establish in their claims processing systems prepayment and postpay-
ment computer controls to detect the possible overutilization of medical services,
Prepayment controls would rejeet for further analysis claims where services
exceeded a carrier-established parameter; postpayments controls would identify
shysicians with unusual patterns of practice, whose claims would then be flagged
JorI additg:!;bal review prior to disposition. These controls were instituted effective

uly 1, 1 ,

Carricrs are also required to establish a quality control systein, One aspecet of
this system is a carrler review of the various segments of its claims process. In
reviewing $he claims process, carriers are to review their utilization control,
looking at the guidelines themselves, the methods employed, and the use made of
them by the claims processors. Carriers will also conduct a gostpayment audit of
cases. This involves taking a random sample of completed cases and having a
quality control check made of all the actions taken on the claim, including the
application of utilization safeguards. The third part of the quality revieiw system is
the external audit. The purpose of this is to verify that the services alleged on the
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claims form were rendered, that the charges shown were those agreed on between
the patient and physician, and that payment was received by the proper party.
This audit is conducted by contacting the patient or physician, as appropriate,
either by mail, in person, or by telephone.

With respeet to hospitals and extended care facilities, the law establishes
as a condition of participation that they have in effect a utilization review plan.
This plan must apply to at least all Medicare beneficiaries in the facility and must
provide for a properly established committee which includes at least two physi-
cians, to conduct two types of case reviews. In one type, cases selected on a sample
or other basis are to be reviewed with respect to medical necessity for admissions,
lengths of stays, and the professional services furnished in the institutions. These
reviews arc intended to identify patterns that reflect the effectiveness of the
facility in delivering health care services. A sccond type applies only to those
cases which reach an extended duration point, which point must be defined
cach provider's utilization review plan. In these reviews the utilization review
committee determines whether, as of the day of the review, continued stay is
required in the institution. On the basis of this ﬁndin?, the committee may’
terminate covered care after proper notification to the institution, the beneficiary,
and the attending physiclan. le{gulalions promulgated under this titlegive further
details on the conduct of the utilization review programs and the objectives of the
reviews. We have also issued supplemental instructions to clarify the roles of
State agencies and intermediaries in administering the utilization review provi-
sions. Additional instructions provide guidelines for determining coverage of care
in extended care facilities and assure payment to facilities havinf an effective
utilization review mechanism and where the facility and the admitting physicians
demonstrate their understanding of what constitutes covered care.

We are develo )ing comparative utilization data on all short-stay hospitals
participating fn the Medicare program. Thesc data reflect the average length of
stays of Medicare beneficlaries in Individual hospitals. For comparison purposes,
an adjusted length of stay has been derived to allow for certain variables affecting
lengths of stays over which the hospital has no control. This adjusted figure is
being used as an indicator of the utilization of a facility. State agencies and
fntermedtaries, as well as the providers, will use these data in their reviews and
analyscs of Medicare utilization.

Home health benefits can be paid under either part A or part B. Under both
parts, the law requires that a plan of treatment be established by a {)hysiclan and
that this plan of treatment be periodically updated and reviewed. In addition, a
physician must certify that a patient is confined to his home. Besides the require-
ment sot forth in the law, the administration has issued instructions to its inter-
mediarfes defining skilled nursing care as it applies to the home health benefit,
Instructions have also been issued to intermediaries on how to distinguish covered
home health rervices as opposed to noncovered home health services.

Uriuization RevieEw oF CARE AND SERvVIcES UNpER TiTLE XIX

Requircinents for utilization review, as they now exist, are set forth in section
1902(a) (30) of the Social Security Act (as amended). That section stipulates that
State &)lans must include saf((];uards necessary to prevent unneceasary utilization
of, and payment for, care and services available under the plan. These payments
eannot exceed reasonable charges.

SRS regulations to implement this scction were published in the Federal
l{o%istcr on March 4, 1969, a copy of which is attached. No new requirements on
utilization review have been fnstituted since that time.

[From the Federal Reglster, Mar. 4, 1069)
Title 45—PUBLIC WELFARE

Cuartir 1T—SociaL AND REHABILITATION SERVICE (ASSISTANCE PROGRAMS),
DeprARTMENT OF HEALTH, EDUCATION, AND WELFARE

Part 250—Administration of medical assistance programs
SUBFART A—OENERAL ADMINISTRATION

Ultilizalion review of care and services

Interim Polioy Statement No. 5 setting forth regulations to Imglement the pro-
visions of section 1902(a)(30) of the Socia) Security Act as amended, with respect
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to utilization review of services provided under title XIX of the act, was published
in the Federal Register on July 17, 1968 (33 F.R. 10232).

Suggestions made in response to that publication were (1) utilization review
should be restricted to institutions, (2) existing peer review mechanisms should
be used, (3) committee organization might not be feasible in small institutions
(4) both ('ncoum%emcnt and opposition to delegation of hospital and skilled
nursing home utilization review activities to title XVIII agencies. The Depart-
ment's responses to the suggestions are, respectively, (1) utilization review is
required by law for all services, (2) agreement that cxisl'iu? peer review mecha-
nisms shonld be used to the extent possible, (3) comunittee size and composition is
not fixed, so use of committces is considered fcasible, (4) the Federal Governinent
cannot demand, in a State-administered Program, that deicgation be made, but
delegation is encouraged to avold duplication of effort and expensc and to achieve
Departmental uniformity. Changes to reflect items (2) and (‘-l), and to provide a
statement on Federal financial participation, have been made.

Accordingly, such regulations as so amended are hereby radified as Part 250—
Subpart A, § 250.20 of Chapter II of Title 45 of the Code of Fedcral Regulations
as set forth below.

§ 250.20. Utilization review of care and services.

(a) State glan requirenients. A State plan for medical assistance under title
XIX of the Social Security Act must:

(1) Provide that a process(es) of utilization review is established for each
item of care or service listed in section 1905(a) of the Act that is included in
the State’s medical assistance program.

(i) The agency(ies) which monitors utilization review activitics on
inpatient hospital and extended care services under title XVII of the
Act may be designated by the single State agency to monitor those
activities similarly for inpatient hospital and skilled nursing home
services under title XIX. Such delegation may incorporate the moni-
toring of utilization review activities in provider institutions not partic-
jpating under the XVIII. If such an arrangement is secured, the single
State ageney and the ageney(ies) to which delegation is made should
work closely together (in addition to any formal written agrecment) in
order to accommodate their mutual utilization review requirements.
Such dclegation is cncouraged to avoid duplication of effort and expense
and to achieve uniformity of utilization review requiremnents and
methods. Such common effort is a means of striving for efficiency and
economy in administration.

(i) For all items of care or service for which utilization review is not
delegated under subdivision (i) of this sub[mragraph, the medical assist-
ance unit of the singld State agency will perforin utilization reviews
itself andfor monitor those utilization reviews which may be perforined
by agents for the State government, or by agencies of local governments,
or by individual provider organizations or institutions ars in subpara-
graph (2)(). Review of professional services through existing peer
review mechanism is encouraged to the fullest extent possible.

(iii) Utilization review requircments for Qrovlders of inpatient hos-
pital and extended care services under title XVIII will be considered to
meet the utilization roview requirements for providers of inpatient
hospital and skilled nursing home services under title XIX, execept as
in subparagraph (2)(i)(b).

(2) Provide that the medical assistance unit of the single State agency is
responsible for all utilization review plans and activities under the medical
assistance program. If utilization review is not delegated as in subparagraph
(})(i) of this section, the following will be met in cach utilization review
plan:

(1) The activities of utilization review will be performed b%' a utiliza-
tion review committee with representation appropriate to the medical
care or service to be reviewed. Determination of committee composition
and sclection of committee membership will be made at the point where
utilization review will be performed.

(a) A professional practitioner, e.g., physician, dentist, optome-
trist, ete., may not review cases in which he is the wttending practi-
tioner or in which he has (or has had) significant professional
responsibility.

S
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(b) The committee may include no member who has an ownership
interest in the facility under review, except in the case of committees
which conduct review on both title XVIII and XIX patients.

(ii) Utilization review will be based on a statistically significant sample
or other reasonable basis of pertinent data as determined appropriate to
the medical care or service under scrutiny; for example, admissions,
duration of stays, number of visits, number and kind of prescriptions,
relation of tests or medications to diagnosis, ete. While some services
may lend themeselves to review both concurrently with and subsequent
to the rendering of care (e.g. institutional care), other services may be
best reviewed only subsequently. Since, for many provider services, the
measurements will apply to patterns of care rather than to individual
cpisodes of care and beeause of the difficulties inherent in evaluating
medical necessity, a postaudit procedure will be employed. Utilization
review will be made within the context of medical necessity (including
overutilization and underutilization and appropriateness of care rendered)
and availability of facilities and services.

(iii) The utilization review process will not be limited to isolated cases,
but will be considered in the context of overall utilization within an
institution, or in a service area, or In a provider's total title XIX work-
load, ete., as appropriate to the medical care or service under scrutiny.

(iv) A utilization review plan will be developed by the agency, orgas
nization, or institution which determines the committee composition as
in subparagraph (2)(i), Each plan developed by an agent, organization,
or institution other than the single State agency will be submitted to
the medical assistance unit of the single State ageney for approval. In
all cascs a utilization review plan will describe:

(ag Objectives.
(b) Authority, responsibility, accountability.
{¢) Organization.
(1) Composition of committee and subgroups, if any.
(2) Frequency of meetings.
(3) Format and/or description of records and minutes.
(d} Definitions.
(¢) Data.

(1) Mecthods of ease selection.

(2) Relationship of utilization review to title XIX claims
administration and medical assistance unit of the single State
ageney.

( lg]) Arrangements for committee reports, recommendations, and
ollowup.

{g) Iesponsiblilties of related administrative staff in support of
utilization review.

(v) A utilization review committee will maintain appropriate records
and prepare regular reports of its activities and findings. The State
Medical Advisory Committee will advise the responsible medical as-
sistance unit of any recommendations or requirements on utilization review,
consolidated reporting, cte. The medical assistance unit of the single
State agency will mafntain surveillance of the committees’ activities
and provide appropriate consultation to committees in order to insure
adequate functioning.

(b) Federal financial participation. Federal financial yarticipation is available
for the costs of utilization revicw, in accordance with the conditions, and at the
rates, applicable under title XIX.

(Sec. 1102, 40 Stat, 647, 42 U.S.C, 1302)

Effcctive date. The regulations in this scction are effective on the date of their
publication in the Federal Register.

Dated : January 18, 1969.

Mary E. SwiTzER,
Administrator, Social and Rehabilitation Srrvice.
Approved: January 18, 1969,
WiLsur J. Conkn, Secrctary.

[F.R. Doc. 69-2599 ; Filed, Mar. 3, 1960 ; 8§ :48 a.m.)

Senator BExXETT. Also for the record T would like to know exactly
what the ITouse bill does with respect to changes in utilization review.
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Apparently, under the House bill, there are provisions for utilization
review teams to be set up by the Secretary and we are particularly
anxious to have some more information about what it would be pro-
posed that these teams do, how they would operate, whether they
would function in more than a proforma manner, whether they would
be expeeted regularly to review all practitioner profiles for unusual
atterns, or simply respond to patient complaiut. This also would
be for the record.

Secretary Ricrarpsox. We will be glad to do that, Senator. |
think we certainly, as my testimony indicates, are thinking along
parallel lines——--

Senator BENNETT. I am sure we are.

Seceretary Ricuarvsox (continuing). On the utilization of physicans
and other professionals to look at the levels and quality of service,
and we certainly want to cooperate with you and the committee in
strengthening and improving these clements of the law.

Senator Bexxgrr. Well, in your testimony, you say it would
be impossible, for oxmnvle, and I believe in many ways undesirable
to supplement entlr_ely the present medicare administrative system of
conducting utilization reviews and to substitute a new review or-
ganization. I agree with you, but we are anxious to know how the new
1dea can be meshed into the old so that we can come out with a satis-
factory operating setup. )

Secretary Ricuarvson. I think this is a very important point.
Senator, and we have started to work with the committee stafl on it.
We will be glad to continue to do so to sce how the existing utilization
review procedures can be meshed into the kind of approach which has
been proposed in your bill.

(Information supplied by the Department follows:)

1. Ezactly what docs the Housc bill do with respect to ulilization revicw and audit
aclivities?

The llouse-}mssed provision which provides authority to terminate payments
" to suppliers of services does not replace or supersede the utilization review or
audit activities now in operation under the Medicare program. What this pro-
vision does is to create an additional formalized review procedure that is designed
to supplement and enhance present review and audit activities.

Under this provision, the Sceretary would be given authority to terminate
payments under the Medicare erogrnm (parts A and B) for services rendered by
any supplier of health and medical services found to be guilty of program abuses.
The situations for which termination of payment could be made include over-
charging, furnishing excessive, inferior, or harmful services, or making false state-
ments to obtain payment. Also, there would be no Federal financial participation
in any expenditure under titles V and XIX by the State with respecet to scrviees
furnished by a supplier to whom the Secrctary would not make Medicare pay-
ments.

In cases involving the submittal of false statements, the Sceretary would make
the decision to terminate payment without consultation with any group. How-
ever, the Sceretary’s decision to terminate payment in cases involving overcharging
or cascs involving services which cither substantially exceeded the patient’s needs
or were grossly inferior or harmful to the patient would be contingent upon the
concurrence of a program review team. The Sceretary would establish one or more

rogram review teams in each State following consultation with groups represent-
ing consumers of health services, State and local professional socictics, and the
appropriate intermediarics and carriers utilized in administration of title XVI11
benefits. Membership in the program review teams would consist of physicians,
other professional personnel in the health care ficld, and consumer representatives.

In addition to revicwing individual cases, the program review team wquld_bc
responsible for revicwing and reporting on statistical data on program utilization
(which the Secretary would periodically provide), as well as the evidence regarding
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program abuse. While the entire teamn would perform this function and would
parlicipate in review of cases involving overcharging, only the professional
members of the team would review cases involving the furnishing of excessive,
inferior, or harmful services, .

The House-passed bill also contains a provision which provides authority to
discontinue Medicare payment where a hospital or extended care facility admission
has been determined by a utilization review committee to he medically unnecessary

2. What is there to assure thal program review leams will function in more than
pro forma fashion?

We believe that the composition of the program review teams will do much to
assure that the teams function in a conscientious and diligent manner. The

rofessionals arc charged with a great deal of responsibility under this provision
ecause we believe that only members of the professional community ean actually
review the questionable rracticcs of other professionals. Physicians have sought
this additional responsibility and we believe that they will want to perform it well.

We also believe that the presence of consumer representatives on the team will
do much to assure the team’s success. Their involvement as community representa-
tives should help to make this whole activity an cducational one rather than
being strictly punitive in nature.

3. Will the teams be expected to regularly review all individual praclitioner profiles
Jor unusual pailterns or would they merely respond to patienl complaints?

It is not intended that the program review teams would review all individual
practitioner profiles. It seems to us at the present time that it would be infeasible
administratively to require the program review tcams to review all individual
practitioner profiles.

In addition to complaints from patients the program review teams would
respond to complaints from a variety of sources. For example, questionable cases
may be brought to the attention of the review teams by carricers and intermediaries,
by health care institutions, and by the Government itself. We have an increasing
capability through our own ongoing statistical programs to identify aberrant
patterns and practices. For cxample, we have instituted a statistical program
:'39100"'- carriers under which they identify payments to physicians in excess of
$£25,000.

Review of questionable cases identified through statistical or other means
seems to us a more productive function for review teams to perform than review
of all practitioner profiles.

DIFFICULTY OF SMALL COMMUNITY HOSPITALS

Senator BExneETT, Thank you.

I ran into another practical prcblem today: Small community
hospitals, whose rate of vacancy is probably larger than that of the big
hospitals in the big cities, are complaining that on the basis of your
current reimbursement, they cannot recover their costs because while
theoretically they can recover what they actually cost, the cost of
maintaining a small community hospital aud having it available is not
taken into consideration. They are wondering whether you should be
considering =ny kind of a special consideration for hospitals of this
kind, whether there should bo any variation from your rule that they
may only recover their actual “out-of-pocket costs.” The reason being
the cost. of maintaining a facility for the small community is more of a
burden than it is to maintain a large hospital with a continuing demand
for its services.

Secretary Ricuarpsox. Well, I would have thought, Senator, that
our present determinations of cost did include overhead, incorporating
the ammortization and maintenance of standby facilities required in
the community. We will have to take a look at this, because as I say,
my impression is that these aro legitimate clements of cost right now.

Senator BENNETT. There is a man coming in to see¢ me this week
who claims he is actually losing out of pockst 10 percent of his operat-
ing cost.

<
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Secretary Ricnarpson. What is at issue here may be a question of
disagreement over how the costs are measured rather than on the
principle of whether or not they should be covered. We will be glad to
talk with this gentleman.

Senator BExnNerr. We will probably be back with yon to talk about
this problem. { recognize how difficult it is to try to apply a blanket
system of measurement to the big ones and the little ones and to the
cfficient ones and the inefficient.

Seeretary RicHARDsoN. Of eourse, this is an important question as
it applies, as my testimony indicates, to determining whether addi-
tional facilities should be constructed. ‘The recognition of the existence
of underutilization of present facilities throu %1 the planning mech-
anisms which the bill would establish is one of the things we want to
oncourage in order to prevent paying for unneeded facilities in the
future. That is not to say that facilities are unneeded when they exist
for standby recasons. But still, we want to be sure that a genuine
standby need exists, and that we are not dealing with a situation in
which somebody simply felt that his town wanted a bigger hospital
than the one in a nem'b'y city.

Senator BENxerr. Well, 1 come from a State where more than 80
percent of its people live in five contiguous counties and those counties
take up probably 10 percent of the total land area of the State. So if
the peop\e in the other 90 percent of the land area of the State are
igo be served, and the State is 4560 miles long and 250 miles wide, we
1ave to encourage the establishment of local community hospitals out
in that area. I think it is natural that they would face a problem of
underutilization.

Secretary RicuHarpson. I think this is true, Senator. We would be
glad to discuss the question with the representative of the hospital
when he is here later this week.

Senator BENNETT. Thank you, Mr. Chairman.

The CuamMAN, Senator Anderson has some questions,

PAYMENTS TO PHYSICIANS

Senator AnpeErsoN. Under the House bill, medicare stops payment
3 days after a hospital committee, in a sample review of admissions,
determines that hospitalization is no longer necessary. Do you endorse
this feature of the House bill?

Secretary RicHARrDsON. Yes, we do, Senator.

Senator ANDERsON. Do you not think that we should also stop
payment to a physician for hospital services to that patient 3 days
after such a determination?

Secretary Ricuarpson. We do have provision for the cutofl of pay-
ments to physicians who abuse the system by making excessive services
or charges. I am not sure what the timing provision of this is.

i l\lir. ALL. Mr. Secrotary, I wonder if 1 could supplement that just a
ittle. '

I think it does not follow automatically, Senator Anderson, that
because the individual does not neced to be in the hospital, that the
physician’s services to the individual are unnecessury. he might need
those services, you see, if he were in bhis own home or in an extended
care facility. So I do not think you could automaticaliy stop payment
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for physician’s services under those circumstances. But present law
provides that we pay only for necessary medical services. If the
physician is giving 'him services that he should not have or does not
need, then he should not be reimbursed under present law.

Senator AnpersoN. The House bill authorizes the Secretary to
exclude certain hospital and extended care costs from reimbursement
to the extent they are excessive in relation to the cost of comparable
cure in the same area. Why should not the limitation on what’s reason-
able also include a limitation on the percentage increase in cost from
one year to the noxt that is acceptable with respect to comparable
facilities, providing comparable services, in the same geographic or
medical service arca?

I might point out that that is a feature in my bill, S. 1195.

Sccretary Ricuarpson. I certainly think this is a sound principle,
Senator. The exclusion of costs that are excessive on a comparable
basis should be reviewed from year to year to redotermine what
costs are reasonable and comparable. I would see no reason in principle
why this could not be made explicit or at least understood.

Mur. Bawn. T would like to study your exact provision a little further,
Senator. Docs it allow for leeway in the percentage increase if the
program of the hospital has expanded so that you are not stuck with
ust. a percentago increase? If it does, I think it moves very much
m the (‘Iircction that we are thinking of when we talk about moving
toward a prospective rate approach.

. Seccretary Ricnarpbson. [I)t, does that, I believe, and of course,

if the focus is koept on comparability, then it would automatically
take into account improvements in the quality of service, because
they would simply be held up against a new standard of comparison.

At any rate, we would certainly be glad to look more closely at this
proposal to see whether and how it can be reflected in the legislation.

PRESENT CARRIER PERFORMANCE UNDER MEDICARE

Scnator ANpersoN. We are concerned -as you are with carrier
performance under medicare. What has been your specific experience
with the thoroughness and quality of carrier followup on your request
for a dotailed review of payments of $25,000 or more to physicians with
unusual payments characteristics? This is the group about which
the committee inquired last year.

Secrotary Ricuarpson. With your permission, Senator, I would
like to ask Commissioner Ball to answer that.

Mr. Bavrwn. Senator, [ think I should begin by making the obvious
point that the carrier performance is uneven. Some carriers have
done a much better job than others. But taking the group as a whole
in relation to the specific project of following up on the $25,000

roup. I would say that we have not been satisfied, and that we
wve had to keep alter them, reexamine their performance, and follow
up, and we are still doing that in some instances. If you would like
a more dotailed statement on this whole process for the record, we
would be glad to furnish it.

Senator ANpEnrsoN. For the record, that would be fine.

(Information supplied follows:) '

On April 8, 1970, a detailed report on the effectiveness of the earriers’ perform-
ances on their review of payments to physicians whose total payments were un-
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usually high was furnished to the Senate Finance Committee Staff. In this report
the Burcau of Health Insurance of the Social Security Administration evaluated
the carriers’ performances generally and, as requested by the Committee Staff
also evaluated the performance of individual carriers. In making this evaluation
the Burcau of Health Insurance considered basically whether the particular
carrier handled the projeet in a positive way and the cextent to which this was
demonstrated by the actions taken, i.e., prompt replics, suspending payments,
determining and recovering overpayments, cte.

Any evaluation of the effectiveness of the carriers’ responses to our request for
individual reports on the 1328 cases of “higher than usual part B payments’
should take into consideration several factors, soine of which direetly affected
certain of the carriers’ performances, and others of which help to explain some of
the apparent differences in the results.

The 1328 cases which were the subjeet of this project were identified from the
original list of some 4500 billing numbers to which carriers had paid $£25,000 or
more in 1968 by the application of eriterin intended to sereen out unusual patterns
of practice or bLilling. The criteria were designed to identify ca~es in which there
were higher than usual numbers of hospital and ECF visits, Iaboratory tests,
injeetlons, or surgery, larger than usual numbers of Medicare patients treated,
and higher than usual payments for particular services; reports were requested on
all billing numbers to which carriers paid $75,000 or more during 1968.

The total amount of money paid under part B during 1968 to these 1328 billing
numbers was almost 100 million dollars. However, investigations revealed that
approximately 200 of those numbers are used by two or more physicians. Fifteen
carriers account for approximately three-fourths of the 1328 cases und total
amount paid. However, the distribution of the 1328 cases both in terms of num-
bers and amount of payments involved was generally proportionate to the distri-
bution of the part B workload nationally.

The carriers were asked on July 25, 1969, to report their conclusions concerning
the propriety of the payments made in cach of the identified cases, and to support
those conclusions with an explanation of the method of aualysis used and the
investigative steps taken. As could be expected, the performances of the carriers
varied considerably. Some carriers responded promptly with complete information
and conclusions supported by facts and good rationale; others responded promptly
with reports which were incomplete or inconclusive, but they cooperated there-
after and submitted the additional information or undertook requested additional
development; and, finally, still others responded very slowly to our initial request
and repeated followups and sent in reports that were not responsive to our requests,

A basic consideration in making an cvaluation of carriers’ performances is the
variance among their actual capabilities to perform this kind of in-depth analysis
of paymenis to physicians. While imnany of these organizations routinely perform
post-payment studics to identify broad abcerrant patterns and trends among
participating physicians and also do special reviews of claims submitted by iden-
tified physicians, no carriers had previously been required to completely document
and report their conclusions on a large number of individual cases at one time.
Our request placed an added burden on the carriers’ personnel and machine
capabilities at a time when they were responding to numerous other requests
for information which required the use of the same resources. Carrier capabilities
also vary in the size and effectiveness of their utilization review departinents,
availability of medical staff or consultants, computer capability, mul other re-
sources necessary to achieve the kinds of results envisioned by our requests. For
oxample, some carriers already had personnel trained to review claitns against
provider records and to discuss questionable eases with physicians and provider
personnel, while others did not. ¥ome carriers had the capability to quickly re-
trieve recorded part B charge and payment information needed for the investi-
gations while others could not readily compile the inforination.

A lack of prior experience with this type of investigation makes exact evaluation
of the carriers’ performances, even as a group, exccedingly diflicult. However,
given all the surrounding facts and circumstances discusscd heretofore, such as
varying capabhilities and cooperation, we have concluded that most of the carriers’

rerformances were adequate, some were good or very good and a few were poor.

ased on the importance we had placed on this projeet we were not satisfied with
the large number of performances which we found to be fair or less. As mentioned
previously an evaluation of cach individual carrier's perforimance was submitted
to the Committee Staff.

Carricers will soon begin their review of the ‘““higher than usual’’ payvments
made during calendar year 1969. With the experience gained from last year, we
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anticipate that this vear’s review and subsequent carrier reviews, will be more
cffective in eliminating payment for excessive medical services.

PROPORTION OF CASH BENEFIT TAXES ALLOCATED TO DISABILITY
PROGRAM

Senator ANperson. The proportion of social security cash benefit
taxes allocated to the disability insurance program has been raised
again in the House bill, as it has a number optimes before. What’s the
reason for this?

Secretary Ricuarnson. Again, Senator, T think Commissioner Ball
could answer that question better than J.

Mr. BaLy. Senator, as far as this year's bill is concerned, the changes
are partly related to the fact that the size of the disability insurance
fuml would increase rapidly. In order to avoid this rapid increase, the
bill would move from a fixed percent to a graduated schedule under
which the allocation would be lower in the near future and higher in
the longrange future than under present law. Nothing in these
changes relates to the change in incidence of disability. Some of the
carlier-year changes in allocation did relate to that. But you see, the
allocation is a percentage of payroll for disability and a percentage of
payroll for OAST, Generally, when benefits are increased, the amount
that is allocated to the disaf)ilitvy fund must be increased. This was
done, for example, in the 1969 amendments.

Senator ANpERsON. Thank you very much.

Thank you, Mr. Chairman.

The Cuamrman. Senator Williams?

FINANCING OF BENEFIT INCREASES SEEN ON A PAY-AS-YOU—-GO BASIS

Senator Winrniams. Mr. Secretary, as I understand this bill, when
you take it into consideration with the previous 15-percent across-
the-board increase, coupling the two together means that we are
adopting a new formula }or the financing of social security in that you
are now embracing the pay-as-you-go basis. Is that not true?

Secretary Ricuarpnson. No, I do not think so, Senator. The 15-
rercent increase was partly catchup, partly a small increase in real

oncfits. The 5-percent increase in this bifl would go into effect in
January 1971, and roughly cover the cost-of-living increase during
calendar 1970.

Senator WiLLiams. Perhaps you misunderstood me. I was not
questioning the merits of the proposal. I am just speaking of the
mathematic results. Have we not moved, if we approve this bill
coupled with the other, are we not approving here a pay-as-you-go
basis and abandoning the basis that you build up some type of surplus
over the future?

Sccretary RicuarpsoN. You are referring, I think, Senator, to the
deferment of the scheduled rate increases for the financing of the
system on the cash benefit side. In that regard we are, in the short run,
putting the system more nearly on a pay-as-you-go basis. But I do
not understand that we are abandoning thoe general principle of
accumulating a trust fund. And indeed, the scheduled rate increases
that are in this bill, or rather, the scheduled provisions applying to
rates, cover a deferment of the increase to 4.6 percent only to 1974,
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but incorporate an increase to 5 percont in 1975 and one to 5.5 percent
in 1980. So the result would still be to build up a very large trust fund
before the end of the present contury and then continue to build a
still larger fund during the early decades of the 21st century. But
the general profile of the trust fund buildup has similar characteristics
to those in past projections for present law.

Senator WirLiams. Well, T am not sure I quite concur in that.
I realize that under your projections from 1980 on, you go back to the
old formula of accumulated surplus. But between now and then
you are on a pay-as-you-go basis. I notice that in 1970, with this
increase, your benefit paymeonts are estimated at $33.1 billion, and
your income will be $36.6 billion. In 1971, $3S.5 billion benefit pay-
ments and-you had an accumulation of about $1.6 billion, and a
contribution of $40.1 billion; and in 1972, it is $42.6 billion contribu-
tions, $40.5 in benefit payments; and right on down the line, you are
kecping it on just about a pay-as-you-go basis.

Now, whether we call it that or not, that is the mathematical
results of the formula you projected at least for the next 10 years.
Is that not correct?

Secretary RicuarpnsoN. Yes; it is true for the next 5 years. Ut
certainly is a move in that direction, Senator.

Senator Winnians. Well, it is not a move, it is just——

Secretary Ricnarpson. There is still a buildap, but it is closer to
pay as you go.

Senator WinLiams. ‘That is what T am saying, you are pretty much
on a pay-as-you-go basis. And the accumulation surpluses after 1980
are largely premised on the hope that Congress between now and then
will not raise the benefit to offset those possible surpluses.

Secretary RicnarpsoN. Yes, that is true.

Senator WiLrianms. Which is a rather mild hope.

Seccretary Ricuarpson. Well, I have been impressed in the years
since I last was confronted in detail with the operation of the Social
Security system that the Congress, the Social Security Administration
and Department of HEW togother have on the whole preserved a
feeling toward the system that it should be maintained on a sound
fiscal footing. I think this is certainly being donc.

Senator WiLLiams. I am not raising the point of whether we should
or should not go on a pay-as-you-go basis. lI am just raising the point
that this is the mathematical result of this bill coupled with the other
})ill'ml(l that at least for the next 10 years, you are on a pay-as-you-go
hasis.

HEW TECHNICAL ASSISTANCE TO NEBRASKA IN SETTING UP DRUG
PROGRAMS UNDER MEDICALID

In the hearings last July 1 and 2 here, our stafl in its report called
to the attention of the Seccretary that we had recommended that
HEW provide technical assistanco to the States in-setting up the
medicaid control programs. The Secrotary told us that he was provid-
ing such assistance and cited as such specific example the assistance
being extended to the State of Nobraska and said he hoped to extend
it to other States. On page 428 of those hearings, ho included in the
record a letter from the Governor of Nebraska acknowledging the
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1eceipt of this technical assistance that was going to help them solve
their problem,

('I'he letter referred to follows:)

Mr. Rosent H. Fincn,
Secretary, Department of Health, Education, and Welfare,
Washington, D.C.

Dran Mu. Seeneranry: Cooperative effort between the Federal and State levels
of government can result in lower costs and better utilization of the tax dollar.
A dramatie illustration of this point is the reeently completed Drug Utilization
ang Control Program undertaken by the Nebraska Department of Public Wel-
fare with the assistance and advice of Dr. Bradley Neer of your staff.

Dr. Neer coordinated the development of methodology which has resulted in
a considerable degree of control in our Nebraska Title XIX Medicaid Program.
The savings because of this assistance is projected to be approximatety $500,000

over the next bienninm.
We cxpress our appreciation to you, yvour staff, and particularly to Dr. Neer

for this worthwhile effort.
Sineerely,
Norpent T. TieMANN, Governor.

Senator WiLniams, Now, who did you send out there to help on
that project and what kind of an operation did he set up and how did
it work out?

Secretary Ricuarpson. May I, with your permission, Senator,
ask Mr. Hownrd Newman, who administers that program, to answer
the question?

Senator WiLniams. Yes.

Mr. NewnmaN. Senator, the employee’s name was Dr. Bradley
Neer. He was in the Technical Assistance Division of the Administra-
tion. He assisted the State in the establishment of its drug program.
That was the assignment in which he was——

Senator WirLiams. Would you use the microphone, please?

Mr. Newsman. The employee’s name was Dr. Bradley Neer. He
was assigned as a member of the Technical Assistance Division of the
Medical Services Administration to work with the State of Nebraska
and its welfare department in the establishment of a drug program in
the State’s medicaid program,

Senator Winniams. How did he go about establishing that and how
did it work out? Was it very satisfactory?

Secretary RicHarpsox. Iydi(l not realize, Senator, when you talked
about providing technical assistance to the State of Nebraska, that
you were alluding to the misconduct that was involved

Senator WinLiams, I had not alluded to anything. T am just asking
a question, I just wondered. That was cited as a specific example.

ecretary l{lcxmnnsox. ‘T'he answer is that it was not satisfactory.

Senator WiLLiams. That was cited as a specific example of how they
were going to help the States. This was a test case. I was wondering 1if
you could give us specific results of what he did, how he did it, and
wow it worked out.

Secretary RicHanrpson. It turned out to be an unfortunate example
which did not-develop in a way which I am sure had been hoped for
both by the Department and by the State of Nebraska. We would be
glmll to—1I am not sure at the moment how far I should go into detail
on this,

Senator WiLrLiams. I think we can discuss it. Let's go right ahead
and discuss it.

Secrotary Ricuanpsoy. Let me seek the advice of counsel here for
just a moment, Senator.
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Senator, the problem is that I am just not sure to what extent we
would be preju(‘icing the rights or the reputation of Dr. Neer.

Senator Wirriams. Where is Dr. Neer?

Secretary RicHarvson, What is involved basically is the allegation
that he, in collaboration with a Nebraska official, created a fictitious
consulting firm to which checks were allegedly made out and cashed
by him in Nebraska. 'There have been no charges filed to date of which
we are aware, although we do know that there is an investigation
underway involving both this particular former HEW employce and
the former welfare dircctor of Nebraska. The former HEW employec
who has been mentioned resigned before we became aware of this
investigation, and our files on him have been made available to the
Department of Justice for appropriate Federal investigation.

Senator WirLiams. How much money was involved, if you know?

Secretary RicHarosex. My understanding is that it was some
$80,000.

Senator Cuenris. Will you yield just briefly?

Senator WiLntams. Yes.

Senator Cunris. This Federal investigation and the calling in of
the Department of Justice, that was made near the time that I made
a written request of the Department for such an investigation; was
it not?

Mr. Vexesman. That is correct, Senator Curtis. The investigation,
I think, was instigated by the Department of Justice beeause of the
U.S. attorney’s action ir: the State of Nebraska. During that time,
there was an investigation going on within the Department. As you
realize, the funds that were involved were primarily State funds, but
a Federal emplovee was allegedly involved, so we had our own inves-
tigation going. Subsequently, we turned all of our investigative
records over to ‘he Dgpartment of Justice and are cooperating with
them in every way possible.

Senator WirLiams. Where is Dr. Neer now?

Mr. Vexeman. We have no knowledge of his whereabouts, Senator
Villiams, and have not had, apparently, since he resigned from the
Depurtment. Justice may know.

Senator Winnianms. Justice may know? Do they know?

Mr. VexemaN. T cannot answer that. I have not heen a close party
to the investigation.

Senator WiLniams. What was the background of Dr. Bradley Neer?
Had he been with the Department, a long-time employee?

Mr. NEwsaN. He had been with the Department for several years,
Senator. He is a veterinarian by training.

Senator WiLLiaMs. A veterinarian?

Mr. NEwMman. Yes.

Senator WiLniams. I do not think I have any more questions.
fL.aughter.]

Seriously, though, my time is up, but I think some explanation
should be coming to the committee. I am a little puzzled that you
have a veterinarian sotting up a program such as we have hero.
That is rather interesting. .ig\ll of this caso is rather interesting and I
would like to have the full details on it.

. .
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Secrotary Ricnarpson. We will be glad to make the information
available to the committee under whatever understandings are appro-
priate in protection of the rights of the individual involved.

Senator Winniams. You might furnish the committee a list of how
many more veterinarians you have in this program.

Would you do that at tiis point in the record?

Secrotary Ricwanpson. 1 will be glad to do that, Senator. I hope
the answer is none. .

(I'he Department subsequently informed the committee that there
were no  veterinarians in the employ of the Medical Services
Administration.)

COMMITTEE ON FINANCE STAFF RECOMMENDATIONS IN THE HEALTH
CARE FIELD

The Cuammmax. 1 would like at this point to get just one matter
straight if I can, and then go into the other matters tomorrow. There
are members of this committee who are interested in debating and
voling on what’s on the floor this afternoon, so we will have to come
back tomorrow.

As you know, Mr. Secrotary, this bill and the family assistance
bill combined involve an increaso in spending of about $7.5 billion a
year the first year thoy will be in full operation. That is a great deal of
monoy. T'his committeo feels that we ought to see to it that the Govern-
ment gets value rocieved for every (loﬁnr of that monoey that is pos-
siblo. We believe that is our duty and wo are going to try to make
these thoe best bills we can at the time we report both this one and the
other onc.

Now, our stafl started this Congress by doing a lot of work on the
fact that the costs of medicare greatly oxceeded all the estimates. Our
staff made about a hundred recommendations and suggestions to us
on ways that they thought savings could be achieved. (%uitc a few of
those suggestions are in tho bill that is now before us, incorporated by
the House. 1 understand that members of that Ways and Mecans
Committeo had copies of our staff report and recommendations with
them when they wore considering that measure. Chairman Mills
pointed out in his statemont on this measure that the investigation
done on this side was very helpful in the modifications and changes
that they recommended, hoping to save quite a bit of money.

SENATOR RUSSKELL B, LONG'S DRUG AMENDMENT

One matter that this Senator initinted before we oven started the
investigation was a.pm})osnl to try to save at least $40 million a year
on what we are paying for drugs. That is a big industry involved hore,
a multibillion dollar industry. I can understand how they would
certainly oppose something that is going to reduce their income and
try to demonstrate that it will not work if they can.

One thing that camo to my attention as the fact that they ap-
parently persuaded Secretary Finch that the cost of administering
that proposal would be about $111 million the first year, declining
thereafter. Now, we have dono some studying of that industry presen-
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tation and our conclusion is that it would not cost anything like that.
It would cost about $7.7 million to administer in the first ycar and
about $4.6 million annually thoreafter, which is a great deal of differ-
enco, a difference of administrative costs of, once in full operation, less
than $5 million, compared to an industry estimate of $111 million.

I do not know that you have had oceasion to study that, Mr. Sec-
retary. Have you looked into that matter?

Secrotary Ricuarbson. Not sufficiently, Mr. Chairman. 1 am
aware of it. 1 am interested in it and I do want to follow it up.

The CuairMaN. [ am going to ask that some of the stafl just present
to you a memo that I had prepared, showing why that $111 million
figure is completely fallacious, and I will ask that that be made a part
of the record.

(The memo referred to follows:)

ADMINISTRATIVE Co0ST3 OF SENATOR LONG'S DRUG AMENDMENT

Sccretary Gardner testified in 1967 that H.E.W. estimated initial administra-
tive costs of nbout $111 million first year and less thereafter for your amendment.
That extraordinarily high figure was based upon a misunderstauding by H.E. W,
(later corrected) as to where the burden of proof lay for determining whether o
particular drug product should be included in the Formulary. The Departinent
assumed that every single product would have to be tested by H.E.W. to assure
that it met official standards and that it was “clinically equivalent.”

It was subsequently explained to them that under the Long Amendment, the
intent was that the burden of proof and expense was on the manufacturer to
present satisfactory cvidence to the Formularly Committee that his particular
drug product had ‘‘distinct, demonstrated, therapeutic’” advantages over other
progucts of that same drug which met all official standards. Further, that, in the
absence of scientific evidence to the contrary products mecting official staudards
would he assumed equivalent. The point here is that F.I).A. has continuing re-
sponsibility to assure that all drug products sold meet official standards for the

rugs involved. That is not a cost attributable to the Long Amendment.

As far as costs of establishing the initial formularly it was anticipated that the
Formulary Committee would start with a listing of drugs basced upon various
formularics presently in use as well as upon their own experience. That listing
would be modified and expanded as experience and information indicated.

Where they included a drug about which there were substantive questions
concerning relative efficacy of the different products of that drug it was expected,
that payment would be authorized for all products of that drug until the differ-
ences were satisfactorily resolved. Obviously this situation would occur only in a
small number of cases. For the overwhelming majority of drugs no substantive
quesiions have been raised concerning one product of a drug which met official
standards being superior to another, which also et official standards.

As far as costs of tests, the testing authority given to the Formulary Committee
was intended to be minimal and to be used only in exceptional instances-—not
as an ongoing product quality and evaluation prograin.

Scetion 405 of the Social Security Amendments of 1967 required H.E.W. to
study the Long Amendment and report to the Congress. That report (attached)
constitutes a virtual blanket endorsement of your proposal. It was completed after
some 18 months of work and submitted to Congress on January 14, 1969,

On page 9 of the Report, you will notice their estimated first year cost of a
“Long-type” drugs amendinent as $7.7 million—not $111 million. They esti-
mated cost in subsequent years at $4.6 million annually.

The CHairMAN. I am not going to burden you by listening to you
read that at this time, but I would suggest that you study it, because
there is one item that, according to department ostimates, would save
about $40 million initially. Wo are aware of the drug industry’s
arguments and we just do not think they are sound. We think they

.
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aro completely erroncous. But after your staff and your dopartment
told us in February that they approved of what we in the Sonate did
on this matter previously, the industry apparently convinced your
predecessor that they were still sound in their $111 million estimate
and he signed a letter dated June 23 this year endorsing that figure.
Now, we think that is totally in error.

Was Mr. Ifinch still Secretary on June 237

Secretary RicnanrpsoN. Yes, I think so.

The Cuairman. Well, T will submit this letter for the record, too. It
bears his signature. Apparently, he was still convinced of that error
when he gave us this letter. I would like to get this matter straightencd
out.

(‘I'he lotter referred to follows:)

Tux SECRETARY oF HEsLTH, EpUcCA11ON, AND \WELFARE,
Washington, D.C., June 23, 1970.
Mr. C, Josern STETLER
President, Pharmaceutical Manufacturers Association,
Weoshinglon, D.C

Drar Mu. SterLer: Thisis in response to your letter of March 3, 1970, request-
ing a clarification of this Department’s position on the use of a national phar-
maceutical formulary and a reimbursement program based on the assumption of
drug equivalency:.

We are, of course, anxious to make certain that the beneficiaries of Federal
health programs receive the finest available care at the most reasonable cost to the
Government, and to that extent we are in agreement with the objectives of the
Scnate in its 1967 amendment in this regavd.

However, we are also aware that the inseparability of quality from price re-
quiires that we make certain that all manufaeturers’ versions of every drug product
available to American patients are in fact safe and cffective. We are not in such a
position today. We would be reluctant to impose constraints on preseribers until
such time as the Department has aceeptable answers to the question surrounding
the equivalency of drug produets. The problem is considerably more difficult than
we had anticipated and will require substantial time and effort to resolve.

In addition, we are aware that caleulations of dollar savings to be expected from
such a program must take administrative and other expenses into consideration.
The last HEW estimate of such expenses exceeded $111 million for the first year,
and somewhat less thereafter. Such an expenditure could and probably would
outweigh the “savings’” to be expected from the proposed program.

The brief statement submitte(i)to the Senate Finance Committee last February
is not the position of this Department. The statements in the paper referred to
in your letter were prepared by the staff primarily as points of reference for
discussion, rather than as definitive statements of policy.

The present position of the Department on these issues is reflected in the
Report of the Review Committee under the Chairmanship of John Dunlop,
dated July 23, 1969. As you know, I appointed that Committee on March 24,
1969, asking it to cvaluate the findings and recommendations of the Task Force,
and thus to assist me in developing Departmental policy.

It is necessary, of course, that we act to contain the rising cost of medical
care in our country. I am confident that you will join us in working to achieve
that objective while ensuring that conditions conducive to innovation and re-
search in the pharmaceutical ficld are preserved and enhanced.

Sincerely,
Bos Fincu, Secretary.

The Cuairmax. Here is the Wilbur Cohen report with the $7 mil-
lion cost estimates in it. T will ask the staff to take out any surplusage
and simply put in the record the studies made in your Department
which indicate that the correct figure would be $7.7 million the first
yvear and $4.6 million the second year, as compared to an industry



99

propaganda estimate of $111 million that they apparently =old your
predecessor.

[ am willing to hear their arguments and consider their position.
Any time we reduce someone’s sales by at least $40 million a year,
we certainly should hear what they can say for that side of the argu-
ment. But I hope you would study this, Mr. Secretary, and consider
Mr. Cohen’s study and our staff’s study as well as our estimate on
this, as well as the industry position, keeping in mind that while we
want to save money, we do not wantjto be unfair to them. But it
would appear to me that when they undertake to say that to save
$40 million on drugs would incur an additional administration cost
of $111 million, they just do not have any basis. [ hope we can have
your full cooperation.

We are not complaining at all, but it just looks like from time to
time, if they can catch us separately, they will either convinee you
or convince us of something we believe to be in error. [ wonld like to
have all the facts before us.

Thank you very much, Mr. Secretary,

('The report referred tos follows. Hearing continues on page 115.)
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LETTER OF TRANSMITTAL

Tue Secrerary or HearTh, EpucatioN, AND WELFARE,

Washington, January 18, 1969.

Hon. Joun W. McCormack,
Speaker of the House of Representatives,
Washington, D.C.

Dear MR. Speaker: I have the honor to transmit to you the
findings of the Department of Health, Education, and Wellare with
respect to the establishment of quality and cost standards for drugs
for which payments are made under the Social Security Amendments
of 1967, This report is submitted in compliance with section 405 of
the Social Security Amendments of 1967.

The Department’s Task Force on Prescription Drugs has given
careful study to Federal and State expenditures for drugs supplied in
programs funded under the Social Security Act. In its first interim
report, submitted to me in March 1968, the task force reported that
the establishment of “reasonable cost” ranges for drugs which would
not exceed the range at which such drugs are available by their estab-
lished names, and “reasonable charge’ ranges which would provide a
fair dispensing fee to drug vendors, would reduce the costs of drugs
to the Federal and State Governments without sacrifice of quality.
I am enclosing a copy of the Fourth Interim Report of the task
force and I endorse these findings.

Since its first report, the task force has completed studies on methods
of determining the scope of drug benefits in a number of drug insurance
programs in this country and abroad. It has reported to me its finding
that the exclusion from Federal cost reimbursement of certain com-
bination products, duplicative drugs, and noncritical products would
contribute significantly to rational prescribing and would, in the task
force’s estimation, yield overall program savings of at least 10 percent.

The task force has further estimated that the establishment of cost
ranges at which drugs are generally available by their generic names
would save approximately 5 percent at the retail level.

If by mid-1971, combined Federal-State expenditures for drugs
under titles V and XIX of the Social Security Act reach an estimated
$300 million, the establishment of reasonable cost and charge ranges
for drugs and exclusion of certain combination, duplicative, and non-
critical drugs could accomplish savings of about $37 million in the
first year, and somewhat more in later years. These estimates could
vary significantly, however, with such factors as the inclusion of
out-of-hospital prescription drugs in medicare, as [ have recommended,
and the extent to which the States develop additional methods of
limiting drug costs.

I am enclosing a copy of the Fourth Interim Report of the Task
Force on Prescription Drugs and I endorse th%‘;”;‘nechmlisms described
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therein as a mothod of obtaining the savings indicated. I strongl

recommend to the Congress that legislation be enacted to estabhsﬁ

cost and charge ranges and limits of Federal participation in reimburse-

Eent for drugs supplied in programs funded under the Social Security
ct.

Sincerely,
y WiLBuR J. COHEN, Secretary.
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DerarTMENT OF HEALTH, EDUCATION,
AND WELFARE,
OFFICE OF THE SECRETARY,
January 10, 1969.
Memorandum.

To: The Secretary.

From: Phil}p R. Lee, M.D., Assistant Secrotary for Health and
Scientific Affairs.

Subject: Task Force on Prescription Drugs—Progress report.
INTERIM REPORTS AND BACKGROUND PAPERS

The Task Force has completed the studies necessary to make its
. determination about the feasibility of including out-of-hospital pre-
scription drugs as a Medicare benefit, and our findings were sub-
mitted to you in our Third Interim Report. As a result of these studies,
considerable important background material has been developed.
This is being published in a series of background papers entitled:
“The Drug Users,”
“Current American and Foreign Programs,”
“The Drug Prescribers,” and
“The Drug Makers.”
A fifth paper on drug insurance administrative methods is in
preparation and will be ready for release shortly.

REPORT TO THE CONGRESS

Section 405 of the Social Security Amendments of 1967 states that:

(a) The S:.c:etary of Health, Education, and Welfare is authorized and directed

to study *
(2) quality and cost standards f‘or drugs for which payments are made

under the Social Security Act * #

The Task Force has given careful consideration to the question of
whether the Federal government can exercise more effective controls
on the costs of drugs supplied in the Medicare, Medicaid, and Maternal
and Child Health programs. Our preliminary repor: on this matter
was submitted to you in our First }nterim Report on March 7, 1968.
We found that:

1. The drug quality control studies (undertaken by the Food and Drug Ad-
ministration) are expected to be adequately if not completely up-to-date by
1970, and this will provide reasonable assurance of uniform drug quality by that

time,

2. Establishment of reasonable cost and charge ranges for drugs provided
under the Medicare, Medicaid, and Maternal and Child Health programs is
feasible, and would reduce the cost of drugs to the Federal and State governments
without sacrifice of quality.

On the basis of these findings, the Task Force recommended legis-
lation to establish reasonable cost and charge ranges, and limits of
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Federal participation in reimbursement, for drugs supplied under
these programs. Except that we now project that the quality control
studies will he up-to-date by 1971, we reaffirm our findings and
recommendation on this matter.

Based on the Task Force report, the Department endorsed legisla-
tion introduced in both the House of Representatives (H.R. 16616)
and the Senate (S. 3323) to establish such cost and charge ranges.
The Department was not able, however, g‘ending completion of Task
Force studies, to endorse a provision in the Senate bill which would
have required, the Secretary to include for cost reimbursement only
those drugs which he found “appropriate for” recipients of benefits in
the Department’s health-reldted programs. These studies are now
completed and we have found that the limitation of drug benefits by
moeans of a formulary has been shown to be feasible and medically
acceptable in a wide range of government and private drug programs.
Woe therefore endorse this provision.

INTERIM REPORT

I am pleased to submit with this memorandum the Fourth Interim
Report of the Task Force with our detailed findings concerning the
establishment of quality and cost standards for drugs supplied in
programs funded under the Social Security Act.

TERMINOLOGY

Tho term generic equivalents is not used in this report. Although it
has been widely utilized, it has been given so many different interpre-
tations that it has become confusing. Instead, the following terms are

used:

Chemical equivalents.—Those multiple-source drug products which
contain essentially identical amounts of the identical active ingre-
dients, in identical dosage forms, and which meet existing physico-
chemical standards in the official compendia.

Biological equivalents—Those chemioal equivalents which, when
administered in the same amounts, will provide essentiallly the samo
biological or physiological availability, as measured by blood levels,

ete.

Clinical equivalents.—Those chemioal equivalents which, when
administered in the same amounts, will provide essentially the same
(til_lerapeutic effect as measured by the control of a symptom or a

isease.

The following terms are also used: ,

Generic name.—The established or official name given to a drug or
dr% product.

rand name.—The registered trademarked name given to a specifio
drug product by its manufacturer.

SuMMARY oF FINDINGS

Drug Guality and Clinical Equivalency .

1. The Task Force finds that the drug quality studies undertaken
p{y the Food and Drug Administration are expected to be adequatel
if not compleialy up-to-date by 1971, and thus will provide reasonable
assurance of umform drug quality by that time.
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2. There should be uniform standards of quality and efficacy for
each product covered in any Federally su;:{)orted rug program, and
it would be inappropriate to provide for differential cost ranges for
products sold by proprietary designation.

Scope of Drug Benefits

3. The exclusion of certain combination products, duplicative drugs,
and noncritical products from Federal reimbursement would contribute
significantly to rational prescribing, and moreover, it seems reasonable
to assume it could yield overall savings of at least 10 percent.

““Reasonable Cost” Ranges

4. Establishing product cost ranges reflecting the cost of drugs
generally available by their generic names would save about 6 percent
at the retail level.

“Reasonable Charge’” Ranges

5. Although the Task Force is convinced that significant program
savings could be achieved through the application of techniques
designed to improve the efficiency of vendor operations, it is unable at
this time to estimate the extent of these savings.

Administrative Procedures and Costs

6. Considerable time would be required to develop all the necessnr]y"
administrative mechanisms. Therefore full implementation of suc
provisions as apglied to Federal reimbursement for prescribed drugs
cannot be assured in less than two years after enactment of appropriate
legislation.

7. Any necessary increases in Federal expenditures for the improve-
ment of drug standards and quality control will have benefits which
apply to all users of prescription drugs and should not be attached to
the 1mglementa.tion of cost standards for drugs supplied in Federally
assisted programs.

Projected Savings

8. Establishment of reasonable cost and charge ranges for dmxfs
%rovided under the Medicare, Medicaid, and Maternal and Child

ealth prosrams is feasible, and would reduce the cost of drugs to the
Federal and State governments without sacrifice of quality.

INTRODUCTION

Since implementation of the Medicare and Medicaid })rograms, in-
creasing public attention has been focused on the cost of prescription
"drugs, particularly Federal and State expenditures. Among the issues
that have been raised are these:

1. Drug Prices.—Many brand-name drugf are available under their
ggi\ericnames at substantially lower prices. The Department of Health

ucation, and Welfare encourages dispensing of low-cost che_mlcaf

uivalents where they are available and when their use is consistent
with high quality health care. However, federally-aided State pro-
grams are under no obligation to follow this policy.!

2. Retail Markup.—Many pharmacists: use a percentage markup
of drug acquisition cost—the margin system—as a basis for estab-

1yU8. D ent of Health, Bducation, and Welfare, Task Force on Prescription Drugs: **Curtent
American ahd Forelzs Programis U 8. Govetament Peinting OMos, Washingtan, D.0. 1%, . 36,
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lishing the retail price of a prescribed product. Although professional
services rendered by the pharmacist are not generally a function of
the product cost, the dollar return to the vendor increases with prod-
uct cost. This practice provides at least some incentive for dispensing
of a high-cost product where a choice exists. Other pharmacists have
adopted a “fixed fee” system which allows the same dollar return to
the vendor regardless of product cost. In the view of many phar-
macists, this is not only more consistent with high professional
standards but it also removes un incentive for dispensing high-cost
drug products.?

