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HEALTH CARE FOR THE UNINSURED

MONDAY, JUNE 19, 1989

U.S. SENATE,
SuBCOMMITTEE ON HEALTH FOR FAMILIES
AND THE UNINSURED,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 10:00 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. Donald W.
Riegle, Jr. (chairman of the subcommittee) presiding.

Also present: Senators Mitchell, Rockefeller, and Durenberger.

[The press release announcing the hearing follows:]

[Press Release No. H-36, June 9, 1989]

FINANCE SurcoMMITTEE ON HEALTH To HoLp HEARING ON THE UNINSURED

WasHINGTON, DC—Senator Donald W. Riegle, Jr., (D., Michigan), Chairman of the
Subcommittee on Health for Families and the Uninsured, announced Friday the
Subcommiittee will hold a hearing on proposals to provide universal access to health
care.

The hearing is scheduled for 10 a.m. on Monday, June 19, 1989 in room SD-215 of
the Dirksen Senate Office Building.

“I've called this hearing to focus on developing a solution that will provide univer-
sal access to health insurance for all Americans. This hearing will explore the
strengths and weaknesses of a variety ot pLropcsals,” Senator Riegle said.

“A growing number of Americans have limited access to health care services.
Today, we have about 37 million persons in this country with no health insurance;
tragically, 12 million of these are children, the most vulnerable of our society,”
Riegle said.

“High quality, affordable health care should be available for all Americans and
their families. One of my priorities is to see that all Americans have access to
health care when they need it,” said Riegle.

OPENING STATEMENT OF HON. DONALD W, RIEGLE, JR., A U.S.
SENATOR FROM MICHIGAN, CHAIRMAN OF THE SUBCOMMITTEE

Senator RIEGLE. The Committee will come to order. Let me en-
courage those in the room, to the extent they can, to try to find
seats or places to stand. We welcome everybody today. I think the
size of the audience indicates the keen interest that there is on this
very important national subject.

Let me welcome all of you and we have some very distinguished
witnesses today, leading off with our colleague, Senator Kennedy. I
am going to make a brief opening statement and then ask other
Committee members for opening comments they have and then we
will be very pleased to hear from Senator Kennedy.

Today, we are tackling one of the most pressing problems con-
fronting our nation. It is an astonishing fact that 37 million Ameri-
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cans have no health insurance coverage at all. And tragically, 12
million are children—our young people, who are in many ways the
most vulnerable in our society. So today, we are exploring a variety
of proposals for providing universal access to health insurance for
every American citizen of all ages.

My colleague, Senator Mitchell, former Chairman of the Subcom-
mittee on Health, held hearings last year examining this problem.
This year, Senator Mitchell and I are continuing the work begun
last year to develop legislation that can provide comprehensive, af-
fordable health care coverage for every person in our country.

We have learned that the uninsured expand all ages, employ-
ment statuses and income levels. Many of the people are falling
through cracks in our employment-baced system of health care.
Two-thirds of the people who have no health insurance are em-
ployed individuals or the dependents of employed individuals. So
this destroys the myth of the notion that only those who are out of
work are the ones that lack health insurance. It is quite the con-
trary.

The program for low-income people is also inadequate and over
one-third of our uninsured persons are below the Federal poverty
level. It is important to note that close to 40 percent are in what
we actually call middle or so-called upper income groupings. So
again, it raises questions as to why the health insurance coverage
is missing. When we look closer, we find it is because many people,
after they have met the other basic necessities of shelter, food and
transportation to and from work and so forth, are just unable to
afford the very high cost of health insurance, particularly if it is
not available through some kind of a group insurance plan.

Many workers and families do not qualify because they work
part-time, are between jobs or work in industries such as retail or
service sectors that do not provide health coverage at all. In many
instances, the employer does not cover the dependents of the em-
ployee. They will cover the worker but not the spouse or the chil-
dren. It is particularly alarming that almost 30 percent of unin-
sured children live in households where the family head, in fact,
has coverage themselves through their workplace but it just does
not extend on to other members of the family.

Our nation’s public program, Medicaid, finances services for only
certain categories of low-income persons, primarily single women
with children. For example, a single man or woman, no matter
how poor or sick, simply would not qualify for Medicaid. If fact,
Medicaid only covers 40 percent of the poor in our country.

Individuals without health insurance are less likely to obtain
care. One million Americans annually are denied health care be-
cause they cannot pay for it. An additional 14 million do not even
seek care that they feel they need because they know they do not
have the money to pay for it or any insurance coverage.

Shifting costs of uncompensated care to private payers drives up
the cost of private health insurance. In the highly competitive
health care marketplace, a hospital’s ability to cost shift lessens
and their capacity to provide care to the medically indigent is
greatly eroded. Ultimately, the financial distress of hospitals that
provide large amounts of uncompensated care threatens the quality
and the availability of this care and, in fact, is having the effect of
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threatening the shut down of hospitals, particularly in areas where
they are the most needed.

I am very concerned that while the United States has the high-
est per capita health care spending rates, our system of private and
public programs leaves huge gaps in coverage that indicate a radi-
cal maldistribution of resources.

I first introduced a Bill on the uninsured in 1982 and have intro-
duced Bills on this topic during the last four Congresses. We began
that effort by focusing on unemployed persons who had lost their
health insurance and we have since broadened that out to more
i:omprehensive legislation to deal with the full range of the prob-

em.

In Michigan, we have 1 million uninsured individuals, with over

_300,000 who are uninsured children. Michigan has a larger propor-
tion of uninsured, unemployed adults and uninsured persons below
the poverty level as compared to the United States as a whole. You
will hear testimony from the Governor’s Task Force of Michigan on
activities and recommendations from my State on how to solve
these problems. .

I think it is significant to say that now American business is
coming forward because those companies that provide comprehen-
sive health insurance are finding that their rates are going
through the ceilings because they are having to carry the load of
the costs that are accruing for the uninsured and for the uncom-
pensated care. And so, even those employers who are the most re-
sponsible in providing health insurance are finding that they are
being asked to carry a second burden that in effect represents the
shortfall of others in the society that provide no health insurance
at all or very limited health insurance.

This problem has to be solved. If the United States is going to
close the trade deficit, if we are going to lift ourselves up to the
level of national productivity and output that we need, then every-
body in the society has to be able to produce. And in order for
people to be able to produce, they have to be educated and they
have to be healthy. If we have people in this country that have
health problems that cannot be met, then there is no way that the
United States is going to be able to meet its responsibility to
achieve the level of national performance that we just have to
have, now and in the future, to compete in the global marketplace.

So, we have to view every person in our society as a critical part
of the team—of team America. And so those individuals who are
out there, who have health needs that are unmet, those needs have
to be met. Children that need medical inoculations or treatment
when sicknesses arise, or their parents or whoever it happens to be
in the society, they all need to be well, healthy functioning Ameri-
cans. There is just no excuse to have it any other way. We cannot
afford not to have the health insurance in place and the time has
come to get the job done.

I think we can do it. I think we can do it in this session of Con-
gress if everybody works together. We asked the Administration to
testify this morning and they declined to testify. I am disappointed
that that is the case. But I know they share some of these con-
cerns. I know they have started to work on this, but I would hope
that before long they would have something very specific to be able
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to present. We will be happy to schedule another hearing at any
time when they are ready to come in and put forward a proposal
that they think can help move us ahead.

Now I want to yield to my colleagues and then I want to intro-
duce Senator Kennedy who has been such an important leader on
the issue of national health care for many years. So, with that, let
me yield to Senator Mitchell.

i ['Iihe prepared statement of Senator Riegle appears in the appen-
ix.

OPENING STATEMENT OF HON. GEORGE J. MITCHELL, A U.S.
SENATOR FROM MAINE

Senator MiTcHELL. Mr. Chairman, I thank you and commend you
for holding this hearing today to focus on the problem of access to
affordable health care for all Americans.

There are 37 million people in this country without any health
insurance—public or private. Twelve million of the uninsured are
children. Almost two-thirds are poor. Many are people with pre-ex-
isting medical conditions, who despite their income, cannot pur-
chase health insurance. Access to affordable, high-quality health
care for all Americans must be one of our primary goals as a
nation. Meeting that objective will be difficult. It will require the
participation of both the public and private sectors.

Our health system is mixed, including employer-sponsored health
insurance for workers and their dependents and Medicaid coverage
for the poor. Unfortunately, this mixed system fails to provide mil-
lions of Americans with access to basic health care. Private em-
ployer-sponsored insurance is leaving more and more employees,
and their dependents, without insurance. Medicaid is covering a
smaller proportion of the poor.

Two-thirds of the persons are employed persons or their depend-
ents. Many of them do not have the opportunity to purchase health
insurance plans where they work because their employers do not
offer them. Still others, at the lowest end of the salary scale,
cannot afford to purchase insurance plans, even when they are
available. We must act to help the many young families, struggling
to make ends meet, who do not have and cannot buy health insur-
ance.

This Committee has made a considerable effort in recent years to
improve access to care for the elderly. We have also worked dili-
gently to increase Medicaid coverage far poor mothers and their
children. Unfortunately, Medicaid still covers only half of poor chil-
dren. Any comprehensive plan to provide access to health care for
our citizens must include further expansions of basic benefits for
poor mothers and their children.

We are pleased to have the Chairman of the Senate Labor and
Human Resources Committee, Senator Kennedy, with us today.
Senator Kennedy has devoted more time and effort to resolving
this problem of uninsured than any other member of Congress and
he is to be commended for it.

We are also fortunate to have the benefit of the experience of a
number of State initiatives to address access to affordable health
care. Today, we will hear testimony from the Michigan Governor’s



Task Force on access and from_the Maine Specnal Commission on
Access to Health Care.

In Maine, approximately 130,000 of our population of just over a
million are uninsured or underinsured. The Maine Commission on
access to health care, comprised of a number of concerned organi-
zations and citizens worked together for more than a year to put
together a proposal to provide access to care for a significant part
of this population. That Commission will be represented here today
by its Chairperson, Bonnie Post, a former State Legislator, and now
Executive Director of the Maine Ambulatory Care Coalition, a good
friend and an outstanding advocate for good health care for all
Americans.

I believe that Maine's experience, and that of other States, can
give us at the Federal level a better understanding of some of the
possible solutions to this problem on a national scale. The State’s
experience in dealing with various political interests may also be
helpful as we continue to work to bring together diverse interests
toward our common goal of providing affordable, high quality
health care for all Americans.

Mr. Chairman, I regret that 1 will be unable to stay for the
entire hearing.

Senator RIEGLE. Let me just indicate, too, before you leave how
important your leadership has been in this area over a period of
time. I think we are now at a point where maybe we can put it all
together. I very much view the work of this Subcommittee as a con-
tinuation of the structure—building the structure—that you have
helped put into place. We are very appreciative of that.

Senator MiTcHELL. Thank you, Mr. Chairman.

Senator RIEGLE. Senator Durenberger.

OPENING STATEMENT OF HON. DAVID DURENBERGER, A U.S.
SENATOR FROM MINNESOTA

Senator DURENBERGER. Thank you very much. Let me express
my appreciation to both of you for the thoroughness of your state-
ments and my anticipation of the first witness today who repre-
sents, more than any of us, I guess, a national commitment to pro-
vide financial access to every American into the health insurance
system.

I have a little button I got. Senator Kennedy and I are both on
the Bi-Partisan Commission, the Pepper Commission, it makes it a
Bi-Partisan Commission. When we had our first hearing of that
Commission we were in Minnesota and somebody gave me this
button that says, “Insure the Uninsured.” While that is a solution
to the provide, and I suspect today we are going to spend some
time on both defining the problem and the solution, I think Sena-
tor Kennedy represents for all Americans a person who spent all of
his time in the United States trying to make this a reality.

If I may be allowed an observation, it is that the definition on
the button changes from time to time. I make the argument, Mr.
Chairman, that we have always had national health insurance in
this country and it is called doctors, and hospitals, and nurses, and
folks like that who will take care of you even if you cannot afford
to pay them. That has been the American national system. If you
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have an ache or a pain or a doubt or a question, you can walk in
the door and somebody will take care of you and they will make up
the cost of your care by charging it to somebody else or by defray-
ing their own economic expectations.