3. Formularies.—A number of State programs limit reimbursement
to specific drugs listed in a formulary. However, there is little consis-
tency in formularies, and many include drugs which are felt by the
formulm;y committees of other States to be unnecessary for rational

them%v.

4. Clinical Equivalency.—Considerable controversy has occurred in
recent years about the comparative efficacy of brand-name drugs and
lower-cost chemical equivalents. Recent evidence of biological non-
equivalency among a few drugs has created doubts among physicians
and their patients about the efficacy of low-cost chemical equivalents
in general.!

5. Government Ezpenditures.—The Federal and State governments
spent $208 million for prescription drugs for welfare recipients alone
in the year ending June 30, 1968.5 As implementation of State Title
XIX programs continues, drug expenditures for the medically indigent
will increase.

LEaisLATivE PRrorosaLs

The T'ask Force on Prescription Drugs has carefully studied whether
the Federal Government can and should impose more effective con-
trols upon costs of drugs supplied in the programs specified by the
House and Senate legislation.

Several bills proposing establishment of Federal cost standards for
prescription drugs supplied to patients in programs supported with

ederal funds were introduced in the first session of the 90th Congress.
None of the bills was reported out of the Committee to which it was
referred.

The most recent of these proposals-—House Resolution 16616 and
Senate Bill 3323—received Kdministmtion support and were intro-
duced following a March 1968 report of the Task Force on Prescription
Drugs. 'The T'ask Force recommended legislation to permit establish-
ment of reasonable cost and charge ranges—and limits of Federal
Qnrticxpntion in reimbursement—for drugs supplied to patients in the
Medicare, Medicaid, and Maternal and Child Health Programs.

H.R. 16616 and S. 3323 were identical except for the wording of a
proposed Section 1122(a)(1)(A) in S. 3323.

Lach bill would require the Secretary to establish guidelines showin
a “reasonable cost range” for dru disgensed to patients under healt
programs supported with Federal funds. The Secretary would be re-

1 Task Foroe on Prescription Drugs: '‘The Dru% Makers and The Drug Distributors,” U.S. Government
Printing Office, Washington, D.O., 1968,81). 63-67. .

3 Task Forc¢ on Prescﬂpt{on Drugs; ‘‘Current Ametlcan and Forelgn Programs,” op. ¢i. pp. 87-88.
“' gﬂ 'l’a)sk %or(ge ?368 Preaa;slgogn Drugs: *“The Drug Prescribers,’”” U.8. Qovernment Printing Office,

19 n, D.C., , 22, 39.

(b) 'r}gask Yorce on Pr:a&rr)lptlon Druss: “Seocond Interim Report and Recornmendations,” U.8. Qovern.
ment Printing Office, Wuhln%ton. D.C., August 30, 1068, sg;g 72-74.

1 U.8. Department of Health, Education, and Welfare, Social and Rehabilitation Service.
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<quired to exclude from the reasonable range those prices which varied
significantly from the price of the drug when sold by its established—
or generic—name. He would be empowered to recognize a differential
price for a brand-name drug, however, if the manufacturer could
substantiate a claim that his product possessed “distinct therapeutic
advantages” over a generic-name product.

Defined in each of the bills was a “reasonable charge for drugs.”
This charge would be the lesser of (1) the cost of the drug within the
“reasonable cost range’’ plus a reasonable fee or billing allowance, or
(2) the pharmacist’s ‘“usual or customary charge.” In addition, the
Senate version would have required the Secretary, in effect, to establish
o formulary of drugs appropriate for use in the Federal and State
programs, a feature that was under study by the Task Force and
which, for that reason, was not endorsed by the Secretary.

Task Force Srubpies

In its study of these proposals, the Task Force has been concerned
‘with three major questions:

Can the Federal Government provide adequate assurance that
low-cost chemical equivalents \\'illl be of sufficiently high quality
and provide essentially the same clinical effects as drugs sold by
their brand names and often at higher cost?

Is it feasible to limit Federal expenditures for drugs to those
specified by the Secretary, with the expert advice of the medical
community?

Would the limitation of Federal expenditures for drugs to cost
and charge ranges at which products are available by their
generic names result in significant cost savings?

To all three questions, the Task Force believes, the answer is yes.

Drug Quality and Clinical Equivalency
In its first and second interim reports and in its background papers,
the Task Force reported on a number of significant developments:

Programs undertaken to evaluate the adequacy of existing dru
standards and to institute changes necessary to assure the clinica
equivalency of chemically equivalent drugs.®

Steps taken by the Food and Drug Adininistration to strengthen
the enforcement of its Good Manufacturing Practices regulations.’

The review of efficacy, being carried out by the National Acad-
emy of Sciences Research Council, of the 2,900 drugs first mar-
keted between 1938 and 1962.3

The successful drug quality control programs of two of the
Government's largest drug purchasers, the Department of De-
fense and the Public Health Service, as well as those of several
foreign nations.?

Steady progress has been made in all of these areas despite the need
for new methodology and significant budgetary constraints. In its
w (a) Task Force on Prescription Drugs: “ First Interim Report,’”’ March 7, 1968,

(b} Task Force on Prescription Drugs: " :Seeond Interlm Repor}," op. cit., pp. T1-M.
R R s T R S
xll ) Qo . f
.(1- Task Force onnl’rescﬂp lon Dﬁugs. ! 'Tl*'llo ?{u&ﬁrmﬁlbexa ”op.lg‘? pp. 32-34.
ek Fores oo Presseiotion Dotes: “/T s Diug breseriiars s opf il pp. 30-37.
¥ (3) Task Force on Prescr?puon Drugs: “‘8econd Interim Report,” op. clx. p. 85-87, 90-91, 102,

3
. &%"fg&“?oroe on Prescription Drugs: **Current American and Forelgn IProgmms," op ¢it., pp. 3-4,
, 138, ¢l 2¢9.
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earlier interim reports, the Task Force indicated that the FDA’s drug
quality studies would be reasonably up-to-date by 1970.

As a more realistic projection, we find that the drug quality studies undertaken
by the Food and Drug Administration are expected to be adequately if not
completely up-to-date gy 1971, and thus will provide reasonable assurance of
uniform drug quality by that time.

In the case of generic-name products, the Task Force is convinced
that the primary objective should be to provide the physician with
every reasonable assurance that all chemical equivalents of the same
drug on the market—when administered in the same manner and in
the same dose—will give essentially equivalent clinical results. Unless
the drugs perform reliably in the clinical situation, the physician will
find himself in an intolerable situation, with the possibility that he
mfxr be placing the health or even the life of his Eatient in jeopardy.

ccordingly, when it becomes possible to market chemical equiv-
alents, the original drug product—by virtue of the clinical experience
accumulated through its use, and because physicians will have become
familiar with its characteristics—should serve as the reference product.

As recommended by the Food and Drug Administration, any

eneric-name counterpart thereafter proposed for introduction should

e required either (a) to match the reference product, through con-
formity with all pertinent USP, NF, or other compendium standards,
and, when required by the Secretary, presentation of appropriate test
data to demonstrate essentially equivalent biological availabilii%y, or
(b) to present acceptable clinical evidence of safety and efficacy
through the New Drug Application procedure.'®

A chemical equivalent which does not meet one or the other of these
requirements should not be accepted for reimbursement or purchase.

We therefore find that there should be uniform standards of quality and efficac
for cach produot covered in any Federally supported drug progragnd and that it

would be intg)proprlate to provide for differential cost ranges for products sold by
proprietary designation,

Scope of Drug Benefits '

The Task Force has examined the use of limited drug lists or
formularies in hospitals ' and in a wide range of government and
?rlvate drug programs in this country and abroad.!*® In general,
ormularies have been found to be useful guides to rational pre-
scribing, and are an effective means of cost control when developed
by or in close cooperation with physicians who represent a broad
spectrum of clinical and academic experience.!

As a guide to predicting cost savings in Federally-supported drug
programs, the ex%arience of existing State formulary systems ?rwellb
some difficulties. Each formulary may cover a different range of drugs,
and many have restrictions on prescription quantities. Some limit
the maximum price of an individual prescription or the total annual
reimbursable expenses per beneficiary. Others restrict the use of par-
ticular drugs to certain disease conditions, some encourage or require
the prescribing or dispensing of low-cost chemical equivalents, while

1% Task Force on Prescription Drugs: "“The Drug Prescribers,” op.cil., pp. 34-35.
1 Task Foroe on Prescription Drugs: ‘“The Drug Prescribers,” op, e4., Bp. 4849,
tion Drugs: “‘Current American and Forelgn Progrande,’ op. eif., pp. 18, 45-50,
58‘ 65, 71-72, 73-81, 87-88, 120, 124, 128, 129, 132, 137, ef #¢9. -
': Task Forcs on Prescription lfrugs: ihe bmg Prescribers,” op. ci., pp. 43, el 19,

D3,
W did., pp. 43, 48.
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still others are structured to favor braid-name drugs. Certain formu-
laries omit ‘“noncritical” drug classes, such as anti-obesity agents,
non-narcotic analgesics, antacids, or tranquilizers, and some include
an “escape clause’” which allows the dispensing of nonlisted drugs
under certain conditions. i
Although all of these factors may affect the costs of a drug benefit
rrogram, it seems evident that the use of a restricted formulary can
ower the costs of a drug program. This observation is borne out in
reports on hospital formulary experience,'® a comparison of State
welfare programs,” and from the experience of social insurance pro-
grams in other countries.'s!? , :
Froma survo¥ of the available evidence, the Task Force finds that the exclusion
of certain combination produots,*? duplicative drugs,?® and noncritical products
from Federal reimbursement would contribute significantly to rational prescribing,

and moreover, it seems reasonable to assume it could yield overall savings of at
least 10 percent.? .

“Reasonable Cost’” Ranges . .

If reasonable assurance of uniform drug quality is a logical prospect
by 1971, the relative costs of chemically equivalent drugs will become
a significant economic factor in drug benefit programs.

o analyze the potential cost savings which could be achieved by -

the dispensing of generic-name products, the Task Force initiated a
study of the 409 drugs most frequently dispensed to the elderly.®
It found that 63 could have been obtained from a number of suppliers
at a cost distinctly lower than the brand-name *products actually
dispensed. Maximum savings at the retail level-would have ranged
from 23 to 36 percent on these 63 drugs, or between 5 and 8 percent
when applied to all 409 drugs.® .

From studies conducted br the Task Force and others, we find that establishing
product cost ranges reflecting the cost of drugs generally available by their

]

generic names would save approximately 6 percent at the'retail level.¥ -

“Reasonable Charge' Ranges ot :

Pharmacists usually apply the same pricing system to both drug
and nondrug products by using a percentage markup, or margin,
system. The markup for most items stocked in pharmacies avérages
about 50 percent of cost; for prescription drugs, it ranges from 65 to

100 percent or more of acquisition cost.?

The American Pharmaceutical Association and other professional
groups have advocated in recent years a flat dispensing fee to reflect
actual professional costs. This approach is widely used among hospital
pharmacies and some government and private drug insurance pro-
irams,« and it is being adopted by a number of community pharmacies.

mong the advantages cited for the fixed fee system are these:

Pl ——

#(s) Cherkasky, Martin, cited tn Task Force on Prescription Drugs: ““The Drug Prescribers,” op. ci.,

p. 43.
(b) McCarron, Margaret, ibid., p. 43.
" "l%uk Foreo on Preseription Drugs: “Current American and Forelgn Programs,”’ op. ¢i., p. 87,
1) Task Force on Prescrlguon Drugs: “Current American snd Foreign Programs,” P, ct.,'pp. 139,171,

182, 186, 193, -
p “'W:‘def 0.4, 8nd M(cll)éﬁu. Q. D.: “Pres¢ribifigand the British National Formulary,”” British Medical

ourna), 2: pp. .

» Task Pgn?oe on Prescription Drugs: *“The Drug Makers and The Drug Distributors,’” op. ¢i., pp. 20-22.
. :: Tuklm Porcfoon Prescriguon Drugs: “The Drug Prescribers,”’ op. ¢it., pp. 4-5.

:?ﬁk 'f'gice on Prescription Drugs: **The Drug Users,” op. ci{., Chapter Y:-Appe.xdioa.

., Pp. 36-97. . :
% Infra., p. 19,
*Ték lporce on Prescription Drugs: “The Drug Makers and The Drug Distributors,” op. ci., p. 63,
4 \ .
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It removes an incentive to stock and dispense high cost drug
products when low-cost chemical equivalents are available.

It makes clear that the dispensing function bears little relation
to product cost and therefore emphasizes the professional service

rendered by the pharmacist.

By reducing the cost of high-priced medications and increasin
the cost of low-priced items, it eliminates .the subsidization o

some Fationts by others.?
By itself,

the employment of a dispensing fee allowance system

does little to assure that reimbursement for pharmacy services will
equitably achieve the desired economies. Rather, techniques should
be developed so that the allowance will be designed to reflect only those
expenses which are directly related to the
portion of program payments should be made for unrelated functions
or for vendor services that are grossly inefficient.

Although the Task Force is convinced that significant

be achieved through the application of techniques designed to improve the
efficiency of vendor operations, it is unable at this time to estimate the extent of

these savings.
Administrative Procedures and Costs

function. No

rogram savings could

: The establishment of reasonable cost and charge ranges for drugs,

; , as envisaged in S, 3323 and H.R. 16616 would entail new methodology

f ' and significant administrative costs. In addition to the drug quality

5 ' : and gﬂuivalency activities already under way, mechanisms would be

S
L ; need

L would be the followin

At both the Federal and State levels to assume other new
4, responsibilities involved in the proposed legislation. Among these

i 1. Establishment o% an expert advisory committee of physicians,
pharmacologists, and pharmacists, to advise the Secretary on the
qualification of specific drugs and drug groups for cost reimbursement.

2. Improvement of Federal resources for the determination of drug
acquisition costs, development of audit and compliance procedures,

& : drug utilization review methods, and techniques to increase the

j efficiency of drug distribution.

Althoug
level—in part the result of

Ko v s Vit g Ao e gt e

v e

annually after the first five years.?

# U.8. 8enate: SBoclal Security Amendments of 1

3. Mechanisms to provide technical assistance to the States in
developinghand improving their drug benefit programs.
considerable ex'gerience has been gained at the Federal
ask Force activities—that would permit.
“the swift and efficient discharge of some new responsibilities, others
would take many months from the date of enactment.

We find that conslderable time would be required to develop all the necessary
administrative mechanisms. Therefore full implementation of such provisions as
agplled to Federal reimbursement for prescribed drugs cannot be assured in less.

% than two years after enactment of appropriate legislation.

In a preliminary report to the Chairman of the Senate Finance
Committee on an earlier similar proposal, S. 2299, former Secretary of
; Health, Education, and Welfare John W. Gardner, submitted
s _ Force staff estimates of administrative costs which were in excess of

; $100 million during the first year and approximately $34 million

1 Task Foroe on Prewtptlon' Drugs: “The Dm&%ﬂ%&? land ;goe Drug Distributors,” op. eft. pp. 63-67°
¥ » P. 399,
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The bulk of this projected expenditure would have been for im-
roved quality control and for drug product testing to be conducted
y or for the Formulary Committee envisaged in S. 2299.

Secretary Gardner recognized, however, that the improvement of
drug quality would benefit not only those eligible for drug benefits
in Federally assisted programs but all users of prescription drugs.

Indeed, since the staﬁ‘ report in 1967, the improvement of dru
quality and the studies of clinical equivalency have become matters o
high priority within the agencies charged with these responsibilities
and these priorities are reflected in substantial budget increases.
~ Any necessary increases in Federal expenditures for the improvement of drug

standards and quality control will have benefits which apply to all users of pre-

seription drugs and shculd not be attached to the implementation of cost standards
for drugs supplied in Federally assisted programs.

Significant costs would be incurred, however, solely from the enact-
ment of the proposed legislation. If the provisions of S. 3323 were to
take effect in fiscal year 1972, we estimate that the net incremental
costs to the Department of Health, Education, and Welfare and the
State programs would be as follows:

[n millions of dollars)

fiscal year  Subsequent
1975 o

yoats
Determination of “‘ap. ro‘p IO (117 U 1.3 0.7
Determinalion of procuct CostS. .. .. .uuneene i 1.4 .6
Determination of dispsnsing allowances. ... ... .ocieeceinennnannnnnan . .9 .S
Publication of drug hists, guldes, and other informational materials._....._..... - 1.2 1.2
echnical assistance to State agencies and eomehmoo review (titles V and XiX)_....... L6 .8
Incremental costs of State afonty audit (titles Vand XiX)..... ...... eeeasasesecencan .4 .4
Reviews of druf Ymviders( or exemption from provisions of the act, titie XVIII)....... .5 .3
Costs of administration to nonexempt providers (tithe XVHI). ... .. .........C....... .4 .3
Total, administrative costs. . ... .....cccciiiiomiicnniiiaanaas seceencieasnnae 27 4.6
Projected Savings

At the present time, Medicaid programs are in effect in 43 States
and other jurisdictions. Of these, 36 provide reimbursement for the
costs of prescription drugs. Drug expenditures under the program
totaled $208 million in fiscal year 1968, approximately 6.8 percent of
all Medicaid expenditures.?® In addition, $3 million was spent for
drugs under the various Maternal and Child Health programs. It is
anticipated that joint expenditures for drugs under these programs
meiy rise to approximately $300 million by mid-1971.

f drug expenditures do, in fact, reach $300 million in that year,
and if the projected savings outlined earlier in this report are applied,
the following program savings could be expected:

Potential savings:

Establishment of ‘‘reasonable cost ranges"’ .. .. ..o .... $15, 000, 000
Specification of cost-reimbursable drugs. - ... ... ... ..._. 30, 000, 000
Subtotal. . iccann 45, 000, 000

Less administrative expenses (first year) ... __._ . _____.__..___. , 100, 000
Net savings (first year) .. __ ... .. ....... memen- 317, 300, 000

»# U.8. Department of Heslth, Education, and Welfare, SBocial and Rehabllitation Bervice.

i AT AT



114

These figures could vary substantially, however, with such factors
as the development of an out-of-hospital drug benefit program under
Title XVIII, the costs to drug producers of deve]opmi.an supplying
data to substantiate drug quality, the extent to which the States
develop their own mechanisms for limiting drug expenditures, and the
effectiveness with which Federal quality and cost standards are
applied at the State level.

From a consideratlon of the projected costs and savings, we reaffirm our eurlier
finding that establishment of reasonable cost and charge ran%es for drugs provided
under the Medicare, Medicaid, and Maternal and Child Health Programsis feasible,
and would reduce the cost of drugs to the Federal and State governments without
sacrifice of quality.

l}
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The CHAIRMAN. Senator Hansen missed his turn.

REDUCTION IN FEDERAL MATCHING FOR SKILLED NURSING CARE

Senator Hansen. Thank you very much, Mr. Chairman.

First of all, I would like to ask for inclusion in the record of a lotter
I have from the Governor of Wyoming, Stanley Hathaway, which
addresses itself to the same question, tho reduction in Federal match-
ing funds for skilled nursing care that was brought out by Senator
Curtis in placing in the record a telegram from the Governor of the
State of Nobraska. This letter is quite identical to that telegram from
the Governor of Nebraska.

(The letter referred to follows:)

STaTE oF WYOMING,
ExEcuTiVE DEPARTMENT,

Cheyenne, June 15, 1970.
Hon. Crirrorp P, HANSEN
Sena‘e Office Building, Waa’n’nglon, D.C.

DEar Crier: H.R. 17550, which has been Passed by the House of Representa-
tives, reduccs by thirty percent the matching for Skilled Nursing Care under
Title XIX after the first three months utilization in a year. If this bill passes the
Senate it will be devastating to Wyoming’s Title XIX program and will force
a financial burden upon us that we will not be able to handle.

I realize that the cost of Title XIX to the federal government is great. It has
also been very burdensome to the states, and it seems manifestly unfair at this
point to be shifting more of the financial burden from the federal government to
the states. Anything that you may be able to do to prevent this from happening
will be greatly appreociated.

incerely yours,
Stan HatHAwAY, Governor.

ACTUARIAL SOUNDNESS OF H.R. 17650

Senator Hansen. If 1 understand correctly, Mr. Secretary, it is
my impression that the figures wo have used, the balances that you
project, would result from the House bill which, as I understand from
your testimony, would account for a $7 billion balance for the year
1971-—1I refer to page 24 of your testimony—about $8 billion in 1972
and around $12.5 billion in 1973. I think you proposo that rather than
follow the schedules in the House bill, you would like to chanfzo that
s0_as to bring about balances of $1.6 billion for 1971, $2.1 billion in
1972, and $3.3 billion in 1973,

It is my further understanding——

Secrotary RicuarpsoN. Before you go on, Senator, I would like
to correct just one thing, The references to the balances, $7 billion
in 1971, $8 billion in 1972, and $12.5 billion in 1973, are projections
based not on the House bill but on the present law.

Senator HANSEN. On the present law, I should have said. I meant
to say that. Thank you for your correction.

I understand further that in response to the &uestions raised by
the distinguished Senator from Delaware, Mr. Williams, instead of
approaching this problem as an insurance company migfxt in trying
to come up with a_proposal that is actuarially sound, it is the de-
termination of the Dopartment that we approach it rather on a pay-
as-you-go basis so that wo are not thinking about the contribution
that an individual taxpayer may make and what he may oventuslly

-
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take out of the program so much as we are thinking in terms of what
the input on the basis of current contributions is and what the costs
are. Am I right about that?

Sccretary Ricuarpson. I think, Senator, that a rather important
matter of terminology is involved here. I think that a basic distinction
must be made botween the actuarial soundness of the social sccurity
system on the one hand and the size of the accumulated reserve on
the othor.

Now, it is true, of course, that the social security system does not
maintain, or is not required to maintain, the relative size of reserves
that would be require% for a private insurance company. The reason
for this, of course, is simply that the financing of (3‘10 social security
system is made possible through the tax contributions of employees,
employers, and the self-employed, and since the Congress can require
that these bo raised, it is not necessary that very large reserves be
accumulated. But let me add that the trust fund in effect serves to
eliminate the necessity for fluctuations in tax rates, so that the rates
can be stable or built up at projected intervals over a long period.
At the same time, tho system is actuarily sound in the sense that the
scheduled tax rates and rate increases are sufficient over time to meet
tho costs of aggregate projected benefit payments for the number of
retired individuals and other beneficiaries at given foreseeable times.
And 1 think it is fair to say that the Congress itself, this committee
and the Ways and Means Committee in particular, with the periodic
advice of the advisory committees like the one now deliberating, have
contributed to maintaining the actuarial soundness of the system.
So I do not think we should blur the question of how big it is desirable
to have the trust funds at a given time with the question of the
actuarial soundness of the system insofar as the scheduled tax rates
are sufficient to make the system fully self-financing.

Senator HanseN. In that regard, Mr. Secrotary, as I understand
it, bonofit increases would be adjusted upward as prices rise. Addi-
tional revenue genorated by tho automatic adjustment of the wago
baso, howover, is tied to the changes in earnings. Now, with the pres-
ontly doteriorating conditions in the cconomy, is it not likely that
’)rogmm outgo may begin to exceed income to finance benefits? I
1ave in mind, of course, obviously that Prices riso faster than general
oarnings. That means benefits increase faster than wagoe base during
acuto 1nflation?

Secrotary Ricuarpson. That is possible, Senator, over the short
run. On tho other hand, tho automatic provisions do rest at the same
timo on the experionce of the past 20 years or so, in which, wages have
tonded to rise fastor than prices. And if that trend were to be main-
tained over the noxt foresccable period, then the projected automatic
incroase would be adequately financed by the increase in the wage base.

EFFECTS OF A DOWNTURN IN THE ECONOMY ON THE ACTUARIAL
SOUNDNESS OF M.R. 17550

Sonator Hansen. Unemployment, I understand, is now around 5
poercent, and des‘)ito tho predictions that wo have rounded the cor-
ner, and I hopo those are right, so far, a lot of indoxes would indicate
that tho cconomy is still doteriorating. If unemployment continues,
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does this not have serious potential effects for the social security
systom? Prices continue to skyrocket, so benefits under your proposal
would rise also. Yot with rising unemployment, tax revenuo will drop.
What do we do then? Do wo raiso taxes again, or what do you propose?

Secretary RicuarpbsoN. I think it should be noted, Senator, that
the last figure I saw on current unemployment, which were, as you
say, around 5 percent, also showed that the average duration of un-
employment was something like nine and a fraction weoks.

Senator HanseN. Shorter than it has been, you mean?

Secrotary RicuHarpson. Waell, it is shorter than it was, for example,
in the downturn of the economy in 1958, when we had a real problem
of prolonged unemployment. So that what we have in this interval
is an increase in the number of unemployed at a given time, but not
a very si%niﬁcant number of people who are out of work for prolonged
K/}ariods. do not have any estimate on what the effect may be. Perhaps

r. Ball knows to what extent projected employment levels have
already been incorporated into the projected gross revenues of the
system.

yMr. BaLn. Mr. Secretary and Senator Hansen, I think what the
Secretary said in relation to your first question is the most significant

point. That is, it is quite true that if the relation of wages to prices’
of the immediate present and the lust 2 or 3 years were to continue; -

then the device that we propose for financing the automatic provision
could not be sustained over the long run. But I really do not believe
that it is reasonable to think of the American economy not returning
to a situation in which productivity of labor is again on the increase
which, of course, would result in wages rising faster than prices.

As long as the system is sot up so that it can sustain short periods
of difficulty of this kind—and the reason for the trust fund setup is
really that you not have to raise rates for a temporary period—with
the estimates being made for a 75-year period, we feel that, on the
basis of the past performance of the American economy and its
exgected performance, this would be a sound position.

enator HanseEN. Woll, I cherish the hope that your anticipation of
balance will be justified. I must admit to some concern, though, as
I reflect on the typical stato of mind of taxpayers under the unified
budget which we have. It is my understanding that the Federal budget,
while badly in a state of imbalance, is not reflected in an imbalance in
the unified budget. So tho reaction that might be expocted from most
of the poople is not experienced simply because wo aro euphoricall
led to beliove that the economy is in balance when, in fact, it truly is
not in balance. This, of courso, is something which wo have inherited
from the previous administration, and the determination which would
go into the unified budget. But is thore not reason to believe that wo
may be generating those conditions which will continue the present
imbalance, the stresses that you speak of and are cortain that we now
have, into the future?

Secrotary RicHArDsSON. Just let me add a supplement to Mr. Ball’s
answer and my own earlier answer with respect to the effect of em-
Ployment levels. The long-term projections on which the calculations
or the financing of the system are based assume a 4-percent level of
unemployment. This would mean, therefore, that a 5-percent level of

47-5330 0 -70 -89
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unemployment would reduce oxpected contributions into the system
during the period very slightly below the projections. And, of course,
that would be offset if you had in the future, say, 3-percent unem-
ployment in any ﬁ/ear. In any caso, the effect from year to year over
timoe is quite small. And it is, of courso, this very reason why wo have
tho trust funds. Even the rates that are now in the bill would still
bring about progressive increase in the trust funds. So, if you had
a §-poercent unemployment rate over the years, instead of & 4-percent
rate, you would thon have marginally slower increase in the fund.

Tho second point you mado was with respect to the reflection of tho
intako and outgo from the trust funds under tho withholding taxes of
tho social security systom in the Federal budget. A question of judg-
Inent was raised as to how to affect this in the budget. This has been a
subject of argument ovor a great many years. I havo really no inde-

endent view of the desirability of various alternative approaches for

edoral fiscal purposes. The theory of the approach now used, I
boliove, is that if you are looking at Federal expenditures in light of
their impact on the cconomy, whethor inflationary, deflationary,
stimulating growth, or otherwise, it is important to take into account
the very significant economic impact of the social security contribution
by workers and social security benefit payments.

I think it would be very unfortunate if the inclusion of the social
security intake and outgo came to be manipulated to achiove short
term budgetary impact. Tho Congress and tho Administration should
continue to look at the funding of the system, as they have since its
incoption, on a basis of assuring the intogrity of the system and the
rosgmnsxbxlllgry of tho Government to its beneficiaries.

Sonator HanseN. Mr, Chairman, my time has expired. Just let me
conclude by saying that thoro are some wide divergences of opinion as
we contomplate what may happen in the noxt 76 years. ’Il}wro are
those who say we will have worlds of money and there are those who
sn¥ wo will be worse than broke.

do want to compliment the Secrotary for his very able presentation
here this morning,

Thank you.,

Secrotary Ricuarpson. Thank you, Senator.

Thoe CHAIrMAN. Lot me compliment you, too, Mr. Secretary, on
behalf of the committes for tho very fine responses you have made to
the many questions asked by the committeo. In tho short time that
you have been in this job, we can see that you are very well aware
of what your duties and responsibilities are and you have brought

ourself up to date with what has happened since you wore with the
opartment some yoars ago. So we are very pleased to see that you
have applied yourself diligently to this vast program that you have
tl;o resppné;ibi ity for administering and you seem to be rigg’t on top
of your job.
o will look forward to secing you tomorrow at 10 o’clock.

(Wheroupon, at 12:35 p.m., the committeoe was adjourned unti)

Wednesday, July 15, 1970, at 10 a.m.)
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WEDNESDAY, JULY 15, 1970

U.S. SenNate,
CoMMiTTEE ON FINANCE,
Washington, D.C.

The committes met, pursuant to recess, at 10:05 a.m., in room 2221,
New_dS_enate Office Building, Senator Russell B. Long* (chairman)
residing.
: Presex%t:Senators Long, Anderson, Talmadge, Fulbright, Byrd, Jr.,
of Virginia, Williams of Delaware, I’Bennett., Jurtis, Jordan of I(fnho,
Hansen, and Fannin,

SENATOR RUSSELL B. LONG® prua AMENDMENT

The CHammmax, The hearing will come to order.

Mr. Veneman, I understand why the Secretary is not able to be here
at this moment. I asked him to undertake to r(?y’etermine the Depart-
ment’s position with regard to a proposal that I have suggested for
reducing the cost of drugs under the medicaid proposal. Is the De-
partment’s position fixed on that as of now?

STATEMENT OF HON. JOHN G. VENEMAN, UNDER SECRETARY OF
THE DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE;
ACCOMPANIED BY HOWARD N. NEWMAN, COMMISSIONER, MED-
ICAL SERVICES ADMINISTRATION; ROBERT M, BALL, COMMIS-
SIONER OF SOCIAL SECURITY; THOMAS M. TIERNEY, DIRECTOR,
BUREAU OF HEALTH INSURANCE; AND IRWIN WOLKSTEIN,
ASSISTANT BUREAU DIRECTOR, DIVISION OF POLICY AND
STANDARDS, BUREAU OF HEALTH INSURANCE, HEW

Mr. Veneman. Mr. Chairman, the Department’s position per se is
not fixed on that matter. However, we do concede in the figures that
you submitted yesterday that when we compare apples to apples, the
$7.7 million that you suggested as administrative costs would be
accurate. The somewhat over $100 million figure was on the assump-
tion that the testing would be done by the Federal Government. In
talking with staff today, it is my understanding that your measure
proposed that this kind of testing be done by the industry. So actually
on the administrative cost of the program, as you suggested, we are
not too far apart, We are waiting for the completion of the &rug re-
views, which should be completed next year.

(119)
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The Crairyan. Well, these things are obvious. The Food and Dru
Administration hag the duty and the responsibility of seeing that a
these drugs meet Federal standards, and they have failed to do their
duty—in fact, they have, I assume, violated the law—if they permit
thesoe drugs to be marketed that do not meet IFederal standards, In
other words, is it not correct to say that this Government, under the
Food and Drug Administration, has the responsibility of seeing to it
that these drug manufacturers should not be permitted to put a prod-
uct on the market that does not meet Federal standards?

Mr. Veneman. That is correct. That is the purpose. It is a regula-
tory bod‘y for that particular purpose.

The Crramyan, Now, if those Federal standards are not adequate,
wo should raise those standards and make them hew to a higher qual-
ity of production. But so far as I know, they do have a higher stand-
ard and T find that even the larger concerns and the best known, that
claim to be the best. in the field, themselves complain about too much
inspection, not too little. So that job has to be done, anyway.

Now, when someone comes in, if you have Squibb claiming that his
wroduct is better than Pfizer or legally claiming that his product is

tter than cither of the other two, logically should not. the burden
be on him to prove it and should he not have to carry that burden at
his own expense if he wants to say that you ought to buy my product
rather than the other fellow’s?

Mr. Veneman. That seems to be the logical approach to take, Mr.
Chairman. I think the program we are presently carrying out is a
review for efficacy of some 2,900 drugs. That is being done by the
National Academy of Sciences—National Research Council, I think
that when this review is completed, we would be in a better position as
a department to make a recommendation that would carry out the
coneepts in your measure,

The Cuamryan. The Federal Trade Commission is not going to
let you advertise that your aspirin is better than the other fellov’s.
As Bayer says, there is none better. I am sure that that is true. I am
also sure it would be true if they said there is none worse. It is all
aspirin, But they have to be in a position to prove that statement. They
are not in a position to prove that statement. So they go as far as
they think they can, which is to say there is none better. The other
fellow has the right to say the same thing, I would assume.

So it would not be fair to assess against the cost of this amendment
which I have suggested and the Senate has passed on previous occa-
sions, the expense of what the Food and Drug Administration is al-
ready doing or the expense that a manufacturer would have to undergo
himself if he wants to require that his product be purchased to the
oxclusion of all others. If he wants to do that, he ought to bear the
burden of providing that his is better, I think you agree with that.

My, Veneaan. T woald say it would be a combination. I think the
Food and Drug Administration has the responsibility to test for effi-
cacy and the other things that are necessary as part of their responsi-
bility. But I think additional testing in the direction that you are
su gesting could very well be the responsibility of the industry.

The Craryan. Thank you,
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DEPARTMENTAIL REPORT ON WORK INCENTIVE PROGRAM

Now, I would like to call your attention to the fact that section 440
of the Social Security Act requires that your Department and the
Department of Labor submit a report on the 1967 work incentive
program to Congress by July 1, 1970. T'o date, we have received neither
your report nor that of the Department of Labor, Naturally, these
reports will be important in the committee’s consideration of your
welfare proposals next weck. Will you be so kind as to contact the
Secretary of Labor and ses that he and you work together to get this
report to us so we will have it next week ¢

{r. VENeMaN, I will, Senator, I saw a letter or « memo come across
my desk the other day suggesting that we did in fact have this in
draft form and asking for an extension until August 1. Now, whether
that came to your committee or not, I do not know. But we anticipate
having a report by August 1. We regret the 30-day delay and T will
contact the Department of Labor.

The Cuarryan. We do not have it and we want it, because we think
that is fundamental to doing the job that the law or at least the
Senate assigns to us.*

Mr. Venesan. That is correct.

The Cuairaan. We think that training and employment is one of
the most relevant features of the family assistance plan and the pro-
posed amendments to it. We need an effective program to put people
to work and that it be more effective than it has been in the last year or
two.

TAX LOOPHOLE FOR KICKBACKS

Now, I have noticed that there is an inadvertent loophole, accordin
to the Medical World News, in the tax law that I did not mtend anc
I do not know of anybody else who intended it. We wrote a provision
to say that a person could not deduct as a necessary business expense
his expenses or fines assessed upon him as a result of violating the
antitrust laws,

The amendment. went beyond that to say that if he had been subject
to a criminal conviction, he could not deduct the expenses of bribes
and kickbacks and corruption of that sort. It has come to my atten-
tion that by virtue of the manner in which that was drafted, some-
one is in a position to deduct some kind of referral fee and fee splitting
or even kickbacks by doctors that he could not have deducted under
prior law. I do not know whether it has come to your attention or not.
Are youaware of it?

Mr. Vexesan. It has not come to my attention Mr. Chairman,

The Cuarraan. I will just make the article available to you.

(The article referred to follows:)

[From the Medical World News, June 26, 1970)
AN INADVERTENT LOOPHOLE ¥OR KIOKBACKS

Federal tar code now allows MDs to deduct such payments—irrespec-
ttve of their state's laro.

An obscure change in the Internal Revenue Code, enacted ag part of the Tax
Reform Act of 1969, has the effect of actually encouraging medical fee splitting,

*The report was recelved by the committee and printed as part of the committee print
entitled “)?c?ports on the Work Incentive Program®, dated Augusl; 3, 1070. P

.-
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MWN has discovered. Congressional tax authorities and medicolegal experts
were startled and dismayed to learn of this effect, probably none more so than
the chlef sponsor of the change, Sen. Russell B. Long (D-La.).

As the federal tax code now stands, specialists are allowed to deduct as busi-

_ness expenses kickbacks pald to referring doctors under circumstances where
the deduction formerly would have been denled. Thus, a high-bracket specialist,
who formerly would have had to make such a payment entirely out of after-tax
dollars, can now do it with money that otherwise would have gone largely to
the government,

Under the old law, a Treasury Department ruling permitted the deduction of
such payments “provided they are normal, usual, and customary in the profession
and community ; are appropriate and helpful in obtaining business; and do not
frustrate sharply defined national or state policies evidenced by a declaration
proueribing particular types of conduct.”

This meant that such deductions were always disallowed in the 16 states that
prohibit fee splitting under all circumstances.and that conslder the practice
grounds for revoking a physiclan’s license. As listed by’ Edwin J. Holman,
the lawyer who heads the AMA’s Department of Medlcal Fthics, those states are
Alabama, Arizona, California, Colorado, Georgia, Michigan, Minnesota, Nebraska,
New MexlIco, New York, Ohio, Oregon, South Dakota, Virginia, Washington, and
Wisconsin. In addition, Hawalif, Yowa, Loulsiana, Oklahoma, and West Virginia

prohibit the practice under some conditions. In these five and the 39 remaining™

states, deductibility depended on whether a speclalist’s payments met the stand-
ards of the Treasury rule. .

But under the amended law, Section 162(c) (2) of the Internal Revenue Code
now provides that a kickback must be allowccd unless the taxpayer is successfully
prosecuted fn a criminal proceeding. Only it he is convicted, pleads guilty, or
pleads nolo contendere may the deduction be disallowed, and in that case any re-
lated payments must also be disallowed. Asked if this change will encourage fee
splitting, Holman answers, “Yes, and you may quote me.” T

The tax amendment originated with Senator Long, who persuaded first the
Senate, and then—in conference—the House, to write it into last year's law. It
is one of a package of four amendments aimed at criminal violators of the anti-
trust laws. (The others bar deductions for fines paid, for bribes to public officials,
and for two thirds of treble damages paid.) The thought that the clause might
g:;e a green light to medical fee splitting never crossed the Senator’s mind, his
aides say. -

The clause applies elsewhere, too. For example, a suppller who kicks back to a
purchasing agent may now deduct the amount of the payment in his federal tax
form, even if his act is 1llegal under his state’s own law.

The Internal Revehue Service exchanges tax information with 30 states and the
District of Columbia by computer tape and with 14 others by less sophisticated

means. Nevertheless, the possibility that this information will be used by state

authorities to prosecute anyone for making illegal kickbacks appears remote.
Under tho law, states are supposed to use the Information only for purposes of tax
coltection, and IRS officials say they know of no instance in which a state has
prosecuted on the basis of federal tax data.

Senator Long himself was away from the capital when MWN raised this issue,
but aides on the Senate Finance Committee, which he heads, expressed certainty
that he would look into the situation with great interest upon his return. The
ranking minority member, Sen. John J. Willlams (R-Del.) expressed surprise
when told of the loophole, and promised to pursue the matter. The concern of
these leglslators 18 more than academic; fee splitting presumably raises medical
care costs, and the finance committee has been seeking ways to hold down the
expense.

The change in the tax law has nullified one tactic that might have discouraged
fee splitting, a practice long held unethical by the AMA and other medical or-
ganizations. A simple change in the Medicare or Medicaid regulations to prohibit
fee splitting under those programs might have met the old Treasury Department
test as being a “sharply defined national poliey” and could thus have ended the
detll;;ctlbllity of all medical kickbacks in all states. That possibility no longer
exists.

. The Cramraman. I will just ask you if you would support the addi-
tion of a provision to the Social Security Act making fraud, kick-

-
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backs, bribes, or any activities of that sort with respect to medicare
and medicaid programs a felony punishable by fine and imprison-
ment? Of course, this would be in addition to the other penalties in
the civilian criminal code, and this new penalty provision would have
to appear in every new medicaid and medicare claims form.

r. VENeMAN, If you would make that available, Senator, I think
we could work out an amendment on that.

The Cuamrman. I would suggest that we work together on that,
because we did not intend to open any loophole in the law. If we have,
we would like to close it. If someone is evading taxes, I beliove that
that is one area where we could even get at it retroactively. Insofar as
an error might have occurred, we would like to straighten that matter
out. I will make this all available to you and we will have it in the
course of the committee hearing.

Senator Fulbright was not here yesterday.

Would you care to question the witness?

Senator Fursrionr, Not at this time, Mr. Chairman,

The CiatrMan. Senator Williams?

Senator WiLrrass. Senator Bennett has something,

SIX-MONTH DELAY FOR DISABILITY PAYMENTS UNDER SOCIAL S8ECURITY

Senator BexNerT. I have one question this morning.

Mr. Secretary, I received a letter from the Utah chapter of the
American Cancer Society raising a problem that had never occurred
to me previously.

Under the present law, payments for disability under social security
may not be made until after 6 months have passed. This was obviousl
designed to make sure that the disability was long term. But here is
a case where one of these surprise diagnoses, say a case of cancer is
diagnosed as stomach cancer and is diagnosed as terminal. The man
is now permanently disabled. If he has been paying into social security
for 19 years and the question is raised by his family, who now find
themselves without any source of income because he cannot work,
whether certain exceptions can be made in the case of terminal ding-
nosis which will permit the collection of disability benefits without
waiting for the 6-month period,

Mr. Veneyman, Senator, I think he was not on social security for
19 years. Ho was paying into social security.

Senator BENNETT. Paying into it, that is right. He is 39 yéars old.

Mr. Veneman. Mr. Ball has indicated that the Advisory Council is
looking into the 6-month waiting period for disability insurance ben-
efits. Personally, I can see some problems with modifications where it
might involve terminal cancer. Just as a quick reaction—quite often
those diagnoses are not as accurate in the time——

Senator Ben~err. Of course, they can never predict how long a
man may survive after there has been such a diagnosis. But it raises
the whole question of whether there may not be types of conditions
under which the disability is of such a nature that you do not need to
wait 6 months to decide whether it is total.

Mr. Veneman. You find the same situation, I think, in a severe
injury, for example. I look to Mr. Ball to respond as to whether the

P
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Advisory Council has come to any conclusion. How near they are, I
do not know,

Mr. BaLi. Senator Bennett, they have not come to any conclusion
lret.. They are considering a proposal similar to the one you described,

ut also the whole question of whether the 6 months itself may be,
generally speaking, too long. Of course, if they were to recommend a
reduction in the 6-month period gcnemfly that would help the sort of
case you have,

There are difficult borderlines each time you make an exception de-
}‘)end upon the diagnosis or the particular disability, because you will
ind other cases that will be very similar, I would suggest that perhaps
it would be desirable to await the Council’s consideration of this, Per-
haps the committee might even want to direct special attention to the
prol)osal, although the Council is giving it special attention already.

Mr. VeEneMaN. It seems to me it would be very difficult to make an
oxception of a specific type of disability by cause and still have an
equitable proposal. That is one of the questions we have.

Senator Bennerr. Well, if a doctor diagnoses any particular type of
disability as terminal, such a diagnosis might apply to a heart condi-
tion as well as cancor, Or it might apply, though it is not so likely
these days, to tuberculosis, It raises tlle whole question of the possi-
bility of considering this decision that disease is terminal,

Mr. Venesax, I think the real issue is whether or not 6 months is
too long a waiting period. 1 think that is the real issue, rather than
the cause of disability.

Senator Bexnerr. In a case like this, and I can understand the
consternation of the family and of the Utah Cancer Society, every
week or month you wait for the purpose of passing time is something
that would represent n burden when they know the answer, That is
the only question I have. :

I would appreciate it if you would add this to the agenda of the
Advisory Council and take a look at it from that point of view,

Mr. Vexemay, It is on the agenda, Senator. We will advise you of
whatever conclusions they may come up with with regard to the subject.

The Cirairaan, Senator Jordan?

REDUCED FEDERAL FUNDS FOR NURSiNG HOME CARE

Senator Jorban. Thank you, Mr. Chairman,

I have a question occasioned by a letter I got from the Association
of Liceused(&\'ursing IHomes in my State. They urge me to vote against
section 225 of HLR. 17550 because they claim the operation of that
section would be financially disastrous to them. As I understand it,
under the provisions of this section, one-third of the Federal funds
would be withdrawn after the first 90 days of care in a skilled nursing
home. They maintain that the kind of patients they have do not im-
prove after 90 days of care, that many of them are 80 or 90 years of
age and require substantial medication, and it would be disastrous
if a cutback were brought about by the operation of this section cn
that kind of a home.

Mr. Veneaax. Senator, this is the same section on which questions
were raised yesterday, I believe, by Senator Curtis and Senator Han-
sen, Both the providers in these facilities and some of the Governors
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are concerned about the provision which changes the matching for-
mula under medicaid for skilled nursing care facilities. We had two
reasons for making this proposal. One o? them was an effort to reduce
the total cost of medicaid. The other was to be consistent in establish-
ing our priorities. And we have suggested that for out-patient hospital
services, for clinic services, for home health services, the matching
formula to the States, the Federal share, be increased by 25 percent.
Wo also suggested that the Federal percentage after the first 60
days in a general or 'T'B hospital would {)e reduced by one-third after
the first 60-day period. For a mental hospital, after 90 days of care, the
Federal matching would be reduced by one-third and then after a
year, there would be no Federal matching. Those would be the three
mz}ﬂ'or ones,

he payment for skilled nursing home care would be reduced by one-
third after 90 days. What we are trying to do is place the emphasis
again on outpatient and lesser cost care facilities and to increase the
formula there. There is a net savings to the Federal Government, we
estimate, of $235 million.

Senator JorpaN. And a net increase in cost to the State of a like
amount.

Mr, VeENEMAN. And a net increase to the State. But I think there is
one factor we should take into consideration. That is particularly in
the case of a mental hospital, where we are suggesting that after 90
days, we would reduce it one-third and after a year, it would be at
State cost. But bear in mind that—I helped develop California legis-
lation at that time—that these were all State costs before medicaid.
The States were absorbing all these costs for the most part, with the
oxce*)tion of somo Kerr-Mills money and some other funds that were
available, But essentially, that was a State program in which they
were able to take advantage of some of the money that was brought
into medicaid. We feel we should revise the formula for both equity
reasons and for fiscal reasons.

Senator Jorpan. Mr. Chairman, I shall not ask any more questions.
I would like to ask permission to have included in the record at this
point a 1-page statement from the department of public assistance
from my State showing a comparison of State fund requirements for
nursing home payments under the present plan and under H.R. 17550
for fiscal year 1972, showing the burden being shifted from the Fed-
oral Government to the State government in an amount of nearly $1
million, or 17 percent of the total.

The Craraan. Without objection, that is agreed.

(The statement referred to follows:)

STATE oF Ipano,

DEPARTMENT OF PUBLIC ASSISTANCE,
June 25, 1870,

COMPARISON OF STATE FUND REQUIREMENTS FOR NURBING, HOME. PAYMENTS UNDER
PRESENT PLAN AND UNDER H.R. 17750 FOR FISCAI, YEAR 1072

The estimated average payment per patient/month during Fiscal Year 1072
i8 $220.00. Under the provisions of H.R. 17550, the current federal matching ratio
of 68.901¢% would be avallable only for the first three months of any fiscal year
for any patient. If a patient is in a nursing home for longer than three months,
federal participation would be reduced by 14, to 45.04%.

The breakdown of federal and state funds for the estimated average payment
per patient/month {s as follows:
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Federal State

Total Percent Amount Percent Amount
Ist3Imonths. ... iiiiiieaao. $220 63.91 $151.60 31.09 40
LastOmonths. .. ... eeea... 220 45.94 101.07 54. 06 ﬁ%.es

The estimated monthgv average number of DPA nursing home patients during
Fiscal Year 1972 is 1,800.

The estimated number of patients multiplied by the above estimate of federal
and state fund requirements yields the following annual dolar amounts:

Federal funds:

First 3 months, 1800X $151.60=$272,880/month> 3 months. $818, 640
Last 9 months, 1800 $101.07=$181,928/month X 9 months. 1, 637, 3344
Total . e —————— 2, 455, 974

State funds:
First 3 months, 1800 $68.40=$123,120/monthX 3 months. 369, 360
Last 9 months, 1800 $118.93=3214,074/monthX 9 months. 1, 926, 666
Fotal . - o e e e 2, 296, 026

COMPARISON OF PRESENT PLAN WITH H.R. 175%

Fiscal year 1972 Total Federal State
Present plan (1800 times $220 per month times 12 months)............ 752,000 1$3,274,603 2$1,477,397
PGy (1800 times 422 par month times 12 months - it T

1L (LT T U 0 —818,629 +818,629

16891 po-mnl cf total.
131,09 percent of total,

INCOME AND OUTGO OF THE SOCIAIL. S8ECURITY PROGRAMS

Senator Byrp. Thank you, Mr. Chairman,

Mr. Sceretary, as I understand it, you propose to eliminate the
increase in social security contributions that would be made by an
employes and employer. Then you offset that by an increase in the
amount which the employee and em;)loyer would pay into the hospital
insurance trust fund. Is that correct

Mr., Veneman, That is correct, Senator. I think it was pointed out
yesterday in the hearing that the rated 4.6 percent, which was the
amount that the present law would have set for the cash benefit side
in 1971, would have produced an excessive amount of income over
outgo. rowevor, on the hospital insurance side, the rate of 0.6 percent
that the present law calls for is not producing sufficient revenues to
covor the hospital insurance costs.

Based on the situation in the individual programs, we are recom-
mending that the present 4.2 percent rate for cash benefits remain in
offect until 1975, then the rate would go to 5 percent and then to an
ultimate rate of 5.5 percent in 1980 and thereafter, and that the hos-
pital insurance rate be raised to an ultimate rate of 1 percent beginning
in 1971, Now, this puts both of them in a more realistic position.

Senator Byro. In relation to each other?

Mr. Vexeyan, Noj not necessarily. Looking at them independently,
Senator Byrd. If we did nothing with the baeneﬁt side and left it at 4.6
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rcent, we would still have to raise the hospital insurance rate because
it is running that far behind, according to our experts.

Senator Byrp. Except for 1 year, as I understand it, there will be
no net reduction in the amount which the employee and employer will
pag' into the fund?

Ir. VENEMAN. The combined amount comes out the same for 1971
and 1972 and when you add the two together, that is correct. But I do
think you have to look at them independently from the standpoint
that if we did nothing to the law as far as the cash benefit side is con-
cerned, wo would accumulate a rather significant reserve. But we would
be in the hole on the hospital insurance side and we would still have
to raise the rate. ‘ '

Senator Byrp. But with the exception of the year 1973-74, there
will be, actually, an increase in the contributions which will go into
the two funds taken together? Except for that one year?

Mr. VenemaN. Yes; the 2-year period after 1972. Until 1972 the
combined rate would be the same as present law. I will let Mr. Ball
respond to that.

Mr. Barnr. Yes; Senator, it is the calendar years 1973 and 1974 where
the proposal would have a lower combined rate for both cash and
hospital. But after those 2 years, you are quite correct,

enator Byrp. Except for those 2 years, then, it would be an increase
in all the subsequent years?

Mr. Bavy. That is correct.

Senator Byrp. For the combined total?

Mr, BaLL. Yes.

Senator Byrp. So what you are really doing is reducing the surplus
in the social security trust funds and putting approximately that
amount over into the hospital insurance trust fund?

Mr. Bar.. Well, in the short range, in the noxt few years, that is a
correct statement, Senator. I would like to perhaps quibble with you
a little bit abcut the use of the term “surplus.” It is not that the pres-
ent cash program has an actuarial surl|))lus when you look at it from
the standpoint of the long range cost, but from the standpoint of the
needs of the system in the near future, you are building up those funds
more rapidly than you need to.

Senator Byrp. Correct. So the word surplus is probably not the word
wo want to use there in the sense that it is normally considered.

Mr, BaLr, Yes.

Senator Byrp. But it seems to me that that again dramatizes that it
is not a surplus in the accepted sense, and it again dramatizes the un-
desirability of this unified budget concept which takes what purports
to be a surplus, but which is not actually a surplus, and uses that to
indicate that we have more nearly a balanced budget than the facts
warrant.

Mr. Barr. Senator, I might point out that the shift in financing
of the cash benefit program so as to reduce the excess of income over
outgo in the near term moves in the same direction that 1 think-you
have in mind by reducing those surpluses—those excesses of income
over outgo in the near years. There is not nearly the impact on the
consolidated budget that there is if you leave large excesses of income
over outgo. It is the present law creating $7, $8, and $1214 billion
excesses that I think mainly gives rise to your concern of having social

.
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security involved in the consolidated budget. If income and outgo are
approximately the same, then, including social security in the budget
does not havoe tho effect you fear,

Senator Byrp. That 1s right. You still have around $5 billion excess
in the two funds, as I read these figures, in each year.,

Mpr, Bann. In the cash benefit trust funds, that is both disability and
OASDI, under the House contribution rates—which we agree with
them on—the 1971 excess for cash is $1.6 billion. And it is true, Sena-
tor, that under the estimates, by going to 1 percent on the hospital in-
surance, you would create an excess there of $3.1 billion in 1971.

Senator Byrp. That gives you $5 billion.

Mr. Barnr. Yes; roughly $5 billion.

Senator Byrp. So it would be the same the next year, roughly $5
billion, and the same way the following ycar.

Mr. Barn, Yes.

Senator Byrp. So each of those 3 years, you would have an excess
of roughly $5 billion ¢

Mr. Barr. Yes, but substantially less than the present law would
produce.

Mr., Vexesman. That is right. You see, under the existing law, you
would still have a $6 billion excess, you have a $6.9 billion 1ncrease in
tho cash benefits side and 'you have a $1 billion minus on the health
insurance side. So actually, you would have a $6 billion surplus against
the proposal of the $5 billion surplus next year.

Senator Byrp, This is another way of saying, I suppose, that you
will spend $1 billion more than you will take in under this proposal.

Mr. Barw, Under the present law.

Mr. Vexeman. On the hospital insurance side. you would. But
those are the projections of present law. We have to spend that money
regardless of whether we change the contribution rate or not.

Senator Byrp. Yes. Thank you, Mr. Secretary.