But because of the work we have done in this Committee over
the last few years on prospectively pricing Medicare and a lot of
other things, that is no longer possible. I think one thing we have
decided in this country, we are going to pay more explicitly for the
services that we need to deliver. So now our task becomes more dif-
ficult because not only do we have to define the problem, we have
to be very, very specific about the solution.

There are various ways to ensure financial access into this
system. But the first is to define what it is that we mean by insur-
ance. I think all I would like to do in my statement is make the
point that we cannot get agreement in this room very readily about
insured access to health care in this country because in many cases
we have destroyed our understanding of insurance. I think the big
debate we had two weeks ago on catastrophic was illustrative of
the fact that a lot of Americans do not any longer understand what
it means to pay for something you do not get just to have the as-
surance that it will never happen to you; but if it did happen to
you, you would be taken care of. Maybe only 10 percent of folks
benefit, but that is the nature of the problem.

In America, we have the opportunity, if we define insurance as
{_nancial protection, to define that in terms of earnings, savings,
private insurance, social insurance and income maintenance in one
way for those who are not eligible currently for our social insur-
ance program. That is for people who have to buy their way into
the system.

We have a lot of things in America that we, in effect, can have
for nothing. You do not pay explicitly for your police and fire pro-
tection. That just kind of happens. You do not pay explicitly for
your public schools, that is just sort of there for you. You do not
pay explicitly in many jurisdictions for a lot of your other related
utility. You do not pay if you are a communication worker working
for AT&T, you do not pay for your health care either.

Which gets me to the point of one of the things that is wrong
with America. It is not that we are the richest nation on earth and
to be compared with South Africa repeatedly. It is the fact that all
of the riches are on one side of the scale and all of the inability to
get into the system are on the other side. It is not due to public
policies put in place on purpose. It is due to our failure to deal with
the inequities that have been created over the last 30, 40 years in
that system.

I looked at the AT&T contract and I cannct believe it. I cannot
believe that in America today we are still giving away, with a tax
subsidy behind it, more free health care access than most of those
people need and we are charging it to the taxpayers. I sat down
and I figured out that the tax subsidy that underlies that AT&T
contract is bigger than what you would need if you wanted to buy
child health insurance protection, like Lloyd Bentsen recommends,
you know, you could buy more protection if you just took that sub-
sidy for a kid with just the tax part of that subsidy.
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I mean, the reality is that in America a big number of people
have a lot more health insurance protection by far with tax subsi-
dies than they need, while 37 million Americans do not have access
to the system. And that, I think, Mr. Chairman, is your struggle on
this Subcommittee. It is the struggle we went through last year .on
catastrophic when we tried to redesign one part of the social insur-
ance system. It is obviously a struggle that Senator Kennedy and
others have gone through as they define the hest way to access all
Americans to health insurance in this country.

Senator RIEGLE. Thank you very much, Senator Durenberger. Let
us just note, too, that you, as a member of this Committee, have

) just joined and become a member of the Labor and Human Re-

. sources' Committee, of course, of which Senator Kennedy is Chair-
man. So I would say with the Majority Leader now in his position,
his great interest in this subject, and the people that we have in
the right spots on the right Committees, if we cannot get this done
now, something is radically wrong with the system itself. I think
we can get it done.

Let me just now call on Senator Rockefeller, who has recently
been elected the Chairman of the Bi-Partisan Commission on Com-
prehensive Health Care, replacing Claude Pepper. That is an enor-
mous responsibility, but it is on the right shoulders.

Senator Rockefeller.

OPENING STATEMENT OF HON. JOHN D. ROCKEFELLER 1V, A U.S.
SENATOR FROM WEST VIRGINIA

Senator RocKEFELLER. Thank you, Mr. Chairman.

I will just simply be very brief. I would say to our lead-off wit-
ness, Senator Kennedy, that he does not need any education in
terms of our situation in West Virginia. But we do have 30,000
more uninsured in West Virginia than we did in 1980; 16 percent
of all West Virginians are without any health insurance whatso-
ever; there are 54,000 West Virginians who are uninsured, even
though at least one of their parents is working; only 37 percent of
West Virginians with incomes below the poverty level are in fact
getting any benefits under Medicaid—which is an extraordinary
statement to have to make.

It seems to me that a baby needs well-baby care; a pregnant
woman needs prenatal care; a child needs his or her shots. They
are not getting them. And both, through the Pepper Commission
and through this Subcommittee, we have to do something about it.
We have to do something about it, oddly, at a time when there is
neither the money to do something about yet and yet neither the
moral opportunity not to do something about it.

Senator RIEGLE. Thank you very much, Senator Rockefeller.

Senator Kennedy, everyone has acknowledged your leadership
over the years in terms of trying to bring health care and health
insurance to citizens of our country. Certainly in your own life
time and in your own family and personal circumstances, you have
seen the incredible things that can happen that can require care
and medical attention of various sorts. I do not know that there is
anyone who might better be able to address this subject for us than
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yourself. We welcome you and we are very pleased to have you
today.

STATEMENT OF HON. EDWARD M. KENNEDY, A U.S. SENATOR
FROM MASSACHUSETTS

Senator KENNEDY. Thank you very much, Mr. Chairman. I, too,
want to join in commending you, not only for having this hearing,
but for your strong commitment in ensuring that in this Congress
that we really are going to make a downpayment in setting an in-
evitable course that is going to assure good quality health care to
all Americans as a matter of right. I just want to indicate right at
the top that we are, in the Labor and Human Resources Committee
more than willing, we are eager, we are enthusiastic of working
with you Mr. Chairman, the other members of this Committee, in
working closely to achieve that objective.

As you have rightfully pointed out, with the mix of our different
Committees and also with the challenge to the Pepper Commission
of which Senator Rockefeller is the Chairman, we do have an ex-
traordinary opportunity. I believe very deeply that to be able to do
this we have to have a strong bi-partisan ethic. That is the way
that we have been able to make progress in the most important
areas of human need in the past; that is the way that we are going
to have to do that in this particular issue. I believe that the inter-
est is there, the commitment is there, and we are looking forward
to working both with you and other members of the Senate.

We were fortunate in the last Congress to pass out of our Com-
mittee the legislation which I will describe here today. We are com-
mitted to assuring that will be passed out of our Committee some-
time. I am hopeful, certainly, in the July markup. We are looking
forward to working with you in every step along the way.

Mr. Chairman, this health issue is back on the American agenda.
We have had the report of the bi-partisan Presidential Commis-
sion—President Ford and President Carter. We have had the Ford
Foundation that has given its report, the New England Journal of
Medicine has identified the need for addressing these issues. We
have a Commission which has been established in the Congress,
made up of members of the House and Senate.

So we really do have a unique opportunity and I think as you
pointed out, we will fail our responsibility unless we take advan-
tage of it.

What I would like to do, 1 would like to file my statement in its
entirety in the record.

Senator RieGLE. We will make it a part of the record.

['I;ihe ]prepared statement of Senator Kennedy appears in the ap-
pendix.

Senator KENNEDY. I know that the attention spans, both of our
colleagues and all are of such a nature that we want to—at least |
would like tc present very briefly the nature of the problem that
has been recognized by the members here; very briefly how we
intend to address it; very briefly what I consider to be the principal
concerns of the members of this Committee—focused on children,
small business and the disabled; and then very briefly give what I
consider to be the alternatives; and then a very short summation.
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It seems to me that that is the way that we can probably best
proceed. I would hope that as a result, if we examine the various
proposals within that context, I am very hopeful that the conclu-
sion of those who are fashioning the policy will agree with our con-
clusion. As the Chair and others have pointed out, this first chart
shows the increasing numbers of those who are uninsured. There is
an expectation, even though it has flattened out in the past few
years, that the number of uninsured will begin to move up for vari-
ous reasons which I can elaborate on later in the testimony but are
really not necessary to make the point.

This second chart indicates that 60 million Americans either
have insurance which is inadequate to meet the catastrophic ex-
penditures which are defined as $3,000 out-of-pocket. So we have
2.4 million Americans who have out-of-pocket expenses of more
than $3 thousand every single year and you have the 60 million
who are vulnerable to catastrophic health expenses.

The next set of information comes from the Robert Wood Foun-
dation. One million Americans are denied every year care because
they cannot afford to pay it. We have tried to address this problem
in our Committee. We found that that number has been somewhat
reduced but it is still there. We have jurisdiction with the old Hill-
Burton legislation. But as we have seen a reduction in charity care
fmd budgets of hospitals being squeezed, this is increasingly a prob-
em.

We have 14 million people who do not seek care because they
cannot pay, are denied, or do not seek care—this totals 15 million
Americans. That is another feature of the health care crisis. In-
creasing numbers are not covered; increasing numbers are not re-
ceiving the care, with all the implications that that has with com-
plicating health issues. Of the 37 million, 22 million are employed,
some 14 million are not employed.

How then do we address these issues? We have a mandate—1I call
this the decency requirement that requires all employers to provide
the health insurance, meeting the minimum standards to all work-
ers and dependents—not a Cadillac plan, a little Ford Pinto plan.
We phase it in. The Federal/State public program provides cover-
age for the remaining uninsured. We will outline how that can be
phased in. That can be adjusted more rapidly or less rapidly in
terms of the budgetary considerations. But you can move towards
the mandate in a very quick way and really come to grips with the
overwhelming majority of the number of uninsured.

There is no real mysrery about the basic package of health bene-
fits employers would be required to provide to their full-time em-
ployees. It is actuarial. It is about what 95 percent of the business-
es are providing today. We have an equivalency program so that if
there is some kind of an adjustment or change in terms of what is
required here and what a business is providing, if it is actuarially
equivalent, then it is sufficient in terms of meeting the require-
ments. But these are the basic benefits: physician, hospital s»rvices,
diagnostic, prenatal, well-baby care. It does provide the $3,000 out-
of-pocket limit and coverage for deductibles and co-pays for low-
wage workers. When you go from the poverty rate to 185 percent
you increase the employee contribution to 20 percent-—-$250 deduct-
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ible per individual; $500 per family; out-of-pocket limits of $3,000—
and that is the end of it for a family per year.

The bottom two items I draw to your attention. These are really
spelled out in charts that have hopefully been made available to
you. We have a regional insurer program providing community
rated insurance coverage for currently uninsured and small busi-
nesses. Small business today is treated enormously inequitably in
the terms of trying to provide any kind of coverage.

You have 60 percent of employers, with 25 employees or fewer,
do provide it. A quarter of those who are uninsured are actually in
business with 1,000 or more employees. So it is more a problem for
the small businesses, but still there are many of the larger compa-
nies and corporations that are not providing health insurance cov-
erage. Small businesses are paying anywhere from 20 to 30 to 40
percent more in terms of premium cost. If you a small businessmarn
and you have 10 or 15 employees and you have one serious illness
or sickness by one individual, your premiums jump or the whole
company loses. They are enormously at risk and we have to try
and deal with it. They are treated differently in the tax law.

So those issues have-to be addressed. What we have tried to do is
to permit, one, the consortium of insurance companies with suffi-
cient interest to be able to bid on various contracts that are going
to lower the overall purchasing cost for the small business. Then
what we have done is written in a small business subsidy for those
businesses for whom the cost of compliance would be excessive.
That figure is 5 percent above tlie gross revenues. We took that ba-
sically from the Hawaiian plan.

Let me just mention at the beginning, this kind of program is in
effect today in the United States, in the State of Hawaii. The
healthiest State in the nation—Hawaii. Some can say, well, it is
Hawaii. They could make a pretty good case for that. But nonethe-
less, they have had this program in effect now for some 20 years,
strongly supported by the business and working community.

Now, we phase this in; w2 do the mandated program—it would
come in 2 years after the pacsage of the legislation. Then we phase
in the public problem, the 12 million who are not being covered.
The first phase covers all uninsured poor Americans. That would
be phased in by 1991. Then the second phase is by 1996. That
covers those insured between 100 and 185 percent of the poverty
level. The final phase covers all the remaining uninsured persons
after that. This program can be varied and adjusted in terms of the
financial conditions which all of us are very familiar with.