Thank you, Mr. Chairman.

The Ciairman. Senator Williams?

PROPOSED OFFICE OF INSPECTOR GENFERAL FOR HEALTH ADMINISTRATION

Senator WiLLrams. Mr., Veneman, were you familiar with the pro-
posed amendment to this bill which Senator Ribicoff and T introduced
on June 22, which proposed to establish the Office of Inspector General
for Health Administration within the HEW 1
- Mr., VeENeMAN, T am not familiar with it, Senator. I think Mr, Ball
is familiar with it.

Mr. Barr. Only that the Senator had mentioned this at the hearing
whon we weve here before.

Senator Wirriams. What would be the position with reference to
that proposal

Mr. Vexeyan. Without looking at the proposal, Senator, I do not
think I should respond specifically. I believe what we would have to
take a look at is to see whether or not we can effectively perform the
functions that the amendment would presumably hope to perform
through our present audit agency. I think we have beefed un the audit
agencz' in the Assistant Secretary-Comptroller’s Office, which has, on
n continuous basis, been reviewing the medicare and medicaid pro-
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grams in the States. Whether or not an additional inspector general
would be necessary, I cannot respond to specifically without looking
into the measure.

Senator WitLiams. Will you check that and give us your
recommendations?

Mr. VeExeman. I certainly will,

Senator WirLrtiams. Wo found that worked very well with the State
Department. and thought that the size of it in view of the expendi-
tures——

Mr. Vexeyman. I know the Department of State has an inspector
general. I think the Department of Agriculture also has one,

Senator WiLriams. And as much money as we are syphoning through
this agency, some of us thought it might be wise here.

Mr. Vexemax. I do not want to leave the impression that we are
doing nothing about it. Wo do have an audii agency that. would do that
similar function.

Senator Wirrrass. I understand that. This would not replace your
audit agency, as you know.

TERMINATION OF S8ERVICES OF INEFFICIENT MEDICARE CARRIERS

What specific steps has your Department taken to terminate the in-
efficient carriers or intermediaries, since the hearing in February?

Mr. Vexeman. We havo had to change intermediaries in a couple.of
areas. I am not sure whether it is since February, but I do know it has
occurred since we have been here. In other cases we have had to rene-
gotiate on more restrictive terms. I think Mr. Ball can probably refer
to the total number of cases, but I have personally been involved in
two or three where we have had to change intermediaries because of
inefficient operation.’

Mr. Bawr., Senator, the only actual termination since February is
John Hancock in Georgia. But the Washington, D.C. operation has
been completely reorganized and wo continued that operation with
the same basic carrier, only on the assumption of a very large degree
of responsibility by the national organizations of both Blue Cross and
Blue Shield. That was the one that the Under Secretary was very
much involved in—in working out that kind of national responsibility
for an operation that we did not feel was going well at all. We then
entered on a 120-day agreement to see whether this new assumption of
responsibility by the national office will work adequately. If not, we do
not have to wait a year as in the usual case; we can terminate in 120

days.

genator WiLLiams. That was the question I was going to ask you,
because the staff report shows that the District o (,‘o[i'umbia ﬁlue
Shield was one of the poorest medicare carriers in the country. I under-
stood that you had not renewed their contract yet. I understand it is
not renewed but just on a temporary objective basis for 90 days?

Mr. VEneman. Ordinarily, these contracts are renewed on an annual
basis. Becauso of discussions held and agreements that were arranged
with the national associations that Mr. Ball referred to, and their will-
ingness to go-in and assist in reorganizing the functions here in the
District. of Columbia, we agreed that, under those conditions, we
would renew the agreement for a perio& of 120 days. Then we would

L I AP
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tako a look at it and see if in fact they have taken cave of the problem.

Senator BexNert. When doces that period expire?!

Mr, Bann, It is 120 days from July 1. From July 1, 120 days—3
months,

Senator Bexnerr. From July 1%

Mr. Barn, From July 1.

Senator Bennert. That is 4 months.

Mr, Bann. Yes.

PHYSICIAN PARTICIPATION

Senator WirLiams, The HHEW task force on medicaid recommended
last month that a physician should be exnected to agree to participate
by taking assignments in all cases. The staff report made a somewhat
similar recommendation. What’s your position

Mr. VEneEmaN. I didn’t know whether to turn to Mr. Newman or
Mr, Ball, Tt is medicare, I guess.

Mr. Barrn. It is the medicaid task force making a recommendation
on medicare. There is a littlo confusion there,

We have not adopted a final position on this recommendation vet,
Senator, but T would be very glad to discuss some of the considerations
which T think might be helpful to the committee. There is no way, of
course, that the Federal program of medicare can compel participation
by physicians. Therofore, the conditions of rendering care under a
health insurance program like this must be ones that are reasonably ac-
ceptable to the physicians involved, or else you greatly reduce the num-
ber of physicians who are available to treat the patients. In the medi-
care structure, up until now, there are really no requirements that the
physician himself has to meet. The cancept of the program is one of
an indemnity program, paying the patient for the cost of services
that ho has incurred. Then wo have, as you know so well, this assign-
mont procedure where, if both parties agree, we can pay the physician
directly, but the concept is still one of reliaving the patient of an ex-
pense, When the physician accepts an assignment, he must accept the
rensonable charge determination. But physicians who do not want
to do that still are freo to give services to medicare patients and they
can collect any amount over and beyond the reasonable charge de-
termination from the patient.

Now, this proposal really says that you would not reimburse the
patient for services that are rendered by a participating physician,
oxcept that, presumably, you would have to set un some other sort of
indemnity anproach for those patients who had bills from nonpar-
t.icli\}mtinf physicians.

ow, I think the critical question here is whether you can set the
conditions for participation on the part of physicians and get the ad-
vantago of dealing with them, get the advantage of their acceptin
a reasonable charge determination, and still not shift the burden o
cost substantially over to the putients who have physicians who do not
agree to participate, since it has to be, of course, a voluntary matter.

I find it impossible to react to the broad princinle without working
out tho specifics of a plan which says what the conditions are that you
impose on the phvsician who is going to participate, and what it is
that you pay the patient whose physician dees not choose to participate.
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The problem is to avoid unduly restricting the reimbursement to the
patient who has a nonparticipating physician and to avoid unduly
rostricting the number of physicians who want to participate in the
program.

Senator WirLLiass. Is that affected in any way by the difference of
whether you pay direct or to the doctor?

Mr, Banu, Yes; that is the way the present program works now,
Senator, as you will remember. The physician is free to bill his patient
direct if he wishes and let the patient file for reimbursement. The
assignment method is when the physician with the permission of the
patient bills the carrier directly.

DETERMINING CUSTOMARY AND PREVAILING CHARGES UNDER MEDICARE

Senator WirLiads. The staff has expressed great. concern that pay-
ments made to doctors under Blue Shield service income policies are
not generally being taken into account in determining the customary
and prevailing charges under medicare as the statute demands.

Would you think it is necessary to change the law or would you en-
force the statute more aggressively if the language in the committee
report reiterated that position?

Mr. Barr, I think, Senator, if the committee wishes the result of
using, generally speai(ing, Blue Shield fees as the limit on the amount
paid to a physician, it would require more than a strong statement in
the committee report, because the law, we believe, does not support that
particular interpretation.

Senator WirLLianms. T'he law does not place a limit and that was not
the question. I said taking into account when you determine the cus-
tomary and prevailing charges. Do you take that into account in your
allowances, or do you just ignore it entirely ?

Mr. Barr. Take it into account? Mr. Wolkstein has a point he wants
to make here. I will let him make it directly.

Senator WiLLiaMs, I just want to make it clear that the law does not
state that they should be accepted as the rates, but it does suggest that
you should be taking them into account when you determine the cus-
tomary and prevailing charge under medicare. My question was do
you take that into account in determining this allowance?

Mr, WoLksTeIN. Yes, Senator. What I was saying to Mr, Ball is
that if there were a position that Blue Shield payments should be
taken into account, the issue arises as to which Bllue Shield payments
you really paf( attention to and which one you do not. A particular
Blue Shield plan may pay a very large variety of payments depending
on the particular plan in which an individual is enrolled.

They may have a full payment plan regardless of income, in which
some are enrolled. They may have an indemnity plan, a plan with an
income ceiling above which people are not fully insured for the ex-
penses they incur, but above which they may be asked to make an ad-
ditional payment. If the committee wero to take the position that Blue
Shicld should be followed in terms of what it pays, the issue gets to
be which Blue Shield payment is determining.

With regard to the issue of whether it is better to have the policy
stated in law or in commnittee report, we would have a question if the .
Senate were to take a position in its committee report and the House
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were not to have a similar position of what we were mandated to do.
This kind of thing in committee report produces some difficulty in
terms of actual application of a policy.

So in my view, it would seem as though if a policy like this were to
bo established, it would be casier for us to apply if it were in the
statute.

Senator Winniams, Perhaps it needs clarification. Perhaps every-
body else understands the answer, but I am more confused now than I
was before vou started.

My question was very simple. The statute now requires that you take
into account in determining the customary and prevailing charges the
rates that are being paid by the phvsicians. It does not say that you
follow them, but you take them into account in determining rates.
My question was do you take them into account when you determine
rates or do you not ¢

Mur. Bawnr. Senator, I think T would have to say in all frankness that
they have not been a very useful guide.

Senator WirrLiams. Now, you have answered the question.

Mr. Veneman, Howoever——

Senator Wirriasms, Perhaps it needs clarification on this,

Mr. Vexesman, However, I think if you are in a geographic avea
where the phvsicians charge is the equivalent of the Blue Shield sched-
ule, you say it is taken into account. Because you are really dealing with
physicians’ charges. It says the charges shall be the usual, customary,
and prevailing charges in an area. If they coincide, you can say yes,
you are taking them into account. But the actual fact is that the private
carriers’ payment schedule, whicli :1ay be different from what the phy-
sician may charge, may be somewhat less than what the doctor actually
charges for a given service.

Senator Wirriams, I realize that, That is the reason we did not spell
out that you follow them.

Mr. Vexeaan, They are considered to that extent,

Senator Wirriams. I understand that you consider them and Mr.
Ball does not. So we had better get this together.

Mr. Veneman. I do not think there is any disagreoment at all,
because we are both talking about charges. If a Blue Shield schedule
reflects the usual, customary, prevailing charge in an area, then they
both come out the same.

HOSPITAL: INSURANCE COST ESTIMATES

Senator Wirriams. At the February hearing on the staff report, both
the Department and the committee discussed at great length their
mutunl concern as to the validity of the hospital insurance cost esti-
mates and you indicated that an actuarial task force had been
appointed to review these estimates. I think you gave us a list of the
names of the task force.

Mr. Vexeman, We did.

Senator Wirriays, Now, are the cost assumptions in this bill based
upon the estimates furnished by this task force

Mr. Venxeman. I met with the task force the other day, Senator
Williams, and they have not come up with a preliminary report at this
time,
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Senator WirLiayms. When do vou expect their report /

Mr, Vexeman, Mrv, Hsiao indicates that it will be in September.
Whether or not that can be expedited, I do not know. "I'he next meeting
is September 11, Let me give you a more thorough report on that after
we go back,

(The Under Seeretary subsequently supplied the following:)

The committee to advise the Seeretary on the assumptions of actuarial estimates
will next meet on September 11, 1970. The Under Secretary will keep the
Committee informed of ifts work,

Senator Wirnrass, Upon what basis were your estimates made? [
understand younr actuaries vesigned and if yon have not a veport from
them, who guessed at these figures?

Mr, Vexeman. I think we ought to make it elear, Senator Willinms,
that just one person resigned. The Office of the Actuary of the Social
Security Administration is still there.

Mr. BBark. Senator, the estimates underlying this bill in hospital
insurance are the same estimates as were presented in February. The
same assumptions—the sume basic estimates as i the trustees' report,
and so forth.

Senator Wirriams, And they are taken on the basis, this most re-
cent estimate would be on the basis of the 1evision of your welfare
report ¢ Are your estimates on that the same way ?

Mr. VExeMaN, You mean as far as the I'amily assistance plan?

Senator Winniays. Ifamily assistance; yes.

Mr. VENEMAN. No; the estimates on those, Senator Williams, were
developed carly in the development of the bill by representatives from
the Bureau of the Budget, from the Department of Labor, and the
Department of HISW. We have a different group of statisticians work-
ing on that, though.

%ome of the figures and data available from the Social Sceurity
Administration, particularly as they relate to the adult population,
were used.

Senator Winrniams. The reason I asked that, I understood that the
American Iospital Association is projecting a greater percentage in-
crease in hospital costs than are included in the cost assumptions in
the House bil‘. Now, is that correct, and if it is, how would it aflect the
cost estimates? How would they relate to the cost estimates furnished
to the committec?

Mr. Bar., You are correct, Senator, ‘Fhe American Iospital Asso-
ciation is assuming that the percentage increase year by year over the
next fetw years, for in-hospital daily rates, is somewhat higher than
our actuaries have assumed in their revised estimate. I will ask for
exactly what difference that would make in the cost.

On tho other hand, Senator, there are two aspects to these hospital
insurance cost estimates that, for a change, have an optimistic aspeet
to them. One of the main reasons for a major increase in the esti-
mated hospital cost over the future was that for the first time the
actuaries assumed an increase in the utilization rates of hospital :, be-

inning at an increase of 2 percent a year in hospital utilization, and

ﬁlen gradually the assuption of an increase is reduced over a period
of years.

ur actual experience in 1969 was that there was nu real increase

in utilization. I am not claiming any credit for this at this point—I
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do not want to change the estimates on account of it. T am just point-
ing out. to you that here is an area where actual experience in the last
year is better than what was expected.,

- Also, as the Secretary indicated yesterday, the estimates for hos-
pital insnrance do not take any credit whatsoever for any of the cost-
saving features that are in the current bill. And I think that is wise.
T would again not propose that until there is experience with the actual
administration, that we claim credit for these changes. But again,
insofar as wo aro all convinced that these administrative improve-
ments and some of the fundamental changes that are proposed mn this
bill will reduce the long-range cost of the program—that reduction is
not. taken into account—there is a counterbalancing factor to the
American Hospital Association’s higher daily rates,

Now, T would be glad to furnish the exact amount of increase if you
left all other assumptions the same and just took their increases in
the daily hospital costs.

Senator Wirnniays, Well, based on their assumption, how much had
you underestimated the cost factor, assuming that they were correet,
which they may or may not be?

Mr. Banr, If you left everything clse the same, Senator, in our esti-
mate, and just changed the daily hospital rates for the first 5 years
as they have estimated, it would increase the cost of the program by
about 7 poreent.

Senator Wirrtays, ITow much is that in dollars?

Mr. Barr, In the hospital insurance program—about. $300 million
in the first vear wovld be a T-percent difference, sir.

T want to make absolutely clear that hecause the American Fospital
Association made this prediction is no basis for us to assume that they
are correct and our actuaries are wrong,

Senator Wirniams, T appreciate that, but T am just trying to ask for
the difference,

In the past, have there heen any instances where your actuaries have
overestimated the cost of this program?

Mr. Barn, Have overestimated the cost of the program?

Senator Wirrnrtams, Yes.

Mr, Barn, Yes: T am sure there are individunal items, Senator, but T
would not want to make any point of that. Qbviously, the great impact
has been that they have bheen upping the estimates in the projections in
all the major important. parts.

Senator Wirtiays, Seriously, though, T am asking in the past, are
there any cases where your actuaries have overestimated the cost, or
have they always been under?

My, Barn. Tn actual short-run operating figures, they have, Senator.
'This year, for example, in the hospital insurance program, we will be
expending around $250 million—maybe even more—Iless than they pre-
dicted for this year. The big changes, of course, have been in the projec-
tions for what the program will cost over a 25-year period. There they
have been upping the estimate, and you are right, they have not, as
far as the long-range cost estimates are concerned, ever reduced them,
They have always gone up.

But in the short run, our operating experience has this last year been
better in hospital insurance than they predicted. '

Senator WirLiams, To what extent was that due to your delayed
payments and was that based on incurred costs or your cash payments?
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Mvr. Barr. It is based on incurred costs, Senator, and it is not related
to the question of delayed payments. It would be even larger if they
were t&(on into account. There is very slight delay in the hospital
insurance program, but as compared with the previous year, there was
a little bit to that, This is incurred costs that I am talking about.

Senator Wirriays, Would vou furnish for the record at this point,
and I will not ask you to put it in today, but furnish for the record the
series of estimates that were furnished by your actuarvies for the pro-
jected long-range cost. for the medicaid program and the medicare pro-
gram and submitted to the committee at the time they were studying
major revisions on the program——

Mr, VExeaman. You mean 19652

Senator Winnianms. Yes, start with your projections

Mr, Barn. I would be very glad to, sir.

Senator Wirniams, Along with the continuous esealation in these
estimated costs.

Mr. Barn, T would be glad to, sir. I have here the latest that was
furnished to your committee, the actuarial cost estimates for the hos-
pital insurance program. This is the actuarial study which underlies
the proposals in this bill—as I say, those fundamental approaches have
not been changed. Tt is probably too long to be put in the record, but
I just call it to the committee's attention.

Senator WirLiams, Yes, [ appreciate it. I did not mean the detailed
report, I want just the statistical reports of yvour estimates when the
medicaid and medicare was first suggested and then the revisions as
they came up.

Mr. Barn. I will be glad to do it, Senator.

(Information suppﬁod by the Department follows:)

I. HospitaL INSURANCE (TiTLE XVII)

Long-range cost estimates were prepared only for the Hospital Insurance pro-
gram because it Is a voclal insurance progeam financed from the payroll tax. No
long-range cost estimates were prepared for the Medicald program, which is com-
pletely different in nature and the federal share is financed from the general
revenue.

When the Medicare program was enacted in 19803, the level cost of benefit< and
administrative expenses for the Hospital Insuranee program was estimated to he
1.239% of taxable payroll. This was based on a level maximum taxable earnings
base of $6,600.

The Social Security Amendments of 1907 made certain minor benefit changes
in the Hospital Insnrance program (transfer of outpatient diagnostic benefits to
SMI and provision for & lifetime reserve of 60 days of hospital benefits). At that
time, the level cost for the Hospital Insurance program was estimated to he 1.3%%
ggl g(l)gable payroll. This was based on a level maximum taxable earnings base of

A new cost estimate was prepared for the 1069 Annual Report of the Board of
Trustees of the Federal Hospital Insurance Frust Fund, The lovel cost was osti-
mated at that time to be 1.70% of taxable payroll. This was based on a level
maximum taxable earnings base of $7,800.

When legislative proposals were prepared in the fall of 1969, preliminary cost
estimates for the Hospital Insurauce program were prepared. These estiinates
produced a level-cost of 2.3¢% of taxable payroll, based on a leve! maximum tax-
able earnings hase of 27,800.

The final actuarial cost estimate was comploted §n February 1970 for the Hos-
pital Insurance program. This final cost esitmate Incorporated many major revi.
slons in the assunmptions as to the future Increases in the unit costs and the utili-
zation rates of services. The level-cost of benefits and administrative expenses was
estimated to be 2.759% of taxable payroll with a level maximum taxable earnings

Sa———
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baxe of $7,800. The level cost was estimated to e 2,119 of taxable payroll with a
maximum taxable earnings base of £9,000 beginning in 1971, with automatic ad-
justments thereafter as specified in H.R. 17550,

H. Meprcamn (Titir XIX)

The followlng Is a detailed chronology of the cost estimates relating to Title
XIX given by the Department to Congress from congressional consideration of
the original legislation to the present date.

DATA FURNISHED DURING CONSIDERATION OF THE S0CIAL SECURITY AMENDMENTS OF
1065

Phe Department furnished the Congress with an estimate of a $238 million
inerease over current vendor medieal payments if the proposed Title XIX were
to be implemented. The following excerpt from the 1965 Report of the Committee
on Finance * details the information provided :

(1) Cost of medical assistance

As the accompanying tabte shows, if all States took full advantage of provisions
of the proposed title XIX, the additional Federal participation would amount to
§238 million. However, because all States cannot be expected to act immediately
to estabiish programs under the new Htle and because of provisions in the bill
which permit States to receive the additional funds only to the extent that they
fncrease their total expenditures, the Départment of Health, Education, and
Welfare estimates that additional Federal costs in the first year of operation will
not exceed £200 million. Since the new title would be effective only for the last
G months of the fiscal year ending June 30, 1966, expenditures in that fiscal year
are not expected to exceed $100 million.

Pullic assistance: Inercased Federal funds a v’m'lablc for medical payments under
title XYIX

{In thou=ands of dollars]

Tetal - . $238, 005 Missourl - . ____ 350
———— Montana ___________________ 27
Alabama . ____ 1,083 Nebraska - o ______ 1, 511
Alaska oo 5 Nevadn 203
Arfzona oo 19 New Hampshireo - _____ 1, 031
Arkansas oo o_. - 3,005 New Jersey . ________ b, 539
Californl oo oo e 20,411 New Mexicoo . ___________ 1,634
Colorado o e oL 2,680 New York_ . _________ 46, 3%0
Connectieut - ______._ 3,922 NorthCarolina__.._._____.___ 2, SH0
Delaware _ .. ____ 8 North Dakota_ .. ________ 3, S09
District of Columbia_________ 344 Ohto oo 2,871
Floridn . 68§ Oklahoma .. __ 14, 752
Georgiat oo 3063 Oregon oo oo 1,201
Hawabl -~ 898 Pennsylvania .. _______ 3,008
1daN0 - oo 477 Rhode Islando_._________._.__ 2, 437
Minols . 18,393 South Carolina. . _.__.__.____ 2,133
Indinana . 2,136 South Dakota___ .. ___._ 148
lowa - .. 5,315 TONNeSSe oo oo 324
Kansas oo 5,808 Texas e 1, 237
Kentueky oo 262 Utab o 3,028
Toondsiana - oo ____ 3,950 Vermont __ ... 330
Maine L 781 Virginin ... 1590
Marytand oo oo ___ 141 Washington ________________ 2, 200
Massachusetts _ . ______ 10, 014 West Virginta.______________ 2, 260
Micldgan oo 3,715 Wisconsin . ________ 17, 031
Minnesota oo 29,5718 Wyoming ____ . ___ . _____ 380
Mississipp oo ___ 317

1 l‘n%os 85-80 Senate Rq'crl No. 104, June 30, 1965, Identlcal information afgcars on
|""f“ 75, House Report No. 213 of the Committee on Ways and Means, March 20, 1065,

Based on expenditures for vendor medical payments from State and local funds for
all prozrams comblned In January 1964, If State and local expenditures were reduced, the
Federal expenditure would be correspondingly lower, while increaxes In State and local
expenditures would also result in increases In the Federal cost.
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The £238 million was to be in addition to the amount previouslty being expended
for vendor medical payments prior to passage of ‘Pitle NIX. For ealendar year
1085, payments under federally aided assistiance programs amounted to X1,359,056
of which the Federat share was $602 million. This latter figure was rising at the
rate of $60 million a year,

In addition to the estimated $238 million inerease over the 23602 mitlion origi-
nally contemplated the Departimment provided subsequent cost estimates for several
revisions to the bill. These included an estimated £33 million which would be
required because of the provision of eare to aged in mental institutions, The fol-
lowing is the summary of this provision us it appeared in the House report :?

Tubereular and mental patients*t

ILR. 6675 removes the exclusion from Federal matcehing in old-age assistance
aml medical assistance for the aged programs (and for combined program, title
XVI) as to aged individuals who are patients in institutions for tuberculosis or
mental diseaxe or who have heen dingitosed as having tuberculosis or psyehosis
and, as a result, are patients in a mediceal institution, The bill requires as eoudi-
tion of Federal participation in such payments to, or for, patients in mental hos-
pitals certain agreements and arrangements to assure that bhetter care results
from the additional Federal money. The States will receive additional Federal
funds under this provision only to the extent they inerease thefr expenditures for
mental health purposes under publie health and public welfare programs, The
bill also removes restrictions as Federal matehing for needy blind and disabled
who are tubercular or psychotic and are in general medieal institutions,

Effective January 1, 1966, Cost : About $75 million a year.

The other estimate of additional Federal funds required was $10 million. ‘I'his
represents the additionnl cost of a Senate floor amendment (later moditied in
Conference) which would provide medieal assistance for chililren aged 18 to 21
who were ot in sc¢hool.

Estimates provided in 1966 during consideration of H.R. 18225

In 1966 the House had under consideration a bill, ILR. 18223, which would
provide “Limitations on Federal Partfeipation Under Title XIX of the RXocial
Neeurity Aet”

In October 1986, Robert J. Myers, Chief Actuary of the Soctal Security Ad-
ministration, submitted the following memorandum to the Commntittee on Ways
and Means on “Cost estimates for vendor medleal payments andey public
assistanee.”?

MEMORANDUM
From : Robert J. Myers.
Subject: Cost estimates for vendor medical payments under publiv assistance

This memorandum will present cost estimates both for the fiseal year 1967-
68 and for “mature” conditions with respect to vendor medical payments under
the categorical public assistance programs under varlous alternatives as to leglhs-
lative provisions.

It is hoped that the cost picture for the estimates for fiscal year 195768 will
thereby be presented more clearly if the transition from one legislative situation
to another ix taken in steps, as follows::

A. Cost of vendor medica! payments if tittes XVIH and X1X had not been enacted

It Is estimated that the total payments would be 81,609 miltion and that the
Federal cost would he $749 milllon, with the State cost (fneluding any loeal
govermment cost) being £050 million. The relatively low level of Federal funds in-
volved results from che fact that a substantial proportion of the vendor medical
payments would Le above the maximum matachable Hits. In other words, qulte
properly from an analytical approach, it is assumed that the cash-assistanee puay-
ments are matehed fivst and that the vendor medical payments come “on top’ and
are matched afterward.

B. Cost of vendor medical payments if titte XVIH had been enucted, bt title
XIX had not been enacted
The estimated total vendor medical payments would he $1,174 mitiion, of which
518 milion is the Federal cost, and $636 mititlon 1: the Siate cost,

3 Pp. 18-19, House Report No. 213 of the Committee on Wayx and Means, Mar. 20, 10905,
$ I, 17721, Congressional Record, July 27, 1065,
s Pages 7-8, House Report No. 2224, of the Committes on Ways and Means,
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. Cost of vendor medical papments if both titles XVIIT and XIX had been
cnacted, but title XIX would apply only to cash-assistance recipionts

The estimated total cost of vendor medical payments would be £1,726 million,
of which the Federal cost would be £1,070 miltion, and the State cost would be
2656 miltion,

D, Coxt of vendor medical payments if both titles XVIIT and XIX had been
cnacted as they actually were

The estimated total cost of vendor medical payments would be $2,167 million;
the Federal cost would he §1,300 million, anad the State cost would be 8867 million.
I'his Iederal cost would be an increase of £551 million over the cost of the
vendor medieal payments of titles XVIII and X1X had not been enacted (l.e., com-
paring the Federal cost jn this paragraph with that in paragraph A). This $551
million additlonal Federal cost may be compared with the estimates made at the
time of enactment of the legislation. At that time, it was estimated that the addi-
tional first-year cost would be §238 million (see p. 75, H. Rept. No. 213, §0th
Cong.), but to this should be added 875 million as the cost for tubercular and
mental patients, since these payments are largely made in the form of vendor
medical payments through title XIX (sce p. 19 of T1. Rept. No, 213, 89th Cong.),
and a further $10 million, representing the additional medical assistance cost
for children aged 18 to 21 who are not in school, which provision was added on
the Senate floor (xee p. 17087 of the Congressional Record for July 21, 1963).
Thus, it might be sald that the original cost estimate for titie XIX that was made
at the time of enactiment was a first-year cost of §353 miltlon, which may reason-
ably be compared with the current cost estimate of §531 milllon (altheugh the
former may be said to relate to calendar year 1960, while the latter relates to
flscal year 1067-08).

E. Cu.' of vendor medical payments if both titles XVIII and XIX had been
cnacted, and if the committce bill is enacted

The Iederal cost is estimated to be redueced to £1,220 million—tLe., & reduction
of §80 mition.

For those estimates involving title XIN or revisions thereof, the figures are
probably “maximum” ones because of the assumption that all States not now
having medical assistance plans will adopt “average” plans that will go into
operation hefore the heginning of fiscal year 1007-68S.

It shiould be noted that, although the estimated reductions in Federal cost
under the proposals to modify title XIX are relatively small, nevertheless, these
proposals will well serve as a brake on undue expansion of the program in the
future. It seems quite likely that under “mature” conditions, with full utilization
of the provisions by those eligible to do so, and with expansion of the provisions
of many of the State plans (and, shmilarly, with extension of the concept of
medical protection ns a right for those meeting the eligibility conditions, with free
choice of doctors and medical facilities and with no dificulties placed in the way
of using these services) so that they become much more like the New York
plan, the Federal cost for title XIX as it now exists would be as much as $3
bLilllon per year (or even more). The corresponding estimated figure for title XIX
as it would be modified by the committee bill is $114 to $2 billion per year. It
should be noted that the foregoing figures do not represent the increase in cost
due to the existence of title XIX, but rather, the total cost therecunder. The in-
crease in cost should be measured against the Federal cost for vendor mnedical
payments that would have occurred if title XIX had not been enacted (but title
XVIII had bheen enacted), which is estimated to be about $600 to $700 million
per year under “mature” conditions.

It should be noted that these estimates are based on today's population and
on today’s medieal costs. The likely increases in the future in both of these
factors would mean a further and substantial increase in the cost estimates.
Furthermore, it should be noted that the estimates are based on the assumption
that sufiiclent State funds will be available to enable the expansions of the pro-
gram that are assumed to occur—such additional State funds being about $1.1
billion for the estimate of the cost of existing title XIX and about $150 to $150
million for the estimate of the cost of title XIX as it would be modified by the
committee bill,

Rosert J, MYERS.
Data furnished during considcration of the Soctal Securily Amendments of 1967

The Department provided the Senate Finance Committee with figures for
actual program costs for calendar year 1906. The total cost of the Medtcald pro-
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gram for that period was $1,252,197,000, of which the Federal share was
£620,903,000.°

In his presentation before the Senate Finance Committee on August 23, 1967,
Seeretary Wilbur Cohen estimated that fiscal year 1068 Medicaid payments under
the existing law would total $2.4 billion, of which the Federal share would be
$1.3 billion. Of the total amount spent for medical assistance, two-fifths woeuld be
for persons 65 and over and about one-fifth for children and youth under the age
of 21. The Seecretary noied that approximately eight million persons were ex-
peeted to receive medieal care under the Medicald program in fixcal year 1068,

The following charts show further breakdowns of estimated costs as provitded
to Congress during its consideration of H.R. 120%0: 7

[tn mithions of dollarsl

Fiscal year—

1968 1969 1970 1971 1972

Costof title X0X. ... ... __......... P 1,391 1.913 21239 2.69) 3,118
Savings under House Yays and Means Commitlee

B e eeieaeiaeeaaaaaaos —336 -692 -1,058 —1.434

Savings under Senate Finance Committee Dith e —45 ~702 —-933 —1, 294

Savings under conference report.. ... ... ...l —329 —678 -, 1037 —1,40%

Seceretary Colien also provided the Senate Finance Committee with an identi-
fleation of those States which currently had Medficald pregrams. He indicated
that the Departinent anticipated that by January 1, 1970, all 51 jurisdictions
would have programs in operation. The Sceretary noted that as additional States
came into the program and as the population increased, costs of the program
could be expected to rise from the $1.3 billion projected Federal share for fiscal
year 1948,

The following excerpt from the Hearings before the Senate Finance Com-
mitlc(;- shows the program status in the various jurisdictions as of July 31,
1967

1965 AMENDMENTS (FEDERAL LAW EFFECTIVE JANUARY 1, 1086)

TITLE XIX—ACTIVITIES OF THE 54 JURISDICTIONS TO I'UT INTO EFFECT THE NEW
MEDICAL ASSISTANCE PROGRAM (AS REPORTED JULY 31, 1967)

A. Program in opcration: 35 jurisdictions
1. Plan approved—29 jurisdictions:

Californin Maryland Penusylvania
Connecticut Massachusetts Puerto Rico
Delaware Michigan Rhode Island
Guam Minnesota Utah
Hawall Nebraska Yermont
Idaho New Mexico Virgin Islands
Illinols New York Washington
Kentucky North Dakota West Virginia
Louisiana Ohlo Wisconsin
Maine OKklahoma

2. Plan not yet approved—6 jurisdictions:
Towa Montana New Hampshlire
Kansas Nevada Oregon

¢ Page 386, Hearlngs betore the Committee on Finance, United States Senate on H.R,
12080, part 1, August 25-2 ,
7 Partial presomatlons ol esnmntes on 177 ot Senate Report No, 744 of the Com-
mittee on Finance, November 14, 1067 and p. 177 of House Repor{ No. 644 of the Com-
mittee on Ways and Means, August 7, 1067,
8 Pages 274-275, Hearings efore the Committee on Finance, United States Senate on
H.R. 12080, part I, August 22-24,
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Is. Not in operation; plan material submitted, not approved—2 jurisdictions:

Alabama South Dakota®
. Plan material in preparation—4 jurisdictions:

Missouri* Texas

South Carolinn ? Wyoming*+

D. Legidation enacted—I1 jurisdiction:
Georgin s
E. Legistation in process—2 jurisdictions:

Passed hoth Houses : Florida **¢
Bill introduced : D.C.*#

F. Will not implemoent at present—10 jurisdictions:

Alnska ¢ Colorado ¢ New Jersey ®
Arizona ® Indiana® North Carolina ®
Arkansas Mississippd Tennessee*

BUDGET ESTIMATES PROVIDED TO CONGRESS DURING CONSIDERATION OF APPROPRIATIONS

The following figures are the budget estimates provided to Congress for medical
assistance. A xeparate figure was not avallable for Title XNIX until fiseal year
1971.

Mcedical assistance estimates to Congress:

Fiseal year Y06 _ e {856, 000, 000
Fiseal year VOOT_ o __. —————— 1, 217, OG8, 000
Fiseal year 1008 _ e 1, 239, 300, 000
Fiseal year 1908 supplemental .. ______________ 368, 342, 000
Fiscal year 1968 total o ____ —1, 807, 612, 000
Fiseal year 10900 _ __ e 2, 118, 300, 000
Fiseal year 1960 supplementat . _____________________ 2178, 022, 000
Fiseal year 1969 total . .. ___. 3., 396, 322, 000
Fiseal year 1070 e 3, 057, 025, 000
PFiseal year 1970 revisedo - oo .. 2,677, 969, 000
Title XIX estimate: Fiseal year 107V ________________________ 3,113, 685

Actual title XIX expenditures
The following are the actual Federal expenditures which have been incurred
under Title XIX:
TITLE XIX EXPENDITURES

Vendor Administra.
Total payments tion

Fiscal year 1966.. $208, 634 $193,642 $14,932
Fiscal year 1967 999,832 952,068 47,764
Fiscal year 1968 1,685, 268 1,611,644 73,624
Fiscal year 1969. .. 2,143, 183 2,052,615 90,868

The Criatryax, Senator Talmadge?

*Conference scheduled in Central Office for discusston of prospectus.

s (Conference has been held in Central Office on prospectus or plan.

1 P'lan effective July 1, 1967, or as soon thercafter as . .. approved’.

2Parget date” set by State fs October 1007,

3 Awalting Governor's signature {On 8/4{61 was vetoed by Governor. ]

4 State is Interested. Has legal authority but no funds nvailable.

& Needs legislation,

¢ Bt introduced In 1967 <esslon was not enacted,

7 311 passed by 1067 legislature was vetoed by Governor.

8 Interested but no action yet taken, North Carolina—Governor stated he will request
sludf of cffects of titte XIX on existing programs,

* Plan material in preparation; needs appropriation. Expeets to Implement in July 1068.

Source : Bureau of Family Services. Diviston of Program Operatlons.
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PROBLEMS IN THE SKILLED NURSING HOME FIYLD

Senator Taryance, Mr. Seeretary, section 223, 1 helieve, provides
that they reduce the payments for skilled nursing home care hy one-
third after 90 days. I have had a great deal of complaint from indi-
viduals in my State, from the Governor on down, from ull of the
people who operate the nursing homes, the profit and the nonprofit,
and many of the families of those who are either there or hope to he
there for some time, The Governor, I believe, states that it will cost
my State $7 million in the first year and $10 million a year thereafter,

In making some inquiry of some of the people involved in these
nursing honies, it seems to me that we have some lax procedures for
admission thereto. In the age in which we live, many families would
he glad to get rid of their parents if they could put them in a nursing
home where they will receive good care, particularly if the Govern-
ment will pay for it.

Are you not going about this thing in the wrong way? Rather than
dumping out some paralytic that cannot be eaved for, after 90 days,
wouldw’t the procedure be to tighten np: on some utilization procedures
prior to admission ? I would like your comment on that.

My, Vexemax, I would be glad to, Senator. This question was raised
earlier by Senator Jordan. 1 pointed out that there were two motiva-
tions for this provision. One was fiseal and the other was establishing
priorities for the lower cost facility care. What we have suggested 1=
that we would increase the Federal percentage for outpatient hospital
serviees, for elinie cerviees, and for home health services,

Senator Taraanace, Suppose this patient were paralyzed. He eannot
be an outpatient.

Mr. Vexesax, We are not suggesting, Senator, nnder this particun-
lar formula that the patient be t'mkod out after 90 days. We are only
suggesting that the Federal participation be reduced by one-third.

Senator ‘Caryance, If the State ean’t step in and take up the costs
it amounts to kicking him out.

My, Vexeaax, I think there are some discrepancies in the State
figures. This was raised yesterday and in some of the figures cited by
your State officials and those we estimated, there is a wide variation.

For the State of Georgia, for example, you said $7 million is what
your Governor said?

Senator ‘Fararavce. $6 million-plus the first year and $10 million-
plus the second are the figures he gives to me.

Mr. Vexesax, Ours would be just about half of that—not quite
half. Ours would be more like $£.8 million.

Senator Tararanak. The fivst year? IHHow much the second ?

My, Vexesmax, That would be on a full year basis. It has not Leen
projected into the second year.

Senator ‘Taraanae. Would yon not accomplish the same result by
trying to make sure that the patient who was not entitled to skilled
nursing home care was not admitted in the first instance, rather than
discharging many after 90 days?

Mr. VeNEMAN. You do not discharge, Senator. I think there are two
things you have to keep in mind.

Senator Taryanar. It is a question of semantics, Tf there is no money
there, the patient is going to be discharged, It is just a question of
who is going to be paying.

R
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Mr. Vexeyman. I think from the beginning of this country, the States
and local governments have traditionally taken care of the ill. In other
years, it was done with local property tax revenue and local money.
Subscquently, the States got into it and were taking care of it. More
recently, the Federal Government has participated on a rather gen-
orous matching basis. We are saying maybe we ought to take a look at
this and figure out whether or not we have placed this in the right
})erspcctive as far as the sharing arrangement is concerned and that on
ong-term care, where the {)ntmnt is in there for an extended period
of time, perhaps we should cut down on the Federal payment. That
is essentially what we are doing.

In the mental hospitals, for example, we are suggesting that for
care after 90 days, we reduce the Federal payment by a third. Aftera
full year, it would become entirely a State and local cost. Thus we
propose to reduce Ifederal matching for what had traditionally been
a State responsibility.

As far as the utilization side is concerned, I couldn’t agree with you
more. That is the direction we are trying to go in, to make sure that
the patient goes into the kind of facility that is necessary for the level
of care he requires. I certainly think that Senator Bennett’s sugges-
tions—that Secretary Richardson indicated yesterday we wonld be
pleased to work with him on—in trying to strengthen the utilization
review arve steps in the right direction.

Senator Taraapce. I had one nursing home operator report to me
that he had a Yrospective patient drive up in his own automobile and
he was doing the driving. Would you deseribe briefly how this utiliza-
tion thing works ¢ Suppose I decide to open a nwrsing home for profit.
Pick it up and deseribe it to me from there on.

Mr, Vexesan, As far as your being a nursing home operator is
concerned ?

Senator TarLyabat. Yes, I want to go into the nursing home business
and I want to operate for profit, How do I proceed ? I want to fill it up
with patients.

My, Vexesax. The first thing you have to do is make a deal with a
few doctors,

Senator Tavyanck, First thing you have to have is the doctors, then
the nurses.

Mr, Vexeman. No, if we are talking about patients that are being
financed through medicare or medicaid, First of all, you have to have
a patient who meets the eligibility requirements, ’f‘l)mt. patient can’t
arbitrarily drive up in his own automobile and say, I want to be a
patient in the nursing home and assume——

Senator Taryapae. Whom does he have to be certified by ?

My, VeneMaN. By a physician,

Senator TALMADGE. kny >hysician ¢

Mr. Vexesman, In medlicaid, a physician practicing under the
program,

Senator Taryapoke. Suppose I get a physician to go into artnershilp
with me on the nursing home. Can he do the certifying to help me fill
up tho musing home?

Mr, VExeman. I will tell you, Senator, this is a problem that comes
up continuously as we talk about trying to tighten up medicaid, medi-
care, or any other statute for that matter, How do you write & law so
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tightly that you eliminate any kind of deal that can be arranged
between a couple of providers? It is a difticult thing to do. I think there
are always those who will find a means by which they can commit fraud
and get around the law.,

Senator TarLyapce. I am not saying that often occurs, but I presumo
there are times that it does, I know that families would be anxious to
get rid of their parents, Perhaps if they could get someone to coop-
crate, they can say, “Well, Daddy is getting old, let's put him over in
such and such a nursing home.”

You say Senator Bennett is working on a formula to tighten up the
eligibility standards?

Senator BexNerr. May I get into it at this point.?

Senator Taryaver. Please do.

Senator BexNerr. In addition to the proposals for the future, I am
reminded that in the 1967 law, there is a provision requiring an inde-
pendent audit or review by a physician not. connected with the case.
I do not know how far that has been carried out, but theoretically,
that was a way to tighten it up. So that is one more physician this man
has to corrupt to be sure of his profit.

Mr. VEneyMaN, And then, Senator, you mentioned that you want to
make a profit at this. Actually, all you can charge medicare is reason-
able cost.

Senator Taryapse. Do you set the reasonable cost, you and the
State? The State sets the medicaid and you the medicare ¢

My, Veneman. I will let Mr, Newman, the Commissioner of Medical
Services Administration, respond. But T think under medicaid, it is
{:gimarily that the reimbursement is based upon actual costs that can

attributed to a specific case or on agreed-upon charges.

Senator T'aryapok. That isset by the State?

Mr, Vexeman, Primarily it would be, becanse they have the re-
sponsibility for administering the title XIX programs.

Senator Taraapor. Medicare is run by HISW.

Mr. BaLr, Senator, I would assume that most. of your questioning
has been directed at the Federal-State program of medicaii\———

Senator Taryanok. That is correct.

Mr. BaLn. Becauso the medicare program is really quite different.
Wae are dealing with short-stay eases, only up to 100 days in medicare
and it has to be preceded by a 3-day imspltal stay, and the whole situ-
ation is really quite different. There is no matching formula; the
States are not involved.,

Senator Tarsabor. You are correct. You refresh my memory on
that now,

. I would appreciate your looking into that aspect of it. I think cut-
ting off this matching formula there after 90 days is going to do irrep-
arable harm to many of thess nursing home operators, whether for
profit or nonprofit. And if the State is not in a position to make up the
deficit, it is going to mean people are going to be discharged ; I do not
know what’s going to happen to somo of them, because I have heard
of some real pitiful cases that have been paralyzed, and the family
:l}?dt ;10 assets and no resources. What do you do under a situation like

ha
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My, Vexesan, If the family had no assets, no resources, and the
man was paralyzed and obviously needed some kind of extended nurs-
ing home care, T do not. think the mere fact that we reduced the Fed-
eral matching by one-third wounld metivate the State to send that
Paltient out in the street. T think the State would assume its responsi-
ility.

Senator "T'aryance. Well, if the State does not make up the deficit
on the funds, they will have no alternative. You do not expect a non-
profit or a profit nursing home to make up the deficit, do you?

Mr, VExeMax. No; | would assnme the State would assume that
responsibility, Senator, as they have in the past prior to medicaid.
That is what T am saying.

The Cuamsax, Senator IFannin, T do not helieve yvou have had your
turn vet.

Senator [Fax~an. Thank vou, Mr, Chairman.

Just to follow through on what Senator Talmadge was discussing,
I would like to suggest an example involving a nursing home patient,
70 years old. There is a question whether he could be admitted to a
hospital. But, the only way he conld have coverage is to go into a hos-
pital, Tsn't that a requirement? In other words, if he stays in that
nursing home, the Federal Government will pay none of the charge.
But if he transfers into a hospital, then for a certain length of time,
he ean have coverage, Is this correct ?

Mr, Vexesman. Senator Ifannin, T think you are talking about a
medicare patient—

Senator FFaxxin. Yes, medicare. not medicaid, T know the com-
plaints T have from my State. Avizona is one of two States that does
not. have medicaid. The complaint T have had is that the patient stay-
ing in the nursing home receives no assistance, but if he transfers into
a hospital, he can get assistance for a certain period of time. And the
doctor can go ahead and commit him to a hospital, saying that he does
need that care,

But in many instances, the doctor will admit that he wonld be better
off and that it would be far less costly for him to stay in the nursing
home,

Mr, Ban., Senator, you described the eligibility provisions of the
medicare program correctly, Medicare will pay for an extended care
benefit—typically this may be in a skilled nursing home that meets
the standards of medicare—only after a stay in the hospital of at least
3 days. 'The thought was that the medicare benefit was not designed to
be a long-term nursing home benefit. It was designed to be a benefit
with » high content of medical treatment involved. Tt was to be transi-
tional, after an individual has been sick enough to require hospital
care.

The medicaid program and public assistance generally were ex-
pected to pick up the need for really long-term care, rather than the
Insurance program,

Now, the case has been made to us several times by diiferent groups
that perhaps there is abuse of the medicare eligibility condition alony
the lines some doctors have pointed out to you. That is, the person is
put. into the hospital even though he does not actually require hos-
pitalization in order to make him eligible for the extended care benefit
later. T can only say to you that there is no statistical evidence from




145

our operations to support the idea that this is happening on any large
seale. One would expeet that if that were going on sigificantly, you
would see a peaking of short-term stays in hospitals—that people
would be leaving after 3, 4, or b days and going to extended care
facilities, and we just do not have that kind of evidence.

On the other hand, I am sure it happens on occasion, I am sure there
are such situations. The utilization review committee, as we improve
their operation, ought to catch more of this. But if you break away
entirely from a hospitalization requirement, 1 think you will have a
moro expensive benefit in the medicare program.

Senator Ifax~in, I realize that, and that is why T was concerned be-
cause it does cost to be moved to the hospital, it does eost extra at the
hospital. And still they cannot receive any benefits if this is not done.
That is why T was concerned about it. 1 have had people talk to me as to
what they could do, and, of course, in so many instances they ave in that
nursing home for years and years and receiving no benefit at all. And,
of course, they do not have any type of insurance program. They cither
must move into a State facility or a chronie facility becanse they would
not have any benefit from the standpoint of medicare.

Mr. Bare, You understand that there is a limitation o the medieare
extended care benefit of 100 days.

Senator IFax~Nin. Yes; I understand that, that bevond 100 days they
do not receive benefits if they stay in that hospital 100 day=.

My, Vexemax. They pick up medicaid benefits——

Senator IFaxxix. But we do not have medieaid.

Mr. Barr. Then the regular assistance program could pay for the
care in the nursing homes.

Senator I"ax~iN. Of course, the State daes not pay for any henefit,
unless you go to the chronie facility or——

Mr. Vexeyax. That would be 100 percent of the costs?

Senator Iax~in. That is right.

Mr, Vexemax. T just want to make it very clear that the point you
raise is not related to seetion 225 of the bill, which is what Senator ‘['al-
madge was talking about.

Senator FFaxxix, I see.

PHYSICIANS' FEES

. I have had complaints from patients who would say that they con-
tinued going to a doctor that they have been going to for a long time
and the doctors charge had been increased, but their base for medicare
was on their old charge. Then they would have to make up a difference.
Whereas, if they went to a new doctor that started ont at the higher
rate, they would be covered. T do not know whether this was discussed
earlier or not,

Mr. Bant. Noj it was not discussed, Senator. T am not sure T have
your point exactly, but the control on the amount that is considered a
reasonable charge is, of comrse, by individual doctor, And it is true that
if the patient changed from a doctor who was charging less to a doctor
who was chal‘gm{g more, there would be a recognition of a higher
charge because that would be the customary charge of the new
physician. ’ ’

Selgat_or Faxyix, T think T should get you a specifie case so 1 ean
submit it to you. But I was told that this patient had been going to a

A -
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doctor. I do not recall the exact charge. But say it was $8 per call and
the doctor had increased to $10. But the old base applied and the pa-
tient had to pay the difference. Wheroas, if they went to a doctor that
had just begun a practice and he had a $10 charge or whatever it may
have been, then his full charge would be reimbursable.

Mr. Baws. This is a doctor just newly in practice, so he does not have
any customary prior charge?

Senator Fax~Nin, Right.

Mr. Barn, I can see that could happen; yes.

Senator FFax~NiN. And here is a patient who says, I cannot stay with
my old doctor heeauso, if I do, I am penalized.

Mr. Bars, I would think that would be an unusual situation, Senator,
where an absolutely new physician would be involved, but I can see
that it would happen in that case. It gives me an opportunity to re-
mind you, though, that the general approach in the medicare program
has been to reimburse the physician or the patient, depending on the
method that is used, according, generally speaking, to the customary
charge that that physician is charging his other patients. That is the
genera] idea.

Now, there are maximum limitations on that related to the prevailing
chargo of other physicians in the community for a similar situation.
And this bill provides for some tightening upon the definition of what
constitutes that maximum. But nevertheless, by and large, the a‘)-
proach is that you reimburse for what the physician customarily
charges. So, as a patient moves from one physician to another, there
may bo differences in charges.

Senator Faxwix, That is right. But if that doctor customarily
charged, say, $6 for a call, and then he increased his charge to $8, he
would ba reimbursed, but the person would just receive the benefit of
the 86, T understand.

My, Bans., At the present time, that is correct.

Senator Ifax~in, But they have to pay that doctor $8,

; M. Barw. ‘The real issue is when do we recognize the change in the
ee,

Senator F'ax~in. ‘That is vight.

Mr. Barn, At the present time, we are still operating under a gen-
eral approach of recognizing increases in physician fees only in ex-
ceptional civeumstances. It is our plan that as soon as this current bill
is enacted we would revise the approach here and move to new charge
sereens that would include what physicians had been actually charg-
ing patients in the recent past.

Iiven so, though, there is always a question, when a physician in-
creases his charges, whether the higher charge is a new customary
charge, We have thought that there should be a lag in the recognition
of the change, and the general approach is that we do not incorporate
tho new charge in the charge sereens for about a year.,

Senator FaxNiN. Why T am concerned is that here is a new physician
starting. He understands the situation. So he starts his fee at a higher
1'1(1te, perhaps, than he would have normally just to take advantage of
this.

Mr, Bawn, It is a point, really—that of the new physician—I had not
considered, sir, .
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PRIVATE INSURANCE COMPANIES IN THE MEDICAID FIELD

Senator FaxniN, When we talked about all these plans, I noticed
that when the Secretary submitted his statement, he did talk about the
reimbursement plans for medicare, and medicaid also. Since our State
has not had a medicaid program, we have been trying to get through
some type of private insurance or some plan established wherein insur-
ance companies would have a ‘)lan supported by the Federal Govern-
ment; in other words, it would be similar to what the AMA has been
recommending and what several other medical groups have been
recommending, I know that the President has come down with a plan,

Are you making any studies regarding the private insurance
companies becoming involved in a plan to ml)lace medicaid?

Mr, VExeMaN. Senator, weare, Weare in the very preliminary stages
of it. Now, as a result of our going into interim review of the family
assistance Lill, in order to take care of one of the notch problems that
Senator Williams brought up, the President suggested that we should
move in the direction of an insurance program for the family groups
which relate the cost to the family to its income.

Senator IF'ax~NiN, Yes,

Mr, VexeyaN. We do not feel at the present timne that we could draft
that kind of legislation and have it available during this session of
Congress. We are proposing to require, in the bill, that we present a
proposnl to Congress early next year—I think the bifl says IFebruary 15.

Now, we have had discussions with private insurance groups, with
the medical associntions, and others. We have appointed a technieal
group within the Department, and also some persons within govern-
nment, outside of the Department, who are presently coming up with
recommendations on how to develop this legislation, We hope to recom-
mend to the Secretary that he appoint an outside advisory committee
which would have representatives from providers and insurance
groups and consumers to help us develop the plan. We would also hope
that we would have the cooperation of the stafl of this committee and
the staff of the House Ways and Means Committee in developing this
kind of a program.

But we are quite a way from a developed plan, to answer your
question, But we are moving in that direction.

Senator I"ax~iN, T know I have been very coneerned. I did introduce
a bill which has received AM.A support. I do need more information
and we need more information, 1 realize the difficulties of a program
of this nature and would be glad to have any information that you
can develop.

Mr, Vexeaman. We do feel we ean develop a plan in 6 months.

Senator Fax~in. It is your recommendation, then, that we hold off
on aln)é legislation until after you have had a chance to have an in-depth
study?® -

My, Vexesax, We feel that that would be desirable. I think that all
of us have a tendency to look back on medicaid a little skeptically and
see what happens when you rush into major programs and fear that
we might be confronted with that type 0% situation if we attempt to
amend this particular social security bill to provide this kind of
insurance program.
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Senator Ifax~ix, That is what T was considering, whether or not 1
should offer my bill as an amendment at this time, as we are conecerned
in my State, because we do not have a medieaid program. I am being
asked to go forward as rapidly as possible; at the same time, we want
a carefully studied plan, one that would be practical and would he
within the range of costs that might be involved.

I notice that the program was one recommended by the unions not
too long ago, and would cost about £37 million. ]

Mr, Vexeyax, That is the Committee-of-100 recommendation.,

Senator Ifaxyix. That, of course, is getting into a program at this
time that perhaps would not. be feasible, with the present economic
conditions, 1 do not know whether such a program would ever be a
practical solution to the main problem because of the fantastic cost.

Mre, Vexemax. Well, you have some variables in there, Senator. It
would depend upon the level of coverage that the IFederal Government
established as a national base.

Senator I*axxin. It would be full coverage, as T understand it, of
everyone, and it would be for a certain income under the bill. T ree-
ommended that it. would be on a family of less than $5,000 income, but
the Government. would pick up the full premium of the insurance in-
volved. Now, of course, the question is how much insurance can you
provide and whether it would cover catastrophic illnesses. Of course,
this is the great fear that everyone has with regard to their position
in life, that they will have this tremendous cost. I think this is the
area in which the Iederal Government can be most involved. It is
very diflicult for anyone to carry a policy that would cover a cata-
strophie illness.

Mr. Venesman, That, of course, would be another variable, the in-
come level for cligibility, and the premium that would be picked up.
Another problem would be the universe, how much of the population
you want to cover,

What the President has suggested in the proposals that we will be
diseussing next week when we get to the Family Assistance Plan is that
we cover the family groups, using the same eligibility provisions that
we do when we use the family assistance plan, which covers the AFDC
caseload plus the working poor.

Senator I'axyin, At that time, we will discuss some of the provisions
T have in the bill that T have recommended. I do thank you.

Mr, Vexesman, Thank you,

The Cuamryan. Senator Anderson?

Senator ANprrsoN. Two questions,

DEFICIENT HOSPITALS CERTIFIED FOR MEDICARE

You have certified for medicare on one basis or another many hos-
pitals and extended care facilities with significant deficiencies. Why
should not the Secretary be required to give public notice as to those
institutions which have significant deficiencies which have gone uncor-
rected for 60 days or more? Would that not encourage prompt upgrad-
ing and enable doctors and patients to make more informed judgments
as to the quality of care in a given institution? ’

Mr. Vexemax. I am not sure that we have a notifieation pericd in
there, Senator Anderson, but we have had to revoke the privilege of
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providing covered care to medicare patients in the past to certain
facilities. I will let Mr. Ball speak to that. 1 know there was one in
New Jersey.

Mr, Bare. I am not at all sure that we have any nhéection to that
proposal. 1 would like to give it some consideration. With your per-
mission, Senator, I would like to be able to expand in the record a
report. on where we stand today on the extent to which any such
institutions are actually participating in medicare.

Significant deficiency, as you know, is a relative term. In the review
of a hospital or extended care facility, they very often find a few in-
stances where the institution is not exactly up to the full requirement
on some relatively minor points, 1 would not be including that type
of thing. But we have stih some so-called access hospitals that have
significant deficiencies. I think it might be helpful to the committee to
supply, with your permission, a current updated report on where we
stand on hospitals and IXCI® certified with deficiencies. ,

Mr. Vexeman. I would like to see also the specifics on the proposal.
I think if we have a very blatant situation where the facility is partic-
ipating under medicare and they should not. be there, we would want
to withdraw medieare certification, and 1 am just wondering whether
the 60-day notification might tend to delay our doing o.

Mr. Bani. We would have to terminate in the ease that the Seeretary
suggests, certainly. 1 take it this l)l‘Oll)OSﬂl relates to those where there is
a significant but not dangerous falling below the quality standards.
Our present policy is to exert continual and inereasing pressure on such
institutions to bring them into compliance, In addition, there are also
the so-called access institutions. These are confined to the hospital area
now and involve a relatively few hospitals most. of which serve such
isolated communities. ‘The SSA and the State agencies that help us to
determine which hospitals meet medicare’s requirements are regularly
evaluating these facilities.

REPORT ON STATUS OoF HoOSPITALS AND EXTENDED CARE FACILITIES WiTH
DEFICIENCIES

The conditions of participation for hospitals and extended care facllities are
extremely comprehensive, covering almost 500 individual items for hospitals, and
more than 400 items for extended care facilities. While the conditions contain a
number of individual items that must be met to assure that a facility is basfeally
rendering adequate and safe care, the conditions, in their entirety, represent a
standard of exceltence that all participating providers should be working toward.

It is possible to certify a provider for participation in the Medleare program if
it is in full compliance (meets all of the statutory requirements of the Social
Securlty Act and is operating in nceordance with all other requirements in the
Medicare conditions of participation) or if it Is in substantial compliance (meets
all of the statutory requirements and all of the most important requircments in
the Medleare conditions of participation). ‘This means that all statutory condi-
tions for compiiance must be met and that deficiencies in failing 1o meet the reg-
ulatory requirements establishied by the Sceretary must not be of a type that
would endanger the health and safety of the paticnt, e.g., the facility does not
have avallable to it the perfodic services of a qualified dictitian, but its foml
service personnel are experienced, effectively trained and supervised, and are
performing in a satisfactory manner, We belleve it Is quite essential, partice-
ularly in rural areas and particularly in the early years of the program, that
tnstitutlons be allowed to come into full complianee gradually ns long as they
substantially meet the conditlons of participation. :

As of Juue 15, 1070, 6,770 hospitals aml 4,630 extended eare facilitles were
certified for participation In the Medicare program. Of these, 1,660 hospitals and
1,274 extended care facltities were certified as being in ful) compliance with ah
requirements.

47-5330—70—pt, 1— -11
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INADEQUATE DATA ON CUSTOMARY CHARGES

Senator Axprnrsox, The provision tightening up medicare patients to
doctors, the provision in the House bill, uses calendar year 1969 pre-
vailing charges as tho base period, Our staff reported that many
carriers had and some still have inadequate data on charges. Do you
disagreo with the findings of the staff on that point ¢

Mr. VENeMAN. Mr. Tom Tierney, Mr. Chairman,

Mr. ‘TierxEy, Senator, the House bill would establish as a base year
calendar year 1969, as you stated. In the year 1968, referred to at the
last hearings before the committee, it was substantially true that some
carriers did not have adequate charge data on customary charges, With
only one or two exceptions, we think there is adequate data on 1969
customary charges to use as a base period for future computations, T
know of a couple of carriers who would not have full year data on all
categories of charges, but we think that there is a sufficient mass of
data in every one of the carriers now upon which to predicate future
increases.

Senator Axperson. Thank you.

In the event the committes wanted to consider agreeing to the Iouse
provision, would you be willing to certify in writing to the committee
that for each carrier area, the medicare 1969 prevailing charge data
are properly constructed and are based upon comprehensive data on
charges to the total population in each carrierarea?

Mr. Venesaxn. I will let My, Tierney vespond there, T think the way
the cuestion is phrased would require probably a great deal of research,
Senator, ‘

My, Tierney., T think, as the Secretary implies, before we make such
a certification, we would want to take a long look, Senator Anderson.
Your question is whether there is a comprehensive assemblage of data
on all charges to the entire population, and I am not sure we would be
ablo to certify that there is in every case. We do know that there is a
total compilation of charges that were accumulated in 1969 to medi-
care beneficiaries. But T would not say to you, sir, that we could provide
an absolute guarantee of a total assemblage of all charge data for all
people in the States. I agree with Mr, Veneman that we would have
to study that.

Senator Axprrsox, Thank vou, Mr, Chairman,

Senator Bexxerr, Mr. Chairman, may I have a question or two?

The Citamarax. Senator Bennett.

POSSIBILITY OF LIBERALIZING ELIGIBILITY REQUIREMENTS FOR MEDICARE

Senator Brxxerr. T understand that the ITouse bill contains a pro-
vision permitting uninsured persons 65 years of age or over to buy into
medicare at cost, presently estimated at $27 per month. Now, there are
many medicare beneficiaries over age 65 whose spouses under 65 have
great difficulty in socm'ihf: health insurance. It would seeim to me that
if you are going to be willing to permit people over 65 to pay a fee and
get. the benefit of medicare, maybe the same option could be extended to
the spouses of individuals who qualify for medicare. You would
probably have to put a lower age ?imit on that—maybe 60, And it is
my understanding that because they ave obviously younger than those
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people over 65 who might huy medieare, their actual cost of serving
them would be less than the $27 a month that is pmposed to be charged
to permit people over 65 to apply. Would you consider an amendment
that might produce that kind of result

Mr. Bawr. Senator, you have unquestionably put your finger on a
very difficult situation in the present setup. Where in the past there
frequently wero policies that covered the man over 65 and his wife,
the existenco of medicare has very often—— .

. S]enator Bexxerr. Has destroyed this private insurance, that is
right,

1Ef\[r. Barn (continuing). Has very often made it diflicult or impos-
sible now for the wife to get coverage. I am sure we would be very glad
to consider the desirability of an amendment along the lines that you
are suggesting. I am not prepared right today to see all the angles of
it, but you certainly have identified a real problem and we would like
to work with you on a possible solution,

Senator Benxerr., I would appreciate that. T assume that by the
time the hearings end or before we meet to try to write the bill up, you
can have a specific suggestion forus?

Mr. Barr, Yes. It would not necessarily follow that the rate would
be less, but we will take that into account. The point you make is a
valid one, but there are other factors that I think we have led our
actuaries to think there might be some antiselection in the group be-
tween 65 and 60 who would take advantage of this. There would be
some advantage

Senator Bexxerr. There is antiselection in the group above 65. ‘They
are still free to select or not to select.

Mr, Batn, Yes, but almost all of them have no other opportunity
to buy protection.

Senator Bexxerr. Well, a man over 65, a male spouse over 65, and
a large percentage of those are retired, is going to find it very difficult
to get any kind of insurance—(a) to find any kind at all, and (b any
kind that he can afford to pay for. So I would think the negative selec-
tion would be very low in that group.

Well, work on it and see wﬁnt. you can come up with,

Mr. Bawr. I'shall be glad to, sir.

PROSPECTIVE REIMBURSEMENT

Senator Bexxerr. We understand that hospitals are in favor of
prospective reimbursement, which you advocate, Is it your impression
that they would receive more or less money under prospective reim-
bursement compared to the present method, or about the same?

_Mr., Bawn, Senator, I feel and the administration feels that over
time, the prospective rate approach will encourage economy and effi-
ciencies in the operation of hospitals so that it would be possible for
them to get full reimbursement and yet have a lower total amount
paid out. than would be true under the present approach, ‘

Now, I am sure that the hospitals, in {ooking at prospective rates,
will be arguing for the inclusion in those initial prospective rates of
everything possible, and we on the other hand, in the proteetion of the
Government interest, will not be agreeing with some of the things that
they will be pressing for.,




But what is important about this proposal, T believe, is not so much
the first year's rate but rather to move a system where the ingenuity
of the managers of hospitals throughout the country is challenged to
get under those rates that year and the next year, because their hos-
pitals will benefit from savings. The present approach of saying we
will reimburse whatever costs you come up with, as long as they are
reasonable, on a retroactive basis, does not scem to me to hold any
hope for engagine their interest in cconomy and efliciency such as this
prospeetive rate has. So T would say in total and over time, we would
expeet to pay out substantially less under a prospective rate approach
than under the present retroactive cost reimbursement approach,

Senator Bexxerr., It would also greatly simplify the bookkeeping
and the control, the operation of the relations between the agency and
the hospital, would it not ?

Mr. Bann, Tt depends, Senator. 1 would hope it would have that
effect significantly, It, of course, depends on the exact terms of arriving
at. these prospective rates. T do believe you are going to have to start
from a basis of their past costs, so much of what is required today
would continue to be required. But T think there are simplifications
that.can be worked ont.

Mr. Vexemax. I believe, Senator, that Mr, Ball has really put his
finger on the motivation- for recommending prospective reimburse-
ment, T do not. think we can anticipate a major first year saving. But
it certainly should have the effect of reducing the costs as the years go
by, because the incentive is in the right place. The incentive is, once
vou determine payment in advanee, to save costs. If a person can leave
a hospital one day carlier, the motivation is to move him out. At the
present time, you just pay him for it, 1 think the extra benefit of this
that perhaps we are not really looking at is—in addition to the po-
tential saving that we may have to public funds, because of putting the
initiative and the incentive on the right side—the effect. the proposal
would have on the general public that is paying their own hospital
bill. Because the more efliciently and effectively a hospital is operated,
to that extent, everybody benefits.

Mr, Barnr, There is one aspect of this, Senator, that perhaps neither
of us has brought. out. Tt is not only inventives to economy and cffi-
ciency of operation as we have indicated, but a built-in resistance—
as compared with the present approach—to the addition of services
during the course of a year and to going along with pressures for in-
creases in wages and salaries during the course of the year. T do not
know any other part of ecconomic life where there are as few restraints
as there are in the hospital area where the Government is paying about
half the cost on the basis of saying, after the fact, we will pick up
those costs, rather than saying ahead of time, we want to know what
the situation is.

Senator Bexxerr. Do you have a program for reviewing those rates
periodically? You say there is an incentive for the hospital to get its
costs down under your rates. Are you going to review them so that if
they presumably make significant reductions in cost, they can be re-
flected in significant reductions in the prospective rates?

Mr. Bann, Absolutely, Senator. That is the idea,

Senator Bexxerr. You are going to have a lot of fun developing a
type of arm’s-length negotiation which will enable vou to bargain
with the hospitals, You are already having that problem now,
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Mr. Vexexan. We have the problem now, Senator. We just have to
refine our ways of handling it.

TAXABLE EARNINGS BASE

Senator Bexxerr. When we enacted medicare, we insisted on assum-
ing that for purposes of hospital insurance, the taxable earning base
would remain unchanged during the period of the estimate, The reason
for this conservative assumption was to provide a margin of safety
in the event of adverse financial experience with medicare. Now I see
that this safeguard has been removed in the House report and after 5
straight years of unfavorable hospital insurance experience, is this a
wise decision as a base for making future estimates?

Mr. Bavw. Senator, the bill, of course, as it was amended on the floor
of the House to include the President’s recommendation, provides for
actually writing into the law automatic inereases in the earnings base,
Consequently, under those circumstances, 1 would not think there
would be any doubt but that you should take into aecount the actual
provisions of the law.

Now, it is true that the trustees of the hospital insurance fund and
the House Ways and Means Committee, as well as the Social Security
Administration, feel that even without writing those provisions into
the law, the performance of the Congress in keeping this wage hase up
to date since 1950, and the grave consequences to the eash benefit pro-
gram that would exist if you had rising wages but did not raise that
base, are suflicient reasons to assume that the maximum carnings lase
would continue to be kept roughly in line with what it was in the early
1950’ as it has in the past. . .

Now, I think I would have the same sort of doubts that you are
expressing if it were not for the fact that out of the experience with
the hospital insurance program now in actual operation have come
fundamental revisions in the cost estimates which, as yon know, show
much higher costs than originally estimated. And with those increased
costs based on experience rather than the earlier speculation, I think
we are in an entirely different position and can afford now to make
this assumption.

Senator BrxNErt. You will maintain the wage base, but change the
tax rate?

Mr. Bann. Noj; the wage base is assumed under the estimates to rise as
wages rise,

Senator Bex~err, T see.

Mr. Vexeyax. The tax rate proposed in the administration’s pro-
posal is to remain at 1 percent.

Senator Bexzerr. The tax rate remains, but you would change the
base?

. Mr. Barr. As wages go up, the carnings base would go up automat-
ically, under the President’s proposal.

Senator Bexxerr. Thank you.

Noother questions Mr. Chairman, at this time.

The Cramyan, ' hank you. I would like to ask a few questions here
that I have been withholding so others could have their turn,

o M —




154

JIOSPITAL, INSURANCE COST ESTIMATES

At the February hearing on the staff report, both the Department
and the committes expressed at length their mutual concern over the
validity of the hospital insurance cost estimates. You indicated that an
actuarial task force had been appointed to review those estimates. Are
thoe costs and financinl assumptions in this bill based upon the estimates
we both eriticized in February, or are they based on the work of the
task force? )

Mr. Vexesax. These are based, Mr. Chairman, upon the actuarial
estimates that you had in January., As I indicated earlier, the task
force is due to meet again in September. Whether or not they will have
their report at that time, I cannot respond, but I have agreed to look
into it.

Mr. Banr, Mr. Chairman——

The Cuatryan. Then if T understand it, these estimates are of the
samo sort that we criticized very severely.

Mr. Barn. Mr. Chairman, I do not believe that is correct. The criti-
cism that the committee had was of the rapid increase in the cost esti-
mates—the fact that they had been changing over time. I do not believe
thoere was specific criticism of the new assumptions in the cost estimates
that are involved in this February document, I should make clear, too,
that this outside task force has not been charged with the job of making
the estimates. They have been charged with the job of examining the
reasonableness of the assumptions that the actuaries have made. That is
what they are going into now very thoroughly.

In the meantime, these are the latest cost estimates. They have been
greatly increased, as you know, over previous estimates, and I think
you can havea lot of confidence that they are high enough.

The Crrairmax. Well, here is what we were told about this matter by
Mr. Butler in February. He said that group will be reviewing the esti-
mates of both the medicaid title XIX and medicare programs, and we
will hope to report to the committee at a later date what develops from
their deliberations. Now, it was my impression that we were to have
better and more firm estimates upon which these large additional taxes
wore to be based, That makes me wonder whether we are justified in

oing ahead and imposing these new taxes unless we have the benefit of
theso new estimates and whatever additional advice they can give us
on this subject. What’s your thought about it ¢

Mr, BarL. My thought, Senator, is that T have a great deal of confi-
dence in these new actuarial cost estimates that were discussed with the
committee in February. T know nothing from preliminary discussions
with any outside groups that give me concern on this matter. But to be
absolutely safe and to be sure that they were not too high or too low,
we have asked this outside grou}[: to examine these assumptions which
our actuaries are explaining to them and they are going over them, We
will have a report from them giving their views on these assumptions
in Soptember. )

As the Secretary indicated earlier, he is willing to consider whether
that could be speeded up a little,

Mr. VeNemaN. And I think that is a key point, Senator. I think that
perhaps what Mr, Butler was alluding to 1s that we would have this
group look into the assumptions upon which the benefit level was



155

based, or the contribution scale was based. 'This is really what the task
force is gearing itself to determine—swhether or not the actuaries have
taken into consideration all factors and whether or not those factors
that were taken into consideration were properly determined.

The CuamrmaN. The House report defends the future increases in
the wage base for purposes of financing the hospital insurance program
on the basis that although a safety factor—that is, a fiscally conserva-
tive assumption was needed when there was no firm indication of what
the actual future cost experience would be: “Now good data are avail-
able to the actual current experience, and so such a margin is no longer
necessary if adequate reasonable assumptions are adopted as to future
trends of unit costs of services and of utilization of services.”

Commissioner Ball, the actuarial assumptions have had to be re-
vised every year since the beginning of the medicare program. In fact,
they were revised twice in 1969. What makes the House confident that
the present cost assumptions will not suffer the same fate?

Mr. Banw. I do not know that I can speak for the House, Mr. Chair-
man, But I have the same confidence—that these are reasonable esti-
mates. Nobody can say over a period like 25 years that it may not be
necessary to make changes in them. But there has been a substantial
increase in the estimates as relates to how much hospital daily costs
are going to increase year by year into the future. T'o the extent that
these estimates now provide over a 10-year Yeriod a 110-percent in-
crease, they more than double the hospital daily rate, plus the fact
that we have introduced the idea that utilization will increase as well.

Now, beyond that, Senator, the way we are proposing to finance
the hospital insurance program from here on is to put it on a level
basis, raising the rate of 0.6 percent up to 1 s)ercent. f it should turn
out that these estimates are by any chance still understated, there is not
any doubt but what that 1-percent contribution rate is adequate for
many years into the future. The difficulty, if any, would arise only in
the latter part of the 25-year period.

So I see no risk in moviig to a 1-percent. rate as adequate for many
years in the future.

POSSIBILITY OF PLACING WELFARE RECIPIENTS IN THE HEALTIH CARE FIELD

The CrarMaN, We are concerned about finding jobs for welfare
recipients. HEW, representing Government health programs, has told
us repeatedly of shortages of licensed practical nurses, nurses aides,
and assistants of that sort, Specifically, what has HTEW done or what
can HEW do to involve, train, and place welfare reci,l)icnts as prac-
tical nurses, nuvses aides, dietary assistants, and so forth?

Mr. Vexeman, Actually, Mr. Chairman, this deals with two pro-

rams, one of which would be the WIN program and another would
manpower training programs in which the DIIEW is involved,
along with the Department, of Labor, For the most part, whether or
not you take a specific welfare recipient and attempt to train him in
these areas as the desirable thing to do, depends upon a number of
factors. But I think in most of these programs, there are paramedical
training courses.

We have another problem. It depends upon the State that you are

involved in, too, because many of these positions on a paramedical level
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requirve the ability to pass a State licensing course. Much' of this is
done. 1 know in California, in some cases, perhaps not. so much welfare
recipients, per se, but potential welfare recipients are in programs in
the junior colleges and community college system which train them as
nmuises aides and for other paramedical positions,

The Cirateyman. Would you provide for us, in the record, if possible,
just how many welfare recipients are involved in these various
programs?

Mr. Vexeymax, All vight, T think we have to look at. it, though, Mr.
Chairman, from two perspectives. One would be the number of actual
recipients in these kinds or job training programs which would nrob-
ably, I would suspect, be velatively small. But I think more significant
is the potential veeipient, one who could very well become the welfave
recipient, who moves info a training course of job upgrading, rather
than remaining in an unskilled job that might ultimately end
up in dependencey.

(‘T'he information requested follows:) _

In the delegated program (1984-1969) Work Experience and ‘Fraining under
Title V of the Feonomie Opportunity Aet. the Department of Health, Education,
and Welfare directed particular attention to greater use of paraprofessionals
or aldes as part of the cffort to alteviate manpower shortages in institutional
health and related programs with particular emphasis on employment of low
fncome persons. In most projects in this fleld. classroom training was combined
with on-the-job training. The extent of training of personnel as paraprofessionals

and aldes is fHustrated by the following breakdown of Title V projects during
one year:

Occupation Nuvilier of proiccts
Health: with training component
Medieal-hospital aides/lab teehnlelans_._ o ___. 40
Fdeensed practieal nurse_ e e 113
Nurse's atdes and orderMes. - . o e 144
Dental atdes/techmlelans e e 13
Home health afdeso o e e e 10
Other:
School and teacher aldes. . -—o L T .. 36
Child/iday care/nursery school afdes. .. . _____ 27
Homemaker afdes. oo e 21
Home alde speclalists e e 6

In the liealth and paramedical field conperation was enlisted from many sources,
fncluding two Federal agencies: The Division of Yospitals and the Division of
Indian Health in the Public Health Service, and the Veterans' Administration.
The U1.S. Puablic Health Service hospital in New Orleans, in cooperation with the
Title V program, trained and employed medical aides with great success.

The scope of the training in the health field In the training of paraprofessionat
aldes is {liustrated by the following Title V assignments in one year: 175 child
care atnd nursery aldes, 27 family day care aldes, 242 homemaker service aides,
and more than 500 health aides. Trainees learned skills as surgical technicians,
nursing assistants, therapy aides, dietary afdes, pharmacy assistants and labora
tory assistants.

According to information made available by the Department of Labor, there
were approximately 2,300 pubtic welfare reciplents provided MDTA training in
the health fleld during fiseal year 1069. The training included professional
nurses, nurse's aldes, Heensed practieal nurses and orderlies.

Many WIN Program trainees (AFDC) are co-mingled in Department of Labor
regular manpower programs. Therefore, data are not available on the number
of WIN trainces assigned to training in the health field.

(The following table shows dnta on employed WIN trainces:)
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WIN cmployed terminees in health accupations?

Percent af

DOT major occupational grouping employed Lrainees
Occupations in medicine anad health, n.e.e., e.g. medical or dental assistants,

techniclans, therapists_ e 2
Attendants, hospitaly, morgues and related health serviee, ¢ nurse's aids

and orderMes. e G

Occupations in social and welfare work, e.g. case aid, program aid, group
WOrK e

1 Based on rclrorts for 4,788 employed WIN terminees processed through January 1970,
Source: U.S. Department of Labor Manpower Administration, Oflice of Manpower Man-
agement, Data Systems, July 24, 1070,

2

The Cramyax. The nursing home associations testified last month
that they had reasonably good success in taking some of these people
and putting them to work in nursing homes, and believe that there is a
considerable potential in that area. So if they can be used to provide
service in that connection, it scems to me that in that regard, one of
your programs can help the other program.

Mr. Vexesax. I think this is the service deal that lends itself to
theso kinds of people. However, 1 do want to reiterate that as you do
get into the more skilled jobs, you do run into that licensing harrier.

Mr. Newman, I think could add a little bit to that,

My, Newaax. Mr, Chairman, I would like to comment with regard
to the medicaid program. The concern that yon have expressed about
the use of so-ealled nonprofessionals is directly stated n the statute
authorizing the medicaid program. The statute dircets us to attempt
in those States in which it is feasible to use nonprofessionals in the
administration of this program. We have just begun, as the result of
the reorganization of the Medical Services Administration, to en-
courage the use of medieaid in innovative health delivery programs
which would encourage use of nonprofessionals and develop commu-
nity aids who ean begin to fill roles in delivering health sevvices. We
have begun,

The Cramman. Well, in those areas, if you have had personal ex-
perience, you will know that when you have someone in your family
who is very ill, it is just amazing how difficult it is to get somcone
with any competence at all, just to help or sit. with a person who is very
ill. Oftentimes, relatives are willing (o pay whatever it takes to pro-
vide help, but they just can’t get it. Yet we have all these people over
here by the thousands who are drawing money and apparently are not
capable of doing anything. Al you are talking about in many eases is
somebody to sit with the sick person and to call for the registered
nurse or call for the doctor if the person takes a turn for the worse.

Now, a lot of th.se people who are drawing welfare money can be
trained to do that kind of work. It scems to me that with the shortage
of people to help in this area, one program should ecamplement the
other. You are paying money on the one hand for people who are doing
nothing and on the other hand, we are trying to provide eave which is
very diflicult to obtain because there are no people to do the work. Tt
scems to me that one hand should help wash the other. Maybe we can
got some results.

Now, some of these programs interrelate. We just. passed an amend-
ment. the otiier day to put. more money in to try to provide sanitation,
water, sewage in comnmunities that have never had it in the history of
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this country, and some of those communities are more than a hundred
years old. It would be better, rather than paying monoy under a family
assistance plan, if we had that man out there working, putting water
into people’s homes and providing for sanitation and sewage treat-
ment. rather than to have nothing to show for it.

While in some respects, one takes the view that this program has
nothing to do with that one, many times, they do. T would hope that
we could relate them insofar as possible.

Mr. Vexeyan. Mr. Chairman, I would agree that this kind of pro-
gram, if it should pass, would open up job opportunities. But there
is the requirement requiving prevailing wage rates in certain skills. T
think, as these job opportunities open, job opportunity programs deal-
ing witl. welfare recipients should be geared to the kind of job that is
available. So if that community was in fact putting in a water supply
system and there was additional manpower needed, I would hope that
the training program would be geared to provide that kind of labor
from the potential public assistance market area.

The Ciramyax. We need people handling a program like that who
know how to make it work, rather than people who know how to keep
it from working.

Senator Anderson once made a statement ; he said if an administra-
tor wants to make a program work, he can usually find a way to make
it work. If he does not want to make it work, he can find a thousand
reasons why it will not work. He really needs some good administra-
tors,

My, Vexeman, What we are working up against, though, are bar-
riers placed in the statutes, cither at the State or Federal level.

The Cuammax. That is something we want to try to do something
about. T hope you will help us with it. T am going to introduce a pro-
posal to try to provide day care for these children, try to make it
avatilable throughout this entire country.

One of the big obstacles that we have to overcome in that regard
is that in all these communities they perceive that such standards
would stand in the way of providing day-care services.

Mr. VenemaN. And make it impossible for certain people to assist
in it. T think Governor Williams of Mississippi participated in that
recently.

The Ciamyan. We will set our own standards, and as long as they
comply with the standards we set, our law will prevail over the local
law. We are not going to try to help these people on the one hand and
then find that they are trying to pass laws to keep it from working
on the other. If you want it to work, do whatever is necessary to give
it a chance.

IHow many billions of dollars in new medicare payroll taxes would
be imposed in calendar 1971 under this bill? That is, how many bil-
lions of medicare taxes would you get under present law in 1971, and
how many billions under the bill 2 Would that he 4.1 in 1971%

Mr. Vexesman. Additional income of $1.1 billion would be correct
for the hospital insurance program for 1971,

The Criatrdran. And how many billions of medicare taxes would
you get. under present law, in'19711

“Mr. Banw. Present law income would be about $6 billion.



159

The Cnairymax. ‘That is what I estimated. How many billions under
the bill?

My, Barnn, Weare talking of income now.

My, Vexesan, Wait a minute. Are you in the hospital insurance side,
Mr, Chairman?

The Cramax. Yes.

HOSPITAL: TAX EXEMITIONS

Mr. Vexemax. Good; then we are on the same wavelength,

The Cramyax. The IHouse version of the tax reform law had a con-
dition removing the requirement that with the addition of tax ex-
emptions, hospitals provide free or below-cost care to the extent of
their financial ability. The Senate deleted that provision, preferring to
consider the matter when they took up medicare this year.

The Senate concern was that without the present requirement of tax
exemption, hospitals might claim that medicare and medicaid paid
less than their costs, and might refuse to take or might limit their ad-
missions of medicare and medicaid patients,

Additionally, Jarge numbers of poor people, including those on gen-
eral welfare assistance, might also be denied or limited in access to the
necessary hospital care,

The National Governors’ Conference agreed with and supported the
Seaate action. What is the position of the Department of IIEW on
this issue?

Mr, Vexemax, T am not sure that we have taken a position on that
particular issue, Mr. Chairman, I do not think there has been a de-
partmental position. If you would like us to review the proposal, we
shall be happy to do that and place the Department’s position in the
record.*

CARE FOR MIGRANT WORKERS IN COMMUNITY HosPITALS

The CuairyMan. What is your experience with treating migrant
workers in community hospitals?

Mr., Vexeman, It varies. I think that perhaps Mr. Newman can
speak to that question better than I, I can speak to it from personal
experience in California, which has a system of county hospitals.

For the most part, in California the counties care for migrant. farm-
workers in public facilities regardless of the duration of their stay, the
amount of time they have been in the county, or anything clse.

I am sure that experience in caring for migrants varies from State
to Stntﬁ, and I shall ask Mr. Newman to answer the question more
generally.

The ?HAIRMAN. Would that be the case if they were purely charity
patients

Mr. Newaran. Yes, Me, Chairman. A significant problem in the
medicaid program is that eligibility is determined at the State level,
and as you know, eligibility for cash assistance is often the only de-
terminant for medicaid ehgibility. Migrants are often shut out of
medicaid because they are not eligible for cash assistance,

The Crairaan. Here is a list of questions Senator Gore sent to me.
I think I shall ask a few of them and then I shall submit them and
you can respond for the record to the rest of them **

*At presstlme, Sept. 3, 1970, the material referred to hac¢ not been recelved from the
De}»artment.
sSee app. B.
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GORE BILL INCREASING MINIMUM MONTHLY SOCIAL SECURITY PAYMENTS

Senator Gore says that he introduced a bill, S. 3658, to increase the
monthly social sccurity benefits to $100 per month for a single person
and $150 per month for a married couple. What is the administration’s
position on that? .

Mr. Vexeyman. We oppose that proposal. Our proposal is, as far as
the minimum is concerned, that the mmimum be increased to $67.20 as

a result of the b-percent. increase. ) )
The Chamyaxn. What would the cost of it be? I assume that is

mainly——

Mr. Bari. T think that there are really two bases

Mr. Vexemax. One is whether or not you want social security to
provide a minimum income level. There are people on social security
who have considerable amounts of money and who get the minimum
henefit. T wonld have some reservations about making the minimum as
high as $100 or $150 for them. )

Mr. Banw. It is also an expensive proposal, Mr. Chairman, T believe
it would cost 0.36 percent of payroll on a level cost basis. As the Under
Seeretary was suggesting, T think it is important not to equate a low-
paid regular wage carner with a man who gets the minimum benefit
under social sccurity.

If for the future you took a person who earns the Federal minimum
wage, if he were regularly under the program, he would get. benefits
significantly above even the $100 minimum. He would get $139 under
present law and $146 under the bill,

When you inerease this minimum you tend to use the funds of the
program for relatively short-term contributors who move in and out of
the system, some of whom, it is true, are very poor people. Many of
them have held jobs only occasionally throughout their life, and just
barely qualify for benefits.

On the other hend, you also pay people who are covered principally
by other retirement systems, but who work a little bit in social security,
like certain Federal employees or certain State and local employees
who are not in a State that has covered them by agreement under the
social security program. '

So on both substantive and cost grounds we have strong reservations
about a proposal for a substantial increase in the minimum benefit.

The Ciramyan. You might be able to document. your position in
better and greater detail by giving us a letter on that, too, to show in
categories who are the people, whether they benefit or not. '

Their argument is for the same amount. of money, you could more
efliciently provide for those who need it most, T take it.

Mr. Barnn, We must also consider the appropriateness of using this
system, which is 2 wage-related contributory system, to pay substantial
benefits that are really not wage-related, The whole principle of the
minimum is that you just pay it, regardless of what. people’s earnings
have been. Who has to pay for that 2 The people who have to pay for a
higher minimum benefit are the regular contributors to the program.

I shall be glad to submit a letter for the record.

(‘'The letter follows:)
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JuLy 20, 1970.

Hon. RusseLn B. l1.oNq,
Chairman, Committce on Finance, U.S. Senate,
Washington, D.C.

DEAR MR. CHAIRMAN : This is in reply to the Committee’s request for further
information on who would benefit from a substantial incrcase in the minimum
parment under social security. .

As you know, over the year, the minimum soclal security benefit hasx been
increased—and n good deal more thun proportionately to the increase in benetits
above the minimum, The present minimum benefit of 61 a month ($67.20 under
H.R. 17550) is payable on average monthly earnings up to $76.

One fact relevant to the size of the minimumn is that eligibility requirements
under the social securlty program are quite Hberal. Men who reached age 65 (or
women who reached age 62) in 1937 or earller were able to qualify for retirement
benefits with only 6 quarters of coverage. And these quarters of coverage conld
have been acquired with earnings of as little as $50 per quarter—a total of only
$300 in covered earnings. A man reaching age 65 (or a woman reaching age 62)
this year needs 19 quarters of coverage—i43; years of work—or about one-fourth
of his working lifetime after 1950 in order to qualify for benefits. In the mature
program, a worker will need 40 quarters of coverage (10 years of work)—again
only about one-fourth of a working lifetime—to qualify for benefits. And he can
do so with earnings totalling only $2000 over a full working lifetime. Thus even
a casual attachment to covered employment will enable a person to qualify for
minimum benefits. .

A further point is that the difference in covered earnings between a person who
is barely fnsured and one who barely misses becoming insured may be mintmal.
And the difference in benefits—no benefit at all versus benefits of at least 61 each
month for life—is substantial. This situation exists under present Inw, of course,
but as the minimum benefit goes higher, the situation becomes less easily
defensible.

Thie people who wonld not be helped by an inerease in the minimum benefit are
regular workers; such workers do not generally qualify for minimum benetits, A
person who has worked regularly under the program at the level of the present
Federal minimum wage ($1.60 per hour), for example, would get, under present
law, not the minimum benefit of $64 but rather a benefit of §130.20 n month (at
age 63) ($146.20 under ILR. 17550). And a man retiring at age 65 in 1971 with
full-time earnings at the Federal minimum wage that was In effect over the years
would get a benefit of $119.80 a month ($£128.70 under IL.R. 17550).

Another sizable group of people who in many instances would not be affected by
an increase in the minimum benefit are women—about ene-half million of them—
who are getting minimum benefits based on their own earnings but who are also
getting supplemental wife's or widow’s benefits based on their husband’s earnings.
The maximum amount that can be paid under the law to a woman who is eligible
for both her own benefit as a worker and a wife’s or widow's benefit ts equal to
whichiever of the two benefits Is the larger. Wlere the wife’s or widow's benefit is
the larger, as in the case of these half million women, the woman gets her own
benefit plus a wife’s or widow’s benefit that {s equal to the difference between her
own benefit and the wife’s or widow’s benefit she would get if she were not entitled
to hier on henefit. An increase in the minimum benefit would not result in any
higher total benefits for n woman in this group if the new miniium is not higher
than her wife’s or widow’s henefit. Where the new minimum is not higher, her own
benefit increases, while hier wife's or widow's benefit decreases, and the toial
amount payable remains the same,

At the end of January 1970 (after the 15-percent benefit inerease) an esthnated
2.2 million beneficiary familles-—11.8 percent of all benetleiary families on the
rolls—were getting sociat security benefits based on a minimum primary fnsur-
ance amount of £G4, There were 2.7 million beneficinries in these 2.2 million
families, (These figures exclude the dually entitled wives and widows mentfoned
earller—i.e., wives and widows who are getting a mintnium benefit based on thejr
own carnings and who are also getting a supplemental wife's or widow's benefit
based on the earnings of a hushand.)

Obviousiy all of the workers with minimum primary insurance amounts have
very low average monthly earnings under social security ; otherwise they wonld
not be getting minimum benefits. The individual characteristics of these people
vary widely, of course, but, generally speaking, they have low average monthly
carnings under social security for one of three reasons.
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Some people have low average earnings beeause they were already well past
middle age when social security first covered their jobs. Prior to soclal security
coverage they worked regularly in good-paying jobs and had high earnings. Then,
as they advanced In years, they lost these jobs for one reason or another. By the
time soclal security coverage came along they were in less well-paying jobs,
whieh, beeause of advanced age or perhaps lack of skills, were the best jobs that
they could get. Thelr average carnings under the program are low because only
thelr years of poorest carnings were covered ; their years of highest earnings oc-
curred before sacln! <cenrity coverage was provided. Already, though, this problem
is disappearing: low employment and earnings in recent years will qualify for
benefits well above the minimum beeause their years of high earnings as well as
thelr years of low earnings will be covered.

Some people have low nverage carnings because their earnings have always
been low. Some of these are domestic and agricultural sworkers, including those
whose earnings were low and sporadie and in large part not covered because they
did not work long enough for a single employer to meet the coverage test in pres-
ent law. Otliers have lived in depressed areas where the opportunities for work
may have been quite lHimited. Still others have been subsistence farmers—people
who have had very little in the way of cash inconie.

Then there are those who have low average earnings under social security be-
cause thelr covered Jobs were secondary or supplemental ones and only ineldental
to their regular jobs in noncovered employiient—u Federal Government job, for
example. Their total earnings may actually have been very high. Practically all
of these neople receive retirement pay under other programs. Thus they are no
more dependent on the minimum social security benefit for their support in re-
tirement than they were dependent on covered earnings for their livelihood dur-
ing their working years.

It Is not known exaetly what proportion of the people in the 2.2 million bene-
flelnry families mentioned above are getting minimum soclal security benefits in
addition to some other pension. However, pretiminary data from the Soclal Se-
curity Administration’s 19068 Survey of the Aged indicate that there are not
many, And tome of those who are getting a minimum soelal securlty henefit in
addition to some other pension are people whose working lives have been divided
between two programs and who therefore get benefits under both but, because of
their divided work, get small benefits under each program. Of retired workers
coming on the soclal security b: nefit rolls in the latter half of 1968 and receiving
minimum retirement benefits, only about § percent are getting payments under
Federal, State, or local retirement systems for public employees (Iincluding mili-
tary retirement payments). The 8 percent is made up of 4.5 percent who are
getting annuities under the Federal civil service retirement system, 2.8 percent
who are getting benefits under State and loeal retirement systems, and 0.6 per-
cent who are getting henefits under the military retirement system, Another 7
percent are getting railroad retirement annuities in addition to minlmum social
securlty benefits, (These flgures include people who are entitled to minimum
beneflts on their own earnings record and also to a supplemental benefit based on
the earnings record of a spouse.)

The foregoing, then, are three principal reasons why people have low average
monthly earnings under soclal security and therefore get the minimum benefit.
There are of course other reasons, For example, some beneficlarles are married
women who are not entitled to a larger wife’s or widow’s benefit on a husband’s
earnings record. The husbands themselves, for one or another of the reasons
noted, had minimum or very low benefits, and the women were housewives during
most of thelr working lifetimes but had a few sears of work under the program
either before they got marrled or at some time during thelr marringe. Even
thongh they had high earnings while they worked, they worked for such a short
period that their nverage carnings are very low and they get only the minimum
behefit. Others (although not very many) recelving the minimum have haqd only
a slight connectlon with covered employment because they have lived abroad
:‘or most of their working years or have lived mostly on investments and Inheri-
ances.

Any increase In the soclal security minimum would, of course, increase the cost
of the program. By and large the increased cost has to bo met—so long as the
program continues to be self-sustaining—through larger contribution income or
through smalter henefits paid to other beneficlarles.

Within any given level of expenditure, the more that is done for people with
very low carnings in the way of paying a benefit that is nnrelated to earnings
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and therefore unrelated to contributions, the less can be done for the people who
have worked more and earined more and contributed more.

Without any simultancous precentage increase In benefits generally over the
level that would be set if HL.R. 17550 is enacted, the cost, as a percentage of tax-
able payroll, of various minimum benefits would be as follows:

Minimum benefit Present additional coxt
BT0 e e e m e 0.02
Y £ T P LH
B85 e m e ———————— .1
Q00 e ————e .22
SI00 o e e ————————————— e @ . .36
S0 e e ———————————— .70

Sincerely yours,
RosERT M. Batrn,
Commissioncr of Social Sccurity.

MINIMUM MONTHLY PAYMENTS

The Ciaryaxn. Here is a very interesting question by Senator Gore.,
What is the relationship between the minimum monthly benefit in the
family assistance plan and the minimum monthly benefit provided in
the Social Seeurity Act?

Mr. Vexexax, There is not any relationship, Mr. Chairman, The
minimum monthly benefit that we propose for adult categories in the
family assistance plan is $110 a month. The average payment under the
public assistance programs would be about $70 or $75 a month, The
difference would be other income that the recipient may have.

So the only conneetion there might be would be those persons who
are eligible for the adult categories who also receive social security.

But there is no direct relationship between the two programs,

Mr. Bann. Nobody, I think, My, Chairman, has ever argued that the
social security minimum benefit in itself was supposed to be a suflicient
amount for an individual to get along on.

Mr. VexesmaN, The criterion for the public assistance is need. For
social security, it is amount of carnings.

The Cramyan. There is a definite relationship. As you increase
social security benefits, the welfare payments have to go down, do they
not ¢

My, Vexesmax. Yes, unless you specifically provide otherwise, as has
been done in the past, The last time, you will reeall, when the social
security benefit was increased, an amount up to $! was passed on
to the public assistance recipient, who was entitled to receive hoth,
Public assistance payments were not reduced to take account of the
first $4 of the social security benefit increase.

The Cuaryax. Senator Gore asks, how is the minimum benefit of
family assistance act financed ?

Mr. Vexeman. Are we still talking about the adult categories?

The Ciamax, Yes.

Mr, Vexeyax. We would require the minimum benefit to be $110.
The first $65 would be on a formula of 90 percent Federal money, 10
percent State money, and the amount above that would be 25 percent
Federal money, 75 percent State money.

The Cuamryax. I am going to submit the remainder of these ques-
tions and ask that you provide for the record the answers to those
questions for Senator Gore and the committee.
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Mr. Vexemax, We certainly willy Mr, Chairman. )

("T'he questions with departmental veplies is printed in app. B of this
volunie.)

The Crairmax, We are supposed to voteat 12:15.

Go ahead, Senator Curtis, if you have a question.

MEDICARE EXPENDITURES

Senator Curris, Mr, Secretary, yesterday the Secretary’s statement
dealt with costs of medical care—I am talking about medicare now—
and various efforts being made to lower the costs for the doctors’ por-
tion. My question is this:

In the overall of medicare, [ would like to have a rough estimate of
the amount of the total expenditures that go for doctors’ fees—the
percentage—and the percentage that goes for institutions—hospitals
and extended care homes.

Mr. Barr. Senator, the entire part A program, with very few excep-
tions, is nonphysician cost.

Senator Curris. I understand that.,

My, Barr, And in part 13, 90 percent is physician cost. If you put the
two parts together, about 30 percent of the total is physicians’ fees and
about 70 percent of it would be other.,

Senator Curtis. And further, if T had this stated this way, of the
amount. paid out of tax funds as contrasted to the monthly contribu-
tion made under part B, as far as that is concerned, roughly what part,
excluding the contribution of the recipient on part BB, what part——

Mz, BaLr, How would it change that distribution?

Senator Curiis, Yes. You may submit it.

Mvr. Barr, Ishall be glad to.

(Information supplied follows:)

The total cash income for both Part A and Part B of the Medlecare program was
$7.3 billion in fiscal year 1069. Just over $£0.0 billlon came from the premiums
pald by the Part B enrollees.

The total cash benefit payments in fiscal year 1969 under Medicare was 0.3
billion. Approximately $1.5 billion was pald to physieians. Using these relation-
ships, approximately 219, of the total income from general revenues and payroll
taxes was pald out for physicians' services in fiseal year 1969,

Senator Cunris, And 1 would like the same figures for medicaid.

Mr, Vexeymax., We have that prepared, Senator Curtis. We shall
submit this to the committee,

Scnator Curis. ANl right, but T do not. want the whole book.

Myr. Vexesax. I can quickly give them to you, if yon would like, but
I think you do realize the background.

(Tho information follows:)

In calendar year 1008, 13.5¢% of the total medienl vendor payments in Title X1X
States were Included under the category of physician services. During this time

period, 14 jurlsdictions (13 States and the District of Columbia) were not in-
cluded under Title XIX.

TAX RATE FOR SELF-EMPLOYED

Senator Currtis, Under the House bill, what happens to the tax rate
for the self-employed ? Is it automatically increased ?
Mr. Bawr, Not automatically, Senator. It is the base——
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Senator Curris. Is there a _ceiling on it, or does that take the same
increaso of the employer-employeo tax rate?

Mr, Barr. There is a ceiling on the self-employed for cash benefits.
On the cash benefits, the rate for the self-employed goes to a maximum
of 7.0, Under the bill it is 6.3 for 1971 through 1974 and then to 7.0
for 1975 and after.

Senator Curris. Because there is a vote on, I would like to state
three questions, and you can supply the answers afterward.

One, I would like to know wlhat the Department thinks about in lien
of the $50 that the beneficiary must pay on his hospital bill that a per-
centage of his total bill be paid by the beneficiary. I think that is worth
exploring because it has to do with how expensive a room they get, and
so on, as well as the length of stay. )

(The Department subsequently supplied the following

information :)

We doubt that such a change would represent an improvement over the present
Medicare deductible and coinsurance provistons applicable to hospital services. A
shift from the present Medlcare deductible and coinsurance to a coinsurance
amount based on a fixed percentage of hospital charges would, we belleve, repre-
sent a substantial reduction in Medicare protection for a significant number of
beneficlaries whose use of services 18 clearly appropriate.

Medlcare’s present deductible, approximately equivalent to the average cost
of one day’s hospital care (now $52), represents a substantial ltability for the
patient that may have some effect in deterring hospital adinissions that are not
really necessary, for example, adinissions for diaguostic tests that could ap-
propriately be performed on an outpatient basis. When a pattent begins his 61st
day in a hospital during a benefit period he becomes liable under present law
for a coinsurance payment of $13 for each day of stay through the 00th day;
it he uses his lifetime reserve, his liability rises to $26 per day. Such substantial
coinsurance liabilittes applying to the latter part of very long hospital stays may
be helpful in deterring stays of such length, which are necessary only In ex-
ceptional cases. .

In contrast, coinsurance equal to a fixed percentage of hospital charges would
be less of a deterrent to the admission of a patlent who will stay only a day or
two, and would require less cost-sharing by the beneftelary with respect to the
latter part of a very long hospital stay. It would tend, however, to shift much of
the cost sharing burden to beneficiaries with moderate to short hospital stays
who are already leaving the hospital as soon as it is possible to do so. The effect
i{s more pronounced than may be hnmedtately evident, because a patient typlecally
is given more intensive services during a moderately short hospital stay (or dur-
ing the early part of a longer stay) and these days of intensive trecatment are
the days for which the charges are highest,

Senator Curtis, Also, I would like to have a concise statement put
in the record on what the law, as well as the practice, has been in refer-
ence to beneficiaries who have been divorcoxll and remarried, and it is
later found that the divorce proceedings and papers are faulty, but
that all the parties have proceeded in good faith.

I would just like to have a little general statement as to what the
law isand what the practice is.

Mr, Bawr, Ishall be glad to furnish that, Senator.

Senator Curris, Thank you.

(The information follows:)

EfFECT oF INVALID MARRIAGES AND DIVORCES ON ELIGIBILITY FOR SOCIAL SECURITY
BENEFITS

Generally, for purposes of determining eligibility for dependents’ and survivors
social security benefits, the marital status of the person is determined under
applicable State law so that wife's, widow’s, husband’s, and wldower’s benefits
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are generally payable to the person who is the legal spouse of the worker under
the law of the State in which the worker is living at the time the spouse applies
for Lenefits or at the time he dies.

The Socinl Security Act, however, contains an cxception to the general rule
of determining mariltal status according to State law. Under a provision of the
1060 amendments, a marringe that is invalld under State law because of a pro-
cedural defect in the marriage or because a prior marriage was not legally ter-
minated can be considered a valld marriage for purposes of qualifying for soclal
securlty benefits if the appHeant went through a marriage ceremony in good faith
without knowledge that the marrlage would be defective, This provision was
enacted in recognition of the fact that, since marriage and divorce laws vary
among the States, many people could not qualify for social security benefits in
some States because their marriage was invalld while people who were married
under fdentical circumstances in other States could get benefits.

Under the exception, a murriage Is decmmed to be a valld marriage for social
sccurlty purposes and wife’s widow's, hunband’s, or wldower's benefits are payable
to the spouse when the following conditions are met ;

1. The spouse went through a marriage ceremony with the worker in good
faith without knowledge that the marriage would be invalid.

2. The spouse was living with the worker at the time he or she apptied for soclal
securlty benefits or at the time the worker died. '

3. There is no living legal spouse who is or was entitled to a wife's, widow’s,
husbanad’s, or widower's benefit on the worker's earnings record.

4. The marrlage is invalid because of a procedural defect in the marriage or
because a prior marrlage of the worker or the spouse was not legally dissolved.

In addition, benefits are payable to any child born of the marriage when the
parents of the child went through a ceremony resulting in a marriage which was
invalid because of the procedural defect in tiie marriage or because a prior mar-
riage was not legally dissolved. i

In the case of a couple who were divorced and where each of them later mar-
ried anothier person without knowing that the divorce was invalid, each of the
subsequent marriages would be consldered valld for purposes of paying social
security benefits if the above conditions were met, However, it was recognized at
the time the 1060 amendments were enacted that In such cases there might also
exist a valld marriage. Thus the law provided that the spouse whose marrjage
was valld under State law would be beneficiary. Therefore, a person who is eligi-
ble for spouse’s benefits under the so-called “deemed marriage” provision Is
precluded from getting such Lenefits if another living person who IS recognized
under applicable State law as the legal spouse of the worker has been or Is
entitled to spouse’s benefits on that worker’s earnings record. And a person who
is getting spouse’s benefits under the “deemed marriage” provision will have his
or her benefits terminated if the legal spouse becomes entitled to such benefits.

The Crarryan. Thank you, Mr. Secretary and gentlemen.

Wo shall now stand in adjournment until Tuesday, when we com-
mence hearings on the Family Assistance Plan. That will be at 10 a.m.
nez('tl,‘ ;{;‘nesduy.

ereupon, at 12:15 p.m., the hearing recessed, to reconvene on
Tuesday, th)l(l’y ’21, 1970, at 10 u.’m.) & ,
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APPENDIX A

e H. R. 17550

IN THE SENATE OF THE UNITED STATES

Mav 27,1970
Read twice and referred to the Committee on Finance

AN ACT

To amend the Social Security Act to provide increases in bene-

=W N e

fits, to improve computation methods, and to raise the earn-
ings base under the old-age, survivors, and disability insur-
ance system, to make improvements in the medicare, medic-
aid, and maternal and child health programs with emphasis
upon improvements in the operating effectiveness of such
programs, and for other purposes.’

Be it enacted by the Senate and House of Representa-

tives of the United States of America in Congress assembled,

That this Act, with the following table of contents, may be

cited as the “Social Security Amondments of 1970",

TABLE OF CONTENTS

TITLE I—PROVISIONS RELATING TO OLD-AGE, SURVIVORS,
AND DISABILITY INSURANCE

Sec. 101, Increase in old-age, mmnvors, and disability insurance benefit

Sec. 102. Increase in benefits for certain individuals age 72 and over.

Sec. 103. Automatio adjustment of benefits,

Seo, 104. Increased widow’sand widower’sinsurance benafits.

Sec. 105. Age-62 computation point for men.

Sec. 106. Election to receive actuamlly reduced benefita in one categor
not to be applicable to certain benefits in other categories.
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TABLE OF CONTENTS—Continued

TITLE I—PROVISIONS RELATING TO OLD-AGZ, SURVIVORS,
AND DISABILITY INSURANCE—Ceontinued

Sec. 107. Liberalization of earnings test.

Sec. 108. Exclusion of cortain earnings in year of attaining age 72,

Sec. 109, Reduced benefits for widowors at age 60.

Seec. 110. Entitlement to child's insurance benefits based on disability
which began between 18 and 22.

Seo. 111. Elimination of support requirement as condition of benefits for
divorced and surviving divorced wives.

Seo. 112. Elimination of disability insured-status requirement of substan-
tial recent covered work in cases of individuals who are blind.

Seo. 113. Wagoe credits for members of the uniformed services.

Seo. 114. Applications for disability insurance benefits filed aftor death of
insured individusl.

Sec. 115, Workmen’s compensation offset for disability insurance bene-
ficiaries.

Seec. 116. Coverage of Federal Home Loan Bank employeces.

Sec. 117, Policemen and firemen in Idaho.

Sec. 118. Coverage of certain hospital employees in New Mexico,

_ Sec. 119. Penslty for furnishing false information to obtain social secu-
rity account number.

Sec. 120. Guarantee of no decrease in total family benefits,

Sec. 121. Certain adoptions by disability and old-age insurance benefits,

Sec. 122, Increase of earnings counted for benefit and tax purposes.

Seo. 123. Automatic adjustment of the contribution and benefit mail.

Sec. 124, Changes in tax schedules.

Sec. 125. Allocation to disability insurance trust fund.

TITLE II—PROVISIONS RELATING TO MEDICARE, MEDIC-
AID, AND MATERNAL AND CHILD HEALTH

Parr A—Covzracn Unozr Mxoioars Procram

Sec. 201, Payment under medicare program to individuals covered by
Federal employecs health benefits program.

Seo. 202, Hospital insurance benefits for uninsured individuals not eligi-
ble under present transitional provision,

Parr B—IuprovEMENTS IN THE OPRRATING EFFeorivenzss or Tue Meni-
OARE, MEp10AID, AND MaTERNAL AND Cano Heavra Proorams

Seo. £21. Limitation on Federal participation for capital expenditures.