This is just another chart that indicates pretty much the same
features. It just gives you the percentages of those whe are not cov-
ered over the period of the three phasing ins. This is an elaboration
of the insurance market collapsing system. Businesses with 25 or
fewer employees, pay 20 percent more than larger businesses; 10 or
fewer employees, 35 percent; pre-existing conditions and other ex-
clusions deny coverage for illness that poses the greatest risk.

If you have someone with a pre-existing condition, that small
business is out. And if they get sick during the year, the greater
the chances that they will lose or they will find their premiums are
increasing at a dramatic rate. We can go into further detail on it,
but let me keep moving along.
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This proposal guarantees coverage for the smaller businesses. Ex-
clusions on the basis of pre-existing conditions are prohibited. The
regional insurer program provides community rating guarantees of
fair average price, regardless of health status. Regional insurers
would insure economies of scale and would reduce administrative
costs further through rananaged care systems. The total price reduc-
tion we believe in terms of premium is about 25 percent.

We allow new small businesses, to purchase low-cost coverage
during their start-up period. They are phased in and are only re-
quired to provide low-cost coverage during the first 2 years.

Now let us get back to points that have been raised by the differ-
ent members of this body in their opening statements, and that is
the children. With the coverage of this program, in the first phase
we reach 82 percent of all the uninsured children in America—82
percent are reached, with the pre-natal and well-baby care for all
pregnant women and infants, including 600,000 uninsured deliv-
eries and coverage of the 16,000 uninsured high cost.

So for those that—I have heard it in testifying here. I know Sen-
ator Chafee, Senator Packwood, others—yourself and others—have
talked about the children having been left out. This program really
moves us in a very significant way in covering the children who
are not covered today. And I think in any program, that ought to
be a priority item. This particular item does reach 82 percent of
the children that are not covered.

On the disabled, the main feature that affects the disabled is
eliminating the exclusion on the basis of pre-existing conditions. It
guarantees the coverage for the 3.2 million who are uninsured dis-
abled adults and the 426,000 disabled. Let me raise this point, Mr.
Chairman, you have 7 million disabled Americans today who are
covered and a very substantial percent of those fear moving their
jobs because they are going to lose any coverage. They are basically -
imprisoned, in many respects, in that employment situation.

So for the children we phase that in at the first phase. For the
disabled—for the 7 million who now are covered, but would lose
their coverage if they moved to another—we basically provide the
protection for those. Plus, we reach out for the disabled children,
the uninsured and those with pre-existing conditions. In terms of
the disability movement, this is the heart of their kind of a protec-
tion. So this program in terms of the children and the disabled,
these issues will be addressed in a very important and significant
way.

Now, what are the alternatives? We tried to outline briefly what
the problem is—not only in the numbers, but who we're getting it.
We tried to show at least how we address it in terms of the man-
date; how the second part; the public aspect, can be phased in, and
how we are targeting both the children and the disabled and the
steps that we have taken. We would welcome—because this is the
Committee that has the experience in terms of working on that
particular feature—but we have attempted to be sensitive to the
particular concerns of the small business.

That is our program.

Now the alternative solutions—the European/Canadian national
health insurance. We could expand the Medicaid program, or we
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have the basic health benefits program. Those are basically, I be-
lieve, the three different choices that we are facing.

On the European/Canadian national program there are theoreti-
cal advantages. I have been a supporter of it in the past. It does
provide the basic human right to health care. But quite frankly,
given where we are today—it would take a radical shift in terms of
the thinking of this population. I am someone who has been in this
business for a time. It will take a radical change in the relationship
between the providers and the payees. This program would mean
more central control and it would shift the payment burden. It will
take a lengthy process to build that consensus and I do not believe
that we can ask the 37 million Americans to wait.

So there is that way of approaching it and I think it presents
complications.

This is important, and if it can have your attention particularly.
Let’s look at the numbers if we were to just expand the Medicaid
requirement for employers. We now have 5.9 million uninsured
nonworkers and 10 million uninsured nonworkers, plus uninsured
workers. We have poor who are not working, so we add those to the
list. You have poor who are working and have some coverage be-
cause you have about 5 million of them that are covered with in-
surance. And then you have poor who are working with no cover-
age. Those are the three categories.

So if you say, well, we will just expand the Medicaid program,
you are going to take those who are not covered. I cannot believe
that a businessman who is going to know that if you are going to
have a Medicaid program to provide coverage for an expanded poor
population, he is going to have to say, why am I going to have to
take that as a business cost. So that is going to add 5 million more.
And then if we do not have a mandated program, you are going to
have 5 miiiion more who are working for businesses that but who
are not covered. -

So instead of it moving from a pool of 5 million, you begin to
move from covering individuals not only under poverty but 150 per-
cent of poverty which equals up to 24 million. You get up to 14.5
million just with those three categories I have talked about. So any
concept of just adjusting the Medicaid program is going to, number
one, be enormously expensive and costly. It is going to disinsure
even those that have some insurance today. It is going to switch
into the public those that could be covered by a mandated program.

So if we now say that the European model is out because of the
reasons I have outlined, if you talk about the expanded Medicaid, 1
think you are going down an open road towards extraordinary com-
mitments in terms of public policy and, basically, I think it would
undermine the private employer-based system.

Senator DURENBERGER. Ed, could I interrupt with a question at
that point?

Senator KENNEDY. Sure.

Senator DURENBERGER. I agree with everything that is on that
chart. But I tend to think of Medicaid now not as the welfare
system into which you put everybody—and you are absolutely
right, I mean, if we continue to run it like the welfare system and
you are geing to change the qualifications all the employers are
going to dump their little dollar employees in there.

/i



13

But, if you think about it as a part of the social insurance system
that will make contributions to premiums in much the way Lloyd
Bentsen would like to make $1.4 billion a year in contributions to
certain premiums subsidies—not exactly that way, but a similar
way—where the employer goes out and buys the health insurance
the Medicaid system, depending on the income of the empioyee,
makes a contribution, then is it not worthwhile looking for some of
the employees at least—and this takes nothing away from your
overall plan, it is just a different way to look at Medicaid as it re-
lates as a payor to this system— wouldn’t that overcome some of
those objections?

Senator KENNEDY. I would dare say that examining that concept
in detail, I think you are going to find that it is really not going to
meet the objectives. Let me just give you a partial answer, which is
the bottom part of this. Seventy-five (75%) percent of uninsured
workers and dependents are not poor; and 61 percent are not near
poor. So you are not reaching those individuals. I think you have to
run out the figures on that to find out both the cost and to whom
you are providing the incentives and the disincentives. It would be
my observation—and I hear what you are saying and we have
looked into that in terms of the public policy—I really think you
are going to, by the time you hook into those kinds of incentives
and the rest, you are talking about an Administration and a bhu-
reaucracy. We would be glad to work with you, Senator, to try and
see whether, there is some kind of transition.

We have not been able to see it. But I hear what you are saying
and let me give you a complete answer on it.

Senator DURENBERGFR. Thank you.

Senator KENNEDY. I would just say, finally then, that the Basic
Health Benefits Plan builds on our current system. It represents a
burden shared by the employers and taxpayers. It has balance. We
do have co-pays, we do have deductibles. We do ensure that those
who are in poverty are going to be able to get coverage and then
the ability to pay in terms of their participation. Hopefully, with
implemented, over a period of time, it would address the particular
gaps that exist in the current system.

So that is it very briefly. I have outlined it in greater detail in
the rest of the statement. This is a program which is not greatly
dissimilar to the program that was advanced by President Nixon
and introduced by Senator Packwood on this Committee. It has
some variations and changes. By and large, most of the essential
aspects of this problem, I think, have been evaluated by some very
significarnit groups and panels who have some of the most thought-
ful and knowledgeable people in the whole health policy area.

We would like to discuss information on the questions of the
costs. We have had CBO submit what the overall costs would be,
what the net cost would be. We are basically talking about, for this
kind of coverage, about $.55 an hour per employee—that much of
addition on the increase in minimum wage—3$4.00 a day. About a 3
percent increase in the total expenditures for health care. As we
phase in the first part of the public program, costs come to about
$5 billion and then move on through. The rest of the phases are
now being reviewed.
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The latter phases are going to be less because you are going to
find individuals who have a greater ability to share cost. We have
two econometric studies done on this program. Whether it adds ad-
ditional inflationary impact in terms of the economics. This is
about one-tenth of one percent. We would like to submit informa-
tion with regards to what the impact will be on employment—both
employment in the health industry and the general kind of employ-
mcle)nt figures which we have reviewed and which we are glad to
submit.

[The information appears in the appendix.]

Senator KENNEDY. Again, I am very grateful to you for your will-
ingness to hear this. I apologize for rolling through this presenta-
tion in this way. But I think if we are able to catch the concepts,
we are more than glad to sit down with you or the members of
your staffs to flesh out greater details of some of the various provi-
sions.

But I thought it was important, at least, to get the conceptual
approach for why we believe that this offers the best opportunity to
address the need of the uninsured given all the factors in this Con-
gress.

Senator RieGLE. Well, thank you. That is a very helpful presenta-
tion. I appreciate the level of detail that we have been able to get
into here.

I would like to make just three points. One is a suggestion. And
that is, I think it would be important for us to create a small work-
ing group at the professional staff level that would include staff
representatives of Senator Durenberger, Rockefeller, Mitchell,
myself, and yourself, and others, to keep it fully bi-partisan, to
enable us to take some differences in thinking and to mesh those
into a working plan.

I really think it can be done obviously the national imperative is
there, but I see a way mechanically for us to take and put this to-
gether if we just work at it steadily.

I take it from your earlier comments, too, I know you favor a
mandate for all employees to provide health insurance, but that
your mind is open to the issue of using the Tax Code, through in-
centives or disincentives, as another way or perhaps a parallel way
to really motivate employers to provide the health insurance to
their employees. In other words, I take it that you are open to that
as a part of this answer, if that looks like it would be a necessary
way to go here.

Senator KENNEDY. The answer would be yes, Mr. Chairman. I
call these minimum standards of decency, not mandated programs.

Let me say that I think it is absolutely essential with regard to
the small business. I think it is absolutely essential. They are not
treated even currently the way—in terms of how owner-operated
businesses are treated. This individual is treated differently than
somebody in his employ and there is a whole series of different ele-
ments there that can be very, very important. I think they are
going to have to have some assurance that those very considerable,
additional needs that they have are going to be addressed.

Senator RiEGLE. Well, it is important to hear that and I think
there is a very strong argument that I want to try to frame here
before yielding to Senator Durenberger. That is, I think not only
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can the Tax Code help us get this job done, but I think there is a
justifiable national gain and goal out there to be achieved to the
extent that we use a part of the Tax Code to get this job done. It
goes back to this question of why is it so essential that we do this.

You mentioned moral imperative or a standard of decency. It
seems to me that over the years, so much of the argument has
properly rested on the notion of what is decent and right. Do we
want sick people out there or are people who need health care not
getting it? Should a modern nation like ours see to it that there is
some way for everybody to have those basic health needs met.

So I think the moral imperative argument or decency argument
has always been there. I think there is a new argument on top of
that. The moral imperative argument by itself should have been
sufficient; it has not been.

I believe there is an additional argument that now comes into
play. I think because we now have a naticnal performance problem
in terms of what our trade deficit illustrates our shortfalls in na-
tional performance economically are showing us. We have got to
achieve a higher level of performance as a nation. And just like
any team, whether it is a basketball team or anything else, the
Congress or anything we want to talk about, you have to have
every part of the team working appropriately if you are going to
have the right kind of an overall performance.

It seems to me if we have a situation, as with a high school drop-
out rate—just to make the analogy—of 24 percent compared to
other nations, like Japan, having a high school dropout rate of 2
percent, then there is no way over time that we can perform up to
the level of national achievement that we have to have. If our
people are not able to do that, either because they lack the educa-
tional capability, or in this case, if they are not healthy and have
not had the health care they need along the way, and therefore,
they are just unable to perform up to the maximum level that oth-
erwiﬁe they could achieve, then the whole country falls skort of the
mark.