Seo. 222. Report on plan for prospective reimbursement ; experiments and
demonstration projects to develop incentives for economy in
the provision of Lealth services.

Sec. 223, Limitations on coverage of costs under medicare program.

Seo. 224. Limits on prevailing charge levels,

Seo. 225. Establishment of incentives for States to emphasize outpatient
care under medicaid programs.

Sec. 226. Payment for services of teaching physicians under medicare

program.
Seo. 227. Authority of Secretary to terminate payments to suppliers of

services.
Sec. 228, Elimination of requirement that States move toward compre-
hensive medicaid programs.
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TABLE OF CONTENTS—Continued

TITLE 1I--PROVISIONS RELATING TO MEDICARE, MEDIC-
AID,AND MATERNAL AND CHILD HEALTH—Continued

Parr B—IuproveMENTS IN TUE OpErATING EFrroriveness or e Men1-
CARE, MEDICAID, AND MATERNAL AND CHILD HEALTH PROGRAMS—CoON,

Sec. 229, Determination of reasonable cost of inpatient hospital services
undor medicaid and maternal and child health programs.

Sec. 230. Amount of payments where customary charges for services fur-
nished are less than reasonable cost.

Sec. 231. Institutional planning under medicare program.,

Sec. 232. Payments to States under medicaid programs for installation
and operation of claims processing and information retrieval
systems.

Sec. 233, Advance approval of extended care and home health coversge
under medicare program,

Sec. 234. Prohibition against reassignment of claims to benefita.

Sec. 235. Utilization review requirements for hospitals and skilled nurs-
ing homes under medicaid and maternal and child health
programs.

Seo. 236. Elimination of requirement that cost-sharing charges imposed
on individuals other than cash recipients under medicaid be
related to their income,

Sec. 237. Notification of unnecessary admission to a hospital or extended
care facility under medicare program.

Seo. 238. Use of State health agency to perform certain functions under
medicaid and maternal and child health programs.

Sec. 239. Payments to health maintenance organizations,

Parr C—MiscELraNBOUS AND TeCHNIOAL ProvisionNs

Sec. 251. Coverage prior to application for medical assistance.

Seo. 252. Hospital admissions for dental services under medicare p

Sec. 253. Exemption of Christian Scienco sanatoriums from certain nuis-
ing home requirements under medicaid programs,

Sec. 254. Physical therapy services under medicare program.

Sec. 285. Extension of grace period for termination of supplementary
medical insurance coverage where failure to pay premiums is
due to good cause,

Sec. 256. Extension of time for filing claim for supplementary medical
insurance benefits where delay is dus to administrative error.

Sec. 257. Waiver of enrollment period requirements where individual’s
rights were prejudiced by administrative error or inaction.

Sec. 258. Elimination of provisions preventing ¢nrollmest in supplemen.
tary medical insurance program inore than three years after
first opportunity.

Sec. 259. Waiver of recovery of incorrect payments from survivor who is
without fault under medicare program.

Sec. 260. Requirement of minimum amount of claim to establish entitle-
ment to hearing under supplementary medical insurance
program.

Sec. 261. Collection of supplementary medical insurance premiums from
individuals entitled to both social security and railroad retire-
ment benefits,
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TABLE OF CONTENTS—Continued

TITLE 11—-PROVISIONS RELATING TO MEDICARE, MEDIC-
AID, AND MATERNAIL AND CHILD HEALTH—Continued

Part C—MisceLLaNEous AND TECcHN1cAL ProvisioNs—Continued

Sece. 262. Payment for certain inpatient hospitel services furnished out-
side the United States.

Seo. 263. Study of chiropractic coverage.

Seo. 264, Miscellancous technical and clerical amendments.

TITLE III—MISCELLANEOUS YROVISIONS
Seo. 301. Meaning of term “Secretary”.

TITLE I—PROVISIONS RELATING TO OLD-AGE,
SURVIVORS, AND DISABILITY INSURANCE
INCREASE IN OLD-AGE, SURVIVORS, AND DISABILITY

INSURANOE BENEFITS
Skc. 101. (a) Section 215 (a) of the Social Security

Act is amended by striking out the table and inserting in lieu

thereof the following:

“TABLE FOR DETERMINING PRIMARY INSURANOE AMOUNT AND
MAXIMUM FAMILY BENEFITS
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7
(b) Section 203‘(3) of such Act is amended by striking
out paragraph (2) and inserting in lieu thereof the following:
“(2) when two or more persons were entitled
(without the application of section 202 (j) (1) and
section 223 (b) ) to monthly benefits under section 202
or 223 for January 1971 on the basis of the wages and
self-employment income of such insured individual and
at least one such person was so entitled for December
1970 on the basis of such wages and self-employment
income, such total of benefits for January 1971 or any
subsequent month shall not be reduced to less than the
larger of—

“(A) the amount determined under this sub-

section without regard to this paragraph, or
“(B) an amount ecqual to the sum of the
amounts derived by multiplying the benefit amount
determined under this title (including this sub-
section, but without the application of section 222
(b), section 202 (q), and subscctions (b), (o),
and (d) of this section), as in effect prior to the
enactment of the Social Security Amendments of

1970, for each such person for such monuth, by 105

W



174

8
1 percent and raising each such increased amount, if
2 it is not a multiple of $0.10, to the noxt higher
3 multiple of $0.10;
4 but in any such case (i) paragraph (1) of this subsec-
5 tion shall not be applied to such total of benefits after the
6 application of subparagraph (B), and (ii)_ if section
7 202 (k) (2) (A) was applicable in the case of any such
8 benefits for January 1971, and ceases to apply after
9 such month, the provisions of subparagraph (B) shall
10 be applied, for and after the month in which section
11 202 (k) (2) (A) ceases to apply, as though paragraph
12 (1) had not been applicable to such total of benefits for
18 January 1971, or”.
14 (o) Section 215 (b) (4) of such Act is amended by
15 striking out ‘“December 1969” each time it appears and
16 inserting in lieu thereof ‘“‘December 1970,
17 (d) Section 215 (0) of wuch Act is amended to read as
18 follov?s:
19 “Primary Insurance Amount Undor 1969 Act
20 “(o) (1)' For the purposes of column II of the table
21 appearing in subsection (a) of this section, an individual’s

22 primary insurance amount shall be computed on the basis of
23 tha law in effect prior to tho enactment of the Social Security
24 Amendments of 1970.

25  “(2) The provisions of this subsection shall bo applicable
26 only in the case of an individual who became entitled to bene-
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9
fits under section 202 (a) or section 223 before January
1971, or who died before such month.”

(e) The amendments made by this section shall apply
with respect to monthly benefits under title 11 of the Social
Security Act for months after December 1970 and with re-
spect to lump-sum ‘death payments under such title in the
case of deaths occurring after December 1970.

(f) If an individual was entitled to a disability insur-
ance benefit under section 223 of the Social Security Aect
for December 1970 and became entitled to old-age insurance
benefits under section 202 (a) of such Act for January 1971,
or he died in such month, then, for purposes of section 215
(a) (4) of the Social Security Act (if applicable), the
amount in column 1V of the table appearing in such section
215 (a) for such individual shall be the amount in such col-
umn on the line on which in column II appears his primary
insurance amount (as determined under section 215 (o) of
such Act) instead of the amount in column IV equal to the
primary insurance amount on which his disability insurance
benefit is based.

INCREASE IN BENEFITS FOR CERTAIN INDIVIDUALS
AGE 72 AND OVER

Spo. 102. (a) (1) Section 227 (a) of the Social Secu-
rity Act is amended by striking out “‘$46” and inserting in
lieu thereof “$48.30"”, and by striking out “$23” and in-
serting in lieu thereof “$24.20”.

o o N
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(2) Section 227 (b) of such Act is amended by striking
out “$46” and inserting in lieu thoreof “$48.30".

(b) (1) Section 228 (b) (1) of such Act is amended by
striking out “$46” and inserting in lieu thereof “$48.30”,

(2) Scction 228 (b) (2) of such Act is amended by
striking out “$46” and inserting in lieu thereof “$48.30”,
and by striking out “$23” and inserting in licu thereof
“$24.20".

(8) Section 228 (c) (2) of such Act is amended by
striking out “$23” and inserting in licu thereof “‘$24.20”.

(4) Section 228(c) (8) (A) of such Act iz amonded
by striking out “$46” and inserting in lieu thereof “$48.30".

(5) Section 228 (0) (3) (B) of such Aect is amended
by striking out “$23” and inserting in lieu thereof “$24.20",

(o) The amendments made by subscctions (a) and (b)
shall apply with respect to monthly bencfits under title II
of the Social Security Act for months after December 1970,

AUTOMATIO ADJUSTMENT OF BENEFITS

Sro. 103. (a) Section 215 of the Social Sccurity Act
is amended by adding at the end thereof the following new
subsection:

“Cost-of-Living Increases in Benefits
“(i) (1) For purposes of this subsection—
“(A) the term ‘base quarter’ means the period of

8 consecutive calendar months ending on September 30,
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1971, and the period of 3 consccutive calendar months

ending on September 30 of cach year thereafter.

“(B) the term ‘cost-of-living computation quartor’
means any base quarter in which the monthly average
of the Consumer Price Index prepared by the Depart-
ment of Labor exceeds, by not less than 3 per centum,
the monthly average of such Index in the later of (i)
the 3 calendar-month period ending on September 30,
1971, or (ii) tho base quarter which was most recently
a cost-of-living computation quarter.

“(2) (A) If the Secretary determines that a base quar-
ter in a calendar year is also a cost-of-living computation
quarter, he shall, effective for January of the next calendar
year, increase the benefit amount of each individual who for
such month is entitled to benefits under section 227 or 228,
and the primary insurance amount of each other individual
as specified in subparagraph (B) of this paragraph, by an
amount derived by multiplying such amount (including each
such individual’s primary insurance amount or benefit
amount under section 227 or 228 as previously increased
under this subparagraph) by the same percentage (rounded
to the next higher one-tenth of 1 percent if such percentage
is an odd multiple of .05 of 1 pércent and to the nearest one-
tenth of 1 percent in any other case) as the percentage by

which the monthly average of the Consumer Price Index
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for such cost-of-living computation quarter exceeds the
monthly average of such Index for the base quarter deter-
mined after the application of clauses (i) and (ii) of para-
graph (1) (B).

“(B) The increase provided by subparagraph (A) with
rospect to a particular cost-of-living computation quarter
shall apply in the case of monthly benefits under this title
for months after Decomber of the calendar year in which
occurred such cost-of-living computation quarter, based on
the wages and self-employment income of an individual who
became entitled to monthly benefits under section 202, 223,
227, or 228 (without regard to section 202 (j) (1) or section
223 (b) ), or who died, in or before December of such cal-
endar year.

“(C) If the Secretary determines that a base quarter
in a calendar year is also a cost-of-living computation quarter,
he shall publish in the Iederal Register on or before Decem-
ber 1 of such calendar year a determination that a benefit
increase is resultantly required and the percentage thereof.
Ho shall also publish in the Federal Register at that time
(along with the increased benefit amounts which shall be
deemed to be the amounts appearing in sections 227 and
228) a revision of the table of benefits contained in subsec-
tion (a) of this section (as it may have been revised previ-

ously pursuant to this paragraph) ; and such revised table
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1 shall be deemed to be the table appearing in such subsection
2 (a). Such revision shall be determined as follows:

3 “(i) The headings of the table shall be the same as
the headings in the table immediately prior to its revi-
sion, except that the parenthetical phrase at the begin-
ning of column II shall show the effective date of the
primary insurance amounts set forth in column IV of

the table immediately prior to its revision.

© 0 a0 OO o

“(ii) The amounts on each line of column I, and
10 the amounts on each line of column IIT except as other-

11 wise provided by clause (v) -of this subparagraph, shall

12 be the same as the amounts appearing in such column
13 in the table immediately prior to its revision.

14 “(iii) The amount on each line of column II shall
15 be changed to the amount shown on the corresponding
16 line of column 1V of the table immediately prior to its
17 revision,

18 “(iv) The amount of each line of column IV shall
19 be increased from the amount shown in the table im-
20 mediately prior to its revision by increasing such amount

21 by the percentage specified in subparagraph (A) of
22 paragraph (2), raising cach such increased amount, if
23 not a multiple of $0.10, to the next higher multiple of
24 $0.10.

“(v) If the contribution and benefit baso (as

&
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defined in section 230(b)) for the calendar year in
which the table of benefits is revised is lower than such
hase for the following calendar year, columns III, IV,
and V shall bo extended. The amount in the first addi-
tional line in column IV shall be the amount in the last
line of such column as determined under clause (iv),
plus $1.00, roundipg such increased amount. (if not a
multiple of $1.00) to the next higher multiple of $1.00
where such increased amonnt is an odd multiple of $0.50
and to the nearest multiple of $1.00 in any other aase.
The amonnt on each succeeding line of column IV shall
be the amount on the preceding line increased by $1.00,

until the amount on the last line of such column is equal

to tho larger of (I) one-thirtysixth of the contribution

and benefit base for the calendar year following the
calondar year in which the table of benefits is revised
or (II) the last lino of such column as determined under
clause (iv) plus 20 percent of one-twelfth of the excess
of the contribution and benefit hase for the calendar year
following the calendar year in which the table of benefits
is revised over such baso for the calendar year in which
the table of benefits is revised, rounding such amount (if
not & multiple of $1.00) tp the next higher multiple of
$1.00 where such amount is an odd multiple of $0.50

and to the nearost multiple of $1.00 in any other cese.
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The amount in each additional line of column IIT shall
be determined so that the second figure in the last line of
column III is one-twelfth of the contribution and benefits
base for the calendar year following the calendar year
in which the table of bonefits is revised, and the remain-
ing figures in column II: shall be determined in con-
sistent mathematical intervals from column IV. The
second figure in the last line of column IIT before the
oxtension of the column shall be increased to a figure
mathematically consistent with the figures determined in
accordance with the preceding sentence. The emount on
cach line of column V shall bo increased, to the extent
necessary, so that each such amount is equal to 40 por-
cent of the second figure in the same line of column IIT,
plus 40 percent of the smaller of (I) such second figure
or (II) the larger of $450 or 50 per centum of the larg-
est figure in column ITI.

“(vi) The amount on each line of column V shall
be incrcased, if neccessary, so that such amount is at
least equal to one and one-half times the amount shown
on the corresponding line in column IV. Any such in-
creased amount that is not a multiple of $0.10 shall be
increased to the noxt higher multiple of $0.10.”

(b) Section 203 (a) of such Act (as amended by sec-

25 tion 101 (b) of this Act) is amended—

47-330 0 - 10 - 18
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(1) by striking out the period at the end of para-
graph (3) and inserting in licu thereof *, or”, and in-
serting after paragraph (3) the following new para-
graph:

“(4) when two or more persons are entitled (with-
out the application of section 202 (j) (1) and section
223 (b)) to monthly benefits under section 202 or 223
for December of the calendar year in which occurs a
cost-of-living computation quarter (as defined in sce-
tion 215(i) (1)) on the basis of the wages and self-
employment income of such insured individual, such total
of henefits for the month immediately following shall be
reduced to not less than the amount equal to the sum
of the amounts derived by increasing the benefit amount
determined undoer this title (including this subsection,
but without the a[;p]ication of section 222 (b), section
202 (q), and subscctions (b), (o), and (d) of this
section) as in effect for such December for cach such
person by the same percentage as the percentage by
which such individual’s primary insurance amount (in-
cluding such amount as previously increased) is in-
creased under section 215 (i) (2) for such month im-
mediately following, and raising each such increased

amount (if not a multiple of $0.10) to the next higher

“multiple of $0.10.”; and
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(2) by striking out “the table in section 215 (a)”
in the matter preceding paragraph (1) and inserting in
licu thereof “the table in (or deemed to be in) section
215 (a) .

(c) (1) Section 215 (a) of such Act is amendcd by strik-
ing out the matter which precedes the table and inserting in
licu thereof the following:

“(a) The primary insurance amount of an insured in-
dividunl shall be the amount in column 1V of the following
tablo, or, if larger, the amount in column 1V of the latest
table deemed to bo such table under subsection (i) (2) (C)
or section 230 (c) , determined as follows:

“(1) Subject to the conditions specified in sub-
scctions (b), (c), and (d) of this section and except
as provided in paragraph (2) of this subsection, such
primary insurance amount shall be whichever of the
following amounts is the largest:

. “(i) The amount in column IV on the line on
which in column ITI of such table appcars his aver-
age monthly wage (as determined under subscction
(b)) ;

“(ii) Tho amount in column IV on the line on
which in column II of such table appears his pri-
mary insurance amount (as determined under sub-

section (o)) ; or

L b e——
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“(iii) The amount in column IV on the line
on which in column I of such table appears his pri-
mary insurance benefit (as determined under sub-
section (d) ).

“(2) In the case of an individual who was entitled
to a disability insurance henefit for the month before
the month in which he died, hecame cntitled to old-
age insurance benefits, or attained age 65, such pri-
mary insurance amount shall be the amount in column
IV which is equal to the primary insurance amount
upon which such (Iisa})ili}y insnrance her'wﬁt is based,
oxcept that, if such individual was entitled to a dis-

ability insurance benefit under section 223 for the month

~ beforo the effective month of a new table (other than

a table provided by scction 230) and in the follow-
ing month became entitled to an old-age insurance hene-
fit, or he died in such following month, then his pri-
mary insurance amount for such following month shall
be the amount in column IV of the new table on the
line on which in column IT of such table appears his
primary insurance amount for the month before the
cffective month of the table (as determined under sub-
section (¢)) instead of the amount in column IV equal
to the primary insurance amount on which his dis-

ability insurance benefit is based.”
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(2) Effective January 1, 1973, section 215 (h) (4) of
such Act (as amended by section 101 (c) of this Act) is
amended to read as follows:

“(4) The provisions of this subscction shall he appli-
cable only in the case of an individual—

“(A) who becomes entitled in or after the cflec-
tive month of a new tablo that appears in (or is deemed
by subsection (i) (2) (C) or section 230(c) to appear
in) subscction (a) to benefits under scqtion. 202 (a) or
section 223; or

“(B) who dies in or after such cffective month
without being entitled to benefits under section 202 (a)
or section 223 ; or

“(C) whose primary insurance amount is required
to bo recomputed under subzection (f) (2).”.

(8) Effective January 1, 1973, scction 215(c) of
such Act (as amended by section 101 (d) of this Act) is
amended to read as follows:

“Primary Insurance Amount Under Prior Provisions

“(c) (1) For the purposes of column 11 of the table
that appears in (or is deemed to appear in) subsecticn (a)
of this section, an individual’s primary insurance amount
shall be computed on the basis of the law in effect prior to

the effective month of the latest such table.
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“(2) Tho provisions of this subsection shall be appli-
cable only in the case of an individual who became entitled
to benefits under section 202 (a) or section 223, or who died,
before such effective month.”

(d) Scctions 227 and 228 of such Act (as amended
by section 102 of this Act) arc amended by striking out
“848.30” wherever it appears and inserting in lieu thereaf
“tho larger of $48.30 or the amount most recently estab-
lished in licu thereof under section 215 (i)”’, and by strik-
ing out “$24.20” wherever it appears and inserting in licu
thercof “the larger of $24.20 or the amount most recently
established in lien th'creof under section 215 (i) .

INCREASED WIDOW’S AND WIDOWER’S WSURANCE
BENEFITS

Skc. 104, (a) Secction 202 (e) of the Social Sceurity
Act is amended—

(1) by striking out “824 percent of”’ wherever it
appears in paragraphs (1) and (2) ; and
(2) by striking out “age 62" in subparagraphs

(O) (i) and (O) (ii) of paragraph (1), and in the

matter following subparagraph (Q) in paragraph (1),

and inserting in lieu thereof in each instance “age 65",

(b) Section 202 (f) of such Act is amended—

(1) by striking out “824 percent of” wherever it

appears in paragraphs (1) and (3) H
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(2) by inserting “, after attainment of age 65,”
after “was entitled” in paragraph (1) (C) ; and
(3) by striking out “age 62" in the matter following
subparagraph (@) in paragraph (1) and inserting in

lieu thereof ““age 65”.

(e) (1) The last sentence of section 203 (c) of such Act
is amended by striking out all that follows the semicolon and
inserting in licu thercof the following: “nor shall any de-
duction be made under this subsection from any widow’s
insurance benefit for any month in which the widow or sur-
viving divorced wife is entitled and has not attained age 65
(but only if she became so entitled prior to attaining age
60), or from any widower’s insurance benefit for any month
in which the widower is entitled and has not attained age 65
(but only if he became so entitled prior to attaining age
62).”

(2) Clause (D) of section 203 (f) (1) of such Act is
amended to read as follows: “ (D) for which such individual
is entitled to widow’s insurance bencfits and has not attained
age 65 (but only if she became so entitled prior to attaining
age 60), or widower’s insurance benefits and has not attained
age 65 (but only if he became so entitled prior to attain-
ing age 62), or”. .
(d) (1) Bection 202 (q) (1) of such Act is amended to

read as follows:

7 .
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“(1) If the first month for which an individual is
ontitled to an old-age, wife’s, husband’s, widow’s, or
widower’s insurance benefit is a month before the month in
which such individual attains retirement age, the amount of
such benefit for such month and for any subsequent month
shall, subject to the succeeding paragraphs of this subsection,
be reduced by—

“{A) % of 1 percent of such amount if such benefit
is an old-age insurance benefit, 2%, of 1 percent of such
amount if such benefit is a wife’s or husband’s insurance
benefit, or ®% 20 of 1 percent of such amount if such
benefit is a widow's or widower's insurance benefit,
multiplied by—

“(B) (i) the number of the months in the reduotion
period for such benefit (determined under paragraph

(6) (A)), if such benefit is for a month before the
month in which such individual attains retirement age, or

“(ii) if less the number of such months in the
adjusted reduction period for such benefit (determined
under paragraph (7)), if such benefit is (I) for the
month in which such individual attains age 62, or
(IT) for the month in which such individual attains
retirement age;

and in the case of a widow or widower whose first month of

entitlement to a widow’s or widower’s insurance benefit is a
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month before the month in which such widow or widower at-
tains ago G0, such benefit, reduced pursuant to the preced-
ing provisions of this paragraph (and hefore the application
of the second sentence of paragraph (8) ), shall be further
reduced by—

“(0) *3%40 of 1 percent of the amount of such
benefit, multiplied by—

“(D) (i) the number of months in the additional
reduction period for such benefit (determined under
paragraph (8) (B) ), if such benefit is for a inonth before
the month in which such individual attains age 62, or

“(ii) if less, the number of months in the additional
adjusted reduction period for such benefit (determined
under paragraph (7)), if such benefit is for the month
in which such individual attains age 62.”

(2) Scction 202(q) (7) of such Act is amended—

(A) by striking out everything that precedes sub-
paragraph (A) and inserting in lieu thereof the fol-
lowing: _

“(7) For purposcs of this subsection the ‘adjusted re-
duction period’ for an individual’s old-age, wife’s, husband’s,
widow’s, or widower’s insurance benefit is the reduction
period prescribed in paragraph (6) (A) for such bhenefit,
and the ‘additional adjusted reduction period’ for an indi-

vidual’s widow’s, or widower's insurance bhenefit is the

o~
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additional reduction period prescribed by paragraph (G6)
(B) for such benefit, oxcluding from each such period—";
and
(B) by striking out “attained retirement age” in

subparagraph (E) and inserting in licu thereof “attained

age 62, and also for any month before the month in

which ho attained retirement age,”.

(3) Scction 202(q) (9) of such Act is amended to
read as follows:

“(9) Tor purposes of this subsection, the term ‘retire-
ment age’ means age 65.”

(o) Secction 202 (m) of such Act is amended o read
as follows: |

“Minimum Survivo;’s Benefit

“(m) (1) In any case in which an individual is entitled
to a monthly benofit under this section (other than under
subsection (a)) for any month and no other person is (with-
out the application of subsection (j) (1) and section 223 (b))
entitled to a monthly benefit under this section or sec-
tion 223 for such month on the basis of the same wages
and sclf-employment income, such individual’s benefit amount
for such month, prior to reduction under subsections (k) (3)
and (q) (1), shall be not less than the first amount appearing
in column IV of the table in scction 215 (a).

“(2) In the case of such an individual who is entitled
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to a monthly benefit muier subscction (e) or (f) and whose
benefit is subject to reduction under subsection (q) (1),
such benefit amount, after reduction under subsection (q)
(1), shall not be less than the amount it would be under
paragraph (1) after such reduction if such individual had
attained (or would attain) retirement age (as defined in sub-
section (q) (9)) in the month in which he attained (or
would attain) age 62.

“(3) In the case of an individual to whom paragraph
(2) applies but whose first month of entitlement to benefits
under subsection (¢) or (f) was before the month in which
he attained age 60, such paragraph (2) shall be applied, for
purposes of determining the number of months to be used in
computing the reduction under subparagraphs (A) and (B)
of subsection (q) (1) (but not for purposes of determining
the number of months to be used in computing the reduction
under subparagraphs (C) and (D) of such subsection), as
though such first month of entitlement had been the month in
which he attained such age.”

(f) In the case of an individual who is entitled (with-
out the application of section 202 (j) (1) and 223 (b) of the
Social Sceurity Act) to widow's or widower’s insurance
benefits for the month of December 1970, the Sccfetary shall
redetermine the amount of such benefits under title 11 of

such Act as if the amendments made by this section had
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1 been in effect for the first month of such individual’s entitle-

2

ment fo such benefits.

(g) Where—

(1) two or more persons are entidled (without
the application of section 202 (j) (1) of the Social Se-
curity Act) to monthly benefits under section 202 of
such Act for December 1970 on the basis of the wages
and sclf-cmployment incomeo of a deceased individual,
and one or more of such persons is so entitled under
subscetion (e) or (f) of such section 202, and

(2) one or more of such persons is entitled on the
basis of such wages and self-employment income to in-
creased monthly benefits under subsection (e) or (f)
of such section 202 (as amended by this section) for
January 1971, and .

(3) the total of benefits to which all persons are
cutitled under section 202 of such Act on the basis of
such wages and sclf-employment income for January
1971 is reduced by reason of section 203 (a) of such
Act, as amended by this Act (or would, but for the
penultimate sentence of such section 203 (a), be so

reduced),

23 then the amount of the benefit to which each such person

24 roferred to in paragraph (1), other than a person entitled

25 under subsection (e) or (f) of such section 202, is entitled
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for months after December 1970 shell be adjusted, after the
application of such section 205 (a), io an amount no less
than the amount it would have been if the person or persons
referred to in paragraph (2) had not become entitled to an
increased benefit referred to in such paragraph.

(h) The amendments made by this section shall apply
with respect to monthly benefits under title 11 of the Social
Security Act for months after December 1970.

AGE-62 COMPUTATION POINT FOR MEN

Skc. 105. (a) Section 214 (a) (1) of the Social Sccurity
Act is amended by striking out “before—" and all that
follows down through “except” and inserting in lieu thereof
“before the year in which he died or (if carlier) the year
in which he attained age 62, except”’.

(b) Section 215 (b) (3) of such Act is amended by
striking out “before—"" and all that follows down through
“For” and inserting in licu thereof ‘“‘before the year in
which he died or, if it occurred earlier but after 1960, the
year in which he attained age 62, For”.

(¢) In the case of an individuel who is entitled to
monthly benefits under section 202 or 223 of the Social
Security Act for a month after December 1970, on the basis
of the wages and self-employment income of an insured indi-
vidual who prior to January 1971 became entitled to benefits

under section 202 (a) , or who prior to January 1971 became

i T ——— A A+t
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entitled to benefits under section 223 after the year in which
he attained age 62, or who died prior to January 1971 in
a year after the year in which he attained age 62, the Sec-
retary shall, notwithstanding paragraphs (1) and (2) of
section 215 (f) of such Act, recompute the primary insur-
ance amount of such insured individual. Such recompllpation
shall be made under whichever of the following alternative
computation methods yields the higher primary insurance
amount :

(1) the computation methods in section 215 (b)
and (d) of such Act, as amended by this Act, as such
methods would apply in the case of an insured individual
who attained age 62 in 1971, except that the provisions
of section 215 (d) (3) of such Act shall not apply; or

(2) the computation methods specified in paragraph
(1) without regard to the limitation “but after 1960”
contained in section 215 (b) (3) of such Act, except that
for any such recomputation, when the number of an
individual’s benefit computation years is less than 5,
his average monthly wage shall, if it is in excess of
£400, be reduced to such amount.

(d) Section 223 (a) (2) of such Act is amended—

(1) by striking out “(if a woman) or age 65 (if
a man)”,

(2) Dby striking out “in the case of a woman” and
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inserting in liew thereof “in the case of an individual”,

and

(3) by striking out “she” and inserting in lieu
thereof “he”.

(e) Section 223 (c) (1) (A) of such Aect is amended
by striking out ““ (if & woman) or age 65 (if a man)”.

(f) Scction 227 (a) of such Act is amended by striking
out “so much of paragraph (1) of section 214 (a) as follows
clause (C)” and fnserting in lieu thereof “paragraph (1) of
section 214 (a) .

(g) Section 227 (b) of such Act is amnended by striking
out “so much of paragraph (1) thercof as follows clause
(C)” and inserting in licu thereof “paragraph (1) thereof”.

(h) Sections 209 (i), 213 (a) (2), and 216 (i) (3) (A),
of such Act are amended by striking out “ (if a woman) or
age 65 (if aman)”.

(i) (1) Section 303 (g) (1) of the Social Sccurity
Amendments of 1960 is amended—

(A) by striking out “Amendments of 1965 and
1967” and inserting in lieu thereof “Amendments of
1965, 1967, 1969, and 1970”;

(B) by striking out “Amendments of 1967”
wherever it appears and inserting in licu thereof
“Amendments of 1970”; and

(C) by inserting “ (subject to section 104 (i) (2)

- e ne s
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of the Social Sccurity Amendments of 1970)” after

“except that” in the last sentence.

(2) For purposes of monthly benefits payable after
December 1970, or a lump-sum death payment in the case
of an insured individual who dies after December 1970,
“retiroment age” as referred to in section 303 (g) (1) of
the Social Sccurity Amendments of 1960 shall mean age
62.

(j) Paragraph (9) of section 3121 (a) of the Internal
Rovenue Code of 1954 (relating to definition of wages) is
amended to read as follows:

“(9) any payment (other than vacation or sick
pay) made to an employee after the month in which he
attains age 62, if such employee did not work for the
employer in the period for which such payment is
made;".

(k) When two or more persons are entitled (without
the application of sections 202 (j) (1) and 223 (b) of the
Social Security Act) to monthly benefits under section 202
or 223 of such Act for December 1970, on the basis of the
wages and self-employment income of an insured individual,
and the total of benefits for such persons is reduced under
section 203 (a) of such Act {or would, but for the penulti-
mato sentence of such section 203 (a), be so reduced) for the

month of January 1971 and such individual’s primary insur-
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ance amount is increased for such month under the amend-
ments made by this section, then the total of benefits for such
persons for and after January 1971 shall not be reduced to
less than the sum of—
(1) the amount determined under section 203 (a)
(2) of such Act for January 1971, and
(2) an amount cqual to the excess of (A) such

individual’s primary insurance amount for January 1971,

as determined under section 215 of such Act (as

amended by section 101 of this Act) and in accord-
ance with the amendments made by this section, over

(B) his primary insurance amount for January 1971

as determined under such section 215 without regard to

such amendments,

(1) The amendments made by this section shall apply
with respect to monthly bencfits under title 1I of the
Social Security Act for months after December 1970 and
with respect to lump-sum death payments made under
such title in the case of deaths occurring after December
1970, except that in the case of an individual who was not
entitled to a monthly benefit under title II of such Act for
December 1970 such amendments shall apply only on the
basis of an application filed in or after the month in which

this Act is enacted.
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ELECTION TO lcndnlvn ACTUARIALLY REDUCED BENEFITS

IN ONE CATEGORY NOT TO BE APPLICABLE TO CERTAIN

BENEFITS IN o;rmm CATEGORIES

Skc. 106. (a) (1) Section 202 (q) (3) (A) of the
Social Security Act is amended by striking out all that fol-
tows clause (ii) and inserting in lieu thereof the following:
“then (subject to the succeeding paragraphs of this sub-
section) such wife’s, husband’s, widow’s, or widower’s in-
surance benefit for each month shall bo reduced as provided
in subparagraph (B), (C), or (D) of this paragraph, in
lieu of any reduction under paragraph (1), if the amount of
the reduction in such benefit under this paragraph is less than
the amount of the reduction in such benefit would be under
paragraph (1).”

(2) Section 202 (q) (3) of such Act is further amended
by striking out subparagraphs (E), (F), and (G).

(b) Section 202 (r) of such Act is repealed.

(o) (1) (A) Subject to subparagraph (B), subsection
(a) of this section and the amendments made thereby shall
apply with respect to benefits for months commencing with
the sixth month after the month in which this Act is enacted.

(B) Subsection (a) of this section and the amendments
made thereby shall apply in the case of an individual whose
entitlement to benefits under section 202 of the Social Secu-

rity Act began (without regard to sections 202 (j) (1) and
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223 (b) of such Act) before the sixth month after the month
in which this Act is enacted only if such individual files with
the Secretary of Health, Education, and Welfare, in such
manner and form as the Secretary shall by regulations pre-
scribe, a written request that such subsection and such
amendments apply. In the case of such an individual who
is described in paragraph (2) (A) (i) of this subsection, the
request for a redetermination under paragraph (2) shall con-
stitute the request required by this subparagraph, and sub-
section (a) of this section and the amendments made thereby
shall apply pursuant to such request with respect to such
individual’s benefits as redetermined in acocordance with
paragraph (2) (B) (i) (but only if he does not refuse to
uccept such redetermination). In the case of any individual
with respect to whose beﬁoﬁts subsection (a) of this section
and the amendments made thereby may apply only pursuant
to a request made under this subparagraph, such subsection
and such amendments shall be effective (subject to para-
graph (2) (D)) with respect to benefits for months com-
mencing with the sixth month after the month in which this
Act is enacted or, if the request required by this subpara-
graph is not filed before the end of such sixth month, with
tho second month following the month in which the request is

filed.
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(C) Subsection (b) of this section shall apply with
respect to benofits payable pursuant to applications filed on
or after the date of the enactment of this Act.
(2) (A) Inany caso where an individual—

(i) is entitled, for the fifth month following the
month in which this Act is enacted, to a monthly in-
surance benefit under section 202 of the Social Security
Act (I) which was reduced under subsection (q) (3) of
such section, and (II) the application for which was
deemed (or, except for the fact that an application had
been filed, would have been deemed) to have been filed
by such individual under subsection (r) (1) or (2) of
such section, and

(i) files @ written request for a redetermination
under this subsection, on or after the date of the enaot~
ment of this Act and in such manner and form as the
Secretary of Health, Education, and Welfare shall by
regulations prescribe,

the Secretary shall redetermine the amount of such benefit,
and the amount of the other benefit (reduced under subsec-
tion (q) (1) or (2) of such section) which was taken into
account in computing the reduction in such benefit under such
subsection (q) (3), in the manner provided in subparagraph
(B) of this paragraph.

(B) Upon receiving a written request for the redeter-
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mination under this paragraph of a benefit which was reduced
under subsection (q) (3) of section 202 of the Social Se-
curity Act and of the other benefit which was taken into ac-
count in computing such reduction, filed by an individual as
provided in subparagraph (A) of this paragraph, the Sec-
retary shall—

(i) determine the highest monthly benefit amount
which such individual could receive under the sub-
sections of such section 202 which are involved (or
under section 223 of such Act and the subsection of
such section 202 which is involved) for the month
with which the redetermination is to be effective under
subparagraph (D) of this subsection (without regard
to sections 202 (k), 203 (a), and 203 (b) through (1))
if—

(I) such individual’s application for one of
such two benefits had been filed in the month in
which it was actually filed or was deemed under
subsection (r) of such section 202 to have been
filed, and his application for the other such benefit
had been filed in a later month, and

(II) the amendments made by this section
had been in effect at the time each such application
was filed; and

(i) determine whether the amounts which were

T I Sy
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actually received by such individual in the form of such
two benefits during the period prior to the month with
which the redetermination under this paragraph is to
be effective were in excess of the amounts which would
have been received during such period if the applications
for such benefits had actually been filed at the times
fixed under clause (i) (I) of this subparagraph, and,
if so, the total amount by which benefits otherwise pay-
able to such individual under such section 202 (and
section 223) would have to be reduced in order to
compensate the Federal Old-Age and Survivors Insur-
ance Trust Fund (and the Federal Disability Insurance

Trust Fund) for such excess.

(C) The Secretary shall then notify such individual of
the amount of each such benefit as computed in accordance
with the amendments made by subsections (a) and (b)
of this section and as redetermined in accordance with
subparagraph (B) (i) of this paragraph, specifying (i) the
amount (if any) of the excess determined under subpara-
graph (B) (ii) of this paragraph, and (ii) the period during
which payment of any increase in such individual’s benefits
resulting from the application of the amendments made by
subsections (a) and (b) of this section would under desig-
nated circumstances have to be withheld in order to effect the

reduction described in saubparagraph (B) (ii). Such indi-
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vidual may at any time within thirty days after such notifica-
tion is mailed to him refuse (in such manner and form as the
Secretary shall by regulations prescribe) to accept the
redetormination under this paragraph.

(D) Unless the last sentence of subparagraph (C)
applies, a redetermination under this paragraph shall be
effective (but subject to the reduction described in subpara-
graph (B) (ii) over the period specified pursuant to clause
(ii) of the first sentence of subparagraph (C)) beginning
with the sixth month following the month in which this Act
is enacted, or, if thé request for such redetermination is not
filed before the end of such sixth month, with the second
month following the month in which the request for such
redetermination is filed.

(E) The Secretary, by withholding amounts from bene-
fits otherwise payable to an individual under title II of the
Social Security Act as specified in clause (ii) of the first sen-
tence of subparagraph (C) (and in no other manner), shall
recover the amounts necessary to compensate the Federal
Old-Age and Survivors Insurance Trust Fund (and the Fed-
oral Disability Insurance Trust Fund) for the oxcess (de-
soribed in subpara.graph (B) (ii) ) attributable to benefits
which were paid such individual and to which a redetermina-

tion under this subsection applies.

R 2"
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(d) Where—

(1) two or more persons are entitled on the basis of
the wages and self-employment income of an individual
(without the application of sections 202 (j) (1) and
223 (b) of the Social Security Act) to monthly benefits
under seotion 202 of such Act for the month preceding
the month with which (A) a redetermination under
subsection (c) of this section becomes effective with
respect to the bencfits of any one of them and (B) such
benefits are accordingly increased by reason of the
amendments made by subsections (a) and (b) of this
section, and

(2) the total of benefits to which all persons are
entitled under such section 202 on the basis of such
wages and self-employment income for the month with
which such redetermination and increase becomes effec-
tive is reduced by reason of section 203 (a) of such Act
as amended by this Act (or would, but for the penulti-

mate sentence of such section 203 (a), be so reduced),

then the amount of t'ie benefit to which each of the persons
roforred to in paragraph (1), other than the person with
resbect to whose benefits such redetermination and increase
is applicable, is entitled for months beginning with the month
with which such redetermination and increase becomes effec-

tive shall be adjusted, after the application of such section
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203 (a), to an amount no less than the amount it would have
been if such redetermination and increase had not become
effective.
LIBERALIZATION OF EARNINGS TEST

Sro. 107. (a) (1) Paragraphs (1) and (4) (B) of
section 203 (f) of the Social Security Act are cach amended
by striking out “$140” and inserting in lieu thercof
“$166.66% or the exempt amount as determined under para-
graph (8)”.

(2) Paragraph (1) (A) of section 203 (h) of such Act
is amended by striking out “$140” and inserting in licu
thercof “$1606.66% or the exempt amount as determined
under subsection (f) (8)”.

(3) Paragraph (38) of section 203 (f) of such Act is
amended to read as follows:

“(3) Tor purposes of paragraph (1) and sub-
section (h), an individual’s cxcess carnings for a tax-
able year shall be 50 per centum of his carnings for
such year in excess of the product of $166.663 or the
oxempt amount as determined under paragraph (8)
multiplied by the number of months in such year. The
excess earnings as derived under the preceding sentence,
if not a multiple of $1, shall he reduced to the next lower

multiple of $1,”

B
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(b) Section 203 (f) of such Act is further amended by
adding at the end thereof the following new paragraph:

“(8) (A) On or beforo November 1 of 1972 and of
cach even-numbered year thereafter, the Secretary shall
determine and publish in the Federal Register the
exempt amount as defined in subparagraph (B) for each
month in any individual’s first two taxable years which
end with the close of or after the calendar year following
the year in which such determination is made.

“(B) The oxempt amount for each month of a
particular taxable year shall be whichever of the fol-
lowing is the larger:

“(i) the product of 8$166.66% and the ratio
of (I) the average taxable wages of all persons for
whom taxable wages wero reported to the Secre-
tary for the first calendar quarter of the calendar
year in which & determination under subparagraph
(A) is made for each such month of such particu-
lar taxable year to (II) the average of the taxable
wages of all persons for whom wages were reported
to the Secrctary for the first calendar quarter of
1971, with such product, iﬁ not a multiple of $10,
being rounded to the next higher multiple of $10



© 0 -1 O e W N e

|l o
W = O

14
15
16
17
18

19

20
21
22
23

207

41

where such produet is an odd multiple of 85 and to
the nearest multiple of $10 in any other case, or
“(i1) the exempt amount for each month in the
taxable year preceding such particular taxable year;
except that the provisions in clause (i) shall not apply
with respect to any taxable year unless the contribution
and earnings base for such year is determined under

section 230 (b) (1).”

(o) The amendments made by this section shall apply
with respect to taxable yecars ending after December 1970.
BEXCLUSION OF CERTAIN EARNINGS IN YEAR OF
ATTAINING AGE 72

Sko. 108. (a) The first sentence of section 203 (f) (3)
of the Social Security Act is amended by inserting “(A)”
after “except that”, and by inserting before the period at the
end thereof the following: “, and (B) in determining an
individual’s excess earnings for the taxable year in which
he attains age 72, there shall be excluded any earnings of
such individual for the month in which he attains such
ago and any subsequent month (with any net carnings
or net loss from self-employment in such year being prorated
in an equitable manner under regulations of the Secretary) *.

(b) The amendment made by subsection (a) shall
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apply with respect to taxable years ending after December
1970.

REDUCED BENEFITS FOR WIDOWERS AT AGE 60

Sko. 109. (a) Section 202 (f) of the Social Security
Act (as amended by section 104 (b) (2) of this Aet) is
further amended—

(1) by striking out “‘age 62” each place it appears
and inserting in licu thereof “age 60”; and
(2) by striking out “or the third month” in the

matter following subparagraph (@) in paragraph (1)

and inserting in licu thereof “or, if he became entitled

to such benefits before he attained age 60, the third

month”,

(b) (1) The last sentenco of section 203 (¢) of such
Act (as amended by section 104 (o) (1) of this Act) is
further amended by striking out “age 62” and inserting in
licu thereof “age 60", |

(2) Clause (D) of section 203 (f) (1) of such Act (as
amended by section 104 (c) (2) of this Act) is further
amended by striking out “age 62” and inserting in lieu there-
of “age 60",

(8) Section 222 (b) (1) of such Act is amended by
striking out “a widow or surviving divorced wife who has

not attained age 60, a widower who has not attained age
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62" and inserting in lien thereof “‘a widow, widower or
surviving divorced wife who has not attained age 60”.

(4) Section 222 (d) (1) (D) of such Act is amended
by striking out “age 62" each place it appears and inserting
in lieu thereof “‘age 60”.

(5) Seotion 225 of such Act is amended by striking
out “age 62” and inserting in lieu thereof “age 60".

(c) The amendments made by this section shall apply
with respect to monthly benefits under title IT of the Social
Security Act for months after December 1970, except that
in the case of an individual who was not entitled to a monthly
benefit under title IT of such Act for December 1970 such
amendments shall apply only on the basis of an application

filed in or after the month in which this Act is enacted.

ENTITLEMENT TO CHILD'S INSURANCE BENEFITS BASED

ON DISABILITY WHICH BEGAN BETWEEN 18 AND 22
SEc. 110, (a) Clause (ii) of section 202 (d) (1) (B) of
the Social Security Act is amended by striking out “which
began before he attained the age of eighteen” and inserting
in lieu thereof “which began before he attained the age of
22",
(b) Subparagraphs (F) and (@) of section 202 (d)
(1) of such Act are amended to read as follows:
“(F) if such child was not under a disability (as

- s

.
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so defined) at the time ho attained the age of 18, the
earlier of—
“(i) the first month during no part of which
he is a full-time student, or
“ (ii') the month in which he attains the age of
22,
but only if he was not under a disability (as so defined)
in such earlier month; or
“(@) if such child was under a disability (as so
defined) at the time he attained the age of 18, or if he
was not under a disability ( as so defined) at such time
but was under a disability (as so defined) at or prior to
the time ho attained (or would attain) the age of 22,
the third month following the month in which he ceases
to be under such disability or (if later) the earlier of—
“(i) the first month during no part of which
he is a full-time student, or
| “(ii) the month in which he attains the ago
of 22,
but only if he was not under a (iisability (as so defined)
in such earlier month.”

(o) Section 202 (d) (1) of such Act is further amended

23 by adding at the end thereof tho following new sentence:

2¢ “No payment under this paragraph may be made to a child

25 who would not meet the definition of disability in section
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223 (d) except for paragraph (1) (B) thereof for any month
in which he engages in substantial gainful activity.”

(d) Section 202 (d) (6) of such Act is amended by
striking out “in which he is a full-time student and has not
attained the age of 22" and all that follows and inserting in
lieu thereof “in which he—

“(A) (i) is a full-time student or (ii) is under a
disability (as defined in section 223 (d) ), and
“(B) had not attained the age of 22, but only if

he has filed application for such reentitlement. .
Such reentitlement shall end with the month preceding
whichever of the following first occurs:

‘“(0) the first month in which an event specified in
paragraph (1) (D) occurs;

“(D) the earlier of (i) the first month during no
part of which he is a full-time student or (ii) the month
in which he attains the age of 22, but only if he is not
under a disability (as so defined) in such carlier month;
or

“(E) if he was under a disability (as so defined),
the third month following the month in which he ceases
to be under such disability or ‘(if later) the earlicr of—

“(i) the first month during no part of which

he is & full-time student, or
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“(ii) the month in which ho attains the age
of 22,
(¢) Section 202 (s) of such Act is amended—

(1) by striking out “which began before he at-
tained such age” in paragraph (1) ; and

(2) by striking out “which began before such
child attained the age of 18" in paragraphs (2) and
(3).

(f) Where—

(1) one or more persons are entitled (without
the application of sections 202 (j) (1) and 223 (b) of
the Social Security Act) to monthly benefits under
section 202 or 223 of such Act for December 1970 on the
hasis of tho wages and self-employment income of an
individual, and

(2) one or more persons (not included in para-
graph (1)) are entitled to monthly benefits under
such section 202 or 223 for January 1971 solely by
reason of the amendments made by this section on the
basis of such wages and self-employment income, and

(3) tho total of benefits to which all persons are
ontitled under such section 202 or 223 on the basis of
such wages and sclf-employment income for January
1971 is reduced by reason of section 203 (a) of such
Act as amended by this Act (or would, but for the
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penultimate sentence of such section 203 (a), be so

reduced),
then the amount of the benefit to which each person referred
to in paragraph (1) of this subsection is entitled for months
after December 1970 shall be adjusted, after the applica-
tion of such section 203 (a), to an amount no less than the
amount it would have been if the person or persons referred
to in paragraph (2) were not entitled to a benefit referred
to in such paragraph (2).

(g) The amendments made by this section shall apply
only with respect to monthly benefits under section 202
of the Social Security Act for months after December 1970,
oxcept that in the case of an individual who was not en-
titled to a monthly benefit under such section 202 for
December 1970 such amendments shall apply only on the
basis of an application filed after September 30, 1970.
ELIMINATION OF SUPPORT REQUIREMENT AS CONDITION

OF BENEFITS FOR DIVORCED AND SURVIVING DIVORCED

WIVES

Skc. 111, (a) Section 202 (b) (1) of the Social Seenrity
Act is amended—

(1) by adding “and” at the end of subparagraph

(0),

(2) by striking out subparagraph (D), and
(8) by redesignating subparagraphs (E) through

41-530 0 -10 - 18
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(T.) as subparagraphs (D) through (K), respectively.
(b) (1) Section 202 (o) (1) of such Act is amended—
(A) by adding “and” at the end of subparagraph
(0), |
(B) by striking out subparagraph (D), and
(O) by redesignating subparagraphs (E) through

(@) as subparagraphs (D) through (F), respectively.

(2) Section 202 (¢) (8) of such Act is amended by
striking out “paragraph (1) (@)” and inserting in lieu
thereof ““paragraph (1) (F)”.

(c) Section 202 (g) (1) (¥) of such Act is amended by
striking out clause (i), and by redesignating clauses (ii)
and (iii) as clauses (i) and (ii), respectively.

(d) The amendments made by this section shall apply
only with respect to benefits payable under title I of the
Social Security Act for months after December 1970 on the
basis of applications filed on or after the date of the enactment
of this Act.

ELIMINATION OF DISABILITY INSURED-STATUS REQUIRE-
MENT OF SUBSTANTIAL RECENT COVERED WORK IN
CASES OF INDIVIDUALS WHO ARE BLIND
Seo. 112. (a) The first sentence of section 216 (i) (3)

of the Social Security Act is amended by inserting before

the period at the end thereof the following: “, and except

that the provisions of subparagraph (B) of this paragraph
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shall not apply in the case of an individual who is blind
(within the meaning of ‘blindness’ as defined in paragraph
(1))".
(b) Section 223 (c) (1) of such Act is amended by

striking out “coverage.” in subparagraph (B) (ii) and in-
serting in lieu thereof “coverage;”, and by striking out “For
purposes” and inserting in lieu thereof the following:

“excopt that the provisions of subparagraph (B) of

this paragraph shall not apply in the case of an indi-

vidual who is blind (within the meaning of ‘blindness’
as defined in section 216 (i) (1) ). For purposes”.

(6) The amendments made by this section shall be
effective with respect to applications for disability insurance
benefits under section 223 of the Social Security Act, and
for disability determinations under section 216 (i) of such
Act, filed—

(1) in or after the month in which this Act is
enacted, or
(2) before the month in which this Act is enacted
if the applicaﬁt has not died before such month and if—
(A) notice of the final decision of the Becre-
tary of Health, Education, and Welfare has not been
given to the applicant before such month; or

(B) the notice referred to in subparagraph

PR
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(A) has been so given before such month but a
civil action with respect to such final decision is
commenced under section 205(g) of the Social
Security Act (whether before, in, or after such
month) and the decision in such civil action has not
become final before such month;
except that no monthly benefits under title II of the Social
Security Act shall be payable or increased by reason of the
amendments made by this section for months before Jan-
uary 1971,
WAGR CREDITS FOR MEMBERS OF THE UNIFORMED
SERVICES

Sec. 113. (a) Subsection 229 (a) of the Social Security
Act is amended— .

(1) by striking out “after December 1987" and in-
gerting in lieu thereof “aftor December 1970”; and
(2) by striking out “after 1987” and inserting in

lieu thereof “after 1956".

() The amendments made by subsection (a) shall
apply with respect to monthly benefits under title IT of the
Social Security Act for months after December 1970 and
with respect to lump-sum death payments under‘ such title in
the case of deaths occurring after December 1970, except
that, in the case of any individual who is entitled, on tjho basis

of the wages and self-employment income of any individual
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to whom section 229 of such Act applies, to monthly bene-
fits under title II of such Act for December 1970, such
amendments shall apply (1) only if an application for re-
computation by reason of such amendments is filed by such
individual, or any other individual, entitled to benefits under
such title IT on the basis of such wages and self-employment
income, and (2) only with respect to such benefits for
months beginning with whichever of the following is later:
January 1971 or the twelfth month before the month in which
such application was filed. Recomputations of benefits as re-
quired to carry out the provisions of this paragraph shall be
made notwithstanding the provisions of section 215 (f) (1)
of the Social Security Act, and no such recomputation shall
be regarded as a recomputation for purposes of section 216
(f) of such Act.
APPLIOATIONS FOR DISABILITY INSURANOE BENEFITS FILED
AFTER DEATH OF INSURED INDIVIDUAL

Sro. 114. (a) (1) Section 223 (a) (1) of the Social
Secarity Act is amended by adding at the end thereof the
following new sentence: “In the case of a deceased individ'ual,
the requirement of subparagraph (0) may be satisfied by an
application for benefits filed with respect to such individual
within 8 months after the month in which he died.”

(2) Section 223 (a) (2) of such Act iz amended by

e — o g
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striking out “he filed his application for disability insurance
benefits and was” and inserting in licu thereof “the applica-
tion for disability insurance benefits was filed and he was”.

(3) The third sentenco of section 223 (b) of such Act
is amended by striking out “if he files such application” and
inserting in lieu thereof “if such application is filed”.

(4) Section 223 (c) (2) (A) of such Act is amended by
striking out “who files such application” and inserting in
licu thereof “with respect to whom such application is filed”.

(b) Seotion 216 (i) (2) (B) of such Act is amended
by adding at the end thereof the following new sentence:
“In the case of a deceased individual, the requirement of an
application under the preceding sentence may be satisfied
by an application for a disability determination filed with re-
speot to such individual within 3 months after the month in
which he died.”

(o) The amendments made by this section shall apply
in the case of deaths occurring in and after the year in which
this Act is enacted. For purposes of such amendments (and
for purposes of sections 202 (j) (1) and 223 (b) of the Social
Security Act), any application with respect to an individual
whose death occurred in such year but before the date of the
cnactment of this Act which is filed within 3 months after
the date of the enactment of this Act shall be deemed to have

been filed in the month in which such death occurred) .
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WORKMEN’S COMPENSATION OFFSET FOR DISABILITY
Iyévmxcn BENEFICIARIES
Sko. 115, ({1) Section 224 (a) (8) of the Social Secu-
rity Act is amunded by striking out “80 per centum of”,

(b) Tho amendment made by subsection (a) shall
apply with respect to monthly benefits under title II of the
Social Security Act for months after December 1970.