Any time you have anything like 37 million people out of 240
million people who are in that situation, needing health care and
not getting it, there is no way the nation as a whole can raise itself
up to the level of performance that we have just got to have as we
go into the 1990’s and the year 2000. So it is beyond the question of
decency.

I think it is now absolutely in the national interest of this coun-
try that we make sure that everybody is in a position to perform
and deliver for themselves and for the nation as a whole. We just
cannot afford, as a nation, to have people who need health care
and are not getting it; and who, therefore, are just not able to rise
to the full measure of their own potential.

I think now we are pressed in a new way. We cannot afford not
to have it. We cannot afford to have malfunctioning individuals.
We cannot afford to have it in education; we cannot afford to have
it health. That is another reason why I think the drug problem has
got to go much higher on the national list of effort than we pres-
ently see.

But it seems to me that we now are at a point where I would
hope every business executive in. this country—large, small, man,
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woman, whoever it happens to be—would see the notion of the
value of having a national work force and people coming along into
that national work force who are able to perform at peak poten-
tial—at peak potential. In order to do that, they have to be well
and healthy. If they are not, then the nation is going to fall short
by that amount. If we do, we are just not going to make it in the
kind of global situation that we have today.

I would hope that we could begin to get that point out there.
This is not a question of wasting money. This is a question of an
investment that is absolutely crucial to the future of this country.
We are not going to be able to succeed. The well, the wealthy and
the healthy are not going to be able to succeed in the long run if
the rest of our society is lagging behind. There is just no way. I
mean the whole society has to go forward together.

That is why the team America concept is something that we
have to understand. We might have been able to get away with it
two or three decades ago when other nations were recovering from
having been ravished in World War II. That is not the world we
live in today. So we have to get everybody up to speed. It is right.
It is necessary and I think we can get it done.

Senator KENNEDY. Can I make just one very brief comment, as
you talk about competitiveness? In terms of our companies that are
competing internationally, abcut 96 percent of them have health
insurance that would meet that particular standard. What they are
finding, as you pointed out, they are already paying now. Their
premiums go up 25 percent or so a year now because they are the
ones that are picking up for the uninsured.

So just in the area of competitiveness, in that very narrow area,
they are paying more. And, of course, what is happening, in terms
of the workers in those, since the cost of doing business is going up,
the workers in those plants, even though they may be increasing in
terms of productivity, cannot ask for any increase for their wages
because the premiums are going up in that company versus a com-
pany that is not providing it.

So international competltiveness, business competitiveness,
worker interest in terms of increasing their productivity—Chair-
man, you put your finger right on it.

Senator RIEGLE. Senator Durenberger.

Senator DURENBERGER. A lot of American plans here. When you
start putting committees together, I want to be sure you have—I
think it is—Med-America represented because John Chafee, your
ranking member in this Subcommittee has been working very, very
hard on this issue. Bill Bradley and I have been working on kids on
a different approach. We do not have a name, yet, for ours. I hope
that when—there are—I mean, the good news is that everybody is
interested in helping resolve the problem.

At breakfast this morning—I took my interns to breakfast—and
one of them had the temerity to say, “How long do you think you
would like to stay in the Senate?”’ That is always a tough question
to answer. I said, well, as long as—this place is full of surprises—
and as long as you can count on this place to be full of surprises
and I like to do it. I find nyself now delighting in this conversation
sitting between a former Republican and a former Democrat.
[Laughter.]
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Talk about competitiveness with Teddy Kennedy. You know, how
he is going to turn this whole system around and he is going to use
the work place and so forth to accomplish it. I guess if I had a day
like this every day I would stay in the Senate forever. [Laughter.]

It is very enjoyable. But the point that you make, Mr. Chairman,
about the significance of this Committee—I was just sharing with
my colleague here the fact that the first year I was on this Com-
mittee was also the first year I think that Senator Kennedy was
permitted to come and testify in front of this Committee. I remem-
ber being here at that time. We have always, somehow or ever, had
these little artificial barriers sometimes between Committees,
which I sense that are now down.

It really—for one wno sits on both of these Committees—makes a
whale of a difference. But you talk about using the Tax Code and 1
would just make this one observation. The regressivity that is cur-
rently built into the system needs to be dealt with. You can talk all
you want about being economically competitive. There is a lot of
unused potential in this system and a lot of basic waste in the cur-
rent system because the system is regressive.

We use a payroll tax that taxes people on dollar one for a social
insurance system in this country. As I spoke earlier, we have a
very regressive tax subsidy. The bigger the company is, the more
money it makes. And particularly if it is a utility and can pass its
costs on to somebody else, you can have the tasmahal of health in-
surance benefits while in the same community you cannot afford
the basics that you are talking about.

To me, that is a very regressive system that Labor and Human
Resources can do nothing about, except fill the gaps, like Senator
Kennedy is proposing to do. Fill the gaps that are left on this Com-
mittee. We are the ones that are creating those gaps in the system
by continuing to perpetuate both the basic tax policy underlying
these things and the tax subsidy.

I would just say that what he has done, as I have observed it, is
made the decision to continue the American approach to this
system. We are unique because we use the work place. That is the
good news and the bad news at the same time. We have tens of
thousands of people making decisions for us in this system. In
Canada, the provincial governments basically make the decisions
and then the doctors get in there and fill up the hospitals and
things like that. But in this country, we have all of these thousands
of decision makers who are all differently situated.

But I think what our colleague has decided is that, that still in
the end is the better way to go than to go with one of these nation-
alized systems where the government basically makes the decision.
Then the question gets to be, how can you afford to do it and how
d_o you set up the system so that those employers make good deci-
sions.

I would argue that the burden here for doing that is jointly
shared between Labor and Human Resources and this Committee.

Senator KENNEDY. Could I just address this because Senator
Durenberger has made a good point. We could spend a good deal of
time about the reimbursement system—that is not for primary
care and it reimburses too much for C-sections and not for natural
births, and those things are done on Tuesday and Wednesday
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mornings and not in the afternoons. We can go through all the dif-
ferent kinds of, problems.

With all of those kinds of problems, I would hope that we would
not hold the 37 million Americans who are not insured hostage to
that. I know that Senator Durenberger is not saying that. I wanted
to make that clear.

I can stay as long as anybody wants and give you the problems
with our health care system and where the other kinds of plans, in
terms of a more structured system vis a vis, the Canadian system
that does it at a lesser percent of GNP, probably 9.6; we are 10.4
percent of GNP—includes in there all of the programs plus long-
term care. But that is not on the table.

As we move through here, I would just urge triggering the think-
ing about this opportunity and this policy. I think all of us have
been around here long enough that we know there is a timeliness
about these issues. A few years ago we did the codification of the
Criminal Code—passed it twice in the United States Senate. The
first time in 200 years. It is going to take 200 more years before we
are going to do it again, because there comes a timeliness aovout it.

The health issues come and go, as one who has been involved in
it. I think it is here =0ow. I would just hope that we do not make
perfection the enemy of what is very useful, very worthwhile and
very good. I know that is not Senator Durenberger’s point when he
was raising this, but that issue will come on up and I hope it can
be put in at least some proportion. But that you do do what is
doable in terms of the savings of tax expenditures, if we can do
them in a way that is more equitable.

Senator RIEGLE. Senator Rockefeller.

Senator RockerFeLLER. No particular questions, Mr. Chairman.
But just to say two things. One is that I think the Senator from
Massachusetts ought to be congratulated for continuing his fight,
while at the same time trying to make adjustments within the pe-
rimeter of his program to allow it to become more acceptable to
more different groups. I think that is a very hard thing to do with-
out one, giving up your principles, which you have not; and second-
ly, keeping your eye on the so-called vote count, that is the possibil-
ity of getting it passed. I think that you have done that. I think
that is tremendously admirable.

The other point I guess I would make is that on the timing ques-
tion, I really think you are right on that because they say now that
Medicare by the year 2005 is going to be more expensive than
social security—going to cost more than social security at the rate
that it is going. There comes a point when the argument of cost
crushes merit and nobody can stand up to that. That time will be
on us before long. So that what we are going to do with respect to
long-term care and the uninsured—sort of the major, major undone
problems that are before us—I think we have to strike quickly.

We have come to the point now where we are passing sham
budget after sham budget after sham budget. Very shortly it will
all catch up. I agree with you. I think we have to act very, very
quickly. I thank the Senator from Massachusetts for his long, long
fight on behalf of these and other problems.

Senalor RIEGLE. I just want to say, Senator Kennedy, that I
think you probably helped to illuminate this earlier than almost
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anyone—and that is, there is no way to escape the cost of these
unmet needs. Society pays one way or the other. If we fail to recog-
nize the health needs of our people—and people are sicker—the
loss of what they might otherwise do for the society is part of the
cost, but there is also a much higher medical cost. When people fi-
nally come in, they are far sicker; they come in with circumstances
that require far more cost.

So it is not as if the country can escape the cost. The dollar cost
is there either way. In fact, the dollar cost is much higher if we fail
to recognize the need and move early. If we move early, we can
spend this much and give people good, productive, positive lives to
be able to lead. If we are so short sighted we do not do that, we are
going to end up paying far more down the line.

And, of course, in addition, there is the heartache and suffering
that has to go on in this society when you have so many people in
circumstances where they are in ill health and cannot get any kind
of assistance of any real consequence. This is just unacceptable in
any modern nation that claims to have a conscience.

So we thank you.

Senator KENNEDY. Just to point out, when we had the earlier
program about 18 years ago—the National Health Program—the
highest estimates were $100 billion—$100 billion. We spent $460
billion last year. We will spend $540 billion this year.

So the Senator is quite correct. I appreciate the attention. Let me
just say that we would welcome the opportunity to work with you,
and whatever group you have. I think it is very useful for us to
gain the thinking of the members of the committee. We understand
there are very important aspects which obviously are of exclusive
committee jurisdiction. We have no interest in touching on those.
But we are very interested in working very closely with you in
trying to achieve something for the millions of our fellow citizens
that need this kind of protection.

Senator RIEGLE. We feel exactly the same way and we look for-
ward to that kind of working arrangement.

Senator KENNEDY. Thank you very much.

Senator RIEGLE. Thank you very much for your testimony today.

Let me now invite Mr. Lawrence Lewin, who is the President of
Lewin/ICF, to the witness table. We are delighted to have you with
us today. We have taken some considerable time at the outset, and
properly so, and so we will try to move along through our remain-
ing six witnesses today.

Mr. Lewin, you and I have known each other for many years,
guing back to much earlier days. We are delighted to have you and
would like to hear from you now.

STATEMENT OF LAWRENCE S. LEWIN, PRESIDENT, LEWIN/ICF,
WASHINGTON, DC

Mr. LEwin. Thank you very much, Mr. Chairman. I would like to
add my congratulations to you and the members of your Commit-
tee. It is a real pleasure and an honor to be here in the company of
people who have been working so hard on this issue for so long.
Not just Senator Kennedy, who has been a leader for many years,
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but also many of the witnesses who will be following. I believe you
have put together a most impressive panel of witnesses.

Apropos of your comment about timing, I remember being at a
conference some 12 years ago in Chicago on health insurance in
Canada and having a member of the panel stand up and say, “I
have now heard what the Canadians have done, and drawing on an
analogy from civil rights, I have concluded that national health in-
surance is an idea whose time has passed.” I think it is clear now
that that was both a premature and incorrect judgment, and that
we are indeed at a time now when we have considerable interest
growing in this question.

What I would like to do very briefly, is to serve as somewhat of a
technical witness and lay out some of the issues having to do with
various options and a framework for considering them. I will begin
with some basic premises, talk about some of the major choices,
and then talk about the framework. I believe members have a copy
of my testimony.

Senator RIEGLE. We do.

Mr. LEwiN. First of all, on the basic premises, it is clear that not
all of the 32 million or 37 million, depending on which survey you
look at, of Americans who are uninsured are without access to
health care. It is unfortunate they are without insurance, but the
health care system does have other ways of providing for them. On
the other hand, many of those with insurance are uninsured or
lack coverage for important benefits. So the estimate of 37 million
uninsured in one sense understates and in another overstates the
issue.