COVFRAGE OF FEDERAL HOME LOAN BANK EMPLOYEES

Skc. 116. (a) The provisions of section 210(a) (6)
(B) (ii) of the Social Security Act and section 3121 (b)
(6) (B) (ii) of the Internal Revenue Code of 1954, inso-
far as they relate to service performed in the employ of a
Federal Home Loan Bank, shall be effective-—

(1) with respect to all service performed in the
employ of a Federal Home Loan Bank after December
1970; and

(2) in the case of individuals who are in the employ
of a Federal Home Loan Bank on January 1, 1971, with
respect to any service performed in the employ of a
Federal Home Loan Bank after December 1965 ; but this
paragraph shall be effective only if an amount equal to
the taxes imposed by sections 3101 and 3111 of such
Codo with respect to the services of all such individuals

performed in the employ of Federal Home Loan Banks

P e g A
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after December 1965 are paid under the provisions of

section 3122 of such Code by July 1, 1971, or by such

later date as may be provided in an agreement entered

into before such date with the Secretary of the Treasury

or his delegate for purposes of this yaragraph.

(b) Subparagraphs (A) (i) and (B) of section 104
(i) (2) of the Social Security Amendments of 1956 are
repealed.

POLICEMEN AND FIREMEN IN IDAHO

Sko. 117, Section 218 (p) (1) of the Social Security

Act is amended by inserting “Idaho,” after “Hawaii,".
COVERAGE OF CERTAIN HOSPITAL EMPLOYEES IN NBW
MEXICO

Sko. 118. Notwithstanding any provisions of section 218
of the Social Security Act, the agreement with the State of
New Mexico heretofore entered into pursuant to such section
may at the option of such State be modified at any time prior
to January 1, 1971, so as to apply to the services of em-
ployees of a hospital which is an integral part of a political
subdivision to which an agrcement under this section has
not been made applicable, as a separate coverage group
within the meaning of section 218 (b) (5) of such Act, but
only if such hospital has prior to 1966 withdrawn from a re-
tirement system which had been applicable to the employees
of such hospital.
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PENALTY FOR FURNISHING FALSE INFORMATION TO OBTAIN
SOOIAL SECURITY ACCOUNT NUMBER
Seo. 119. (a) Scction 208 of the Social Seccurity Act
is amended by adding “or” after the semicolon at the end of

subsection (e), and by inserting after subsection (e) the

following new subsection::

“(f) willfully, knowingly, and with intent to deccive
the Secretary as to his true identity (or the true identity of
any other person) furnishes or causes to be furnished false
information to the Sceretary with respect to any information
required by the Secretary in connection with the establish-
ment and maintenance ‘of the records provided for in section
205 (¢) (2) ;”.

(b) The amendments made by subscction (a) shall
apply with respect to information furnished to the Secretary
after the date of the enactnent of this Act.

GUARANTEF OF NO DECREASE IN TOTAL FAMILY BENEFITS

Skc. 120. (a) Section 203 (a) of the Social Security
Act (as amended by sections 101 (b) and 103 (b) of this
Act) is amended by striking out the period at the end of
paragraph (4) and inserting in licu thereof “; or”, and by
inserting after paragraph (4) the following new paragraph:

' “(5) notwithstanding any other provision of law,
when—

“(A) two or more persons are entitled to
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monthly benefits for a particular month on the basis
of the wages and self-employment ‘income of an
insured individual and (for such particular month)
the provisions of this subsection and section 202 (q)
are applicable to such monthly benefits, and
“(B) such individual’s primary insurance
amount is increased for the following month under
any provision of this title,
then the total of monthly benefits for all persons on the
basis of such wages and self-employment income for
such particular month, as determined under the provi-
sions of this subsection, shall for purposes of determin-
ing the total of monthly bencfits for all persons on the
basis of such wages and self-employment income for
months subsequent to such particular month be con-
sidered to have been increased by the smallest amount
that would have been required in order to assure that
the total of monthly henefits payable on the basis of such
wages and self-employment income for any such subse-
quent month will not be less (after application of the
other provisions of this subsection and section 202 (q) )
than the total of monthly benefits (after the application
of the other provisions of this subsection and section 202
(q) ) payable on the basis of such wages and self-em-

ployment income for such particular month.”
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(b) In any case in which the provisions of section
1002 (b) (2) of the Social Security Amendments of 1969
apply, the total of monthly benefits as determined under sec-
tion 203 (a) of the Social Sccurity Act shall, for months
after 1970, bo increased to the amount that would be
required in order to assure that the total of such monthly
benefits (after the application of section 202(q) of such
Act) will not be less than the total of monthly benefits
that was applicable (after the application of such sections
203 (a) and 202(q)) for the first month for which the
provisions of such section 1002 (b) (2) applied.

CERTAIN ADOPTIONS BY DISABILITY AND OLD-AGE

INSURANCE BENEFICIARIES
' Seo. 121. (a) Clause (i) of scction 202 (d) (8) (E)
of the Social Security Act is amended—
(1) by inserting “(I)” after “(i)"”,
(2) by adding “or” after “child-placement
agenoy,”, and
(3) by adding at the end thereof (after and below
clause (i) (I) as designated by paragraph (1) of this
subsection) the following:
“(II) in an adoption which took place after
an investigation of the circumstances surrounding
the adoption by a court of competent jurisdiction

within the United States, or by a person appointed

- ———
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by such a court, if the child was related (by blood,
adoption, or steprelationship) to such individual or
to such individual’s wife or husband as a descendant
or as a brother or sister or a descendant of a brother
or sistor, such individual had furnished one-half of
the child’s support for at least five years immedi-
ately before such individual became entitled to such
disability insurance bencfits, the child had been liv-
ing with such individual for at least five years before
such individual became entitled to such disability
insurance benefits, and the continuous period during
which the child was living with such individual be-
gan before the child attained dgo 18,”.

(b) The amendments made by subscction (a) shall
apply with respect to monthly benefits payable under title 11
of the Social Sccurity Act for months after December 1967
on tho basis of an application filed in or after the month in
which this Act is enacted; except that such amendments
shall not apply with respeet to benefits for any month before
the month in which this Act is enacted unless such applica-
tion is filed beforo the close of the twelfth month after the

month in which this Act is enacted.
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INCREASE OF EARNINGS COUNTED FOR BENEFIT AND
TAX PURPOSES

Skc. 122. (a) (1) (A) Scction 209 (a) (5) of the So-
ocinl Security Act is amended by inserting “‘and prior to
1971” after “1967".

(B) Secction 209 (a) of such Act is further amended by
adding at the end thercof the following new paragraphs:

“(6) That part of remuneration whioch, after remunera-
tion (other than remuneration referred to in the succeeding
subsections of this section) cqual to $9,000 with respect to
employment has been paid to an individual during any calen-
dar year after 1970 and prior to 1973, is paid to such indi-
vidual during any such calendar year; '

“(7) That part of remuneration which, after reinunera-
tion (other than remuneration referred to in the succeeding
subsections of this scction) equal to the contribution and
benefit base (detormined under section 230) with respect
to ecmployment has been paid to an individual during any
calendar year after 1972 with respect to which such contri-
bution and benefit base is effective, is paid to such individual
during such calendar year;”.

(2) (A) Section 211(b) (1) (E) of such Act is

P
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amended by inserting “and beginning prior to 1971 after
“1967”, and by striking out ““; or” and inserting in lieu
thereof ““; and .

(B) Section 211 (b) (1) of such Act is further amended
by adding at the end thereof the following now subpara-
graphs:

“(F) For any taxable year beginning after
1970 and prior to 1973, (i) $9,000, minus (ii) the
amount of the wages paid to such individual during
the taxable year; and

(@) For any taxable year beginning in any
calendar year after 1972, (i) an amount equal to
the contribution and benefit base (as determined
under section 230) which is effective for such cal-
endar yeai', minus (i) the amount of the wages
paid to such individual during such taxable year;
or”.

(8) (A) Section 213 (a) (2) (ii)) of such Aect is
amended by striking out “after 1967” and inserting in lieu
thereof “after 1967 and before 1971, or $9,000 in the case
of a calendar year after 1970 and before 1973, or an amount
cqual to the contribution and benefit base (as determined
under section 230) in tho case of any calendar year after
1972 with respect to which such contribution and benefit

base is effective”.
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(B) Section 213 (a) (2) (iii) of such Act is amended
by striking out “after 1967 and inserting in licu thereof
“after 1967 and beginning before 1971, or $9,000 in the
case of a taxable year beginning after 1970 and before 1973,
or in the case of any taxable year beginning in any calendar
year after 1972, an amount cqual to the contribution and
benefit base (as determined under section 230) which
is effective for such calendar year”.

(4) Section 215(e) (1) of such Act is amended by
striking out “and the excess over $7,800 in the case of any
calendar year after 1967” and inserting in licu thereof “the
excess over $7,800 in the case of any calendar year after
1967 and before 1971, the excess over 89,000 in the case
of any calendar yecar after 1970 and before 1973, and the
excess over an amount equal to the contribution and bene-
fit base (as determined under scction 230) in the case of
any calendar year after 1972 with respect to which such
contribution and benefit base is effective”.

(b) (1) (A) Scction 1402 (b) (1) (E) of the Internal
Revenue Code of 1954 (relating to definition of self-em-
ployment income) is amended by inserting “and beginning
before 1971” after “1967”, and by striking out “; or” and
inserting in lieu thereof *; and”.

(B) Section 1402 (b) (1) of such Code is further

R 2 e
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amended by adding at the end thereof the following new
subparagraphs:

“(I%) for any taxable year beginning after 1970
and before 1973, (i) 89,000, minus (ii) the amount
of the wages paid to such individual during the tax-
able year; and

“(@) for any taxable year beginning in any
calendar ycar after 1972, (i) an amount equal to
the contribution and benefit base (as determined
under scction 230 of the Social Sccurity Act) which
is cffective for such calendar year, minus (ii) the
amount of the wages paid to such individual during
such taxable year; or”.

(2) (A) Secction 3121 (a) (1) of such Code (relating
to definition of wages) is amended by striking out “$7,800”
cach place it appears and inserting in lieu thoreof “$9,000”.

(B) Effective with respect to remuneration paid after
1972, seotion 3121 (a) (1) of such Code is amended (1) by
striking out “$9,000” each place it appears and inserting in
licu thoreof “the contribution and benefit base (as deter-
mined under seotion 230 of the Sooial Security Act)”, and
(2) by striking out “by an employer during any calendar
year”, and inserting in licu thereof “by an employer during
the calendar year with respect to which such contribution

and benefit base is effeotive”.
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(3) (A) The second sentence of section 3122 of such
Code (relating to Federal service) is amended by striking
out “$7,800” and inserting in lieu thereof “$9,000".

(B) Effective with respect to remuneration paid after
1972, the second sentence of seotion 3122 of such Code is
amended by striking out “$9,000” and inserting in lieu
thereof “the contribution and benefit base”.

(4) (A) Section 3125 of such Code (relating to returns
in the case of governmental employees in Guam, American
Samoa, and the District of Columbia) is amended by striking
out “$7,800"” where it appears in subsections (a), .(b) , and
(¢) and inserting in lien thereof “$9,000”.

(B) Effective with respect to remuneration paid after
1972, section 3125 of such Code is amended by striking out
“$9,000” where it appears in subsections (a), (b), and
(0) and inserting in lieu thereof “the contribution and bene-
fit base”.

(6) Section 6413 (o) (1) of such Code (relating to
special refunds of employment taxes) is amended—

(A) by inserting “and prior to the calendar year

1971” after “‘after the calendar year 1967”;

(B) by inserting after “exceed $7,800" the fol-
lowing: “or (E) during any calendar year after the

calendar year 1970 and prior to the calendar year 1978,

the wages received by him during such year exceed

41-5%0 0 - 10 - 18
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$9,000, or (I') during any calendar year after 1972,
the wages received by him during such year exceed the
contribution and benefit base (as determined undor sec-
tion 230 of the Social Security Act) which is effective
with respect to such year,”; and

(C) by inserting’ before the period at the end
thereof the following: “and before 1971, or which ex-
ceeds the tax with respect to the first $9,000 of such
wages reccived in such calendar year after 1970 and
before 1973, or which exceeds the tax with respect to
an amount of such wages received in such calendar year
after 1972 cqual to the contribution and benefit base
(as determined under section 230 of tho Social Security
Act) which s effective with respect to such year”,

(6) Section 6413 (c) (2) (A) of such Codo (relating

-to refunds of employment taxes in the case of Federal em-

ployces) is amended by striking out “or $7,800 for any
calendar year after 1967” and inserting in licu thereof
“$7,800 for the calendar year 1968, 1969, or 1970, or
$9,000 for the calendar year 1971 or 1972, or an amount
cqual to -tho contribution and benefit base (as determined
under section " 230 of the Social -Seccurity Act) for any
calendar ycar after 1972 with respect to which such con-

tribution and benefit base is effective”,
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(7) (A) Secction G654 (d) (2) (B) (ii) of such Code
(relating to failure by individual to pay estimated income
tax) is amended by striking out “$6,600” and inserting in
lieu thereof “$9,000”,

(B) Effective with respect to taxable years beginning
after 1972, section 6654 (d) (2) (B) (ii) of such Code is
amended by striking out “$9,000” and inserting in lien
thereof “the contribution and benefit base (as determined
under section 230 of the Social Security Act) ”.

(¢) The amendments made by subscctions (a) (1)
and (a) (8) (A), and the amendments made by subsec-
tion (b) (except paragraphs (1) and (7) thereof), shall
apply only with respect to remuneration paid after Decem-
ber 1970. The amendments made by subsections (a) (2),
(a) (8) (B), (b) (1), and (b) (7) shall apply only with
respect to taxable years beginning after 1970, The amend-
ment made by subsection (a) (4) shall apply only with
respect to calendar years after 1970.

AUTOMATIO ADJUSTMENT OF THE CONTRIBUTION

AND BENEFIT BASE '

Sko. 123. (a) Title II of the Bocial Security Act is

amended by adding at the end thereof tho following new

section:

o A
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“AUTOMATIO ADJUSTMENT OF THE CONTRIBUTION AND
BENEFIT BASE '

“Sro. 230. (a) On or before November 1 of 1972 and
each even-numbered year thereafter, the Secretary shall de-
termine and publish in the Federal Register the contribution
and benefit base (as defined in subsection (b)) for the first
two calendar years following the year in which the deter-
mination is made.

“(b) The contribution and benefit base for a particular
calendar year shall be whichever of the following is the
larger:

‘(1) The product of $9,000 and the ratio of (A)
the average taxable wages of all persons for whom tax-
able wages werc reported to the Secretary for the first
oalendar quarter of the calendar year in which a deter-
mination under subsection (a) is made for such par-
ticular calendar year to (B) the average of the taxable
wages of all persons for whom taxable wages were ro-
ported to the Seoretary for the first calendar quarter of
1971, with such product, if not a multiple of $600, being
rounded to the next higher multiple of $600 where such
produot is a multiple of $300 but not of $600 and to the
nearest multiplo of $600 in any other case; or

“(2) The contribution and benefit base for the
calendar year preoeding such particular calendar year.
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“(0) (1) When the Sccretary determines and publishes
in the Federal Register a contrfbution and benefit base (as
required by subsection (a)), and
“(A) such base is larger than the contribution and
benefit base in effect for the year in which the larger
base is so published, and
“(B) a revised table of benefits is not required to
be published in the Federal Register under the prox"i-
sions of section 215 (i) (2) (C) which extends such t:ble
for such larger base on or before the effective date of
such base,
then the Secretary shall publish a revised table of benefits
(determined under the provisions of paragraph (2)) in the
Federal Register on or before December 1 of the year prior
to the effective year of the new contribution and benefit
base. Such table shall be deemed to be the table appearing
in section 215 (a).
‘““(2) The revision of such table shall be determined as
follows:
“(A) Al of the amounts on each line of columns I,
II, II1, and IV, except the largest amount in column
II1, of the table in effect before the revision, shall be
the same in the revised table; and
“(B) The additional amounts for the extension of

columns III and IV, and the amounts for purposes of
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column V, shall be determined in accordance with the

provisions of section 215 (i) (2) (C) (v) and (vi).

“(8) When a rovised table of benefits, prepared under
the provisions of paragraph (2), becomes effective, the pro-
visions of section 215 (b) (4) and (¢) and of section 203
(a) (4) shall be disregarded; and the amounts that are added
to columns III and IV, or are changed in or added
to column V, by uch revised table, shall be applicable only
in the case of an insured individual—

“(A) who becomes entitled, after December of the
year immediately preceding the effective year of the
inoreased contribution and benefit base (provided by
this section), to benefits under section 202 (a) or sec-
tion 223; '

“(B) who dies after December of such preceding
year without being entitled to benefits under section
202 (a) or section 223; or

“(0) whose primary insurance amount is required
to be recomputed under section 215 (f) (2)."”

(b) (1) Section 201 (¢) of the Social Security Act is
amended by inserting before the last sentence the following
now sentence: ‘“The report shall further include a recom-
mendation as to tho appropriateness of the tax rates in

sections 1401 (a), 3101 (a), and 8111 (a) of the Internal

Revenue Code of 1954 which will be in effect for the fol- .
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lowing calendar year, made in the light of the need for the
estimated income in relationship to the estimated outgo of
the Trust Funds during such year.”

(2) Section 1817 (b) of such Act is amended by insert-
ing before the last sentence the following new sentence:
“The report shall further include a recommendation as to
the appropriateness of the tax rates in sections 1401 (b),
3101 (b), and 3111 (b) of the Internal Revenue Code of
1954 which will be in effect for the following calendar year
made in the light of the need for the estimated income in
relationship to the estimated outgo of the Trust Fund during
such year.”

OHANGES IN TAX SCHEDULES

Sro. 124, (a) (1) Scction 1401 (a) of the Internal

Rovenue Code of 1954 “(relating to rate of tax on self-

employment income for purposes of old-age, survivors, and

disability insurance) is amended by striking out paragraphs

(2), (8), and (4) and inserting in lieu thereof the follow-
ing:

‘“(2) in the case of any taxable year beginning after
December 81, 1968, and before January 1, 1975, the
tax shall be equal to 6.8 percent of the amount of the
self-employment income for such taxable year; and

“(8) in the case of any taxable year beginning

N v—
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after December 31, 1974, the tax shall be equal to 7.0

percent of the amount of the self-employment income

for such taxable year.” ,

(2) Section 3101 (a) of such Code (relating to rate of
tax on employees for purposes of old-age, survivors, and
disability insurance) is amended by striking out paragraphs
(2), (8), and (4) and inserting in lieu thereof the follow-
ing:

Q 0 =3 O B W N
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“(2) with respect to wages received during the
calendar years 1969, 1970, 1971, 1972, 1973, and
1974, the rate shall be .2 percent;

“(8) with respect to wages received during the
calendar years 1975, 1976, 1977, 1978, and 1979, the
rate shall be 5.0 percent; and

“(4) with respect to wages received after Decem-
ber 31, 1879, the rate shall be 5.5 percent.”

(8) Section 3111 (a) of such Code (relating to rate of

tax on employers for purposes of old-age, survivors, and
disability insurance) is araended by striking out paragraphs
(2), (3), and (4) and inserting in lieu thereof the
following

“(2) with respect to wages paid during the cal-
endar years 1969, 1970, 1971, 1972, 1978, and 1974,
the rate shall be 4.2 percent;

““(8) with respect to wages paid during the cal-
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endar years 1975, 1976, 1977, 1978, and 1979, the
rate shall be 5.0 percent; and
“(4) with respect to wages paid after December

31, 1979, the rate shall be 5.5 percent.”

(b) (1) Section 1401 (b) of such Code (relating to
rate of tax on self-employment income for purposes of hos-
pital insurance) is amended by striking out paragraphs (1)
through (5) and inserting in lieu thereof the following:

“(1) in the case of any taxable year beginning

after December 31, 1967, and before January 1, 1971,

the tax shall be equal to 0.8 percent of the amount of

the self-employment income for such taxable year; and
“(2) in the case of any taxable year beginning

after December 31, 1970, the tax shall be equal to 1.0

percent of the amount of the self-employment income

for such taxable year.”

(2) Section 3101 (b) of such Code (relating to rate
of tax on employees for purposes of hospital insurance) is
amended by striking out paragraphs (1) through (5) and
inserting in lieu thereof the following:

“(1) with respect to wages received during the
calendar years 1968, 1969, and 1970, the rate shall be

0.8 percent; and

“(2) with respect to wages received after Decem-
ber 81, 1970, the rate shall be 1.0 percent.”
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(3) Section 3111 (b) of such Code (relating to rate
of tax on employers for purposes of hospital insurance) is
amended by striking out paragraphs (1) through (5) and
ingerting in lieu thereof the following:
“(1) with respect to wages paid during the calen-
dar years 1968, 1969, and 1970, the rate shall be 0.8
percent; and
“(2) with respect to wages paid after December
81, 1970, the rate shall be 1.0 percent.”
(c¢) The amendments made by subsections (a) (1) and
(b) (1) shall apply only with respeot to taxable years be-
ginning after December 31, 19870. The remaining amend-
ments made by this section shall apply only with respect to
remuneration paid after December 31, 1970.
ALLOCATION TO DISABILITY INSURANCE TRUST FUND
Sro. 125, (a) Section 201 (b) (1) of the Social Secu-
rity Act is amended—
(1) by striking out “and (D)” and inserting in
lien thercof “(D)”; and
(2) Dby striking out “after December 31, 1969,
and so reported,” and inserting in lien thereof the fol-
lowing: “after Decomber 31, 1969, and before Janu-

ary 1, 1971, and so reported, (E) 0,90 of 1 por centum
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of the wages (as so defined) paid after December 31,
1970, and before January 1, 1975, and so reported,
(I') 1.05 per centum of the wages (as so defined)
paid after December 31, 1974, and before January 1,
1980, and so reported, and (Q4) 1.15 per centum of
tho wages (as so defined) paid after December 31,
1979, and so reported,”.
(b) Section 201 (b) (2) of such Act is amended—
(1) by striking out “and (D)? and inserting in
lien thereof “(D)”; and
(2) by inserting after “December 31, 1969,” the
following: “and before January 1, 1971, (E) 0.675 of
1 per centum of tho amount of self-employment income
(as so defined) so reported for any taxable year begin-
ning after December 31, 1970, and before January 1,
1975, (¥') 0.7875 of 1 per centum of the amount of
self-employment income (as so defined) so reported for
any taxable year beginning after December 31, 1974,
and before January 1, 1980, and (G) 0.8625 of 1 per
centum of the amount of self-employment income (as so
defined) so reported for any taxable year beginning

after December 31, 1979,”.

. ——
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TITLE II—-PROVISIONS RELATING TO MEDI-

COARE, MEDICAID, AND MATERNAL AND

CHILD HEALTH

PART A—CoVERAGE UNDER MEDIOARE PROOBRAM
PAYMENT UNDER MEDICARE PROGRAM TO INDIVIDUALS

COVERBD BY FEDERAL EMPLOYEES HEALTH BENEFITS

PROGRAM .

Sec. 201. Section 1862 of the Social Security Act is
amended by adding at the end thereof the following new sub-
gection :

“{c¢) No payment may be made under this title with
respect to any item or service furnished to or on behalf of
any individual on or after January 1, 1972, if such item or
gervice is covered under a health benefits plan in which such
individual is enrolled under chapter 89 of title 5, United
States Code, unless prior to the date on which such item or
service is so furnished the Secretary shall have determined
and certified that the Federal employees health benefits pro-
gram under chapter 89 of such title 5 has been modified so as
to assure that—

““(1) there is available to each Federal employee
or annuitant upon or after attaining age 65, in addition
to the health benefits plans available before he attains
such age, one or more health benefits plans which offer

proteotion supplementing the combined protection pro-
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vided under parts A and B of this title and one or more
health benefits plans which offer protection supplement-
ing the protection ‘provided under part B of this title
alone, and

“(2) the Government will make available to such
Federal employce or annuitant a contribution in an
amount at least equal to the contribution whicl the Gov-
ernment makes toward the health insurance of any ern-
ployee or annuitant enrolled for high option coverage
under the (tovernment-wide plans established under
chapter 89 of such title 5, with such contribution being in
the form of (A) a contribution toward the supplemen-
tary protection referred to in paragraph (1), (B) a
payment to or on behalf of such employee or annuitant
to offset the cost to him of coverage under parts A and
B (or part B alone) of this title, or (U) a combination

of such contribution and such payment.”

HOSPITAL INSURANOE BENEFITS FOR UNINSURED INDI-

VIDUALS NOT ELIGIBLE UNDER PRESENT TRANSITIONAL

PROVISION
8rc. 202, (a) Section 103 (a) of the Soocial Security

22 Amendments of 1965 is amended—

23
24

25

(1) by redesignating clauses (A) and (B) in para-
graphs (2) and (4) as clauses (i) and (ii), respec-
tivély, and by redesignsting paragraphs (1), (2), (3),

oo
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(4), and (H) as subparagraphs (A), (B), (C), (D),
and (E), respectively;

(2) by striking out all that follows “Anyone
who--" and precedes subparagraph (B) (as redesig-
nated by paragraph (1) of this subsestion) and insert-
ing in lien thereof the following: '

“(1) (A) has attained the age of 65,”;

(3) by adding “or” at the end of subparagraph
(E) (as so redesignated) ;

(4) by striking out “shall (subject to the limita-
tions in this section) ”’ and all that follows down through
the period at the end of the first sentence and inserting
in lieu thereof the following:

“(2) (A) mcets tho provisions of subparagraphs
(A), (C), and (D) of paragraph (1),

“(B) does not mect the provisions of subparagraph
(B) of paragraph (1), and

“(C) has enrolled (i) under section 1837 of the
Social Security Act and (ii) under subsection (d) of

this section,

shall (subject to the limitations in this section) be deemed,
solely for purposes of section 226 of the Social Security Act,
to be entitled to monthly insurance benefits under such section

202 for each month, beginning—

(i) in the case of an individual who meets the
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provisions of paragraph (1), with the first month in
which he meets the requirements of such paragraph, or
“(ii) in the case of an individual who meets the
provisions of paragraph (2), with the day on which his
coverage period (as provided in subsection (d))

begins,

and ending with the month in which he dies, or, if earlier,
the month before the month in which he becomes (or upon
filing application for monthly insurance benefits under sec-
tion 202 of such Act would becomne) entitled to hospital
insurance benefits under section 226 or becomes certifiable as

& qualified railroad retirement beneficiary.”;

(5) (A) by striking out “the preceding require-
ments of this subsection” in the second sentence and
inserting in lieu thereof “‘the reqairements of paragraph
(1) of this subsection” and (B) by striking out “para-
graph (5) hereof” and inserting in lieu thereof ‘“‘sub-
paragraph (E) of such paragraph”; and

-(8) by striking out “paragraphs (1), (2), (3),
and (4)” in the third sentence and inserting in lieu
thereof “subparagraphs (A), (B), (0), and (D) of
peragraph (1)”.

(b) ‘Section 103 (b) of such Amendments is amended

24 (1) by inserting “ (i)” after “individual” in the second

sty
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sentence, and (2) by adding before the period at the end
thereof the following: *, or (il) (with respect to an enroll-
ment under subsection (d) (1)) for any month during his
coverago period (as provided in subsection (d))”.

(o) Section 103 (o) (1) of such Amendments is
amended by striking out “this section’ and inserting in lieu
thereof “paragraph (1) of subsection (a) of this section”,

(d) Section 103 of such Amendments is further
amended by adding at the end thereof the following new
subsections:

“(d) (1) An individual who meets the conditions of
subparagraphs (A} and (B) of paragraph (2) of sub-
section (a) and has enrolled under section 1837 of the
Social Security Act may enroll for the hospital insurance
beuefits provided under subsection (a).

“(2) The provisions of sections 1837, 1838, 1839, and
1840 (relating to enrollments under part B of title X VIII
of the Social Security Act) shall be applicable to the enroll-
ment authorized by paragraph (1) in the same manner, to
the samo extent, and under the same conditions as such
sections are applicable to enrollments under such part B,
oxcept that for purposes of this subsection such sections 1837,
1838, 1839, and 1840 are modified as follows:

“(A) the term ‘paragraphs (1) and (2) of sec-
tion 1836’ shall be considered to read ‘subparagraphs
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1 (A) and (B) of .paragraph (2) of section 103 (a) of
2 the Social Security Ameudments of 1965’;
3 “(B) the term ‘March 1, 1966’ shall be considered
4 to read ‘March 381, 1971’;
5 ““(0) the term ‘May 31, 1966’ shall be considered to
6 read ‘March 31, 1971’;
7 “(D) the term ‘1969’ shall be considered to read
8 ‘1972';
9 “(E) subsection (a) (1) of such section 1838
10 shall be considered to read as follows:
11 “¢(1) in the case of an individual who enrolls for
12 benefits under subsection (a) of section 103 of the
13 Social Security Amendments of 1965 pursuant to sub-
14 section (o) of section 1837 (as made applicable by
15 . section 103 (d) (2) of such Amendments), January 1,
16 1971, or, if later, the first day of the month following
17 the month in which he so enrolls; or’;
18 “(F) subsection (b) of such section 1838 shall be
19 considered amended by adding at the end thereof the
20 following new sentence: ‘An individual’s enroliment
2 under subsection (d) of section 103 of the Social Se-
22 curity Amendments of 1965 shall also terminate (i)
23 when he satisfies subparagraghs (B) and (E) of para-
24 graph (1) of subsection {(a) of such section, with such

41-830 0 - 10 - 17
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termination taking effect on the first day of the month

in which he satisfies such subparagraphs, or (ii) when

his enrollment under section 1837 terminates, with such
termination taking cffect as provided in tho second sen-
tence of this subsection.’;

“(@) subsection (a) of such section 1839 shall be
considered to read as follows:

“““(a) The monthly premium of each individual for
each month in his coverage period before July 1972 shall
bo $27.7;

“(H) the term ‘1967° when used in subsection

(b) (1) of such section 1.839 shall be considered to read

‘June 1972’;

“(I) subsection (b) (2) of such section 1839 shall
be considered to read as follows: -

“*(2) The Secretary shall, during December of 1971
and of cach year thorcafter, determine and promulgate
the dollar amount (whether or not such dollar amount
was applicable for premiums for any prior month) which
shall be applicable for premiums for months occuning
in the 12-month period commencing July 1 of the next
year. Such amount shall be equal to $27 multiplied by the
ratio of (1) the inpatient hospital deductible for such next
year, as promulgated under section 1813 (b)'(2), to (2)
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such deductible promulgated for 1971. Any amount de-
termined under the preceding sentence which is not a multiple
of $1 shall be rounded to the nearest multiple of $1.’; and
~ “(J) the term ‘Federal Supplementary Medical
Insurance Trust Fund’ shall be considered to read ‘Fed-

eral Hospital Insurance Trust Fund’.
““(6) Payment of the monthly premiums on behalf of

any individual who meets the conditions of subparagraphs

(A) and (B) of paragraph (2) of subsection (a) and

has enrolled for the hospital insurance benefits provided
under subsection (a) may be made by any public or private
agency or organization under a contract or other arrange-
ment entered into between it and the Secretary if the
Secretary determines that payment of such premiums under
such contract or arrangement is administratively feasible.”
PArT B—IMPROVEMENTS IN THE OPERATING EFREOTIVE-
NESS OF THE MEDICARE, MEDICAID, AND MATKRNAL
AND OHiLd HEALTR PROGRAMS
LIMITATION ON FEDERAL PARTICIPATION FOR OAPITAL
RXPENDITURES
Seo. 221. (a) Title XI of the Social Security Aot is
amended by adding at the end thereof the following noew
seotion:

i g -
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“LIMITATION ON FEDERAL PARTICIPATION FOR OAPITAL
RXPENDITURES

“Sko. 1122, (a) The purpose of this section is to assure
that Federal funds appropriated under titles V, XVIII, and
XIX are not used to ‘support unnecessary capital expendi-
tures made by or on behalf of health care facilities which are
reimbursed under any of such titles and that, to the extent
possible, reimbursement under such titles shall support plan-
ning activities with respect to health services and facilities

in the various States.
~“(b) The Secretéry, after consultation with the Gover-
nor (or other chief executive officer) and with appropriate
local public officials, shall make an agreement with any
State which is able and willing to do so under which a desig-

nated planning agenocy (which shall be an agency desoribed

“in clause (i) of subsection (d) (1) (B) that has a govern-

ing body or advisory body at least half of whose members
reprosent consumer interests) will—

(1) make, and submit to the Secretary together
with such supporting materials as he may find necessary,
findings and recommendations with respect to capital
expenditures proposed by or on behalf of any health care
facility in such State within the field of its responsibili-
ties, and

“(2) receive from other agencies described in
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clause (ii) of subsection (d) (1) (B), and submit to the

Secretary together with such supporting material as he

may find necessary, the findings and recommendations of

such other agencies with respeet to capital expenditures
proposed by or on behalf of health care facilities in such

State within the fields of their respective responsibilities,
whenever and to the extent that the findings of such desig-
nated agenoy or any such other agency indicate that any
such expenditure is not consistent with the standards, criteria,
or plans developed pursuant to the Public Health Service
Act (or the Mental Retardation Facilities and Community
Mental Health Centers Construction Act of 1963) to meet
the need for adequate health care facilities in the area covered
by the plan or plans so developed.

““(0) The Secretary shall pay any such State from the
Federal Hospital Insurance Trust Fund, in advance or by
way of reimbursement as may be provided in the agreement
with it (and may make adjustments in such payments on
account of overpayments or underpayments previously
made), for the reasonable cost of performing the functions
specified in subsection (b). -

“(d) (1) Except as provided in paragraph (2), if the
Secretary determines that—

“(A) neither the planning agency designated in

the agreement described in subsection (b) nor an

0 o ———
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agency described in clause (ii) of subparagraph (B) of
this paragraph had been given notice of any proposed
capital expenditure (in accordance with such procedure
or in such detail as may be required by such agenoy)
at least 60 days prior to such expenditure; or

“(B) (i) the planning agency so designated or
an agenoy so described had received such timely notice
of the intention to make such capital expenditure and
had, within a reasonable period after receiving such
notice and prior to such expenditure, notified the person
proposing such expenditure that the expenditure would
not be in confo‘m)ity with the standards, criteria, or plans
developed by such agency or any other agenoy desoribed
in clause (ii) for adequate health care facilities in such
State or in the area for which such other agenoy has
responsibility, and

“(il) - the planning agenoy so designated had, prior
to submitting to the Secretary the findings referred
to in subseotion (b), consulted with, and taken into
consideration the findings and -rccommendations of,
the State planning agencies established pursuant to
sections 814 (a) and 604 (a) of the Public Health Serv-
ice Act (to the extent that either such agenoy is not the
agency so designated) as well as the pitblic or nonprofit

private agenoy or organization responsible for the com-
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prehensive regional, metropolitan area, or other local
area plan or plans referred to in section 314 (b) of the
Public Health Service Act and covering the area in which
~ the health care facility proposing such capital expendi-
ture is located (where such agency is not the agency
designated in the agreement) or, if there is no such
agenoy, such other public or nonprofit private agenoy
or organization (if any) as performs, as determined
in accordance with criteria included in regulations,

similar functions;
then, for such period as he finds necessary in any case to
effectuate the purpose of this section, he shall, in determining
the Federal payments to be made under titles V, XVIII, and
XIX with respect to services furnished in the health care
facility for which such capital expenditure is made, not in-
clude any amount wkich is attributable to depreciation, in-

terest on borrowed funds, a return on equity capital (in the

_case of proprietary facilities), or other expenses related to

such capital expenditure,
‘“(2) If the Seoretary, after submitting the matters in-
volved to the advisory council established or designated

under subsection (i), determines that an exclusion of ex-

‘penses related to any capital expenditure of any health care

facility would not be consistent with the effective organiza-
tion and delivery of health services or the effective adminis-
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tration of title V, XVIII, or XIX, he shall not exclude such
expenses pursuant to paragraph (1).

“(e) Where a person obtains under lease or comparable
arrangement any facility or part thereof, or equipment for
a facility, which would have been subject to an exclusion
under subsection (d) if the person had acquired it by pur-
chase, the Secretary shall (1)" in computing such person’s
rental expense in determining the Federal payments to he
made under titles V, XVIII, and XIX with respect to serv-
ices furnished in such facility, deduct the amount which in his
judgment is a reasonable equivalent of the amount that would
have been excluded if the person had acquired such facility
or such equipment by purchase, and (2) in computing such
person’s return on cquity capital deduct any amount de;posited
under the torms of the lease or comparable arrangement.

“(f) Any porson dissatisfied with a determination Ly the
Secretary under this section may within six months follow-
ing notification of such determination request the Secretary
to reconsider such detormination. A determination by the
Seorotary under this section shall not be subject to adminis-
trative or judicial review.

“(g) For the purposes of this section, a ‘capital expendi-
ture’ is an expenditure which, nnder generally accepted
accounting prinoiples, is not properly chargeable as an ex-

pense of operation and maintenance and which (1) exceeds
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$100,000, (2) changes the bed capacity of the facility with

respect to which such expenditure is made, or (3) sub-

stantially changes the services of the facility with respect to

which such expenditure is made. For purposes.. of clause
(1) of the preceding sentence, the cost of the studies, sur-
veys, designs, plans, working drawings, specifications, and
other activities essential to the acquisition, improvement, ex-
pansion, or replacement of the plant and equipment with
respect to which such expenditure is made shall be included
in determining whether such expenditure exceeds $100,000.

““(h) The provisions of this section shall not apply to
Christian Science sanatoriums operated, or listed and certi-
fied, by the First Church of Christ, Scientist, Boston, Massa-
chusefts.

“(i) (1) The Secretary shall establish a national advi-
sory council, or designate an approprinte existing national
advisory council, to advise and assist him in the preparation
of general regulations to carry out the purposes of this section
and on polioy matters arising in the administration of this
section, including the coordination of activities under this
section with those under other parts of this Act or under
other Federal or federally assisted health programs.

“(2) The Secretary shall make appropriate provision

for consultation between and coordination of the work of

the advisory council established or designated under para-

- —
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graph (1) and the Federal Hospital Council, the National
Advisory Health Council, the Health Insurance Benefits
Advisory Council, the Medical Assistance Advisory Council,
and other appropriate national advisory councils with re-
spect to matters bearing on the purposes and administration
of this section and tho coordination of activities under this
section with related Federal health programs,

“(3) If an advisory council is established by the Score-
tary under paragréph (1), it shall be composed of members

who are not otherwise in the regular full-time employ of the

‘United States, and who shall be appointed by the Secretary

without regard to the civil service laws from among leaders
in the fields of the fundamental sciences, the medical sciences,
and the organization, delivery, and financing of health
care, and persons who are State or local officials or are
active in community affairs or public or civio affairs or who
are representative of minority groups. Members of such ad-
visory council, while attending meetings of ‘the council or
otherwise servihg on' business of thé council, shall be entitled
to receive compensation at rates fixed by the Secretary, but
not exceeding the maximum rate specified at the time of
such service for grade G8-18 in seotion' 5332 of title 6,
United States Code, including traveltime, and while away
from their homes or regular places of business they may also
be allowed travel expenses, including per diem in lieu of sub-

sistonce, as authorized by section 5703 (b) of such title 5
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for persons in the Qovernment service employed inter-
mittently,”
(b) The amendment made by subsection (a) shall apply
only with respect to a capital expenditure the obligation for
which is incurred by or on behalf of a healtli care facility

subsequent to whichever of the following is earlier: (A)

June 30, 1971, or (B) with respect to any State or any part

thereof specified by such State, the last day of the calendar

~quarter ‘in which the State requests that the amendment

made by subsection (a) of this section apply in such State
or such part thereof.
(c) (1) Section 505 (a) (8) of such Act (as amended

by section 229 (b) of this Aet) is further amended by in-

serting “, consistent with section 1122,” after “standards”
where it first appears,

(2) Section 506 of such Aot (as amended by sections
224 (o), 227(d), 230(d), and 236(b) of this Aet) is
further amended by adding at the end thereof the following

- new subsection:

“(g) For limitation on Federal participation for capital
expenditures which are-out of conformity with a comprehen-
sive plan of a State or areawide planning agenoy, see seo-
tion 1122.” '

(3) Clause (2) of the second sentence of section 509
(a) of such-Act is amended by inserting *, consistent with

section 1122,” after “standards”.

A Y —
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(4) Section 1861 (v) of such Act is amended by adding
at the end thereof the following new paragraph:
“(5) For limitation on IFcderal participation for capital
oxpenditures which are out of conformity with a compre-
hensive plan of a State or arcawide planning agenoy, see

section 1122.”

(6) Section 1902(a) (13) (D) of such Act (as

amended by section 229 (2) of this Act) is further amended
by inserting “, consistent with scction 1122,” after “stand-
ards” where it first appears,

(6) Section 1903 (b) of such Act is amended by add-
ing at the end thereof the following new paragraph:

“(8) For limitation on Federal participation for capital
expenditures which are out of conformity with a-compre-
hensive plan of a State or areawide planning agenocy, see
section 1122.” -

REPORT ON PLAN FOR PROSPEOTIVE REIMBURSEMENT;
 EXPHRIMENTS AND DEMONSTRATION PROJECTS TO

DEVELOP INOENTIVES FOR ECONOMY IN THE PROVI-

S8ION OF HEALTH SERVICES

Src. 222. (a) (1) The Secretary of Health, Education,
and Welfare, directly or through contracts with public or
private agencies or organizqtions, shall develop and carry
out experiments and demonstration projects designed to de-

termine the relative advantages and disadvantages of various

£
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alternative methods of making payment on a prospective
basis to hospitals, extended care facilities, and other pro-
viders of services for care and services provided by them
under title XVIII of the Social Security Act and under
State plans approved under titles XIX and V of such Act,
including alternative methods for classifying providers, for
establishing prospective rates of payment, and for imple-
menting on a gradual, selective, or other basis the estab-
lishment of a prospective payment system, in order to
stimulate such providers through positive‘ financial incen-
tives to use their facilities and personnel more efficiently and
thereby to reduce the total costs of the health programs
involved without adversely affecting the quality of services
by containing or lowering the rate of increase in provider
costs that has been and is being experienced under the exist-
ing system of retroactive cost reimbursement.

(2) The experiments and demonstration projects devel-
oped under paragraph (1) shall be of sufficient scope and
shall be carried out on a wide enough scale to permit a thor-
ough evaluation of the alternative methods of prospective
payment under consideration while giving assurance that the
resulis derived from the experiments and projects will obtain
generslly in the operation of the programs involved (without
committing such programs to the adoption of any prospective

payment system either locally or nationally) .

NI
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(3) In the case of any experiment or demonstration
project under paragraph (1), the Secretary may waive com-
pliance with the requirements of titles XVIII, XIX, and V
of the Sootal Security Aot insofar as such requirements relate
to methods of payment for services provided; and costs in-
curred in such experiment or project in excess of those which
would otherwise be reimbursed or paid under such titles may
be reimbursed or paid to tho extent that such waiver applies
to them (with such excess being borne by the Seoretary).
No experiment or demonstration project shall be devaloped
or carried out under paragraph (1) until the Secrotary. ob-
tains the advice and recommendations of specialists who are
compotent to evaluate the proposed experiment or projeot as
to the soundness of its objeotives, the possibilities of securing
productive results, the adequacy of resources to oonduot it,
and its relationship.to other similar experiments. or projects
already completed or in process; and no such experiment
or project shall be. actually placed in operation until a
written report containing a full and complete description
thereof has been transmitted to the Committee on Ways
and Means of the House of Representatives and the Com-
mitteo on Finance of the Senate.

(4) Grants, payments under contracts, and other ex-
penditures made for experiments and demonstration projects

under this subsection shall be made from the Federal Hospital
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Insurance Trust Fund (established by section 1817 of the
Social Security Act) and the Federal Supplementary Medi-
cal Insurance Trust Fund (established by section 1841 of
the Social Security Act). Grants and payments under con-
tracts may be made either in advance or by way of reim-
bursement, as may be determined by the Secretary, and shall
be made in such installments and on such conditions as the
Secretary finds necessary to carry out the purpose of this
subsection. With respect to any such grant, payment, or other
expenditure, the amount to be paid from each of such trust
funds shall be determined by the Secretary, giving due
regard to the purposes of the experiment or project involved.

(6) The Seoretary shall submit to the Congress no later
than July 1, 1972, a full report on the experiments and
demonstration projects carried out under this subsection and
on the experience of other programs with respect to pros-
peotive reimbursement together with any related data and
materials which he may consider appropriate. Such report
shall inolude detailed recommendations with respect to the

- specifio methods which oould be used in the full implomen-

tation of a system of prospective payment to providers of
services under the programs. involved.

. (6) Section 1875(b) of the Social Security Act is
amended by inserting “and the experiments and demonstra-

o ——
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tion projects authorized by section 222 (a) of the Social
Security Amendments of 1970" after “1967".

(b) (1) Section 402 (a) of the Social Security Amend-
ments of 1967 is amended to read as follows:

“(a) (1) The Secretary of Health, Education, and Wel-
fare is authorized, either directly or through grants to public
or nonprofit private agencies, institutions, and organizations
or contracts with public or private agencies, institutions, and
organizations, to develop and engage in experiments and
demonstration projects for the following purposes:

“(A) to determine whether, and if so which,
changes in methods of payment or reimbursernent (other
than those dealt with in section 222 (a) of the Social
Security Amendments of 1970) for health care and
services under health programs established by the Social
Security Act, including a oh@ge to methods based on
negotiated rates, would have the effect of increasing the
efficiency and economy of health services under such
programs through the creation of additional incentives to
these ends without adversely affecting the quality of such
services:

“(B) to determine whether payments to organiza-
tions and institutions which have the capability of pro-
viding comprehensive health care services or services

other than those for which payment may be made under
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such programs (and which are incidental to services for
which payment may be made under such programs)
would, in the judgment of the Secretary, result in more
cconomical provision and more effective utilization of
services for which payment may be made under such
programs;

“(C) to determine whether the rates of payment or
reimbursement for health éare services, approved by a
State for purposes of the administration of one or more
of its laws, when utilized to determine the amount to be
paid for services furnished in such State under the health
programs established by the Social Security Act, would
have the effect of reducing the costs of such programs
without adversely affecting the quality of such services;

“(D) to determine whether payments under such
programs based on a single combined rate of reimburse-
ment or charge for the teaching activities and patient care
which residents, interns, and supervising physicians ren-
der in connection with a graduate medical education pro-
gram in a patient facility would result in more equitable
and economical patient care arrangements without ad-
versely aflecting the quality of such care; and

“(E) to determine whether utilization review and
medical review mechanisms established on an areawide

or communitywide basis would have the effect of provid-

47-3%0 0-10- 13
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ing more effective controls under such programs over

excessive ntilization of services.

For purposes of this subsection, ‘health programs established
by the Social Security Act’ means the program established
by title XVIII of such Act, a program established by a plan
of a State approved under title XIX of such Act, and a
program estavlished by a plan of a State approved under
title V of such Act.

““(2) Grants, payments under contracts, and other ex-
penditures made for experiments and demonstration projects
under paragraph (1) shall be made from the Federal Hos-
pital Insurance Trust Fund (established by section 1817
of the Social Security Act) and the Federal Supplementary
Medical Insurance Trust Fund (established by section 1841
of- the Bocial Security Act). Grants and payments under
contracts may i)e made either in advance or by way of reim-
bursement, as may be determined by the Secretary, and
ghall be made in such installments and on such conditions
a8 the Secretary finds necessary to carry out the purpose of
this section. With respect to any such grant, payment, or
other expenditure, the amount to be paid from each of such
trust funds shall be determined by the Secretary, giving
due regard to the purposes of the experiment or project
involved.”

(2) Section 402 (b) of such Amendments is amended—
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(A) by striking out “experiment” each time it ap-
pears and inserting in lieu thereof “experiment or dem-
onstration project”;

(B) by striking out “experiments” and inserting in
lieu thereof “experiments and projects” ;

(C) by striking out “reasonable charge” and insert-
ing in lieu thereof “reasonable charge, or to reimburse-
ment or payment only for such services or items as may
be specified in the experiment”’ ; and

(D) by inserting before the period at the end thereof
the following: ““; and no such experiment or project shall
be actually placed in operation until a written report
containing a full and complete description thereof has
been transmitted to the Committee on Ways and Means
of the House of Representatives and the Committee on
Finance of the Senate”,

(3) Section 1875(b) of the Social Security Act is
amended by striking out “‘experimentation” and inserting in
lieu thereof “experiments and demonstration projects”.

LIMITATIONS ON COVERAGE OF COSTS UNDER
MEDIOARE PROGRAM

Sko. 223. (a) The first sentence of section 1861 (v) (1)

of the Social Security Act is amended by inserting immedi-

ately before “determined” where it first appears the fol-
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lowing: “the cost actually incurred, excluding therefrom any
part of incurred cost found to be unnccessary in the efficient
delivery of needed health services, and shall be”.

(b) The thi:d sentence of section 1861 (v) (1) of such
Act is amended by striking out the comma aftef “services”
where it last appears and inserting in lieu thereof the follow-
ing: “‘, may provide for the establishment of limits on the
direct or indirect overall incurred costs or incurred costs
of specific items or services or groups of items or services
to be recognized as reasonable based on estimates of the
costs necessary in the efficient delivery of needed health
services to individuals covered by the insurance programs
established under this title,”,

(¢) The fourth sentence of section 1861 (v) (1) of such
Act is amended by inserting after ‘“‘services” where it first
appears the following: “ (excluding therefrom any such costs,
including standby costs, which are determined in accordance
with regulations to be unnecessary in the efficient delivery
of services covered by the insurance programs established
under this title) "’

(d) The fourth séntence of section 1861 (v) (1) of such
Act is further amended by striking out “costs with respect”
where they first appear and inserting in lieu thereof the fol-

lowing: “necessary costs of efficiently delivering covered

services”,
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() Section 1866 (a) (2) (B) of such Act is amended
(1) by inserting “(i)” after “(B)”, and (2) by adding
at the end thereof the following new clause:

‘“(ii)) Where a provider of services customarily fur-
nishes an individual items or services which are more ex-
pensive than the items or services determined to be neces-
sary in the efficient delivery of needed health services under
this title and which have not been requested by such indi-
vidual, such provider may also charge such individual or
other person for such more expensive items or.services to
the extent that the costs of (or, if less, the customary charges
for) such more expensive items or services experienced by
such provider in the second fiscal period immediately pre-
ceding the fiscal period in which such charges are imposed
exceed the cost of such items or services determined to be
necessary in the efficient delivery of needed health_services,
but only if—

“(I) the Seoretary has provided notice to the
public of any charges being imposed on individuals en-
titled to benefits under this title on account of costs in
excess of the costs determined to be necessary in the
efficient delivery of needed health services under this
title by particular providers of services in the area in
which such items or services are furnished, and

“(IT) the provider of services has identified such




W N e

O 0O 9 O R N

[ I - T Y S S O o T e T U
N = O O W =TT e WY = O

23

266

100

charges to such individual or other person, in such man-

ner as the Secretary may prescribe, as charges to meet

costs in excess of the cost determined to be necessary in
the efficient delivery of needed health services under this
title.”

(f) Section 1861 (v) of such Act (as amended by sec-
tion 221 (c) (4) of this Act) is further amended by redesig-
nating paragraphs (4) and (5) as paragraphs (5) and (6),
rospectively, and by fnserting after paragraph (3) the follow-
ing new paragraph:

““(4) If a provider of services furnishes items or services
to an individual which are in excess of or more expensive
than the items or services determined to be necessary in the
efficient delivery of nceded health services and charges aro
imposed for such more expensive items or services under the
authority granted in section 1866 (a) (2) (B) (ii), the
amount of payment with respect to such items or services
otherwise due such provider in any fiscal period shall be re-
duced to the oxtent that such payment plus such charges
cxceed the cost actually incurred for such items or services in
the fiscal period in which such charges are imposed.”

(g) Section 1866 (n) (2) of such Act is amended by
adding at the ond thereof the following new subpara-
graph:

(D) WL o a provider of services customarily fur-
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nishes itéms or services which are in excess of or more
expensive than the items or services with respect to which
payment may be made under this title, such provider,
notwithstanding the preceding provisions of this paragraph,
may not, under the authority of section 1866 (a) (2) (B)
(ii}, charge any individual or other person any amount for
such items or services in excess of the amount of the payment
which may otherwise be made for such items or services
under this title if the admitting physician has a direct or
indirect financial interest in such provider.”

(h) The amendments made by this section shall be
effective with respect to accounting periods beginning after
the date of the enactment of this Act.

LIMITS ON PREVAILING CHARGE LEVELS

SEo. 224. {a) Section 1842 (b) (8) of the Social Secu-
rity Act is amended by adding at the end thercof the following
new sentences: ‘“No charge may be determined to he reason-
able under this part for services rendered after June 30,
1970, and before July 1, 1971, if it exceeds the higher of
(i) the prevailing charge recognized by the carrier for simi-
lar services in the same locality in administering this part
on June 30, 1970, or (ii) the prevailing charge level that,
on the basis of statistical data and methodology ncceptéble
to the Secretary, would cover 75 percent of the customary

charges made for similar services in the same locality during

e
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the calendar year 1969. With respect to services rendered
after June 30, 1971, the charges recognized as prevailing
within a locality may be increased in any fiscal year only
to the extent found necessary, on the basis of statistical data
and methodology acceptable to the Secretary, to cover 75
percent of the customary charges made for similar services in
the same locality during the last preceding elapsed calendar
year but may not be increased (in the aggregate) beyond the
levels described in clause (ii) of the preceding sentence ex-
cept to the extent that the Secretary finds, on the basis of ap-
propriate economio index data, that such adjustments are
justified by economio changes. In the case of medical services,
supplies, and equipment that, in the judgment of the Sec-
retary, do not generally vary significantly in quality from
one supplier to another, the charges incurred after June 30,
1970, determined to be reasonable may exceed the lowest
charge levels at whioh such services, supplies, and equipment
are widely available in a locality only to the extent and under
the circumstances specified by the Secoretary.”

(b) Section 1903 of such Act is amended by adding
at the end -thereof the following new subsection:

“(g) Payment under the preceding provisions of this
section skall not be made with respect to any amount paid
for items or services furnished under the plan after June

30, 1970, to the extent that such amount exceeds the charge
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which would be determined to be reasonable for such items
or services under the third, fourth, and fifth sentences of sec-
tion 1842 (b (3).”

(¢) Section 506 of such Act is amended by adding
at the end thereof the following new subsection:

“(f) Notwithstanding the preceding provisions of this
section, no payment shall be made to any State thereunder
with respect to any amount paid for items or services
furnished under the plan after June 30, 1970, to the extent
that such amount exceeds the charge which would be deter-
mined to be reasonable for such items or services under the
third, fourth, and fifth sentences of section 1842 (b) (3).”
BSTABLISHMENT OF INCENTIVES FOR STATES TO EMPHA-

81ZE OUTPATIENT CARE UNDER MEDICAID PROGRAMS

Sro. 225. (a) (1) Section 1903 of the Social Security
Act (as amended by section 228 of this Act) is further
amended by inserting after subscctipn (d) the following new
subsection:

“(e) The amount determined under subsection (a)
(1) for any State shall be adjusted as follows:

“(1) With respect to the following services fur-
nished under the State plan after December 31 , 1970, the

Federal medical assistance percentage shall be increased

by 25 per centum thereof, exocptjthat the Federal medi-

. oo,

o
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cal assistance percentage as so increased may not exceed
95 per centum:

“(A) outpatient hospital scrvices and elinic
sorvices (other than physical therapy services) ;
and

“(B) home health care sorvices (other than
physical therapy services) ; and
“(2) with respect to the following services fur-

nished under the State plan after December 31, 1970,
the Federal medical assistance percentage shall be de-
creased as follows:

“(A) after an individual has received inpatient
hospital services (including services furnished in an
institution for tuberculosis) on sixty days kwhether
or not such days are consecutive) during any calen-
dar year (which for purposes of this scetion means
the four calendar quarters ending with June 30),
the Federal medical assistance percentage with re-
speet to any such services furnished thereafter to
such individual in the same calendar year shall be
decreased by 33} per centum thereof;

“(B) after an individual has received care as an
inpatient in a skilled nursing home on ninety days
(whether or not such days are consecutive) during

any calendar year, the Federal medical assistance
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percentage with respect to any such care furnished
thercafter to such individual in the same calendar
year shall be decreased by 33% per centum thereof;
and
“(C) after an individual has received inpatient
services in a hospital for mental diseases on ninety
days occurring after December 31, 1970 (whether
or not such days are consecutive), the IFederal
medical assistance percentage with respect to any
such services furnished to such individual on an
additional two hundred and seventy-five days
(whether or not such days are consecutive) shall be
dccreased by 334 per centum thereof and no pay-
ment may be made under this title for any such
services furnished to such individual on any day
after such two hundred and seventy-five days.
In determining the number of days on which an individual
has received services described in this subscction, there
shall not be counted any days with respect to which such
individual is entitled to have payments made (in whole or
in part) on his behalf under section 1812.”
(2) Section 1903 (a) (1) of such Act is amended by
inserting ‘, subject to subsection (e) of this section” after

“section 1905 (b)”.

.-



272

106

(b) (1) Section 1121 of such Act is amended by adding
at the end thereof the following new subsection:

“(f) (1) If the Secretary determines for any calendar
quarter beginning after December 31, 1970, with respeot to
any State that there doos not exist a reasonable cost differ-
ential between the cost of skilled nursing home services and
the cost of intermediate care facility services in such State,
the Secretary may reduce the amount which would otherwise
be considered as expenditures for which payment may be
made under subsection (¢) by an amount which in his judg-
ment i3 a reasonable equivalent of the difference between the
amount of the expenditures by such State for intermediate
care facility services and the amount that would have been
expended by such State for such services if there had been a
reasonable cost differential between the cost of skilled nursing
home services and the cost of intermediate care féci!ity
services.

“{(2) In determining whether any such cost diffcrential
in any State is reasonable the Secretary shall take into con-
sideration the range of such cost differentials in all States.

“(8) For the purposes of this subsection, the term ‘cost
differential’ for any State for any quarter means, as deter-
mined by the Secretary on the basis of the data for the most
recent calendar quarter for which satisfactory data are avail-

able, the excess of—
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“(A) the average amount paid in such State (re-
gardless of the source of payment) per inpatient day

for skilled nursing home services, over
“(B) the average amount paid in such State (re-
gardless of the source of payment) per inpatient day

for intermediate care facility services.”
(2) Section 1121 (e) of such Act is amended by adding
at the end thercof the following new sentence: “Effective

January 1, 1971, the term ‘intermediate care facility’ shall

not include any public institntion (or distinet part thercof)

for mental discases or mental defects.”
PAYMENT FOR SERVICES OF TEACIIING PHYSICIANS UNDER
MEDIOARE PROGRAM

Sro. 226. (a) (1) Section 1833 (a) (1) of the Social
Security Act is amended by striking out “and” bhefore ““ (B) ”,
and by inserting before the semicolon at the end thereof the
following: “, and (C) with respect to expenses incurred for
services which are furnished to a patient of a hospital by a
physician and for which payment may be made under this
part, the amounts paid shall be equal to 100 percent of the
reasonable cost, to the hospital or other medical service orga-
nization incurring such cost, of such services if (i) (I) such
services are furnished under circumstances comparable to the

circamstances under which similar services are furnished to

o A ——
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all persons, or all members of a class of persons, who are
patients in such hospital and who are not covered by the
insurance program established by this part (and not covered
under a State plan approved under title XIX), and (II)
none of such persons, or members of such class of persons,
are required to pay the reasonable charges for stch similar
services even when they have private insurance covering
snch similar services (or are otherwise able to pay reasonable
charges for all such similar services as determined in accord-
ance with regulations), or (ii) (I) none of the patients
in such hospital who are covered by such program are
required to pay any charges for services furnished by
physicians, or (II) such patients are required to pay reason-
able charges for such services but payment of the deductible
and coinsurance applicable to such services is not obt;iined
from or on hehalf of some or all of them, in addition to the
portion of such charges payable as insurance benefits under
this part, even though they have private insurance covering
such <crvices {or are otherwise able to pay reasonable
charges for all such services as determined in accordance with
regulations) .

(2) The first sentence of section 1833 (b) of such Act
is amended by striking out “and” before “(2)", and by in-
serting before the period at the end thereof the following:

“ and {38) such total amount shall not include expenses in-
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1 curred for services to which elause (C) of subsection (a) (1)
2 applies.”
(b) Section 1861 (v) (1) of such Act is amended—
(1) by inserting “(A)” after *“(1)";
(2) by striking out “(A) take” and “(B) pro-

w

vide” and inserting in licu thercof * (i) take” and * (ii)

4
5
6
7 provide”, respectively.
8 (3) by inserting “(B)” immediately preceding
9

“Such regulations in the case of extended care services”;
10 and
1 (4) by adding at the end thereof the following new
12 subparagraph:
13 “(C) Where a hospital has an arrangement with a
14 medical school under which the faculty of such school pro-
15 vides services at such hospital and under which reimburse-
16 ment to such school by such hospital is less than the reason-
17 able cost of such services to the medical school, the reasonable
18  cost of such services to the medical school shall be included
19 in determining the reasonable cost to the hospital of furnish-
20 ing services for which payment may be made under part A,

21 pyt only if—

22 “(i) payment for such services as furnished under
23 such arrangement would be made under part A to the
2 - hospital if such services were furnished by the hospital,
25 and

-

e—



[\

© O = e W

10
11
12
13
14
15
16
17
18

20
21
22
23

25

276

110

“(it) such hospital pays to the medical school the
rcasonable cost of such services to the medical school.”
(o) (1) The amendments made by subsection (a) shall

apply with respect to bills submitted and requests for pay-
ment made after the date of the enactment of this Act.

(2) The amendments made by subsection (b) shall be
cffective with respect to accounting periods beginning after
the date of the enactment of this Act.

AUTHORITY OF SECRETARY TO TERMINATE PAYMENTS
TO SUPPLIERS OF SERVICES

Sko. 227, (a) Section 1862 of the Social Security Act
(as amended by scction 201 of this Act) is further amended
by adding at the end thereof the following new subsection:

“(d) (1) No payment may be made under this title
with respect to any item or services furnished to an individ-
ual by a person where the Secretary determines under this
subsection that such person—

“(A) has made, or caused to be made, any false
statement or representation of a material fact for use in
an application for payment under this title or for use in
detennining the righﬁ to a payment under this title;

“(B) has submitted, or caused to be submitted, bills
or requests for payment under this title containing
charges (or in applicable cases requests for payment of

costs to such person) for services rendered which the
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1 Secretary finds, with the concurrence of the appropriate
2 program review team appointed pursuant to paragraph
3 (4), to be substantially in excess of such person’s cus-
4 tomary charges (or in applicable cases substantially in
5 excess of such person’s costs) for such services, unless
6 the Secretary finds there is good cause for such bills or
7 requests containing such charges (or in applicable cases,
8 such costs) ; or

9 “(C) has furnished services or supplies which are
10 determined by the Secretary, with the concurrence
1 of the members of the appropriate program review tean
12 appointed pursuant to paragraph (4) who are physi-
13 cians or other professional personnel in the health care
14 field, to be substantially in excess of the needs of indi-
15 viduals or to be harmful to individuals or to be of a

16 grossly inferior quality.
- 17 “(2) A determination made by the Secretary under

18 this subsection shall be effective at such time and upon such
19 reasonable notice to the public and to the person furnishing
20 the services involved as may be specified in regulations, Such
21 determination shall-be effective with respect to services fur-
22 nished to an individual on or after the effective date of such
23 determination (except that in the case of inpatient hospital

24 services, posthospital extended care services, and home

41-5300-170 - 19
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health services such determination shall be effective in the
manner provided in section 1866 (b) (3) and (4) with
respect (o terminations of agreements), and shall remain in
effect until the Secretary finds and gives reasonable notice
to the public that the basis for such determination has been
removed and that there is reasonable assurance that it will
not recur.

“(3) Any person furnishing services described in para-
graph (1) who is dissatisfied with a determination made by
the Secretary under this subsection shall be entitled to rea-
sonable notico and opportunity for a hearing thercon by
the Secretary to the same oxtent as is provided in section
205 (b), and to judicial review of the Secretary’s final deci-
sion after such hearing as is provided in section 205 (g).

‘““(4) For the purposes of paragraph (1) (B) and (C)
of this subsection, and clause (I') of section 1866 (b) (2),
the Sccretary shall, after consultation with appropriate State
and local professional societics, the appropriate carriers and
intermediaries utilized in the administration of this title, and
consumer representatives familiar with tho health needs of
residents of the State, appoint one or more program review
teams (composed of physicians, other professional personnel
in the health care field, and consumer representatives) in
each State which shall, among other things—

‘““(A) undertake to review such statistical data on
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program ufilization as may be submitted by the
Secretary,

“(B) submit to the Sccretary periodically, as may
be prescribed in regulations, a report on the results of
such review, together with recommendations with respect
thereto,

“(C) undertake to review particular cases where
there is a likelihood that the person or persons furnishing
services and supplies to individuals may come within the
provisions of paragraph (1) (B) and (C) of this sub-
section or clause (F) of section 1866 (b) (2), and

‘(D) submit to the Secretary periodically, as nmay

be prescribed in regulations, a report of cases reviewed

pursuant to subparagraph (C) along with an analysis of,

and recommendations with respect to, such cases.”

(b) Section 166 (b) (2) of such Act is amended by
striking out the period at the end thereof and inserting in

‘

licu thereof the following: “, or (D) that such provider
has made, or caused to be made, any false statement or rep-
resentation of a material fact for use in an application for
payment under this title or for use in determining the right
to a payment under this title, or (E) that such provider
has submitted, or caused to be submitted, requests for pay-

ment under this title of amounts for rendering services sub-

ot
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stantially in excess of the costs incurred by such provider
for rendering such services, or (F) that such provider has
furnished services or supplies which are determined by the
Secretary, with the concurrence of the members of the
appropriate program review team appointed pursuant to
section 1862 (d) (4) who are physicians or other profes-
sional personne] in the health care field, to be substantially
in excess of the needs of individuals or to be harmful to
individuals or to be of a grossly inferior quality.”

(0) Section 1908 (g) of such Act (as added by section
224 (b) of this Act) is further amended by striking out “‘shall
not be made” and all that follows and inserting in lieu thereof
the following: “shall not be made—

“(1) with respect to any amount paid for items or
sorvices furnished under the plan after June 30, 1970, tv
the extent that such amount exceeds the charge which
would be dotermined to be reasonable for such items or
services uuder the third, fourth, and fifth sentences of
section 1842 (b) (8) ; or

““(2) with respect to any amount paid for services
furnished under the plan after June 80, 1970, by & pro-
vider or other person during any period of time, if pay-
mont may not be made under title XVIII with respect

to services furnished by such provider or person during
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such period of time solely by reason of a determination

by the Secretary under section 1862 (d) (1) or under

clause (D), (E), or (F) of section 1866 (b) (2).”

(d) Section 506 (f) of such Act (as added by section
224 (o) of this Act) is further amended by striking out “no
payment shall be made” and all that follows and inserting in
lieu thereof the following: “no payment shall be made to
any State thereunder—
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“(1) with respect to any amount paid for items
or services furnished under the plan after June 30, 1970,
to the extent that such amount exceeds the charge which
would be determined to be reasonable for such items or

services under the third, fourth, and fifth sentences of

"section 1842 (b) (38) ; or

“(2) with respect to any amount paid for services
furnished under the plan after June 30, 1970, by a
provider or other person during any period of time, if
payment may not be made under title XVIII with
respect to services furnished by such provider or person
during such period of time solely by rcason of a determi-
nation by the Secretary under section 1862 (d) (1) or
under clause (D), (E), or (F) of section 1866 (b)
(2).”

o ooy
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ELIMINATION OF REQUIREMENT THAT STATES MOVE
TOWARD COMPREHENSIVE MEDICAID PROGRAMS
Sko. 228. Section 1903 (e) of the Social Security Act,
and section 2 (b) of Public Law 91-56 (approved August

9, 1969), are repealed.

DETERMINATION OF REASONABLE COST OF INPATIENT
FIOSPITAL SERVICES UNDER MEDICAID AND MATERNAL
AND CHILD HEALTH PROGRAMS
Sko. 229. (a) Section 1902 (a) (13) (D) of the Social

Security Act is amended to read as follows:

“(D) for payment of the reasonable cost of in-
patient hospital services provided under the plan, as
determined in accordance with methods and stand-
ards which shall be developed by the State and in-
cluded in the plan and shall not resuit in any part
of the cost of any such services provided to indi-
viduals covered by the plan being borne by indi-
viduals not so covered or in any part of the cost
of any such services provided to individuals not so
covered being borne by the plan, except that the
reasonable cost of any such services as determined
under such methods and standards shall not exceed

the amourt whirh would be determined under

section 1831 (v) as the recasonable cost of such

services for purposes of title XVIII;”,
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(b) Section 505 (a) (8) of such Act is amended to read
as follows:

“(6) provides for payment of the reasonable cost of
inpatient hospital services provided under the plan, as
determined in accordance with methods and standards
which shall be developed by the State and included in the
plan and shall not result in any part of the cost of any
sttch services provided to individuals covered by the plan
being borne by individuals not so covered or in any part
of the costs of any such services provided to individuals
not so covered heing borne by the plan, except that the
reasonable cost of any such services as determined under
such methods and standards shall not exceed the amount
which would be determined under section 1861 (v) as
the reasonable cost of such servicos for purposes of title
XVIII;”.

(¢) The amendments made by this scction shall ho
effective July 1, 1971 (or carlier if the State plan so pro-
vides) .

AMOUNT OF PAYMENTS WHERE OUSTOMARY CHARGES FOR
SERVICES FURNISHED ARE LESS THAN REASONABLE
COST
Seo. 230, (a) Section 1814 (b) of the Social Security

Act is amended to read as follows:

« Sr e —
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“Amount Paid to Providers
“(b) The amount paid to any provider of services with
respect to services for which payment may be made under
this part shall, subject to the provisions of section 1813,
bo—

“(1) the lesser of (A) the reasonable cost of such
services, as determined under section 1861 (v), or (B)
the customary charges with respect to such services; or

“(2) if such services are furnished by a public
provider of services free of charge or at nominal charges
to the publio, the amount determined on the basis of
those items (specified in regulations presoribed by the
Secretary) included in the determination of such reason-
able cost which the Secretary finds will provide fair com-
pensation to such provider for such services.”

(b) Section 1833 (a) (2) of such Act is amended to
read as follows:

““(2) in the case of services described in section
1832 (a) (2) —80 percent of—

“(A) the lesser of (i) the reasonable cost of

such services, as determined under section 1861 (v),

or (ii) the customary charges with respect to such

services; or
““(B) if such services are furnished by a publio

provider of services free of charge or at nominal
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1 charges to the publio, the amount determined in
2 accordance with section 1814 (b) (2).”
3 (o) Section 1903 (g) of such Act (as added by section
. 224 (b) and amended by section 227 (¢) of this Act) is fur-
ther amended by striking out the period at the end of para-
graph (2) and inserting in lieu thereof “; or”, and by

4

b

6

T adding after paragraph (2) the following new paragraph:

8 “(3) with respect to any amount expended for in-
9

patient hospital services furnished under the plan to the

10 extent that such amount exceeds the hospital’s customary
n charges with respect to such services or (if such services
12 are furnished under the plan by a public institution free
13 of charge or at nominal charges to the public) exceeds
14 an amount determined on the basis of those items (speci-

15 fied in regulations prescribed by the Secretary) included

16 in the determination of such payment which the Sec-
17 retary finds will provide fair compensation to such insti-
18 tution for such services.”

19 (d) Section 506 (f) of such Act (as added by section
20 224 (o) and amended by section 227 (d) of this Act) is
21 further amended by striking out the period at the end of para-
22 graph (2) and inserting in lien thereof *; or”, and by
23 adding after paragraph (2) the following new paragraph:
A “(8) with respect to any amount expended for in-
25 patient hospital services furnished under the plan to the

e —
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extent that such amount exceeds the hospital’s customary
charges with respect to such services or (if such services
are furnished under the plan by a public institution freo
of charge or at nominal charges to the public) exceeds
an amount determined on the basis of those items (speci-
fied in regulations prescribed by the Secretary) in-
cluded in the determination of such payment which the

Secretary finds will provide fair compensation to such

institution for such services.”

(e) Clause (2) of the second sentence of section 509 (a)
of such Act (as amended by section 221 (c) (3) of this Act)
is further amended by iuserting “(A)” before “the reason-
able cost”, and by inserting after “under the project,” the fol-
lowing: “or (B) if less, the customary charges with respect
to such services provided under the project, or (C) if such
services are furnished under the project by a public institu-
tion free of charge or at nominal charges to the publio, an
amount determined on the basis of those items (specified in
regulations prescribed by the Secretary) included in the
determination of such reasonable cost which the Secretary
finds will provide fair compensation to such institution for
such services”.

(f) The amendments made by subsections (a) and (b)
shall apply to services furnished by hospitals and extended

caro facilities in accounting periods beginning after June 30,
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1970, and to services furnished by home health agencies in
accounting periods beginning after June 30, 1870. The
amendments made by subscctions (c), (d)}, and (e) shall
apply with respect to services furnished in calendar quarters
beginning after June 30, 1970,
INSTITUTIONAL PLANNING UNDER MEDICARE PROGRAM
Sko. 231. (a) The first sentence of section 1861 (e) of
the Social Security Act is amended—
(1) by striking out “and” at the end of paragraph
UF
(2) by redesignating paragraph (8) as paragraph
(9) ; and
(3) by inserting after paragraph (7) the following
new paragraph:
“(8) has in cffect an overall plan and budget that
meets the requirements of subsection (z); and”,
(b) Section 1861 (f) (2) of such Act is amended to
read as follows:
“(2) satisfies the requirements of paragraphs (3)
through (9) of subsection (e) ;.
(¢) Section 1861 (g) (2) of such Act is amended to
read as follows:
“(2) satisfies the requirements of paragraphs (3)
through (9) of subsection (e) ;”.
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1 (d) The first sentence of section 1861 (j) of such Act

2 is amended— .

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

¢ (9);

b (2) by redesignating paragraph (10) as paragraph
6  (11);and

7 (3) by inserting after paragraph (9) the following

8 new paragraph:

9 “(10) has in effect an overall plan and budget
10 that meets the requirements of subsection (z) ; and”.
1 (e) Section 1861 (o) of such Aot is amended—

12 (1) by striking out “and” at the end of paragraph
13 (4);

14 (2) by redesignating paragraph (5) as paragraph
15 (6) ; and

16 (3) by inserting after paragraph (4) the following
17 new paragraph:

18 “(5) has in effect an overall plan and budget that
19 meets the requirements of subseotion (z); and”.

20 (f) Section 1861 of such Aot is further amended by
21

adding at the end thereof the following new subsection:

134
(1

“Institutional Planning

23 “(z) An overall plan and budget of a hospita), extended
24 care facility, or home health agenoy shall be considered suffi-
25 clent if it—
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“(1) provides for an annual operating budget
which inoludes all anticipated income and expenses re-
lated to items which would, under generally accepted ac-
counting principles, be considered income snd expense
items;

“(2) provides for a capital expenditures plan for at
least & 3-year period (including the year to which the
operating budget described in subparagraph (1) is ap-
plicable} which includes and identifies in detail the an-
ticipated sources of financing for, and the objeotives of,
each anticipated expenditure in excess of $100,000 re-
lated to the acqnisition of land, the improvement of land,
buildings, and equipment, and the replacement, modern-
ization, and expansion of buildings and equipment which
would, under generally accepted accounting principles,
be considered capital items;

“(8) provides for review and updating at least
annually; and

“(4) is prepared, under the direction of the gov-
erning body of the institution or agenoy, by a committes
consisting of representatives of the governing body, the
administrative staff, and the medical staff (if any) of
the institution or agency.”

(g) (1) Bection 1814 (a) (2) (0) and section 1814

o s i gt N
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1 (a) (2) (D) of such Act are each amended by striking out
2 “and (8)” and inserting in lieu thereof “and (9)”.

3
4
6
6
7
8
9

10
1
12
13
14
16
16
17
18
19
20
21
22
23
24

(2) Section 1863 of such Act is amended by striking

out “subsections (o) (8), (f) (4), (g) (4), (j)10), and

(o) (B)” and inserting in lieu thereof “subsections (e) (9),

() (4), (g) (4), (j) (11),and (o) (8)".

(h) Section 1865 of such Act is amended—

(1) by striking out “(except paragraph (6)
thereof)” in the first sentence and inserting in lieu
thereof ‘“(except paragraphs (6) and (8) thereof)”,
and

(2) by striking out the second sentence and insert-
ing in lieu thereof the following: “If such Commission,
as a condition for accreditation of a hospital, (1) re-
quires a utilization review plan as defined in section
1861 (k) or imposes another requirement which serves
substantially the same purpose, or (2) requires insti-
tutional plans as defined in section 1861 (z) or imposes
another requirement which serves substantially the
same purpose, the Secretary is authorized to find that
all institutions so accredited by the Commission comply
also with section 1861 (e) (6) or 1861 (e) (8), as the
case may be.”

(i} The amendments made by this section shall apply

25 with respect to any provider of services for fiscal years (of
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such provider) beginning after the fifth month following

the month in which this Act is enacted.

PAYMENTS TO STATES UNDER MEDICAID PPROGRAMS FOR
INSTALLATION AND OPERATION OF CLAIMS PROC-
RSSING AND INFORMATION RETRIEVAL SYSTEMS
Sro. 232. (a) Scction 1903 (a) of the Social Security

Act is amended by redesignating paragraph (3) as para-

graph (4), and by inserting after paragraph (2) the

following new paragraph:
“(3) an amount equal to—

“(A) 90 per centum of so much of the sums
expended during such quarter as are attributable
to the design, development, or installation of such
mechanized claims processing and information re-
trieval systems as the Sccretary determines are
likely to provide more efficient, economical, and
effective administration of the plan and to be com-
patible with the claims processing and information
retrioval systems utilized in the administration of
title XVIII, including the State’s share of the cost
of installing such a system to be used jointly in the
administration of such State’s plan and the plan of
any other State approved under this title, and

. “(B) 5 per centum of so much of the sums

expended during such quarter as aro attributable to

s ——.,
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the operation of systems of the type desoribed in
subparagraph (A) (whether or not designed, de-
voloped, or installed with assistance under such sub-
paragraph) which are approved by the Secretary
and which include provision for prompt written
notice to each individual who is furnished services
oovered by the plan of the specifio services so cov-
ered, the name of the person or persons fuynishing
the services, the date or dates on which the services
were furnished, and the amount of the payment or
payments made under the plan on uccount of the

_ services; plus”.

(b) The amendments made by subsection (a) shall
apply with respect to expenditures under State plans ap-
proved under title XIX of the Social Security Act made
after June 80, 1970.

ADVANOR APPROVAL OF EXTENDED OARE AND HOME
hnmn COVERAGE UNDER MEDIOCARE PROGRAM
Sko. 288. (a) Seotion 1862 of the Social Security Aot

(as amended by sections 201 and 227 () of this Act) is
further amended by adding at the end thereof the following
new subsection:

“(e) (1) In any case where post-hospital extended care
gservices or post-hospital home health services are furnished

to an individual and—
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“(A) a physician provides the certification referred
to in subparagraph (C) or (D) of section 1814 (a)
(2), as the case may be, and the condition of the indi-
vidual with respe:: to which such certification is made is
a condition designated in cogulations,

“(B) such physician (in the case of such extended
care services) submitted to the extended care farility
which is to provide such services, prior to the admission
of such individual to such facility, a plan for. the furnish-
ing of such services, or (in the case of such home health
services) submitted to the home health agenoy which
is to furnish such services, prior to the first visit to such
individual, & plan specifying the type and frequency of
the services required, and

“(C) there is compliance with such other require-
ments and procedures as may be specified in regulations,

the provisions of paragraphs (1) and (9) of subsection (a)
shall not apply (except as may be provided in seotion 1814
(a) (7)) for such periods of time, with respect to such

conditions of the individual, as may be prescribed in regu-

lations,

““(2) In speocifying the conditions included under para-
graph (1) and the periods for which paragraphs (1) and
(9) of subsection (a) shall not apply, the Secretary shall
tako into account the medical severity of such conditions,

41-530 0 - 70 - 20
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the period over which such conditions generally require the
services specified in subparagraphs (C) and (D) of section
1814 (a) (2), the length of stay in an institution generally
nceded for the treatment of such conditions, and such other
factors affecting the type of care to be provided as the
Secretary duems pertinent,

“(8) If tho Secretary determines with respect to a

physician that such physician is submitting with some fre--

quency (A) erroneous certifications that individuals have
conditions designated in regulations as provided in this sub-
section or (B) plans for providing services which are
inappropriate, the provisions of paragraph (1) shall not
apply, after the effective date of such determination, in any
case in which such physician submits a certification or plan
referred to in subparagraph (A) or (B) of such paragraph.”

(b) The amendments made by this section shall be

effective with respect to admissions to extended care facili-

1, 1971, V4
PROMIBITION AGAINST REASSIGNMENT OF OLAIMS TO
BENEFITS //(
Sro. 234. (n) Section 1842 (b) of the Social Security
Act is amonded by adding at the end thereof the following

new paragraph:
“(6) No payment under this part for a service provided

e
ties, and home health plans initiated, on or after Jaryv -

-
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to any individual shall (except as provided in section 1870)
be made to anyone other than such individual or (pursuant
to an assignment described in subparagraph (B) (ii) of
paragraph (3)) the physician or other person who provided
the service, except that payment may be made (A) to the
employer of such physician or other person if such physician
or vther person is required as a condition of his employment
to turn over his fee for such service to his employer, or (B)
(where the service was provided in a hospital, clinie, or
other facility) to the facility in which the service was pro-
vided if there is a contractual arrangement bhetween such
physician or other person and such facility under which such
facility submits the bill for such service.”
(b) Section 1902 (a) of such Act is amended—
(1) by striking out “and” at the end of paragraph
(29);
(2) Dby striking out the period at the end of para-
graph (30) and inserting in licu thereof “; and”; and
(3) by inserting aftcr paragraph (30) the follow-
ing new paragraph:
“(31) provide that no payment under the plan for
any care or servico provided to an individual by a phy-
sician, dentist. or other individual practitioner shall be

made to anyone other than such individual or such phy:-
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sician, dentist, or practitioner, except that payment may
he made (A) to the employer of such physician, dentist,
or practitioner if such physician, dentist, or practitioner is
required as a condition of his employment to turn over
his fee for such care or service to his employer, or (B)
(where the care or scivice was provided in a hospital,
clinie, or other facility) to the facility in which the care
or service was provided if there is a contractual arrange-
ment between such physician, dentist, or practitioner and
such facility under which such facility submits the bill
for such caro or service.”

(e) The amendment made by subsection (a) shall ap-
ply with respect to bills submitted and requests for payments
made after the date of the enactment of this Act. The
amendments made by subsection (b) shall be effective
July 1, 1971 (or earlier if the State plan so provides).
UTILIZATION REVIEW REQUIREMENTS FOR HOSPITALS AND

SKILLED NURSING HHOMES UNDER MEDICAID AND MA-

TERNAL. AND CHILD HEALTH PROGRAMS

Sko. 235. (a) (1) Secction 1903 {g) of the Social Se-
curity Act (as added by section 224 (b) and ameonded by
sections 227 (¢) and 230 (c) of this Aet) is further amended
by striking out the period at the end of paragmph (3) and
inserting in lieu thoreof “; or”, and by adding after para-

graph (8) the following new paragraph:
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““(4) with respect to any amount expended for care
or services furnished under the plan by a hospital or
skilled nursing home unless such hospital or skilled nurs-
ing home has in cffect a utilization review plan which
mcets the requirements imposed by section 1861 (k) for
purposes of title XVIII; and if such hospital or skilled
nursing home has in effect such a utilization review plan
for purposes of title X VIII, such plan shall serve as the
plan required by this subsection (with the same stand-
ards and procedures and the same review committee or
group) as a condition of payment under this title.”

(2) Section 1902 (a) (30) of such Act is amended by

inserting “(including but not limited to utilization review

plans as provided for in section 1903 (g) (4) )" after “plan”
where it first appears.
(b) Section 506 (f) of such Act (as added by section
224 (¢) and amended by sections 227(d) and 230(d) of
this Act) is further amended by striking out the period at
the end of paragraph (3) and inserting in licu thereof “; or”,
and by adding after paragraph (3) the following new para-
graph:
“(4) with respect to any amount expended for
services furnished under the plan by a hospital unless

such hospital has in effect a utilization review plan which

N
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meets the requirement imposed by section 1861 (k) for

purposes of title XVIII; and if such hospital has in

effect such a utilization review plan for purposes of title

XVI1II, such plan shall serve as the plan required by

this subsection (with the same standards and procedures

and the same review committee or group) as a condition
of payment under this title.”

(¢) (1) The amendments made by subscctions (a) (1)
and (b) shall apply with respect to services furnished in
calendar quarters beginning after June 30, 1971.

(2) The amendment made by subsection (a) (2) shall
be effective July 1, 1971.

ELIMINATION OF REQUIREMENT THAT COST-SHARING
CHARQES IMPOSED ON INDIVIDUALS OTHER TIIAN
CASH RECIPIENTS UNDER MEDICAID BE RELATED TO
THEIR INCOME
Skc. 236. (a) Section 1902 (a) (14) of the Social

Secilrity Act is amended to read as follows:

‘“(14) provide that in the case of individuals re-
ceiving aid or assistance under State plans approved
under titles I, X, XTIV, and XVI, and part A of title
IV, no deduction, cost sharing, or similar charge will
bo imposed under the plan on the individual with respect
to services furnished him under the plan;”.

(b) The amendment made by subsection (a) shall be
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cffective January 1, 1971 (or carlier if the State plan so

provides).

NOTIFICATION OF UNNECESSARY ADMISSION TO A 1OSPITAL
OR EXTENDED CARE FACILITY UNDER MEDICARE
PROGRAM
Sec. 237, (a) Section 1814 (a) (7) of the Social

Sccurity Act is amended by striking out ““as described in see-

tion 1861 (k) (4)” and inserting in licu thereof “as described

in section 1861 (k) (4), including any finding made in the
course of a sample or other review of admissions to the
institution”.

(b) The amendment made by subsection (a) shall apply
with respect to services furnished after the second month fol-
lowing the month in which this Act is enacted.

USE OF STATE HEALTH AGENCY TO PERFORM CERTAIN
FUNCTIONS UNDER MEDICAID AND MATERNAL AND
CHILD ITEALTH PROGRAMS
Sro. 238. (a) Seotion 1902 (a) (9) of the Social Secu-

rity Act is amended to read as follows:

“(9) provide—

“(A) that the State health agency shall be
responsible for establishing and maintaining health
standards for private or public institutions in which
recipients of medical assistance under the plan may

receive care or services, and

N o—
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“(B) for tho establishment or designation of a
State authority or authorities which shall be respon-
sible for establishing and maintaining standards,
other than those relating td health, for such in-

stitutions;”.

(b) Scction 1902 (a) of such Act (as amended by
section 234 (b) of this Aect) is further amended—

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

(30) ;

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

raph (31) and inserting in iieu thereof ““; and”; and
grap g

(3) by inserting after paragraph (31) the follow-

ing new paragraph:

“(32) provide—

“(A) that the State health agency shall be
responsible for establishing a plan, consistent with
regulations prescribed by the Secretary, for the
review by appropriate professional health person-
nel of the appropriateness and quality of care and
services furnished to recipionts of medical assistance
under the plan in order to provide guidance with
respect thereto in the administration of the plan to
the State agency established or designated pursuant
to paragraph (5) and, where applicable, to the



© 0O = & v e W N

R S XY [ S T S o S S v S S S T SO Y
%WN&Q@@QQU‘%&&HO

301

135
State agency described in the last sentence of this
subsection; and
“(B) that the State health agency, or, if the
sorvices of another State or local agency are being
utilized by tho Secretary for the purpose specified
in the first sentence of section 1864 (a), such other
agenoy, will perform for the State agency adminis-
tering or supervising the administration of the plan
approved under this title the function of determining
whether institutions and agencies meet the require-
ments for participation in the program under such
plan.”
(¢) Scction 505(a) of such Act is amended-—
(1) by striking out “and” at the cnd of paragraph
(13) 3
(2) by striking out the period at the end of para-
graph (14) and ‘inserting in licu thereof *; and”’; and
(3) by adding after paragraph (14) the following
new paragraph:
“(15) provides—
“(A) that the State health agency shall be
responsible for establishing a plan, consistent with
regulations prescribed by the Secretary, for the re-

view by appropriate professional health personnel of

R PR
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the appropriateness and quality of care and services
furnished to recipients of services under the plan
and, where applicable, for providing guidance with
respect thereto to the other State agency referred
to in paragraph (2); and
“(B) that the State health agency, or, if the
services of another State or local agency are being
utilized by the Secretary for the purpose specified in
the first sentence of section 1864 (a), such other
agency, will perform the function of determining
whether institutions and agencies meet the require-
ments for participation in the program under the
plan under this title.”
(d) The amendments made by this section shall be effee-
tive July 1, 1971,
PAYMENTS TO HEALTH MAINTENANCE OKGANIZATIONS
Skc. 239. (a) Title XVIIT of the Social Sccurity Act
is amended by adding after section 1875 the following new
section:
“PAYMENTS TO HEALTH MAINTENANCE ORGANIZATIONS
“Suc, 1876. (a) (1) In lieu of amounts which would
otherwise be payable pursuant to sections 1814 (b) and 1833
(a), the Sccretary is authorized to determine, by actuarial
methods, as provided in this scction, with respect to any

health maintenance organization, a combined part A and
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part B, prospective, per capita rate of payment for services
provided for cnrollees in such organization who are en-
titled to hospital insurance benefits under part A and enrolled
for medical insurance bencfits under part B.

“(2) Such rate of payment shall be determined annually
in accordance with regulations, taking into account the
health maintenance organization’s premiums with respect to
its other enrollees (with appropriate actuarial adjustments
to reflect the difference in utilization hetween its members
who are under age 65 and its members who are age 65 and
over) and such other pertinent factors as the Seeretary may

preseribe in regulations, and shall be designed to provide

‘payment at a level not to exceed 95 per centum of the

amount that the Sceretary estimates (with appropriate adjust-
ments to assure actuarial equivalence) would be payable
for services covered under this title if such services were to
be furnished by other than health maintenance organizations.

“(3) The payments to health maintenance organiza-
tions under this subparagraph shall be made from the I'ed-
eral ITospital Insurance Trust Fund and the Federal Sup-
plementary Medical Insurance Trust Fund. The portion of
such payment to such an organization for a month to be paid
by the latter trust fund shall be equal to 200 percent of the
product of (A) the number of covered enrollees of such

organization for such month, and (B) the monthly premium

R -
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rate for supplementary medical insurance for such month
as has been determined and promulgated under section 1839
(b) (2). The remainder of such payment shall be paid hy
the former trust fund.
‘““(b) The term ‘health maintenance organization’ means
a public or private organization whioh—

“(1) provides, either directly or through arrange-
ments with others, health services to enrollees on a per
capita prepayment basis;

“(2) provides with respect to enrollees to whom
this section applies (through institutions, entities, and
persons meeting the applicable requirements of section
1861) all of the services and benefits covered under
parts A and B of this title;

“(8) provides physicians’ services diréctly through
physicians who are cither employces or partners of such
organization or under an arrangement with an organized
group or groups of physicians which is or are reimbursed
for services on the basis of an aggregate fixed sun or on
a por capita basis;

‘““(4) demonstrates to the satisfaction of the Secre-
tary proof of financial responsibility and proof of capa-
bility to provide comprehensive health care services,
including institutional services, efficiently, cffectively,

and economically;
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“(6) has enrolled members at least half of whom
consist of individuals under age 65;

“(6) has arrangements for assuring that the health
services required by its members are received promptly
and appropriately and that the services that are received
measure up to quality standards which it establishes in
accordarce with regulations; and

“(7) has an open enrollment period at least once
every two years, under which it accepts eligible persons
(as defined under subsection (d)) without under-
writing restrictions and on a first-come first-accepted
basis up to the limit of its capacity (unless to do so
would result in failure to meet thoe requirement of
paragraph (5)).

“(¢) The benefits provided to an individual under this

section shall consist of—

“(1) entitlement to have payment made on his
behalf for all services described in scction 1812 and seo-
tion 1832 which are furnished to him by the health
maintenance organization with which he is enrolled pur-
suant to subsection (o) of this section; and

“(2) entitlement to have payment made by such
health maintenance organization to him or on his behalf
for such emergency services (as defined in regulations)

as may bo furnished to him by a physician, supplier, or
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provider of ser\'iceé, other than the health maintenance

organization with which he is enrolled.

“(d) Subject to the provisions of subsection (c¢), every
individual who is entitled to hospital insurance benefits under
part A and is enrolled for medical insuranco benefits under
part B shall be eligible to enroll with a health maintenance
organization (as defined in subsection (b)) which serves the
geographic area in which such individual resides.

“{e) An individual may enroll with a health mainte-
nance organization under this section, and may terminate
such enrollment, as may be proseribed by regulations.

“(f) Any individual enrolled with a health maintenance
organization under this section who is dissatisfied by reason
of his failure to receive without additional cost to him any
health service to which he believes he is entitled shall, if
the amount in controversy is $100 or more, be entitled to a
hearing before the Secretary to the same extent as is pro-
vided in section 205 (b) and in any such hearing the Scere-
tary shall make such health maintenance organization a party
thereto. If the amount in controversy is $1,000 or more, such
individual or health maintenance organization shall be en-
titled to judicial review of the Secretary’s final decision after
such hearing as is provided in scction 205 (g).

“(g) (1) If the health maintenance organization pro-

vides its enrollecs under this section only the services de-
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scribed in subsection (c), its premium rate for such enrollees
shall not exceed the actuarial value of the cost-sharing pro-
visions applicable under part A and part B.

“(2) If the health maintenance organization provides
its enrollees under this section with additional services over
those described in subsection (e), it shall furnish such en-
rollees with information as to the division of its premium rate
between the portion applicable to such additional services and
the portion applicable to the services described in subsection
(¢), subject to the limitation that the latter portion may not
exceed the actuarial value of the cost-sharing provisions ap-
plicable under part A and part B.”

(b) Section 1866 of such Act is amended by adding
at the end thereof the following new subsection:

“(f) Yor purposes of this section, the term ‘provider
of services” shall include a health maintenance organization
if such organization meets the requirements of scction 1876.”

(¢) Notwithstanding the provisions of section 1833 of
the Social Sccurity Act, any health maintenance organization
which has entered into an agreement with the Secretary
pursuant to section 1866 of such Act shall, for the duration
of such agreement, be entitled to reimbursement only as
provided in section 1876 of such Act.

(d) The cffective date of any agreement with any health
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maintenance organization pursuant to section 1866 of such
Act shall bo specified in suélfagreement pursuant to regula-
tions.

(e) (1) Section 1814 (a) of such Act is amended by
striking out “lixcept as provided in subsection (d),” and
inserting in lieu thercof the following: “Except as provided
in subsection (d) or in scetion 1876,”.

(2) Section 1833 (a) of such Act is amended by striking
out “Subject to” and inserting in lieu thereof the following:
“Iixcept as provided in section 1876, and subject to”.

(8) Section 1866 (b) (2) of such Act is amended by
inserting after “1861” in clause (B) the following: ‘“(or of
seetion 1876 in the case of a health maintenance organi-
zation) ”,

(f} The amendments made by this section shall be effec-
tive with respect to services provided on or after January
1, 1971,

PArr C—MISOELLANEOUS AND TECHNICAL PROVISIONS
COVERAGE PRIOR TO APPLICATION FOR MEDIOAL
ASSISTANCE

Sko. 251, (a) Secction 1902 (a) of the Social Security
Act (as amended by sections 234 (b) and 238 (b) of this
Act) is further amended—

(1) by striking out “and” at the end of paragraph
(31);
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(2) by striking out the period at the end of para-
graph (32) and inserting in licu thereof *; and”; and

(3) by inserting after paragraph (32) the follow-
ing new paragraph:

“(83) provide that in the case of any individual
who has been determined to be eligible for medical
assistance under the plan, such assistance will be made
available to him for care and services included under
the plan and furnished in or after the third month
before the month in which hc; made application for
such assistance if such individual was (or upon appli-
cation would have been) eligible for such assistance at
the time such caro and services were furnished.”

(b) The amendments made by subsection (a) shall

be effective July 1, 1971,

HOSIITAT, ADMISSIONS I'OR DENTAL SERVICES UNDER

MEDICARE PROGRAM

Sko. 252, (a) Section 1814 (a) (2) of the Social Secu-

rity Act is amended by striking out “or” at the end of sub-
paragraph (O), by adding “or” after the semicolon at the
end of subparagraph (D), and by inserting after subpara-
graph (D) the following new subparagraph:

“(E) in the case of inpatient hospital services

in connection with a dental procedure, the individual

471-5300-70 . 21
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suffers from impairments of such severity as to re-
quire hospitalization;”.

(b) Section 1861 (r) of such Act is amended by insert-
ing after “or any facial bone” the following: “, or (C) the
certification required by section 1814 (a) (2) (I2) of this
Act,”.

(¢) Scction 1862 (a) (12) of such Act is amended by
inserting before the semicolon the following: *, exeept that
payment may be made under part A in the case of inpatient
hospital services in connection with a dental procedure where
the individual suffers from impairments of such severity as
to require hospitalization”.

(d) The amendments made by this section shall apply
with respeet to admissions occurring after the seccond month
following the month in which this Act is enacted.
EXEMPTION OF CHRISTIAN SCIENCE SANATORIUMS FROM

CERTAIN NURSING HOME REQUIREMENTS UNDER

MEDICAID PROGRAMS

Skc. 263, (a) Section 1902 (a) of the Social Security
Act is amended by adding at the end thercof the following
new sentence: “For purposes of paragraphs (26), (28)
(B), (D), and (E), and (29), and of section 1903 (g)
(4), the terms ‘skilled nursing home’ and ‘nursing home’

do not include a Christian Science sanatorium operated, or
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listed and certified, by the First Church of Christ, Scientist,
Boston, Massachusetts.”

(b) Section 1908 (g) (1) of such Act is amended by
inserting after “Secretary” the following: “, but does not
include a Christian Science sanatorium operated, or list d
and certified, by the First Church of Christ, Scientist,
Boston, Massachusetts”.

(¢) The amendments made by this section shall be ef-
fective on the date of the enactment of this Act.

PHYSICAL THERAPY SERVICES UNDER MEDICARE

PROGRAM

Sec. 254. (a) (1) Section 1861 (p) of the Social
Security Act is amended by adding at the end thereof (after
and below paragraph (4) (B)) the following new sentenco:
“Under regulations, the term ‘outpatient physical therapy
services’ also includes physical therapy services furnished an
individual by a physical therapist (in his office or in such
individual’s homé) who meets licensing and other standards
prescribed by the Secretary in regulations, otherwise than
under an arrangement with and under the supervision of a
provider of services, clinic, rehabilitation agency, or public
health agency, if the furnishing of such services meets such
conditions relating to health and safety as tho Sccretary may

find necessary.”
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(2) Secction 1833 of such Act is amended by adding at
the end thereof the following new subsection: '

“(g) In the case of services described in the next to
last sentence of section 1861 (p), with respect to expenses
incurred in any calendar year, no more than $100 shall be
considered as incurred expenses for purposes of subsections
(a) and (b).”

(8) Scction 1833 (a) (2) of such Act (as amended by
section 230 (b) of this Act) is further amended by striking
out the period at the end of subparagraph (B) and inserting
in lieu thereof “; or”, and by adding after subparagraph (B)
the following new subparagraph:

“(C) if such services are services to which the
next to last sentence of section 1861 (p) applies, the
reasonable charges for such services.”

(4) Section 1832 (a) (2) (C) of such Act is amended
by striking out ‘“‘services.” and inserting in licu thereof
“services, other than services to which the next to last sen-
tence of section 1861 (p) applies.”

(b) (1) Scction 1861 (p) of such Act (as amended by
subsection (a) (1) of this section) is further amended by
adding at the end thercof the following new sentence: “In
addition, such term includes physical therapy services which

meet the requirements of tho first sentence of this subsection
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except that they are furnished to an individual as an inpatient
of a hospital or extended care facility.”
(2) Section 1835 (a) (2) (C) of such Act is amended

by striking out “on an outpatient basis”.

(o) Section 1861 (v) of such Act (as amended by sec-

tions 221 (c) (4) and 223 (f) of this Act) is further amended
by redesignating paragraphs (5) and (6) as paragraphs
(6) and (7), respectively, and by inserting after paragraph
(4) the following new paragraph:

“(5) Where physical therapy services are furnished by
a provider of services or other organization specified in the
first sentence of section 1861 (p), or by others under an
arrangement with such a provider or other organization, the
amount included in any payment to such provider or organi-
zation under this title as the reasonable cost of such services
shall not exceed an amount equal to the salary which would
reasonably have been paid for such services to the person
performing them if they had been performed in an employ:
ment relationship with such provider or organization rather
than under such arrangement.”

(d) (1) The amendments made by subsections (a)
and (b) shall apply with respect to services furnished on or

after January 1, 1971,

i s s
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(2) The amendments made by subsection (¢) shall be
effcctive with respect to accounting periods beginning on
or after January 1, 1971.

BEXTENSION OF GRACE PERIOD FOR TERMINATION OF SUP-
PLEMENTARY MEDICAL INSURANCE COVERAGE WHERE
FAILURE TO PAY PREMIUMS IS DUE TO GOOD CAUSE
Sko. 2565, (a) Section 1838 (b) of the Social Security

Act is amended by striking out “ (not in excess of 90 days) "’
in the third sentence, and by adding at the end thereof the
following new sentence: ‘“The grace period determined under
the preceding sentence shall not exceed 90 days; except that
it may be extended to not to exceed 180 days in any case
where the Secretary determines that there was good cause for
failure to pay the overdue premiums within such 90-day
period.”

(b) The amendments made by subsection (a) shall
apply with respect té nonpayment of premiums which be-
come due and payable on or after the date of the enact-
ment of this Aot or which became payable within the
90-day period immediately preceding such date; and for
purposes of such amendments any premium which became

due and payable within such 90-day period shall be con-

LRt
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sidered a premium becoming duo and payable on the date
of the enactment of this Act.
EXTENSION OF TIME FOR FILING CLAIM FOR SUPPLEMBN-

TARY MEDICAL INSURANCE BENEFITS WHERE DELAY

IS DUE TO ADMINISTRATIVE ERROR

Sec. 256. (a) Section 1842(b) (3) of the Social
Security Act (as amended by section 224(a) of this
Act) is further amended by adding at the end thereof the
following new sentence: “The requirement in subparagraph
(B) that a bill be submitted or request for payment beo
made by the close of the following calendar year shall not

apply if (i) failure to submit the bill or request the payment

by the close of such year is due to the error or misrepre-

sentation of an oflicer, employee, fiscal intermediary, carrier,
or agent of tho Department of Health, Education, and Wel-
faro performing functions under this title and acting within
the scope of his or its authority, and (ii) the bill is submitted
or the payment is requested promptly after such error or mis-
representation is eliminated or corrected.”

(b) The amendment made by subsection (a) shall ap-
ply with respect to bills submitted and requosts for payment
made after March 1968.

-
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WAIVER OF ENROLLMENT PERIOD REQUIREMENTS WHERE
INDIVIDUAL'’S RIGHTS WERE PREJUDICED BY ADMINIS-
TRATIVE ERROR OR INACTION
Seo. 267. (a) Section 1837 of the Social Security Act

is amended by adding at the end thereof the following new

subsection:

“(f) In any case where the Secretary finds that an indi-
vidual’s enrollment or nonenrollment in the insurance program
established by this part is unintentional, inadvertent, or erro-
neous and is the result of the error, misrepresentation, or in-
action of an officer, employee, or agent of the Department
of Health, Education, and Welfare, the Sccretary may take
such action (including the designation for such individual of
a special initial or subsequent enrollment period, with a cov-
crago period determined on the basis thereof and with appro-
priate adjustments of premiums) as may be necessary to
correct or eliminate the effects of such error, misrepresenta-
tion, or inaction.”

(b) The amendment made by subsection (a) shall be
effective as of July 1, 1966.

ELIMINATION OF PROVISIONS PREVENTING ENROLLMENT IN
SUPPLEMENTARY MEDIOAL INSURANCE PROGRAM MORE
THAN THREE YEARS AFTER FIRST OPPORTUNITY
Seo. 258. Section 1837 (b) of the Social Security Act

is amended to read as follows:
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“(b) No individual may enroll under this part more than
twico.”

WAIVER OF RECOVERY OF INCORRECT PAYMENTS PROM
SURVIVOR WHO IS WITHOUT FAULT UNDER MEDICARE
PROGRAM
Sec. 259. (a) Section 1870 (c) of the Social Secnrity

Act is amended by striking out “and where”” and inserting in

lieu thereof the following: ‘“‘or where the adjustment (or

recovery) would be made by decreasing payments to which
another person who is without fault is entitled as provided
in subsection (b) (4), if”.

(b) The amendment made by subscction (a) shall
apply with respect to waiver actions considered after the date
of the enactment of this Act.

REQUIREMENT OF MINIMUM AMOUNT OF CLAIM TO ES-
TABLISH ENTITLEMENT TO HEARING UNDER SUPPLE-
MENTARY MEDICAL INSURANCE PROGRAM
Seo. 260. (a) Seotion 1842 (b) (3) (C) of the Social

Security Act is amended by inserling after “a fair hearing by

the carrier” the following: “, in any case where the amount

in controversy is $100 or more,”.

(b) The emendment made by subseotion (a) shall
apply with respest to hearings requested (under the proce-
dures established under secction 1842 (b) (8) (O) of the

et s g . s
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Social Sceurity Act) after the date of the enactment of this

Act.

COLLECTION OF SUPPLEMENTARY MEDICAL INSURANCE
PREMIUMS FROM INDIVIDUALS ENTITLED TO BOTH
SOCIAT, SECURITY AND RAILROAD RETIREMENT
BENEFITS
Sro. 261. (a) Section 1840 (a) (1) of the Social Se-

curity Act is amended by striking out “subsection (d)” and

inserting in lieu thereof “subsections (b) (1) and (o)”.
(b) Scction 1840 (b) (1) of such Act is amended by

inserting ‘‘ (whether or not such individual is also entitled

for such month to a monthly insurance benefit under section

202)” after “1937”, and by striking out “‘subsection (d)”
and inserting in lieu thereof “subsection (c)”.

(c) Section 1840 of such Act is further amended by
striking out subsection (¢), and by redesignating subsections
(d) through (i) as subsections (¢) through (h),
respectively.

(d) (1) Section 1840 (e) of such Act (as so redesig-
nated) is amended by striking out “subsection (d)” and
inserting in lieu thereof “subsection (c)”.

(2) Section 1840 (f) of such Act (as so redesignated)
is amended by striking out “subsection (d) or (f)” and
inserting in licu thereof “subsection (¢) or (e)”.

(3) Section 1840 (h) of such Act (as so redesignated)
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is amended by striking out “(c), (d), and (e) " and insert-
ing in lieu thereof “ (¢}, and (d)”.

(4) Secction 1841 (h) of such Act is amended by strik-
ing out “1840 (e¢)”” and inserting in licu thereof “1840 (d)”.

(e) Section 1841 of such Act is amended by adding
at the end thercof the following new subseetion:

“(i) The Managing Trustee shall pay from time to time
from the Trust Fund such amounts as the Sccretary of
Health, Education, and Welfare certifies are necessary to
pay the costs incurred by the Railroad Retirement Board
in making deductions pursuant to section 1840 (b) (1). Dur-
ing each fiscal year or after the close of such fiscal year,
the Railroad Retirement Board shall certify to the Secretary
the amount of the costs it incurred in making such deduo-
tions and such certified amount shall be the basis for the
amount of such costs cortified by the Secretary to the Man-
aging Trustee.”

(f) The amendments made by this section shall apply
with respect to premiums becoming due and payable after
the fourth month following the month in which this Act
is enacted.

PAYMBENT FOR CERTAIN INPATIRNT HOSPITAL SERVICES
FURNISHED OUTSIDE THE UNITED STATES

Sro. 262. (a) Section 1814 (f) of the Social Sccurity

Aot is amended to read as follows:
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“Payment for Certain Inpatient Hospital Services Furnished
Outside the United States

“(f) (1) Payment shall be made for inpatient hospital
services furnished to an individual entitled to hospital in-
surance benefits under section 226 by a hospital located
outside tho United States, or under arrangements (as de-
fined in section 1861 (w) ) with it, if—

“(A) such individual is a resident of the United
States, and

““(B) such hospital was closer to, or substantially
more accessible from, the residence of such individual
than the nearest hospital within the United States which
was adequately equipped to deal with, and was available
for the treatment of, such individual’s illness or injury.
“(2) Payment may also be made for emergency in-

patient hospital services furnished to an individual entitled
to hospital insurance benefits under section 226 by a hospital
located outside the United States if—

“(A) such individual was physically present in a
place within the United States at the time the emer-
gency which necessitated such inpatient hospital serv-
ices occurred, and

“(B) such hospital was closer to, or substantially
more a@ossible from, such place than the nearest hos-

pital within the United States which was adequately
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equipped to deal with, and was available for the treat-

ment of, such individual’s illness or injury.