Many of the uninsured are the nation’s most vulnerable—chil-
dren, adolescents, pregnant women, homeless—for whom access to
health care is among society’s best investments. The most serious
need is not, in my view, for catastrophic coverage but for improved
access to ambulatory care. I make this statement based on a
number of studies that we and others have done that have shown
that the failure to provide timely and appropriate ambulatory care
and chronic care management have resulted in unnecessary and
avoidable admissions, higher costs, and serious problems in terms
of people’s health.

The need, really, is in the form of preventive services, primary
care, and chronic care management, which many existing insur-
ance programs do not provide. These services, though demonstrably
cost effective, are often excluded from current insurance programs.

The fifth point is that the present employment-based plus safety
net system is inherently flawed. Senator Kennedy made that point
in several ways. What is worse is that it is not showing signs of
getting better; it lacks self-correcting mechanisms, and is worsen-
ing. Many people who have had employment-based insurance are
losing it, and the Medicaid program clearly is not keeping up with
the growth of the poverty population.

The sixth point is that there is, indeed, a broad consensus that
seems to be building in support of universal access to health care,
including some notable new enlistees, particularly from the busi-
ness community. This coalition, while currently tenuous, I believe
can be broadened and strengthened. And we see evidence of that
taking place every day.
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Seventh, any solution that we develop must contribute to greater
economic discipline in the system as well as financing equity
among the various parties involved. As we work with States and
localities in trying to improve access, it is clear that one of the
major obstacles is the belief on the part of many in the business
community and in State legislatures that the system does not have
enough economic discipline to make them comfortable about
adding new dollars. Therefore, we must be mindful in whatever
system we develop to build in effective forms of economic disci-
pline; or, if you like, cost containment.

The eighth point is that given Federal fiscal constraints, we are
likely to be faced with the need for a phased approach. It may be
appropriate if we cannot solve the whole access problem at once at
least to take advantage of current opportunities and consider par-
ticularly vulnerable groups, perhaps beginning with children and
pregnant women—something that I know Senator Bentsen and sev-
eral of you on this Committee and others have been considering.

And finally, what we have learned from the various studies that
we have done is that this is a very complex system with highly
interrelated parts. I believe Senator Kennedy made the point that
when you change one part of the system it changes others as well.
This has been demonstrated by a number of the studies that we
have done. Therefore, any effort has to be based on a very careful
calculation that takes account of these complex interrelationships.

The overall choices we face, it seems to me, are five. First, who
should be covered. There no longer appears to be much argument
but that everyone in America should have an opportunity to have
access to health care. Perhaps not all by insurance and indeed for
some Americans, an insurance card alone is not necessarily the
best ticket to appropriate health care. Some of our calculations
show that the marginal costs of providing universal access of some
form to all Americans could be as low as $15 to $25 billion.

The benefits that should be covered are, of course, a major politi-
cal question. I have made the point that ambulatory services are
critical. But the critical issue here is do we have the discipline to
develop a basic package or a ‘“package for decency,” as Senator
Kennedy called it, that would enable us to avoid the kind of Christ-
mas treeing that often becomes the case when we develop a mini-
mum package.

I see the red is on.

Senator DURENBERGER. Mr. Chairman, could we permit this wit-
ness to extend his remarks for a few more minutes?

Senator RIEGLE. By all means. Sure.

Mr. LEwIN. Thank you, Mr. Chairman.

The public/private mix is an important question. I share Senator
Kennedy’s view that the British system, where the government
owns the means of production as well as financing, and the Canadi-
an system, where the government owns the whole financing system
is probably not within our reach. There are other European ap-
proaches that assure universal access but rely more on a mix of
private and public insurance. It seems to me that that is where we
a}xl'e headed, and the options I think deal with what the proper mix
~there is.
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Another critical issue has to do with financing burden and how it
should be distributed. There is considerable inequity in the current
arrangement. Employers who offer insurance bear the double
burden of paying for insurance as well as the health care cost of
those whose employers do not provide insurance. There are free-
riders in the system—employers, individuals, as well as providers;
and there is the added question of who is actually paying the
hidden taxes and subsidies that the current system imposes.

Now what I have shown on the next page really is modalities of
access to care. I use these four basic modalities as an outline for
the options—private insurance, public insurance, publicly-financed
services, and a private voluntary system—I want to say just a word
about the last two. The first two are well known; we talk about
them all the time.

A significant portion of the care provided, particularly to the un-
insured and low income members of our society are provided by
publicly-financed services, where appropriations often go directly
from State and local, and to some extent Federal, agencies directly
to provide those services. That is a part of the system that is often
overlooked in these discussions but is very important. It is large; it
is often underfunded.

The fourth—and one that I think the President often refers to as
the 1000 points of light—is the private voluntary system, which
shares a major burden of the care for those who are uninsured.
Probably $6 billion of the cost of providing hospital care is provided
without compensation primarily by not-for-profit hospitals. We
know that physicians provide charity care; we do not know how
much. And we know that private agencies receive philanthropy.

Let me skip ahead to some of the ways of thinking about expand-
ed access design options. What I have done here on these last two
pages, Senators, is to list a variety of the kinds of options that are
being considered right now. I will not go through all of them. You
may find the list familiar; you may find it useful. What I want to
do is to highlight some of the points that perhaps have not already
been made or that need some emphasis.

First of all, under private insurance, we know that there are two
basic kinds of private insurance. There is that provided in group
settings, usually by employers; and that in nongroup settings. You
may wish to refer to the page that precedes this, that shows some
numbers on it. You might find reference to those numbers helpful.

In terms of expanding employer-based group insurance, there are
really three approaches. First there is the mandated form in the
Kennedy-Waxman bill, a kind of “thou shalt” provide insurance.
The second is an indifference tax which the National Leadership
Commission on Health Care in the Massachusetts Bill provides for,
which essentially tries to establish a tax at a high enough level, so
that an employer would be indifferent as between purchasing in-
surance or paying the tax. My own sense is that setting the tax
equal to the current premium cost is too high, making it a very
costly burden for many employers and that the real economic indif-
ference level is lower.

So we have suggested considering something we might call a
“contribution tax,” which is really somewhat below the cost of in-
surance but one which helps to subsidize and finance the program.
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Obviously, the more you collected in employer-based payroll taxes
the less government needs to collect in general revenue—income—
taxes. But the notion is that, if many employers are providing
health insurance now, without a tax that creates an incentive for
them to do so, there must be other forces defining the indifference
level, such as labor market supply and demand factors, other than
a payroll tax. Thus a payroll tax need not be as high as the cost of
insurance in order to create incentives for employers to provide in-
surance.

Another option that is interesting to consider is offering private
employers the option to buy into the Medicaid program on a sliding
premium fee basis.

A very large portion of those who are privately insured, but are
grossly underinsured are those who have to buy nongroup or indi-
vidual insurance. This insurance tends to be very costly, and often
covers hospitalization but does not cover outpatient ambulatory
care.

Here again, there are several options. One is to facilitate a Med-
icaid buy-in and allow these folks to buy into Medicaid. Many of
these folks are self-employed or uninsured and not all of them are
poor. We could use individual tax credits or increase tax deductions
for the self-employed, or we can set up a State level insurance
fund, which provides insurance as a last resource, but enables
those who now have no choice but to buy high cost individual limit-
ed policies to buy into a group which is essentially a State-wide
group. An approach West Virginia has been considering using is its
public employee’s program as the basis program.

On the public insurance side, there are a few things that can be
done with Medicare—the most important, probably, is to decrease
the waiting period for SSI eligibility. On the Medicaid side, there
really are two basic choices. One is to significantly expand the
Medicaid program—and the first three options describe that. A
second basic approach is to think about phasing out the Medicaid
program—to maintain the Federal/State match as a form of fi-
nancing. Under the second approach, if we have a national pro-
gram, we would enroll Medicaid eligibles into State insurance pro-
grams so there would be no differentiation between those who are
there by virtue of welfare and those who have higher income. Or, if
States adopt a State insurance program before the Federal Govern-
ment does, we could allow these States to fold their Medicaid pro-
grams into their own State insurance funds, thereby converting
their Medicaid programs into a source financing subject to a main-
tenance of effort requirement.

An additional point under the Medicaid program is to improve
provider reimbursement. We know that in many States the low
levels of reimbursement, particularly for physician services, are an
obstacle to their participation and a barrier to access.

On the publicly-financed programs, obviously we want to main-
tain as much of the State and local participation as possible. A
great deal of the job is done by these agencies. Some of it could be
reimbursed through an insurance mechanism.

But in our view, we believe that—even under a universal insur-
ance program—there is going to continue to be a need for these
programs, focused on groups unlikely to benefit from expanded in-
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surance. Those are really of two types—those where the costs are
extremely high—trauma, burn patients; and also a large number of
persons—particularly the homeless, but also a lot of low-income
people—for whom an insurance card does not help them to negoti-
ate the system where additional services, like transportation out-
reach, and education are needed, but where you would not want to
build that into an insurance system.

So some additional direct financing is going to be required. It
would be, in our view, a big mistake to eliminate that.

Finally, the private voluntary system. We know a great deal
about what hospitals are doing; we know virtually nothing about
what physicians are doing. There is really a need for some health
services research in this area to find out what burden the physi-
cians are carrying, how that may be distributed and perhaps some
mechanisms to distribyte the financing burden more fairly.

We need to continue to provide compensatory financing for those
providers—hospitals and physicians—who are providing a dispro-
portionate share and who are thereby disadvantaged in a price
competitive market. And finally, it seems to me we have to create
some consistency if, indeed, we want to rely on the private volun-
tary system. We need to preserve those resources that are in place
stimulate them by recognizing the tax exempt status for worthy in-
stitutions.

Clearly this is a presentation that is not designed to simplify—
provide a very simplistic picture of the problem that faces us.
Indeed, my role here today has been to try to reveal some of the
complexity, but also to say that there are analytical models that
enable us to relate these very important parts of the system in
ways that do pr-vide a holistic way of viewing it.

And again, tha: "~ you very much, Mr. Chairman.

[The prepared statement of Mr. Lewis appears in the appendix.]

Senator RiEGLE. Well, thank you. This is very valuable testimony
and it helps us form, if you will, the parameters of this problem
and our alternatives.

Let me yield now to Senator Durenberger.

Senator DURENBERGER. Larry, I agree with you in saying the em-
phasis needs to be on primary care, ambulatory care and so forth.
It is pretty hard to construct a program that will give you that
unless you say, we are going to mandate benefits. The only benefit
we are going to mandate as you stated is—primary care and ambu-
latory care and you’d leave everything else as an add on.

But it seems like most of the proposals that I have seen go
beyond that and they put in the physicians and the hospitals, like
Senator Kennedy’s proposal. Would you recommend that as we
talk about national health insurance, or whatever we are calling
this, that maybe we should just stop mandates at primary care and
some definition of ambulatory, and leave the rest to be negotiated
between employers and employees on some basis.

Mr. LEwIN. Well, that is a difficult question. As you may know,
Senator, I am chairing an Institute of Medicine committee on sub-
stance abuse treatment that the Congress has asked for, and it
sows an excruciating question for me because I see the ravages that
have resulted because we have so little coverage of substance abuse
treatment. But I do think that as we move forward towards a basic
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plan, there is a need to be disciplined on focusing on what is really
the most important—what is the most critical.

I do not believe it is all primary care. I think primary care has
been overlooked and its importance understated, particularly for
children and adolescents and pregnant women, where I think it is
the most important. I do not have a particular formula that I
would recommend in all cases. I think it is something that requires
more work. But the thing that is the most important, I think prob-
ably the greatest challenge to this Committee and other members
of Congress, is to see whether we can—assuming we can agree on
what is an appropriate minimum package—find ways to develop
the trust of the business community and the insurance community,
as to what will be mandated, and what will be negotiated.

Senator DURENBERGER. Let me get to the heart of what ] am
trying to ask you about. I heard Senator Kennedy’s admonition
about not reaching too far and let's be practical and let’s juzst deal
with what people understand. But in the next 24 hours or so, ev-
erybody here is going to have to vote on a proposal by the Chair-
man of this Committee to supplement an existing health insurance
system. By the way, I did not see anywhere in your very thoughtful
paper, the notion that one of your recommendations is that we
ought to just supplement an existing health insurance system with-
out any kind of test of what kind of coverage it provides.

What bothers me is the dollars. I mean it may not bother Sena-
tor Kennedy, but it bothers me a lot. Because, you know, everybody
talks about the 11.4 percent and we are going to 15 and so forth.
And as long as it seems like the system is out of control and you
are paying more than your fair share of it, people seem not to pay
attention to their personal responsibilities for dealing with it. So it
seems to me that the missing link—as we talked about this last
week when we had the Canadians and others in here—and the
missing link in their system and the missing link in our system is
some way to manage access into that system, so that you can have
a richer set of benefits as Senator Kennedy proposes, with physi-
cians and hospitals and all that sort of thing.

If you know that people are going to take the primary and not
just skid over the primary—do not skip over the ambulatory and
wait, you know, and rush down to the gIZOO a day hospital or the
$1500 admission emergency room, and skip over all of these inex-
pensive areas.

Mr. LEwIN. Senator, if I may, I think there is a helpful way to
think about this. We have acute care medical services, which have
traditionally been financed with a mixture of co-payment and de-
ductibles. We do this in part to create obstacles to excessive use.

There are some services, like primary care and preventive care,
wherc we do not want any incentive to limit use. Therefore, I
would suggest that those be treated without deductible, or co-pay
where we are specifically trying to create incentives for their use.

By the same token, there are other services where there is the
potential for abuse, for unnecessary use, or where our ability to set
standards for spending or controlling care are limited. For those I
think we can again differentiate and treat those with either more
managed care overlays or higher deductibles or limits on duration
and or scope of service.
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So, instead of thinking about a package of services that we would
treat homogeneously, using deductibles and co-pay, I think with
that kind of three-part differentiation, we can begin to move
toward solutions of this issue; thereby covering more services but
covering them in different ways.

Senator DURENBERGER. Thank you very much.

Senator RIEGLE. Thank you, Senator Durenberger.

Senator Rockefeller.

Senator ROCKEFELLER. Just one question, Mr. Lewin. You used
the word “Christmas treeing” and I understand that. But that. is in
the eye of the beholder, wherein is the problem. For example,
mental health, it just seems to me that generally that gets l=ft out.
There would be some who argue that health problems can relate to
stress in an inordinate high percentage of instances.

My question really is not so much the merits of meatal health
benefits and whether or not they get paid for, but whether you
think there is an appropriate way to decide. How do we do this? Do
politicians sit down and decide what ought to be included? There
has to be some kind of a core service group that is in the package.
Do we do that? And what about mental health?

Mr. LEwiN. I think that legislators need to decide what services
should be covered, with broad guidelines. And using the third type
of distinction that I have suggested, namely where you have vari-
ous kinds of controls that you might impose, you can then allow
some flexibility to the States or to whoever the insuring agency is
to use those tools.

My own personal view is that with that kind of approach, it is
not necessary to exclude what I consider to be vital services like
mental health and substance abuse and care for the developmental-
ly disabled children or chronic care management. I think that we
are developing rapidly the tools to be able to manage those services
more effectively. If we do not have those tools, then let’s simply put
limits on how much we will pay for if we need to do that in order
to maintain actuarial soundness. '

But to eliminate them from the package, in my personal view
would be: unnecessary and a tragic mistake.

Senator ROCKEFELLER. Thank you.

Senator RiEGLE. Thank you very much. Mr. Lewin, we again ap-
preciate your important testimony today and we will stay in touch
with you as we go down the track because we are going to want
your thinking as we move ahead.

Mr. LEwIN. Thank you.

Senator RIEGLE. Let me now invite to the witness table the Hon-
orable Paul G. Rogers of Washington, DC, former House Member,
and the Honorable Robert Ray, who are co-chairmen of the Nation-
al Leadership Commission on Health Care.

Senator ROCKEFELLER. As well as a former great Governor.

Senator RIEGLE. We are going to need an additional chair, I
think. We want Mr. Rashi Fein to also come forward from the Har-
vard University School of Medicine; and Mr. Carl Schramm, who is
the President of Health Insurance Association of America. I am
wondering if we can accommodate everybody at the table here. We
have sort of a short table.
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Mr. Simmons, let me do this, I do not want to disadvantage any-
body, but we did announce who the witnesses were to be and so
that everybody is seated at the table, I am going to ask you if you
would be the person that sits to the side or one step back so that
we can have our invited witnesses at the table so they can get to
the microphones. Otherwise, we are going to have people moving
around and there is really no point to that. In the Senate Banking
Committee we have a much longer table so it is a little easier to
accommodate a larger number, but I want to stick with our pro-
gram here.

Let me say to former Governor Ray of Iowa, and to former Con-
gressman, Paul Rogers, we are particularly appreciative of the
hard work that both of you are giving in the leadership on the Na-
tional Leadership Commission on Health Care. That is very impor-
tant work and a continuation of the kind of leadership both of you
have shown in your respective parties over many long years. So I
consider you to be particularly distinguished witnesses and I am
very proud to have you before the Committee today.

STATEMENT OF HON. ROBERT D. RAY, CO-CHAIRMAN, NATIONAL
LEADERSHIP COMMISSION ON HEALTH CARE, DeMOINES, 1A

Mr. Ray. Mr. Chairman, thank you very much. May I reciprocate
by saying it is wonderful to have a person in your capacity who has
shown so much interest in this very vital subject, I think the most
igxportant domestic issue in the country today, and we appreciate
that.

To you, Senator Durenberger, I listened carefully to your com-
ments about how long you are going to stay. As a neighbor, I hope
you stay a long, long time. To you, Senator Rockefeller, a person
with whom 1 served when we were both Governors, it is always
nice to see a Governor make good, and I congratulate you on that.

We did not know we were going to have a crowd of people out
hlere but that is welcome too. It is always nice to be with these gen-
tlemen.

We note that the topic for these hearings is proposals to provide
health insurance for the uninsured. I think that title itself says a
great deal about the rapid change that is taking place in this criti-
cal area of public policy. You have our written statement. So I am
just going to brush stroke it.

I would tell you a little bit about what the Commission found in
the way of the problems. You have heard much about it this morn-
ing and obviously you people are schooled in the problems in this
area. Then Paul will tell you briefly exactly what the National
Leadership Commission on Health Care Plan and Proposal is.

You said, Mr. Chairman, and I am quoting, that ‘“Affordable
health care should be available for all Americans and their fami-
lies.” The Commission unanimously agrees with you. It believes
that. Three years of close examination of the current American
system has convinced us that we cannot achieve that goal with our
present health care system. That goal is attainable only with a
major restructuring of health care in America.

After careful examination, we have concluded that our health
care system is undermined by three major and overriding prob-
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lems. They are: (1) rapidly rising costs, (2) diminishing access, and
(3) serious problems in the quality and appropriateness of medical
care. These problems are interrelated. They are systemic and they
are growing worse. Without systemic reforms it is very unlikely
that we can solve them.

It is a cruel paradox that the most expensive health care system
in the world denies access to millions of Americans because of in-
ability to pay. This is happening at a time of rapidly expanding
physician supply and while on any 1 day almost 35 percent of our
hospital beds are empty. Of those 37 million uninsured that we
have talked about this morning, over 11 million are children. And 1
keep hearing the great concern about them, rightly so.

That means that with those who are uninsured and, roughly, an
equal amount who are underinsured, one out of four Americans
has a very serious problem of access to the health care system. The
second problem is rapidly rising costs, which have been rising at a
compounded rate of 10 percent a year, reaching over $600 billion
today, from 3500 billion just 2 years ago. At this rate, health care
will cost the nation $1 trillion in 1995 and $1.5 trllllon by the turn
of the century when it will cost $5,551 for every man, woman and
child in this country. At that rate, by 2005 Medicare alone, as Sen-
ator Rockefeller said a few moments ago, will succeed social securi-
ty payments.

The tremendous increase in Federal outlays has made health
care a major contributor to the Federal deficit. And despite this
high level of expenditures, Medicaid now covers less than half of
those in need. American industry, which pays even more than the
government for health care, will see its costs double and quadruple
as well. This has led the National Association of Manufacturers to
name rising health care costs as the greatest threat to American
industry’s economic vitality and its ability to compete.

The third area of major concern to the Commission is the quality
of care. I was Governor at a time when some studies were first ini-
tiated which showed me the variation of procedures, and they could
not be explained by differences in disease or outcomes. I just could
not believe it. Since then, and during the studies of the Commis-
sion, we found some work that was done, especially by Dr. John
Wennberg, that shows some great variances from different parts of
the country, and different counties within a State, and between dif-
ferent types of procedures. That, too, is shocking.

It is shocking to learn that if all of the country’s costs were the
same as Boston for medical care, that portion of our gross national
product that goes for health care would be 16 percent, not 11; and
if the country were like New Haven, CT, it would only be 9 per-
cent.

Dr. Don Berwick of Harvard has pointed out that the cost in-
curred due to the absence of quality control could run as high as 30
to 40 percent. The Commission has found that these three critical
problems are all related and are exacerbated by malpractice costs.
I am not going to go into the details, but the Commission report
deals with malpractice also.

The report of the National Leadership Commission calls for a
major restructuring <{ the American health care system. We
simply believe that if we are going to have universal access, which
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we call for, we have to also deal with quality and appropriateness
and cost. There are two-thirds of those people who are uninsured
who are working, or are members of families who do work, where
the bread winner can afford some type of coverage. In our plan, ev-
erybody would be covered, no one would drop through the cracks.
But everyone would have some responsibility to make sure that he
or she, and their families, do have some coverage.

We have a multiple choice for ways in which that universal
access program can be effective.

I am going to defer to Paul Rogers who will tell you just briefly
what this plan proposes and how we propose to finance it.

Congressman.

STATEMENT OF HON. PAUL G. ROGERS, CO-CHAIRMAN, NATION.-
AL LEADERSHIP COMMISSION ON HEALTH CARE, WASHING-
TON, DC

Mr. Rocers. Thank you very much, Mr. Chairman and members
of the Committee. We are pleased to be here.

What we are suggested really is a private sector-governmental
partnership—a new approach. We are not taking the Canadian
plan or the English plan, it is strictly an American plan, and I
think that is what this Committee needs to address. Let us make
our own plan as it meets the needs of our people.

Access. We call for access. That is what you are concerned with.
We put more responsibility on the individual and this is set forth
in our plan, to begin to let the individual to know he or she has
some responsibility. For the most part, if you go out and drive a
car, you have to get insurance. We put that responsibility, general-
ly, on individuals. You should have health care. Why shouldn’t it
be some responsibility of yours? We talk about everybody else
doing it.

Now we make sure that person will get health care. We give
them some options. They can get it from the employer. And you
may want to consider part of Senator Kennedy’s plan then, for the
employer to cover the employees, otherwise, they can buy it them-
selves if they have the resources—that is the second way. If they
are under 150 percent of poverty or if they cannot get insurance
any other way, they can go into the universal access plan that we
call UNAC. Which, in effect, is run on the State level and you have
the Medicaid pools which can be joined by other people.

Within a State, the fees are negotiated to help bring down costs
within that State. This is a negotiated fee with the medical profes-
sion. Industry in a State can join UNAC, but they must join at the
beginning of the negotiations and not wait and see whether that is
what they like. :

So this begins the process then of covering everyone—universal
access. Now we think, and I know determined by your questions
today, that you are concerned about costs, too. We have got to be.
We are the greatest debtor nation in the world. Now we think one
of tixe major factors to reduce costs will be to do something about
quality.

It has been estimated that we can have from 20 to 30 percent
savings if we would set up guidelines of practice. We simply have



30
not done the research. Right now, I think it is interesting to note,
70 procedures done by the doctors of this nation account about half
of the Nation’s health care costs. Most of those procedures have
never been researched; we do not know the answers. We set forth
example after example.