“(3) Payment shall be made in the amount pro-
vided under subsection (b) to any hospital for the inpatient
hospital services described in paragraph (1) or (2) fur-
nished to an individual by the hospital or under arrange-
ments (as defined in section 1861 (w)) with it if (A) tho
Secretary would be required to make such payment if tho
hospital had an agreement in effect under this title and other-
wise met the conditions of payment hereunder, (B) such
hospital elects to elaim such payment, and (C) such hos-
pital agrees to. comply, with respect to such services, with
the provisions of section 1866 (a) .

“(4) Payment for the inpatient hospital services de-
seribed in paragraph (1) or (2) furnished to an individual
entitled to hospital insurance benefits under section 226 may
be made on the basis of an itemized bill to such individual
if (A) payment for such services cannot be made under
paragraph (8) solely because the hospital does not elect to
claim such payment, and (B) such individual files applica-
tion (submitted within such time and in such form and
manner and by such person, and coniaining and supported
by such information as the Secretary shall by regulations

prescribe) for reimbursement. The amount payable with

1 e e o

-



322

1566

1 respect to such services shall, subject to the provisions of

2 section 1813, be equal to the amount which would be pay-

3 able under subsection {d) (3).”
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(b) Section 1861 (e) of such Act is amended—

(1) by striking out “except for purposes of sections
1814 (d) and 1835(b)” and inserting in lieu thereof
“except for purposes of sections 1814 (d), 1814 (f), and
1835 (b)”’;

(2) by inserting “, section 1814 (f) (2),” im-
mediately after “For purposes of sections 1814 (d) and
1835 (b) (including determinations of whether an in-
dividual received inpatient hospital services or diagnos-
tic services for purposes of such sections)”; and

(8) by inserting after the third sentence the follow-
ing new sentence: ‘“For purposes of section 1814 (f)
(1), such term includes an insfitution which (i) is a
hospital for purposes of section 1814 (d), 1814 (f) (2),
and 1835 (b) and (ii) is accredited by the Joint Com-
mission on Aocreditation of Hospitals, or ie accredited
by or approved by a program of the country in which
such institution is located if the Secretary finds the
accreditation or comparable approval standards of such
program to be essentially equivalent to those of the

Joint Commission on Accreditation of Hospitals.”
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(¢) Section 1862 (a) (4) of such Act is amended by
striking out “emergency”’.

(d) The amendments made by this section shall apply
to services furnished with respect to admissions occurring
after Decomber 31, 1970.

STUDY OF CHIROPRACTIC COVERAGB

Sko. 263. The Secrotary, utilizing the authority con-
ferred by section 1110 of the Social Security Act, shall con-
duct a study of the coverage of services performed by chiro-
practors under State plans approved under title XIX of such
Act in order to determine whether and to what extent such
services shonld be covered under the supplementary medical
insurance program under part B of title XVIII of such Act,
giving particular attention to the limitations which should
be placed upon any such coverage and upon payment there-
for. Such study shall include one or more experimental, pilot,
or demonstration projects designed to assist in providing
under controlled conditions the information necessary to
achieve the objectives of the study. The Secretary shall re-
port the results of such study to the Congress within two
years after the date of the enactment of this Act, together
with his findings and recommendations based on such study

(and on such other information as he may consider relevant
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concerning experience with the coverage of chiropractors by
public and private plans).
MISCELLANEOUS TBCHNICAL AND CLRERICAL
AMENDMENTS

Seo. 264. (a) Clause (A) of section 1902 (a) (26) of
the Social Security Act is amended by striking out ‘“‘evalua-
tion” and inserting in lieu thereof “evaluation)”, and by
striking out “care)” and inserting in lieu thereof “care”.

(b) Section 1908 (d) of such Act is amended by strik-
ing out “subsection (b) (1)” and inserting in lieu thereof
“subsection (o) (1)”.

(0) Section 408 (f) of such Aot is amended by striking
out “522 (a)” and inserting in lieu thereof ““422 (a)”.

TITLE III—MISCELLANEOUS PROVISIONS

MEANING OF TERM ‘‘SECRETARY”

8Eeo0. 801. As used in this Act, and in the provisions of
the Social Security Act amended by this Aot, the term
“Secretary,” unless the context otherwise requires, means
the Secretary of Health, Education, and Welfare.

Passed the House of Representatives May 21, 1970.

Attest: W. PAT JENNINGS,
Clerk.



APPENDIX B

QUESTIONS PROPOUNDED IN WRITING TO THE DE-
PARTMENT OI' HEALTH, EDUCATION, AND WELFARE,
BY SENATORS GORE AND MILLER

Questions of Senator Gore With Departmental Replies

1. [ have introduced a bill (N, 3638) to increase the i nwm monthily suelal
security benefils to $100 per month for a single person and $150 per month for
6 married couple. What is the Administration’s position ox this budly necdod

proposal?

The Department would oppose a substantial incereaxe in the minimune henefit.

A high minimum benetit would go to a substantial number of people who werked
very little in employment covered by social =ecurity and who are receiving ben -
tits under other government programs—retived Federal, State, and laeal ¢ n-
ployees, for example. ‘These people are no more dependent on the minimun <oe !
security henedtt for their support in retivement than they were dependent on
covered caruings for their livelihood duving theiy working years< tn addition. u
mumber of those who are receiving minimum or near-tninimuin henetits, or v ho
wontd receive tliem in the future, ave people not substantially dependent n;sn
their own earnings, suel as housewives who worked only brietly under the pro-
gram. .\ person who has worked regularly under the program at the tevel of the
present Federal miniinum wage (8160 per hour), for example, would get, under
prexsent faw, not the mintmum bewnefit of 864 but rather a benefit of over 139
a month (over $146 under HLR. 17530) if he beeame 65 and retired in 1970, And
a person retiring at age 65 in 1971 with full-time carnings at the Foderat wind-
mum wage that was in efect over the years woulld get a benefit of over X149 3 er
month,

Any increase in the social seearity minimam wounld, of course, inerease the
cost of the program. Dy and lavge the inereased cost has to be met- -2a long ax
the program continues to he self-sustaining—-throngh larger contribution incoine
or through smaller henefits paid to other heneliciavies, Within ony given level
of expenditure, the more that is done in the way of paying a high minhmum
benefit that is unrelated to earnings and therefore nurelated to contributions, tie
less can be done for the people who have worked more and earned mero gnd eon-
tributed more.

2. What is the relationship betiwccen the minimum monthly benefit provided
in the Family Assistance Plan Act and the mininium monthly benefit provided
in the Social Sccurity Act? How ts the minimum benefit in the Family Assistance
Plan Act financed?

There is no direct relationship between the minimum monthly benefit provided
under the social security program and the nimbmum monthly income standaml
provided for the aged, the blind, and the disabled under the Family Assistance
Act. The proposed $110 minimum for the adult categories under publie assistance
{s of course not a minimum menthly payment but rather a minimum income
standard of assistance; that Is, an aged, blind, or disabled person would get a
payment that would make up the difference between his income and the 2110
standard. The minimum benefit under soal s¢eurity is not intended to be a min-
imum standard of income but rather an amount that is intended to be related
to a person’s earnings in covered employment and yet be a significant item of in-
come for the insured person who had low covered earnings. Benefleiaries who
have no income other than the minimumn xocia! security benefit, or benefits that
are less than the $110 minimum income standard, would, if the Family Assist-
ance Aet I8 enacted, get an assistance payment that woul.l Sring thon, o 1o hat
standard and possibly more where the States have a higher standard.
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In regured to the financing of the £110 minimun monthly income standard
under the Family Assistance Act, the Federal Government would pay 90 percent
of the first 2635 per recipient and 25 percent of the remainder up to the maximum
level of assistance that the Secretary of Iealth, Education, and Welfare deter-
mined to be the Hmit of financial participation by the Federal Government.

3. House bill provides for a soclal 3ecurily tax increasc by raising the tarable
wage base from $7800 to $9000 in 1971. T understand that the Department contem-
plates a further increase to $3660 in 1973 under the cost of living provision. Please
provide a table showing the tax dcercascs for wage carners at selected income
levels up to $10,000 resulting from the tarx reform act as cffective in 1973 and the
taxr inercascs that would result for t6ese same wage carnere as the result of in-
creasing the tarable wage huse as outlined above.

Following Is & table showing changes in income tax liability and social security
contributions at various income levels for a single worker and a married worker
with 2 children in 1973,

4. What is the Administration’s position on my proposal to reduce the age at
which widows conld receive actuarially reduced henefits from 60 to 507

Benetits under the social security program are intended to be made avallable
at an age when it ean e assunted that a large number of people, for health or
otlier reasons, may no longer he able to work. For purposes of paying survivors
benefits to nowidow, it had not seemed unreasonable to use age 60 as the dividing
line.

The benefit: that are available to widows hefore age 62 are reduced to take
account of the longer pertod over which the benefits will be pald. The reason for
the reduetion in benefits is to make some payment available earlier than age 682
for widows at no additional cost to the program. Under present law, a widow
at nge 60 can get 71% percent of the worker's age-63 henefits. If benefits were
made available at age 50 at no cost to the program, a widow would get between
40 percent and 50 percent of the worker's age-65 henefit. While it could be said
that a person in need is better off with a small benefit than none at all, the pay-
ment of obvicusly inndequate henefits to a large number of people wonld create
added pressures for inereasing the Lenefit amounts. To the extent that sueh
pressures were successful, the objective of a cost-free provision would be lost.
And thie eost of providing full benefits for all widows at age 50 would be sub-
stantinl.

If reduced wldow’s benefits were provided at age 330, as they now are provided
for disabled widows, it Is estimated that additional benefits of $370 million would
he payable under the proposal in the first full year of operation, assuming enact-
ment of H.RR. 17550.

5. Similarly, what {8 the Admintstration’s position on my proposal to permit
the widower’s benefits to be payable at age 602

The Administre*ion favors the proposal, included in H.R. 17650, to reduce the
ago of cligibility for widowers’ benefits from age 62 to 60, making it the same
as that for widows under present law .

It i3 estimated that additional benefits of less than $500,000 would be payable
under this proposal in the first full year of operation.

6. What is the Administration’s position on increasing the earnings lmitation
to $2400 per year rather than the $2000 limit set in the House biil?

As yvou know, the House-passed bill makes significant improvements in the
retirement test provisions of the social security law. Under the bill, $1 in bene-
fits would be witlhheld for each $2 of earnings above the annual exempt amount
regardless of how high the earnings might be; there would be no point at which
$1 in benefits would be withheld for each $1 of earnings as is now the case for
carnings above $2880. 'M'he annual exempt amount would be raised from $1680 to
$2000, with future increases automatically geared to increases in earnings levels.
The bill also liberalizes the test as it applies in the year a beneficlary becomes
are 72. These changes would have a long-run cost of .13 percent of taxable payroll
(about $570 milllon in additional benefits would be paid out in the first 12
months). The Administration supports the provisions in the House-approved bill.

Increasing the annual exempt amount under the rotirement test from $£2000
as provided in the House bill to $§2400 would have a long-run cost to the social
secarity program of .08 percent of taxable payroll in excess of the cost of the
provisions in the House-passed bill (about $280 million in additional benefits In
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the first year), The additional benefits would be paid to less than S percent of “‘5
social security beneficlaries, most of whom are working full time and \-;|r|}lx|g
as much as they ever did. The vast majority of beneficiaries are unable to w ork_
or do not want to, or cannot find cmployment—they would not be affected by
asi 1e annual exempt amount. ) .
mfi‘rlfgsi:lxistl’dco;:t has nske(ll the Advisory Council on Social Sceurity, which is
currently reviewing the entire seocial security program, to give particular study
to the r(:tirém(’nt test. The Administration Lelieves that consideration of possible
changes which would go beyond those contained in the House-passed bill should
be deferred untll after the Advisory Council has completed its study.

1. What would be the Administration’s position on reducing the age at which a
person can cscape from the carnings limitation from 32 to 63 ycars of age?

Reducing the age at which the retirement test ceases to apply from age 72 to
age 65 would have a long-run cost to the social xecurity program of .02 percent of
taxable payroll over the House-passed bill (about $1.5 billion in the first year),
It would be very difficult to justify eliminating the test for beueficiaries aged 65
and over while retaining the test for atl other beneficia ries, such as young widows
with minor children, whose needs may be as great or greater. If the test were
eliminated for all beneficlaries the long-run cost of the program would be in.
creased by .56 percent of taxable payroll over the House-passed bill.

Eliminating the test would not be advantageous to as many of the soclal
security beneflelarfes as is generally supposed. Our figures show that as of Jan.
uary 1, 1070, there were 18.3 million people age 03 and older and eligible for
social security Lenefits. Of these, 8.6 million were aged 72 or older—the test did
not apply to them. Of the remaining 9.7 million people, 6.6 million had ho earnings
in the year and 1.2 million carned below $1400; it is doubtful whether very
many people at these earnings levels would earn more if there were no test, and
elimination of the test would not increase the benefits paid to them. Probably
the main effeets of eliminating the retirement test would be that benefits would
Lo paid to about 1.5 million benefleiaries aged 65 or over who now get no benefits
or only partial benefits—only abonut 8 percent of all benefleia ries aged 65 and over.
Most of these would be people working regularly and earning as much as they
can,
For the same cost as would be entailed in reducing from age 72 to age 65 the
point at which the retirement test would not be applicable, one or more sub-
stantial improvements which would have more general application could be
provided. For example, a 5-percent benefit Increase could be provided for all
beneficlaries.

As stated in the response to the. preceding question, the Advisory Council on
Social Security Is giving particular study to possible changes in the retirement

test.

8. What is the Administration’s position on my proposal 1o prohibit any reduc.
tion {n benefits to a soclal sccurity beneficlary who remarricst

Under the soclal security program, marriage or remarriage does not affect the
benefit payable to a worker who {s getting benefits based on his own earnings
record. And when n worker getting retirement or disability benefitg marrles,
benefits are generally payable to his spouse and to the children. On the other handa,
when a worker’s dependents and survivors marry, their benefits are generally
terminated. Social security benefits are payable to dependents and survivors
whom a worker normally supports or has a legal obligation to support on the
presumption that the beneficlary was dependent on the worker for his su pport and
lost a source of support when the worker’s earnings were cut off because of retlre.
ment in old age, severe disability, or death. Thus, the reason why benefits are
generally terminated when a dependent or survivor benefleiary marrles 1s that
there {s a presumption that the marriage creates a new dependency situation anq
the dependency relationship on which the benefits were based no longer exists,

An exception fs made when a berson getting dependent’s or survivor's benefits
marries a person who is also getting dependent’s or survivor's benefite, In thix
situation benefits are usually payable after the benefielarles ma rry, since nelther
beneflelary could be expected to support himselt without his bhenefits, Another
exception i3 made in the case of a wldow age 60 or over, or a widower age 02 or
over, who remarrles. Under the law, a wildow who remarries aftor age 60 receives
one-half the benefit amount that would have been paid to her former hushand or
one-half the amount of her new husband’s benefit, whichever is higher.

W ey e
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The Department of Health, Education, and Welfare has from time to time con-
sldered proposals that would provide for continuing full-rate benefits for depend-
ents and survivors after marriage, but has not recommended that such proposals
he enacted. It is presumed that a person who marries will ordinarly be self-
supporting or will be supported by his or her spouse. The Department has not
recommended providing full-rate widow's benefits after remarringe. If full-rate
benefits were pald to a widow or widower sfter remarriage, the new couple
would get considerably more in benefits than would a couple that had been mar-
ried for many years, even though in both instances the workers had identical
wark records.

If full-rate benefits were provided for widows and widowers after remarriage,
it is estimated that additional benefits of £20 mitlion would be payable in the first
full year of operation, assuming enactment of 1LR. 17550,

D What is the Administration's position on my proposal to permit a disahled
wife 1o reccive an additional social sceurity allowance, cven though she is not
otherwise quulificd to reecive bhenefits, wehere her husband is also disabled?

As you know, wife's henefits under social security are now provided to the wife
of an old-age or disability insurance benefleiary in two general types of situa-
tions: (1) where the wife bas a young child and may need to stay at home to
citre for the child rather than seek employment, and (2) where the wife has
reached age 62--an age at which it can be assumed that most wives, for health
and other reasons, may no longer be able to support themselves through gninful
employment. ( Benefits are also payable to a dependent husband if he s aged 62
or over, and was reeeiving at least one-half of his support from his spouse at the
time of her disablement.)

We reeognize that a beneficiary’s wife (or dependent husband) who is totally
disabled for work is likely to be in much the same position as the wife (or hus-
batd) who is over age 62, The couple that ineludes a disabled spouse may also be
confronted with the higher health-care expenses that are generally associated
with disability.

We believe, though, that it is diflicult to separate the question of providing
benefits for disabled wives of disabled workers from the broader question or
providing benefits for disabled wives of all beneficiaries—retired as well as dis-
abled worker beneficiaries. (Fven under a proposal intended to provide benefits
for disablt wives of disabled benefieiaries only, presumably the disabled wife's
benefit would be continued when the disabled worker reaches age 635 and the
benetit is converted to an old-age insurance benefit.) The broader question of
providing benefits for disabled wives of all beneflearies is among the issues now
being considered by the Advisory C(‘ouncil on Social Seccurity, We suggest that
action on your proposal be deferred pending completion of the Council’s study.

It is estimnted that additional benefits of §21 million would be payable to dis-
abled wives and disabled dependent hushands of disabled worker beneficiaries
in the first full year of operation. ( Additional benefits of $150 million would he
pavable in the first full year of operation if benefits were provided to disabled
wives and disabled dependent husbands of all beneficiaries.)

10. The bill eliminates the test of recently covered work for blind people. Why
should this same rule not apply to all persons who are otherwise eligible for dis-
ability insurance benefits?

The provision in ILR. 17550 which eliminates the requirement of recent cov-
ered work prior to disablement from the insured-status requirements for people
who are blind was not included in the Administration’s soclal security proposals
but was developed by the Committee on Wayrs and Means.

We recognize that eliminating the requirement. of recent covered work for all
workers would cnable many additional totally disabled people to qualify for
needed benefits. We also recognize the desirability of providing the same insured-
status requirements for all disabled workers. Moreover, the present insured-
status requirements for disability insurance benefits are more stringent than the
requirement for old-age insurance henefits, and the change you have indleated
would make the requirements comparable. '

Ellminating the recent-work requirement for all workers would substantially
increase the cost of the disability provisions. The cost to the soclal security pro-
gram of such a provision is 0.23 percent of taxable payroll.

‘The insured-status requirements for disability benefits are among the subjects
being considered by the Advisory Council on Social Security. We recommend that
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conslder:tion of o proposal to climinate the requirement of recent work for all
workers he deferred untit the Council has had opportunity to complete its review,

It is estimated that additional benefits of $600 million would e payable in the
first full year of operation under a proposal to eliminate the requirement of
recent work for all workers, assuming enactment of HLR. 17550.

OIFFERENCES IN INCOME TAXES AND SOCIAL SECURITY CONTRIBUTIONS UNDER THE LAW IN EFFECT BEFORE
AND AFTER THE TAX REFORM ACT, AND BEFORE AND AFTER H.R. 17550, IN 1973

Net decrease

Income tax liability . . in income

Social secutity contnbutons taxes and

Pretax Tax —_ e e social

Reform Reform . Pre-H.R. HR. secunty

Income ¢ Act Act  Difference 175% 1755 Difference 1 contibutons

Siagle worker:

1,000 .. _....... 16 . ... $i6 $57 $52 $5 $21

2,000, . 63 37 126 113 104 9 135

44,000 . . 504 2 142 226 208 13 160

$6,000_ .. 886 748 118 339 312 22 15

7,800 _. 1,235 1,089 e 411 406 35 181

9,600 __ 1,641 1,454 187 Al 49 —-58 129

lb,OQO ............ 1,472 1,530 212, 441 4993 —58 4

Worker, wife, and 2
children:
1000, | iiaeaaean 57 97 S 5
2,000, e iieieaaenaaa 113 104 9

4,000 144 140 226 208 18 i

5,000 450 294 156 339 3 27 183

1,800 738 5 1717 441 406 35 22

9,600 1,046 202 441 499 —-58 144

10,000 ........... L 905 209 441 4“9 —58 151

1 It is assumed that income concists only of earnings covered under social security.
1 A negative number indicates worker will pay additiona) contributions in 1973. .
.3 Under the provisions in H.R. 17550 for automatically adjusting the contribution and benehl base as earnings levels
rise, it is estimated that the base will be $9,600 in 1973,

Note.—All amounts are rounded to nearest whote dollar,

12. What would be the Administration's position on a proposal to permil a
widow, who has children that have all attalncd age 22, to reecive actuarially
reduced bYenefits at such time when she has attained the age of §52 How much
in additionul benefits wounld be payable if this proposal were adopted?

This proposal would aggravate the problem of low bencefits (discussed in con-
nection with question 4) by providing for actuarially reduced benetits for widows
as early as age 45.

In addition, it would be diflicult to justify providing such henetits to o woman
whio has children beyond the age of 22 while denying the option to & woman who
has never had children (or whose children died before the age of 22). Under
present law benefits are pald to young wldows on the assumption that they are
needed at home to care for their ehildren. Benefits are paid to widows at age
60 in recognition of the fact that many women who are widowed years after
having left the labor market to beecome housewives and mothers lack the skills
necessary to qualify for reasonably suitable employment, The same factors would
not secin to apply to younger widows whose chilidren have reached age 22, The
Department would not favor this proposal.

It is estimated that additional benefits of £300 million would be payable under
this proposal in the first full year of operation, assuming enactinent of I1LR.
17530.

Questions of Senator Miller With Departmental Replies

1. Scetion 221.—Limitations on Federal Participation for Capltal Eeponditures

Is it truc that the great majority of planning agencies at all 'evels around
the country arc mercly “paper” organizations which would be incapable of per-
Jorning the functions required by this scction until staffed with cxpcris and
made fully opcrational?

The capability of planning agencles around the country varles considernbly,
However, in the past few years important strides have been made in the direction
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of capability on the part of planning agencies at all levels to perform the fune-
tions required by this scetion. Under the Comprehensive Health Planning I'ro-
gram all 50 States, the Distriet of Columbia and five territories have State
comprehensive health care planning agencies. On the arcawide level, 127 plan-
ning agencles are receiving Federal grants; 36 of such agencies are operational.
It §s extimated that 183 areawide planning agencies will he receiving grants by
the cmd of fiseal year 1971 and that more than 70 such agencies will be opera-
tion:al. "Under the Iil-Burton program, State planning agencles have been in
operation for many years and their capability and experlise has been well demon-
strated. We believe that the authority and responsibility added by this provision
will farther stimulate the organization of additional agencies and more effective
implementation of existing activities. However, in geographical areas where no
planning ageney is yet operational, the provision weuld not be implemented until
an appropriate ageney is ready to function.

If a State is nol acilling to make an agrecment with HEW to carry out the
Junctions of this scetion, can HEW make these decisions on its oion?

If the Sceretary were unable to enter an agreement with a State this provision,
of course, wonkl have no effect in that State; however. we beleve that there is
sufficient lead time before this provision becomes effective to offer at least some
assurance that all States will be capable and willing to enter an agreement with
the Secretary.

Is it contemplated that there would be no revicw of or appeal from o decision
by the Sceretary that a capital erpenditure is not reimbursable as provided under
subscetion (f) on page 862

The Seeretary’s decision in the eases referrved to is the culmination of a series
of constderations and reviews which begin with the local planning agency and
brogress through area and State agencies, where appropriate, hefore reaching
the Secretary. The Secretary would have a national advisory council to assist in
coordination of polley matters and to provide consultation if he is considering
reversal of an adverse finding at the local level. As this section indleates, a pro-
vider may request reeonsideration of the Seceretary’s formal decision.

Auny further review of the Secretary’s declsion seems unnccessarily time-
consuming and expensive in light of the several opportunities for review which
have already occurred. We would not, however, be opposed to an addition to the
legislation to permit eourt review on the grounds that the Seerefary acted nvrbi-
trarlly or eapricionsly or that his decision was made outside the scope of his
statutory authority.

Is {1 your understanding that section 221 could apply cven if the capital enr-
penditure involved was subztantially for replacement of cristing faellities and,
ff s0, might not this seriously impalr the improvement and modernization of
eristing hospital facllitics cven though there i3 no change in bed capacity?

Capital expenditures made for the replacement or modernization of existing
facltities would eome under the purview of this provision even where there is no
change in bed capacity, Tt is appropriate for planning agencies to review plans
for modernization since there are at least some instanees where health facilities
have not adjusted to changing community needs sueh as population shifts.

It should be emphasized, however, that the main thrust of this provision is to
help assure that future capital expenditures are made in such a manner as to
avold a duplication or frrational growth of health care facilities that wonld
result in the fneficient use of facilities and in unduly high health care costs. It is
unlikely that proposed improvement or modernizatton of an existing facility
which does nat alter the bed capacity or nature of its services would be foundq
out of line with planning activitics unless substantial duplication already exists
or the improvement would result in higher costs to consumers without corre-
sponding increase in the quality of service.

Suppnse a local health planning ageney turned a hospital down with regard
to a capital erpenditure. What kind of appeal 1could there be from this?

With respeet to decislons made under this section, the findings made by the
local planning ageneyr are only the first step in the review process. The local
docislm\' passes to areawlde and State bodies (where appropriate) and finally
to the Secretary, The Seeretary can, after consultation with n national advisory
council, overrule the local or State determination and authorize the payments in
Question if he finds that denial of reimbursement would not be consistent with
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effective organization and delivery of services generally or with administmtion
of the affected Federal programs.

2. Scction 222 —Erxperiments and Demonstration Projects in Prospective
Reimburscment

Undcer this scetion HEW would have to transmit a written report containing
a full and complete description of the exrperiment or project to the House Ways
and Mecans Committce and the Scnate Finance Committec before placing such
experiment or project in operation. Would you wait for approval by thesce com-
mittces or at lcast some indication that they do not disapprove before aclually
initiating such a project?

This could result in a delay in undertaking promising demonstrations and ex-
periments. Wouldn't an annual report sutlice for this purpose? :

We think that the statutory language requiring that the Committees receive
reports on the proposed experiments and projects before they can be iimplemented
is unnecessary. The Committee report on the House bill indicates that the intent
is to allow time for Congressional study before the experiment or project is put
into effect. While this would not require waiting for approval by the Committec
it does imply that some time should elapse after submission of the report and
before the experiment or project is begun. We agree that such a requirement
could result in delays in the implementation of projects. Considering the fact
that a great deal of research and analysis would have to be completed within a
very short period of time, any delays in implementing projects and experiments
may be costly. Timing is particularly important in experiments related to pro-
spective reimbursement where the provision already requires full report on com-
pleted projects and recommendations in 1972, For these reasons we are recoin-
mending the deletion of the reporting requirement in section 222

3. Scction 223.—Limitations on Coverage of Costs under Mcedicare Program

How can a provision such as this be odminisicred without a tremendous
incrcase in ligh cost personnel? Also, how can this be administered when Liztor-
fcally over the past four ycars basic yecar-cnd auditing of hospitals ha- been
belhind at much as three ycars?

Thix provision would authorize the Seceretary to establish and promulgate
limits on various types of provider costs for various classes of providers based
on estimates of the costs needed to efliciently deliver covered health services. It
is not contempluated that this provision would apply to large numbers of institu-
tions. Instead, the provision is sinled at luxury-type institutions with exception-
ally high expenses.

If enacte], we do not believe this provision would signifieantly affeet the ad-
ministrative costs of the prograim or require substantial numbers of additionat
personnel. Naturally, some costs will be Incurred in establishing the system for
determining and promulgating cost ceilings, and we would expeet that some
redeployment of personnel might be required. However, any additlonal costs
incurred will be more than offset by the savings that could resuit to the program,
savings which eannot be achieved under the present law.

Final settlements with providers based on audited cost reports are not as cur-
rent as we woukl wish thein to be, However, we are not significantly behind on the
steps leading to inal settlement.

A chief cause of delay is that often when there is a dispute between the audi-
tors and the providers, the provider may prefer delay to lostug out. Morcover,
the amounats in dispute in such cases represent a very small proportion of total
cost. In any case, we feel that suflicient cost data will be available to implement
the provislon. Moreover, we would expect that In some eases the provision might
expedite the cost settlement process, Since the provider would be aware of the
cost limits in advance and could chiarge the beneficlaries for the costs considered
“excesslve,” we would expect the delays In negotintions between the provider
and the fiscal intermediaries to be considerably less than those that now exist
when costs are retroactively denied as unreasonable.

Wonld it be your intention to erercise medical judgments to determine what
items or gervices are “nccessary in the efficient delivery of medical health sere-
{ces”? If so, how?

Our intention in administering this provision fs that cost limits would initially
be established for those costs that do not vary with the quality and intensity of
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medical eare. Sueh costs would include such items as food, room, laundry, admin-
istration, and medieal records. We do not consider the establishment of limits on
these costs to be “medical judgments.”

For costs that do vary with the intensity and quality of care furnished, we
wonld expect to set. reasonable Mimits sufliciently above average costs per patient
day so that only cases with extraordinary expenses would be subject to any
limits. Again, with regard to these costs, we would not look on the establishment
of such cost limits as constituting a medleal judgment. Rather, based on the
actual practices of comparable providers in an area, the program will have
authority to exclude from relmbursement those costs which are clearly excessive.
However, where these seemingly excessive costs can be justified by the provider,
relief from the application of cost limits can be given.

Establishment of Incontives for States To Emphasize Quipatient

4. Neetion 225.
Carc under Mcdicaid Programs

Tsn't it a fact that substantial savings are possible by good cnforccment of
proper wlillization in all institutions, hospitals und nursing homes?

Savings are possible through good enforcement of proper utilization in in-
stitutions, hospitals and nursing homes., The Department. has focused consid-
crable attention in this area.

We are reeommending section 223 with the specific goals of encouraging more
effective utilization of Hmited facilities and lower cost patterns of service. We
are therefore proposing tnereased Federal matching for outpatient, clinic and
home lealth services to encourage the States to provide early diagnosis and
treatment of illness, preventive services and alternatives to institutional care
and thereby reduce the need for the use of inpatient services.

Our proposed limitations on the length of stay in general and TB hospitals
are designed to encourage the transfer of patients to less expensive facilities.
They reflect the assumption that treatment in acute institutions is generally
of short durntion, rarely exceeding GO days.

We recommended a reduction in matehing for skilled nursing homes in order
to encourage, whenever appropriate, early transfer of patients to alternative and
lower cost facilities (such as intermediate care facilities). The provision grant-
ing authority to the Secretary to compute for reimbursement purposes a reason-
able cost differential between cost of skilted nursing home services and cost of
intermedinte care facilities is designed to assure that supporting care In these
institutions results in decreased costs, These provisions reflect. the Department’s
concern that many patients remain in skilled nursing homes longer than neces-
sary, and that as a result program costs are unnecesszarily inereasing.

Our proposed limitations on the length of stay in mental institutions reflect
the assumption that medieal treatment of mental disease inpatients generally
does not exceed three months, and for patients over 03 rarely continues beyond
one year.

What has bcen done to apply the same type of surveillance tn hospltal utiliza-
;‘ion m?rlcw admissions and length of stays as is applicd in the casc of nursing

omes

Survelllance of hospital adinissions and length of stays is effected through the
utilization review process. Utilization review is required by regulation to be
basexd on a statistically significant sample or other reasonable basis of pertinent
data as determined appropriate to the medical care or service under serutiny.
Information on hospital admissions and duration of stays has been deemed nee-
essary for an adequate review.

Under the Medleare program, a number of steps have been taken to identify
over-utilization of hospital services. Intermediaries have heen instructed during
the course of contract perforinance reviews to improve, where necessary, their
claims review process to detect and deny claims representing over-utilization
and an instruciion is now being prepared for national distribution which contains
sereening guides for use by intermedianries in processing individual hospital bills.

Morcover, statistienl analyses of hospital stays for various diagnoses will
soon be made avatlable to intermediaries to assist them to Identify hospitals
with questionable patterns of utilization. These same profilex will also be distrib-
uted to hospitals to assist their utilization review committees in evaluating uti-
lzation. To further strengthen the effectiveness of ntilization review committees,
regulations are being proposed which will require them to review patient stays
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at a relatively early date. Alto, a regulation soon to be published bars physicians
with a significant financial interest in an institution from serving on its utitiza-
tion review committee except under limited circumstances.

Another proposed regulation will permit pre-adimission diagnostic testing pro-
cedures to be reimbursed as Inpatient hospital services and should reduce the
length of stay because many tests will be performed before hospital admission.
Also, the change In regulations early this year to reduce the initinl physician’s
certification of medical necessity from the fourtcenth to the twelfth day of the
patient’s stay, and the subsequent certification from the twenty-first to the
cighteenth day, is expected to result in sonte earlier diseharges

Has there been any cxtensive or factual study made to cstablish specificd num-
ber of days corvcrage for specific iliness, both in hospitals, RCF’s, and skilled
nursing homes?

No studies have been made to establish £pecified number of days coverage for
specifie illness in hospitals and RCF’s. However, because of the provisions in
H.R. 17530 that the Secretary specify the medieal conditions and length of stay
required in RCE's and HILN’s, we have recently initiated the development of
data to support length-of-stay presumptions for individual medical conditions
requiring extended ecare or home health care. These data will cover the 30 most
frequently occurring RCF admitting diagnoses and the 40 most frequently oc-
curring home health diagnoses—representing about two-thirds of all RCF admit-
ting diagnoses and also about two-thirds of all home health dingnoses. We expect
to have by September tabulation showing the mean and median lengths of stay
and percentage distributions of length of stay for ECF admissions in 1969
invelving patients discharged prior to June '1970. By October, we expect to have
tabulations on the number of visits for various kinds of home health services
for persons who recelved covered home health cave in 1069.

We are atso developing comparative utilization data on all short-stay hospitals
participating in the Medlicare program. Those data provide for a comparison
of the actual length of stay of a sample of patients discharged from a specifie
hospital with derived data for a standardized length of stay for the same patients,
State agencies and intermediarians, as well as providers, will use these data in
their reviews and analyses of Medicare utilization.

I am assuming that many of our States will be unabtle to pick up this adided,
financial burden. Do yon agree that the very person 1wce are attempting to ade-
quately provide for could well be the victim of this cconomy motivated cut-haeck?

Our recommended changes in the Federal matelhing percentage for medical
assistance are intended to encourage States to substitute less expensive eare for
more expensive care when it is equally beneficial. The assumptions upon which
the Department based this proposal have been explained in response to earlier
questions. We are convinced that with the proper application of this provision
the majority of patients can be transferred to less expensive facilities after the
specified time periods without any adverse effect on the patients, We wonld note
that for those patients who still require more intensive care after the specified
periods, Medicaid is not discontinuing but only reducing the Federal matching
percentage, except in the case of persons who remain in mental institutions
longer than the maximum period.

A8 author of the Intermediate Care Facllity Amendment of 1365, I am inter-
csted that these facilities not be used as a dumping ground for critically ill xkilled
nursing home paticnts. Wouldn't the cut-back provisions of this bill encourage
placement of paticnts in lesscr care facilities, regardless of medical necd?

There is no intention of “dumping” eritically ill skilled nursing home patients
in ICKF’s regardless of medical need. The amendments are intended to encourage
whenever appropriate, carly transfer of patients to alternative and lower cost
facilities (such as ICF’s). The provisions reflect the Department’s concern that
many patients remain in skilled nursing homes tonger than necessary, and that
as a result program costs are unnecessarily inereasing.

What wlill be the cffect upon paticnis nceding skilled nursing care for « pro-
longed period of time al the end of 90 days when the Federal matehing fundx are
reduced by onc-third?

We would expect that an appropriate level of care would still be provided to
those limited numbers of patients who require skilled nursing home care for
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longer than 90 days. He would relterate that Federal matehing would not be dis-
continued but be provided at a reduced rate.

Is there some other way in which these savings envisioned from scction 225
can be accomplished without an adrerse cffcet upon the patients needing skilled
nursing care for a long period of time?

The Departinent feels that the recommended provisions are the most appropri-
ate ways of encouraging more effective utilization of limited facllities and lower
cost patterns of service. As we have noted above, the Department has no intention
of adversely aftfecting the quality of care recelved.

What attempts hare been made to reduce ndministral_it‘c costs by the Dcnqu:
sment of HEW and the States in administering Title XVIH and X Title XIX
programs?

Controlling exeessive or improper utilization is crucial to the Department’s
effort to control Title XIX program costs; therefore, the Department places the
highest priority on developing and strengthening State capabilities to perform
utilization review. Reeognizing that effective claims administration and well-
designed information systems will assist the States in performing effective uti-
lization review and in curbing abuse, the Departient has strengthened MSA’s
cap.ihility to provide technieal assistance to the States in establishing model
claims processing and information retrieval systems.

The Department endorses the provisions of H.IR. 17530 which seck to controt
costs and improve the administration of the Title XIX program. Representatives
of the Department have worked with the House Ways a:id Means and the Senate
Finance Committees to develop and refine these provisions.

MSA has recently awarded a contract Yor the implementation of the Medieal
Survelllanee and Utilization Review Reporting system on a pilot basis in four
States. This system encompasses a mechanized information retrieval system
built on data from claims payments. It will make possible a variety of statistical
analyses between the patient, doctor, and vendor. The States which have con-
tracts (Rhode Island, Oklahoma, Colorado, and West Virginia) will report to
MSA the exceptions (high and low extremes) in payment claims. The system is
tied into medieal peer evaluation, with the local wmedieal society perforining
review of any abnormal care patterns turned up by the computer. Implementation
of the systemn and utilization of data produced will result in capability of the
States to exerelse a meaningful level of fiseal control over thelir Title XIX
programs.

The recent reorganizotion and increase in stafing of the Medieal Services
Administraticn has resulted in the creation of two new offices (Program Plan-
ninz and Lvaluation and Management Information and Payment Systems) which
are charged with devetoping new approaches to improve the administration apa
control costs of the Title XIX program.

The above is supplemented by the ongolng activities of MSA's Technical As-
sistance and Training and Program Operations and Standards Divisions in pra-
viding consultation to States in their administration of the Title NIX program,
and the surveillanee of State medicatd costs by the HHEW Andii Ageney,

The Bureau of Health Insurance, Socizl Security Adminlstration, has estah-
lished a numher of continls designed not only to assure containment of overall
administrative costs but also to improve the quality of administration provided
for cach administrative dollar expended under Title XVIIL As part of ongoing
operations, contractors are required to prepare and justify in detail their annual
cost reports which are subjected to careful analysis and evalution. Substantial
deviations of actual experience from budget estimates must he explained. Signifi-
cant variances in their experience from that of other companies with compa-
rable workloads must also be justified.

Administeation of high quality, even if costly in itself, can result in reductions
in overall program costs. Significant Linprovements in quality of work during
the last fiseal year included: (1) a more thorough review of EOF bills to assure
that the care and services provided were at the level covered by the law; (2)
more detailed review of hoth parts A and B bills as a safeguard against over-
utilization of services: (3) development of more sophisticated physiclan profiles
for part B claims to Insure that parments are reasonable and in accordance
with the law; (4) fmproved part B bill review to assure prevention of potential
duplicate payments; and (5) development of finproved part B case control 8ySs-
tems so that carriers will be able to respond more readily to beneflciary inquiries
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on the status of their claims. As a result of these improvements, the gualy
of ¢laims processing in the third year of operations was much huprm"(nl over
experience of the first two years of the program. Kervices to beneficiaries were
improved, and claims were betng processed faster and more accurately.

Cost oxperience of intermediaries and carriers has reflected considerably
greater stability during the past six months than in earlier perioids, both in terms
of volume of claims receipts and unit costs of processing workloads, indieating
that future cost estimates can be preparad with a greater deuree of precision.
Actual experlence for fiseal 1970 is expected to Le very close to the budget
estimates of 8208 million for intermediary and carrier administrative costs.

Auditing costs have aceounted for a substantial portion (30 percent) of part
A intermediary administrative expenditures. We have restricted the bidzeted
funds available for audit costs in fiscal 1971 to $27.3 million or 28 percent of
the total part A intermediary budget. Together with the percentage r--dm'tmn.
we are initiating a perlodic audit approach which will reduce substantinliy ‘,]"’
number of cost reports which must be audited annually. Approxiinately cne-third
of the cost reports each year will actually be audited. Cost reports on which
cottlement is made without audit will be subject to andit for a period of three

years.

5. Seetion 227.—Authority of Scerctary to Terminate Papments to S ipplicrs of
Screices

Under this section, pagments wonld not be made where HEW determine < that
a person has furnished services or supplics which are “substantially in creess of
needs of individuals® or “harmful to individuals™ or Cof a qroxsly inforior qual-
ity (puge 111 of billy. Conld you give uz some indication of achat wauld te o or-
cred by these various terms and particularly the last one?

Determinations of this type nre, of course, to a large degree judgmental in
nature and will require careful discernment on the part of health professionals
to assure equitable applieation of the provision.

While it Is impossible to be definftive about these varions terms, the folloving
examples illustrate the concepts that are involved. An example of <erviees which
are “substantially in excess of needs of individuals” would be the case where a
physician has his patients visit his office every 2 or 3 days to inject a vitamin
which they conld just as well have taken orally at home. An example of “huynful”
sorvices would be where the physiclan persists in ustng a medication which has
been proven to be ineffective—e.g., Endrate for arterioselorosis-—in preference to
thersipeutic measures whose eflicacy has been established, An example of a
course of treatment which Is of “grossly inferior qualivy” would be where a
physician has established a pattern of performming surgery in the absence of
findings justifyving the procedures and without consultation even In the most
complex or most questionable cases,

How would these determinations be made?

Program review teams would he established in each State by the Sccretary,
following consultation with groups representing consumers of health services,
State and loeal professional societies, and the appropriate intermediaries and
carrlors. Both the professional and nonprofessional members of the review teams
would he responsible for reviewing and reporting on statistical data (which the
Secretary would provide) on program utilization. Review of suspected abuses
involving furnishing of excessive, inferlor or harmful services would be assigned
exclusively to professional members of the review team. Ordinarily such ciases
would be referred to the committee by the fntermediary or carrier or would
he noted during the course of review of data concerning patterns of care and
delivery of services; ecases arising from other sources would also be consldered.
Any deelsion by the Sectretary to terminate payments to a supplier on the basis
of furnishing eoxcessive, inferlor or harmful services would require the con-
currence of the physicians and other approprinte professional members of the
review team,

Docsn't this area deal to a large cxtent with so-called medical devices, and
how can this provision be implemented without some kind of definition?

Medical devices wonld receive this type of serutiny, but the scope of the review
process under this provision is much broader, encompassiug all ftems and sery-
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lees covered by the program. Since the judgments wonuld consider not only the
technienl gualities of the item or service but also the manner in which it is
administered or provided, we bhelieve that professtonat review on an individual
basls at the lecal level is preferable to establishing rigid—and potentially cum-
hersome—statutory definitions for national application.

Do pou support the concept of a program revicwe team to revicw the quality
of medical care and treatment throughout an entire State after the care has
heen delivered?

We support this concept as embodied in the House-passed bill. Under the bill,
review of matters related to quality of care as well as such matters as appropri-
ate use of services would he carried out by professional members of the review
team with respect to individual cases only where the possibility of program abuse
has been mised. In addition, the team would evaluate statistical data which
throws light on patterns of care under the program and which in turn helps
to fdentify abuses and facilitates development of norms of performance for
future application.

Wouldn't this group be sceond-guessing the medical judgment of the physician
tn determining medical care?

It is not intended that the program review teams will be second-guessing the
medieal Judgment of physicians in determining medteal care. The medical pro-
fesston seems to be in agreement that a formalized system of peer review is
required under the Medicare program. Various forms of peer review were in
existence before Medicare came into being, for example, in the form of hospital
tissue-committees amd review groups established under auspices of local medical
socloties. These activities have always been regarded as primarily edueational
in nature. The kinds of deeisions that wit be made by the teams are already be-
ing made by a varlety of sources under the program today. This provision for-
malizes such procedures under which professionals review the work of other
professionals and in addition permits the Secretary to impose disciplinary
measures, upon the advice nnd recommendation of the program review teams,
where abusive practices endanger the integrity of the program or the health and
safoty of its beneficiaries.

Wonldn't this scetion sct the stage for a multiplicity of malpractice sutts which
wonld in cffcet inercase malpractice tnsurance premfums over their ertremely
high level at the prezent time, thus adding to costs fn the long run?

Ag stated previously, we helieve that a chief advantage of the authority granted
under this provision Hes in fts value as a deterrent to abusive practices. To
the extent that thix advantage Is realized, the provision should serve to reduce
(rather than fncrease) the number of situations involving actions which could
generate malprmcetice charges. Moreover, since the anticipated number of forinal
terminations is relatively small, we do not believe that suits directly inspired
by such termination aectlon would significantly increase the overall ineidence
of malpractice Htigation.

Isn't this provision (Scetion 227) in dircct conflict with scction 1801 of Title
XVIIT which provides that nothing shall be construcd to authorize any Federal
cmplajiee to ererclse any supervision or control over the practice of medicine or
the manner in which medlcal services are provided?

We do not believe thit this aathority would be in conflict with section 1S01.
Careful distinction should he made botween the practice of medicine and the
payment for that practice. This provision merely permits the Seeretary to with-
hold payments where there is substantial evidence of program ahuse. It does not
authorize the Seeretary to force an individual physielan to alter his method of
providing services to his patients, Any action of this type would have to be taken
by the professional organizatious or the States involved under other authority.

Thero are other provisions in existing law which permit Medlcare to refuse to
pay for services. The conditions of participation for providers of services and
the definition of a physiclan which requires that he be licensed to practice medi-
cine hoth provide that we will not. pay for certain services if spectfied conditions
and requirements are not met. These requirements do not preclude facilities or
individuals who do not meet them from providing eare, they merely determine
whether payment can be made for it. We think this section should be considered
as a logleal extension of provisions of present law.
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6. Section 228 —Dcterminalion of Reusonable Cost of Inpatient Hospital
Servicexs under Modicaid

Won't the provisions of scction 229 of H.R. 17550 result in the hospitals karving
{6 keep another set of books and be cheeked by another corps of auditors if the
sereral States adopt methads of reimbursement undee medieaid different from
those under medicare?

Section 220 will permit States, on a controtled basis, to employ methods of pay-
ntent of reasonable cost which differ from the medicare principles of reimbing se-
ment. While a great diversity in costing formulas could conceivably result from
this change the Department believes that the emphasis beinz plasd by the
Congress and by the Administration on ereating inventives for ethicleney and
cconomy make it imperative to permit States a degree of ftexibitity in developing
new methods of reimbursement.

It is considered unlikely that section 229 will require hosbitals to maintain
separate accounts for medicaid program auditors. Hospitals maintain detailed
records on costs and expenditures which arve suflicient to form s nucleus of data
which can be ured for other methods of reaxonable cost reimbnrsement which may
be developed by the States.

Couldw't ths result in a different level of care dependent on the amount of
reimbursement for the poverty pationt?

It is believed that existing medical society and hospital peer review Lrotgs
would ensure that medicaid patients will receive the same level of care under the
new method of reimbursement in spite of the possibility of reduced reimbursement
to hospitals. Furthermore, there arve basic inpatient hospital services which
cannot he eliminated.

A greater concern rising from the reduced reimbursement would he reduced
participation on the part of hospitals in the Title NXIX program. Such i proxssibility
is addressed in regulations currently being prepared by the Department whiceh
state that the criteria for approval of State plans for reasonable cost rejintsirse-
ment will include—“assurance of adequate participation of hospitals and aviil-
ability of hospital services of high quality to title NIX recipients,”

Couldnw't this destroy all hope of coordinating the adminixtration of Medicare
and Mcdicaid?

The provisions in section 229 of ILR. 17530 for determining the reasonable
cost of tupatient hospital services under title XIX responud to a general concern
that reasonable costs determined under Medicare’s reimburscment formula may
not necurately reflect the true eosts of inpatient services furnished to the Medic-
aid poputation. The amendment essentially provides the States greater flexibility
to innovate new nethiods of veimbursement under Medicaid than Is permitted
under Medicare's reimbursement forinula. The use of two separate methods of
determining reiimbursement presents some administrative problems but we do
not view them as insurmountable and will be prepared to initiate positive steps
to insure that duplication of effort is eliminated.

By specifying that amounts payable under Medicare will aet s a celling for
reimbursement under Medicald, section 229 alveady gives us a basis for coor-
dinating reimbursement activities. Valuable experience has been gained from
coordinating existing differences in other institutional benefits of the two pro-
grams (extended care benefits in Medicare as opposed to skilled nursing home
benefits in Medicaid). Particular emphasis will be placed on coordination in
both billing and auditing activities, and it is hoped that some usefu} innovations
developed by States may be replicated and perhaps adopted by Medicare on n
State basis. However, coordination should not he prediented solely on the methex
of reimbursement and we will be generally focusing on the range of common
concerns of the two programs in the broad area of health care which transcends
reimbursement methods,

7. Scction 231.—Institutional Planning under Mcdicare Program

What wlll these provistons in scction 231 contribute to assuring cost contuin-
ment and quality of paticnt care and services in hospitals?

These provisions can be expected to help contain program costs by helping to
assure that the governing bodies of health care institutlons are knowledgeable
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about the operating budgets and plaus for future capital expenditures of the
institutions. It may reasonably be expected that the requirement of instifutional
planning will stimulate greater colf-cxamination by individual institutions and
that the resulting improvements will do muceh to assure that scarce health dol-
lars are being expended in a manner that will best benefit the fnstitution and the

community which it serves.

8. Scetion 232.—Papments to Stades under Medicaid Programs for Installation
and Operation of Claims Proccssing and Information Retricval Systems

If scction 232 is designed to encourage the scecral States to set up their owen
Medicatd claims handling and processing systems rather than to contract with a
third party for this purposc as is presently the proccdure under Medicare, isn't
this going to be costly and unnccessary?

Section 232 Is intended to assist the large number of States which lack effective
claims administration or adequate information storage and retricval systems. It
is expeeted that the financial and technical support available under section 232
will ald the States in realizing eflieient and effective administration of the Med-
jeaid programs and that it will reduce program costs through improved utiliza-
tion review. _

Seection 232 gives the Secretary the authority to deterimine standards for these
systems so that the States can organize their information retrieval and claims
processing systems and provide basic information to recipients on services paid
for. Experience with the Medicare program has indicated that benefleiary com-
plaints about discrepancles between “explanation of benefits” form they receive
and the care actually provided has been the largest single source of information
on possible abuse and frand.

Section 232 nefther encourages nor discourages the use of third party contracts
as opposcd to State-operated clahms processing and inforination retrieval sys-
tems. The decision is one which must be made by cach State, taking into account
the characteristies and needs of its Medicaid program.

States with their own clajims processing and information retrieval systemns
are more direetly responsible for the management of their Medicatd programs.
Centralization and standardization of data on services and costs enhances a
Stato’s ability to performn effective utitization review and control costs.

Third-party contracts for claims processing and informatlon retrieval systems
under Medlcare are usually handled by more than one intermediary, making
centralization of data more difficult. Under Medicare there are often several
different plans in a given State. Contracting to the same third parties for
Medicald would not give the State the well-organized data that the standardiza-
tion of a State system is intended to provide. It has not been demonstrated that
State systems would cost more than third party contracts. The costs of iustalling
and operating both types of systems wounld be dependent on a varlety of factors
ineluding the complexity of the State’s Medicaid program.

9. Scelion 235.—Utilization Reviciwo Requirements for Hospitals and Skilled
Nursing Homes under Medicald

There ag a problem facing physicians wwho serve on utilizatien reviciwo commit-
tees—namely, the potential of perscnal legal Hability resulting from decisions of
the commitice. Hospitals and cxtended caye facilitics must be assured they have
an cffcctive utilization review function implemenied by their physicians. If the
law requires this, and institutions must provide it through the voluntary aotion
of thelr afiliating physiclans who donate thetr time, why does the Seceretary not
insist the law glve thesc doctors and thelr institutions some specifio, reasonable
tmmunity for the discharge of thelr required services?

The strongest action a given utilization review committee can recommend
against a physiclan is that his Heense be suspended or revoked. However, the
enabling Medicald legislation recognizes the authority of the individual juris-
"dictions to provide for their own licensing procedures and for the direct actions
pursunnt to revocation or suspension. As the law now stands, only the States can
provide such fmmunity from personal legal Mability arising from actions of a
utilization review committee. Federal power Is limited to withdrawing further
funding in instances where the State licensing authority has not maintained
necessary surveillance of the physictans 1t licenses.
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In 1965, the Journal of the American Medical Association printed a statement
made by Howard Hassord speaking for the California Medical Association at a
national conference on utilization review. He jndicated that where a casual econ-
nection between discharge and the subsequent death of a patient could be defl-
nitely tracted to the recommendations of a utiiization review committee, lewal
Hability can only be established where al) the members of the committee can be
proven to have acted “in bad fafth'” (J.AM.A,, Vol. 106, No. 11, p. 1038). In a sub-
sequent issue of J.AM.A, a statement was made on behalf of the American
Medieal Association indicating that the threat of perscnal or group legal Hability
should not be a deterrent to the full discharge of the responsibilities of utilization
review committee (J.A.M.A., Vol. 107, No. 5, p. 349).

The present Federal view is that the responsibility for utilization review under
Title XIX rests with the mediecal assistance unit of the single State agency.
While the function of utilization review can be delegated through county medical
assoclations to individua'® hospital committees, the ultimate responsibility for
the actions of the respective committees rests with the designated State agency.

In terms of satisfying lederal requirements, the utilization review committee
is only empowered to recommend termination of payment for a particular hos-
pital stay; there is nothing requiring patieut discharge. The General Counsel’s
Office for Medicare made the following statement relevant to the legal liability
of physiclans on utilization review committees:

“No explanatory statement has been issued on the subject of physicians’ lia-
bility for utilization review committee actions for the reason that we do not
deem committee actions of the kind we have deseribed as being conducted for or
on the behalf of the Federnl Government. The committees are hospital commit-
tees, carrying on hospital functions on behalf of those institutions. Whatever
legal consequences may result from membership on such committees would be
declded by State law in the same manner as would be any other hospital pro-
ceedings conducted through individual employees or through other pbysleians’
commitiee work."
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