This is something you really ought to look at. Suppose you save 5
percent from research on how to do things—cut out unnecessary
care, inappropriate procedures—5 percent of $600 billion right now
is $30 billion. That will about pay for the cost of the increased
numbers you want to bring in in your access program. It will take
a little while to do it, but it should not take too long. If we begin to
get these guidelines, it also will help in the purchasing of care, be-
cause people will know better what they ought to be buying and
what they should be rejecting.

So we think it is essential that along with access we have quality
improvement and research, and cost savings brought about by that
with your negotiated process that you would have on the States
and, of course, improvement on malpractice. There is no point of
sweeping malpractice under the cover. It has to be addressed. It is
inherent in the whole system. That is why so many procedures are
done. We kind of close our eyes to it.

Now some States have already taken steps to do something. We
are recommending that we look at what has happened there and
we begin to push statewide or even Federal initiatives if necessary.
So we might as well look at the cost. It has got to be faced. We
have got to look at quality. And we certainly all want access. If you
expect to accomplish this, it has got to be done systemically. Be-
cause if you just provide access, you are going to have costs multi-
ply even faster than they currently are and you know they are
going to reach a trillion, 500 billion by the year 2000. Impossible.

So we have got to do something and begin to address the prob-
lem. We think we have suggested things. You may not want to
take them all. But we out to begin to make change systemically
and it can be done. Even the AMA says we ought to do something
about quality. They have already started negotiating with the
Rand Corporation for them to do the research. We know it can be
done, and this is the approach the Commission thinks we should
have—a systemic approach, Mr. Chairman, which will help us ad-
dress all of the problems. I wanted you to know we are getting
great reception from industry, from labor, from consumer groups,
and may I say even from the Congress itself. So we are very much
encouraged that people are willing to consider this idea of a sys-
temic approach and this Committee certainly could help initiate it.
And with the Rockefeller/Pepper Commission, too, probably look-
ing at this, if you all join together and with Senator Kennedy, I
think you could get something moving.

Thank you very much, Mr. Chairman.

Senator RiEGLE. Thank you very much.

We had an opportunity to discuss some of these matters in a
meeting in Senator Bentsern's office recently.

Governor Ray, let me just refresh my memory. How many terms
did you serve in Iowa?

Governor Ray. I have five terms, but that is 14 years, only two of
them were 4-year terms.
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Senator RIEGLE. Well, it is a terrific record. I remember back in
my days in the Republican party that I thought there were too few
of your kind of Republican around. I think there is even fewer
today. But I have always been a great admirer of yours. I just want
to acknowledge that.

Governor Ray. The Republican party is still alive though.

Senator RIEGLE. Well, in a manner of speaking I would say.

[The prepared statement of Governor Ray and Mr. Rogers ap-
pears in the appendix.]

Senator RiIEGLE. Dr. Fein, we are very. pleased to have you today
and would like to hear your comments now, please.

STATEMENT OF RASHI FEIN, Ph.D., PROFESSOR, ECONOMICS OF
MEDICINE, HARVARD UNIVERSITY SCHOOL OF MEDICINE, TES-
TIFYING ON BEHALF OF THE COMMITTEE FOR NATIONAL
HEALTH INSURANCE, WASHINGTON, DC

Dr. FEIN. Mr. Chairman, I filed a statement which I hope will be
part of the record.

Senator RiEGLE. We have it and we will make it a part of the
record. -

Dr. FEIN. T have tried to condense it to one page, but I must
\g'arn you, it is quite a page. 1 will be quicl: and I hope I will be

rief.

I want to just begin by noting what everyone else has noted. I
started in this field almost 40 years ago when I had my first Feder-
al employment as a staff member of President Harry Truman’s
Commission on the Health Needs of the Nation, back in 1952. 1
think we are closer today to a serious discussion, debate and dia-
logue on this issue and to the enactment of legislation than we
have been at any time in those almost 40 years.

What I have tried to do in the statement is stress the fact that
there are really two issues. One is the equity issue of the millions
of Americans without insurance. That is a moral issue. The other is
the issue of costs, which affects our ability to compete effectively.
We have simply got to control health care costs in order for the
American economy to be able to survive effectively in world compe-
tition, and in order for the existing health insurance programs to
be able to survive, let alone embark on new ventures.

If we do not control health care costs, any of the programs to
extend health insurance that we might enact in this Congress or in
subsequent Congresses will ultimately go down the drain and fail.
A stable solution requires that we address both things. I would like
to point out that a number of States, individual States, are, in fact,
trying to do that. Their difficulty is that they are not receiving sur-
ficient assistance through legislation from the Federal government
and I would like to come to that a moment later.

We believe at the Committee for National Health Insurance that
we have crafted a program that does address both problems. It pro-
vides a role for the Federal government; it provides an important
role for State governments; and it provides for various elements of
the private sector. It is not a centrally controlled program. It is a
program that involves a mixed approach and that permits us to
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ls)uild on the existing programs that we already have in the United
- States.

Let me very quickly try and illustrate some of the responsibil-
ities that evolve onto these various sectors. The Federal govern-
ment would have the responsibility of defining the benefit package.
I think that Senator Rockefeller’s question to Larry Lewin was an
important one. You wil! recall that he asked Mr. Lewin whether or
not this is a job for politicians. I think it is a job for legislators, for
politicians. 1 believe and the Committee joins me in believing
firmly that civilian control over the profession, as civilian control
over the military, is a necessary responsibility for government to
assume.

So that we would look to the Federal government to define the
benefit package. We would look to the Federal government to re-
quire the individual States to achieve various goals in cost contain-
ment, in quality enhancement but we would expect that the Feder-
al government would permit, would leave, would allow those States
freedom to decide how to reach those various goals. We would
expect the Federal government to provide part, but not all of the
funding necessary to expand services to parts of the population
now receiving inadequate care and we would certainly look to the
Federal government to mount assessment programs and technologi-
cal evaluation programs that would benefit the entire nation.

States. We would look to the States to enroll the population, to
administer the program, to define a State health budget a neces-
sary prerequisite for cost containment to erect specific and detailed
cost containment programs and quality containment programs. But
we would permit and I want to stress this. Because I think that
this is the new part of our proposal, one of the new parts. We
would permit and encourage the State to enroll populations in
whatever mechanism, through whatever mechanism, seems appro-
priate within that State.

It might involve mandating employers to do things. It might, in a
given State, involve shifting a larger responsibility to the tax
system. We leave that to the State. We require the State to make
certain that every individual, who resides within that State, has
the basic benefit package that has been defined by the Federal gov-
ernment.

_Let me spend a moment on enrollment and funding. I want to
stress States can tax and enroll. We would expect most States to
try and encourage individual employers who are not providing in-
surance to do more than they can. And, therefore, we do set some
limits on cost sharing, not unlike the limits that have been cited
previously. We do expect that the States will provide an important
role for insurance companies; and we would expect that individuals
could continue in familiar relationships with particular insurers.

Finally, however, we do expect we would require that States use,
for the purpose of insurance, community rating, and that for three
very, very easily stated reasons: (1) We want to prevent employer
discrimination against individuals who employers feel may be more
costly, of higher risk; (2) we do not want to penalize older firms
who have an older work force and who are paying higher premi-
ums for the same benefits simply because they have been in busi-
ness a long time and have an older work force; and (3) we want
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insurers to compete around administrative efficiency, not around
the issue of who is best at selecting low risks.

Those are the essential features of our program. Obviously, there
an awful lot of details. On many of those details we would have
agreement with various individuals who have spoken and who will
speak and testify today. We are encouraged. We are not interested
at this point in disagreeing with anyone. We are encouraged by the
fact that everyone wants to put forward their ideas and we feel
that that helps stimulate the debate.

I would close with one appeal. Not only is it important that we
enact this because of the scenario we could paint for the future. If
we fail to act, it is a dismal one indeed. But I want to remind you
that the individual States, as I noted earlier, are trying to meet
these problems. They cannot do it alone because no State can feel
comfortable in stepping out too far ahead of its neighbors.

It would be of tremendous benefit to the individual States that
are trying to enact legislation, that are considering legislation, or
that have appointed Commissions to develop legislation, to those
States that are meeting together to discuss this common problem,
if the Federal government would assist them by requiring all
States to enact programs to ensure that everyone within those
States has the basic package that is defined by the Federal Govern-
ment.

I thank you.

[The prepared statement of Dr. Fein appears in the appendix.]

Senator RIEGLE. Thank you very much.

Before we call our next witness, ] am wondering for testimony
which, if any of you, would have the answer to this question or
maybe my colleagues would as well. That is, do we know what per-
centage of doctors, for example, would earn more than $200,000 a
year? Would anybody just know that figure?

Governor Ray. You mean presently?

Senator RIEGLE. Yes.

genator DURENBERGER. I know they are all in Chicago this week-
end.

Governor Ray. I do not know, but we will try and get that figure.

Senator RIEGLE. Dr. Fein, do you have any sense for that?

Mr. RoGeRrs. I do not have any feel for that.

Senator RiEGLE. Does anybody have any data along that line, in
terms of who might, say, earn above $150,000 a year in annual
income, or above $100,000? I mean, are there any generally cited

Dr. FEIN. Above $100,000, we know the mean income now is
about $102,000; isn’t it?

Governor Ray. $113,000.

Dr. FeIN. $113,000.
19§§9ator RIeGLE. $113,000. So the mean income, would that be for

Governor Ray. 1987, I believe.

Senator RIEGLE. 1987. So that is out of date. But in any event,
$113,000 a year in mean income, that would mean that half the
dgctors in the ceuntry were earning less than that, half more than
that.

Governor Ray. That is right.

Senator RieGLE. Do we know anything about the average?
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Dr. FeIN. The average is less than the mean. But I do not know
how much less. The data that are kept by HCFA and by others
would be mean. .

Senator RIEGLE. Is it your sense that we have a fairly substantial
number of doctors that would normally earn more than $200,000 a
year? Is that a rarity or is that quite common?

Dr. FeIN. There is something I think, Senator, between rarity
and quite common. [Laughter.]

Dr. FeIN. I think that is about where it falls. There are in every
in many large urban communities a number of professionals who
from their medical practice alone, not including any investments in
other things, and not, of course, including their investments in
medical supply companies, et cetera, earning over $200,000. They
tend to be concentrated in certain specialties. It is my understand-
ing that with changes in the relative value scale the number might
decline somewhat, or in any case, not continue to increase.

Senator RIEGLE. Well, let me just cite what data has just been
handed to me by the staff Apparently the AMA has done an as-
sessment of this and publishes data. They indicate the distribution
of physician net income, after expenses, but before taxes in 1987,
was $132,000. This was the mean for all physicians. Though this is
EOt $113,000 it is in that general ball park, but it is certainly

igher.

Now that is 2 years old. That is 1987. My guess would be that it
is probably substantially higher than that. I would assume, with
the mean at $132,000, that we would have what I would consider to
be quite a large number of physicians above $200,000. I_would
think that it is at least 10 or 20 percent, maybe more than that. If
this is the mean for all physicians in the country then it takes all
the rural areas and what have you into account.

I say that, not because those are not terribly important skills, ob-
viously they are, and certain kinds of medical skills are obviously
life saving skills to many people. But we pay the President of the
United States up in that range, in the low 200,000's and we consid-
er that an appropriate salary for somebody who is doing the most
important job in the country, I would think, by any fair definition
maybe the most important job in the world.

So it seems to me, related your point of the question, Dr. Fein, as
to what the cost structure looks like for procedures and what have
you, that individual salaries or income is just one aspect of it. Obvi-
ously, we want physicians working hard, performing services, doing
good work and so forth. But it seems to me that when we start
looking at what the cost of—or what the income structures look
like, it does raise important questions. It raises the important ques-
tions of what is'sort of the motivational structure.

I mean it is hard to generalize in these areas, but it might well
be that maybe we need to think about how we get more people to
come into the professions. Maybe there are a lot of people around
the country that might like to be doctors and earn half this much
because they would like to do that kind of work like to save lives,
like to treat people, and so forth. Maybe we are going to have to do
something about figuring out how we bring the costs of some of
these services down to lower levels.
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Dr. FeIN. Senator, if I could just interject. The most recent issue
of the New England Journal of Medicine has a letter to the editor
which you may want to read. I do not think you are going to enjoy
reading it. It is from a young man who applied to medical school
and was admitted to a number of medical schools who had been
working in a poverty area as an assistant teacher, and wanted to
become a pediatrician to continue working with those kinds of chil-
dren, and who concluded that he had to reject the opportunity to
go to medical school because the debts that he would incur going
through school could not be paid off serving that kind of a popula-
tion.

Senator RieGLE. Well, that is what——

Dr. FeIN. I think it goes to the point that you are making.

Senator RIEGLE. Well, that is my concern. Again, if you look at
this data. It breaks it out by types of doctors in the general or
family practitioner category. The mean income for that group in
1987 was $91,000; and yet when you get up into the more exotic
skills areas surgeons, $187,000 was the mean; radiology, $181,000
was the mean; anesthesiologist, $161,000 was the mean. Now this
was 2 years ago.

So my hunch is that these numbers have jumped up probably
measurably in the period of time since. But when you just start
looking at the cost structures, for example, cost of service struc-
tures, that data on its face, I think, tells us that this is a part of
the problem we had better take a much closer look at.

Dr. Schramm, you are our next witness on this panel. Let us
hear from you now.

Senator DURENBERGER. Mr. Chairman, before Carl speaks I am
still not clear where you were headed with that line of questioning
whether the problem is that the salaries are part of the cost system
and, therefore, exorbitant I guess I would want to drag out the sal-
aries paid the Washington Redskins, the Capitals, a whole bunch of
other people against the price of admission to any of these games
and a whole lot of other data in which Americans have distorted
their values.

But I am not sure if that is the direction you are headed for.

Senator RIEGLE. Well, let me be more direct about it. I do not
want to make the case for what the price structures are for sport
stars. In a sense, we can decide whether we want to go to a sports
game or not. I am not sure we can always decide whether we are
going to go to the doctor or not when we have a major illness.

What I am concerned about is that costs are geing through the
roof. All the testimony today talks about this incredible rate of
assent of medical costs in this country, and the percentage of GNP
that we pay. I do not intend to target any one piece as a part from
any other.

But I am concerned about the problem of the degree to which we
may have a cost being higher because there is a supply problem. I
would suspect if there were twice as many doctors in these catego-
ries performing some of these specialties, the prices would not be so
high. The prices would be lower. Partly, because there would be
more people doing it. It sounds to me like we may not have enough
people in general and family practice and I think the data shows
that, particularly out in the rural areas.
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Senator DURENBERGER. Mr. Chairman, I would venture to say, if
I can interrupt you, that that is the way it ought to operate, but it
does not operate that way. In fact, we have a surplus in all those
categories and the law of supply and demand does not work in
medicine which may be part of your point.

I just wanted to be sure if you were moving in a different direc-
tion, which is that there is some problem in this country because
the salaries are that high, that I would be able to suggest that it is
our values in general. We do not put the right set of values on the
things that are most important to us. And some cf those people are
world renown for what they have done for us. Some of them may
not be so great.

But compared to an 18-year-old kid who is making a million dol-
lars a year being a jock, I will take almost anyone of those guys
first and women at their $182,000 salaries. I think it may be a
values problem we have.

Senator RockereLLER. And, Mr. Chairman, if I can add on to
that. Senator Durenberger and myself, and others, are working
very hard in this whole concept of physician pay reform. I think
you are going to see from that that in some of those areas where
doctors are still most needed, and where they need to be rewarded
more than they are, for example, primary care, general practice,
that the so called relative value scale approach—which has now
been voted on by at least one Committee in the House and which
Senator Durenberger and I are looking at—could solve a lot of
problems.

In other words, within the whole question of how do you moti-
vate someone to want to be a certain kind of a doctor, pay does
count. We are trying to address that.

Senator RiEGLE. Well, I think it is an important part of the dis-
cussion and it has come up two or three times sort of indirectly, if
not directly, in the straight on sense here today in terms of our dis-
cussion. But I think it may be a mistake to, you know, reach for
the sports analogies. There is a tendency to do that because, you
know, baseball players who are making in some instances more
money than the President of the United States.

I guess I put medical services in a different category. Because
these are very important services that the country has to have.
Just like the Armed Services. And, in fact, if there is a problem in
terms of getting enough people out there who are trained and moti-
vated to do the job;, then we probably have a value and incentive
structure problem in the country. But that is something we can fix.
I think there are probably a lot of people in this country that
would like to be doctors, and not necessarily because they would do
it in order to earn $300,000, $400,000, $500,000 a year. Although
some doctors may, in fact, earn that and earn more than that and
be well worth it.

But when I see a health care system where health care is not
even available to a lot of people, and in some cases what is avail-
able is very meager, as it is in some of the rural areas of Michigan,
or some of the rural areas of Minnesota, or some of the rural areas
of West Virginia; and then I see these kinds of fundamental embed-
ded economics in terms of who is in the business and what they
earn, there is something wrong there.
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Maybe there is something wrong in professional sports, too, but
that to me is not of critical national impact the same way it is if
somebody needs a doctor and cannot find one in some out-of-the-
spot place or the services for doctors’ activities are so high that
people cannot hope to have them. That we do not have to tolerate
in this society. We have people who work in the Peace Corps for
next to nothing, and they are proud to do it because it is important
work.

I suspect there are probably a lot of people in the country that
would like to be in the medical profession for reasons other than
economics, and many are. But maybe we need to open the door up
so a lot more get in.

Governor RAy. I was just going to add that——

Senator RIEGLE. I want to get to Dr. Schramm here in just a
minute here.

Governor Ray. Physicians costs have increased 16 percent for
each of the last 6 years. That is not affordable. But it is not always
the rate for each doctor; it is the increased services and the testing
and all the other things that go along with it. A great critical need
is in the family practice in rural areas, like we have in our States.
There we need more physicians. But it is much more difficult and
xe do not pay them enough. They are on the low end as you well

now.

But I do not think it is necessarily true that the more doctors we
get, the lower the rate. I think what we have found is, the more
doctors we get, the more services we get, and the more testing we
get, and the higher the cost.

Senator RIEGLE. Well, I suspect here that what we have is not a
one dimensional problem but a variety of dimensions to the prob-
lem. But that is clearly a part of it, and I think a growing part. If
we are getting rates of increase like that of 16 percent a year, you
know, that is clearly part of the problem.

Dr. Schramm.

STATEMENT OF CARL J. SCHRAMM, Ph.D., J.D., PRESIDENT,
HEALTH INSURANCE ASSOCIATION OF AMERICA, WASHING-
TON, DC

Dr. ScHraMM. Thank you, Mr. Chairman; and thank you for
having me this morning. I was beginning to get the impression you
were dying to hear from the private insurance world.

Our member companies, 350 strong, cover 90 million Americans.
Together with 76 Blue Cross plans, which cover about 83 million
Americans we constitute the private insurance sector.

I would like to take a different approach this morning and offer
something of an historic prospective in which we might settle some
of what we have heard this morning. I think it is important, as Mr.
Rogers has pointed out, that we are in search of an American solu-
tion. I do not think there is a quick fix from Canada nor should we
look for a quick fix.

I think in the area of health policy we have been burned many
times by ‘“magic bullets” that we thought would settle the problem
once and for all. I have the HMO legislation, health planning and
other pieces of legislation in mind. I think really in 1965 we under-
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stood in rather sober terms that there had to be a public and pri-
vate partnership. We went through the very difficult process of en-
acting a public access program for the poor and for the elderly—
Medicare and Medicaid.

I think the architecture of a public and private sector program
has basically been insinuated into every single piece of testimony
you have heard today. I think the perspective of the private insur-
ance industry has been, at least for the last 2 years, that the exist-
ence of 37 million people without health insurance is terribly in-
dicting of our system of financing and it is unacceptable from any
perspective that anyone might harbor. And, indeed, our job is to be
a party to changing that and to come up with an offering that will
repair the arrangement that we conceived of in 1965—a public and
private partnership.

I recall in 1965 we fully understood, as a society, that some risks
could never be covered in the private sector and the public sector
had, for the first time in American history, been recognized as
having an important primary role in financing care for people who
were poor and elderly.

I think it is time we think about four things we ought to do to
make the system work again, to clear away some barnacles that
have come into place in the last 20 years, and to refocus on this
private/public partnership.

The first offering we would make is that we must, in fact, reform
and expand the Medicaid program to cover all people below the
Federal poverty level, regardless of family structure, age or em-
ployment status. This means we have to eliminate categorical re-
strictions; we should uncouple eligibility from welfare cash pay-
ments; and I think we ought to think about the dynamics of pover-
ty. Our offering is a program that permits a buy-in to primary and
preventative care for people between poverty and 150 percent of
poverty.

We have to permit a spend-down, such that people who are
climbing out of poverty, if they have out-of-pocket expenditures
that cause them and the family budget situation to again be impov-
erished, could have the State pay for the Medicaid program for
them. And as people work their way out of poverty, employers and
individuals would have the employee’s share of the private premi-
ums paid for by the State Medicaid program.

These changes in Medicaid would go a long distance to essential-
ly making a dynamic safety net operate under the poverty popula-
tion. One of the reasons there are about 35 million people unin-
sured, comes from the steady erosion over the years of our commit-
ment to the poor. In 1976, 65 percent of the people below the Feder-
al poverty level were covered by the Medicaid program; in 1986
that was about 40 percent.

The second component of our approach says, that we must allow
insurers to develop and sell more affordable coverage. In order to
do that, one of the first things we must think about is to examine
the ERISA law and extend the preemption of State mandated bene-
fits enjoyed by private self-insurers to insured employee plans.

We operate at an immense disability under State mandated ben-
efit laws that make commercial insurance unaffordable for many
marginal small employers. It is estimated that in some states, like
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Maryland, with 24 mandated benefits, the cost of basic medical/
surgical coverage is 20 to 22 percent higher than it would be absent
those mandated coverages.

The third thing we would suggest is that the self-employed, their
families and any employees should receive a 100-percent tax deduc-
tion for their health insurance.

And finally, we believe that we must establish some pools to deal
with uninsurable individuals. We have fought strongly for the es-
tablishment of State pools. We believe if the State pool option is
not chosen by States, that the Federal Government should set up
pools in those States for uninsurable individuals.

For uninsurable groups, we believe that a private reinsurance
mechanism, potentially chartered at the Federal level, and fi-
nanced privately through equitably ridding the risks through both
insurance companies and ERISA pre-empted self-insurance plans is
what is required.

I would conclude by suggesting that there has been something
surreal throughout all of the testimony I have heard this morning.
While we have mentioned it, we have not focused on it. The fact is
" that we have at least 10 million Americans uninsured now that
were insured a decade ago. It is my sense that one single factor—
unchecked cost inflation in the provider market—is the reason why
we have seen States evacuate their promises, the Medicare pro-
gram evacuate its promises, and small employers finding the cost
of insurance unaffordable. The net result is that the program we
envisioned in 1965 is falling apart.

Thank you very much.

d ['Iihe prepared statement of Dr. Schramm appears in the appen-
ix.

Senator RikGLE. That was a very important statement by you
and by all of the witnesses.

Senator Durenberger.

Senator DURENBERGER. Thank you, Mr. Chairman. Carl, if I can
begin with you—and I have just had now to sort of look over this
statement. It is, for me, kind of exciting. I mean, to see the way in
which you have been able to integrate the Medicaid buy-in/buy-out
deal with the ERISA pre-emption, deal with the uninsurables, and
then provide some way in which we use the tax subsidy for the
self-employed and so forth. That generally describes some of the
basic elements of this plan; does it not?

Dr. ScHRAMM. Yes.

Senator DURENBERGER. It also keeps sort of the—using Medicaid
somewhat differently, keeps some of the basic financial access deci-
sions down at the State level, where the States have the options to
do certain things and yet it looks like most of those options are
driven in the direction of making available to people, all the way
up to—what, how many——

Dr. ScHramM. Eventually 150 and we have even thought about
200 percent of the Federal poverty line.

Senator DURENBERGER. Okay. If I understood it, the purpose of
your proposal is to number one, encourage people to work.

Dr. ScHRAMM. Yes.



40

Senator DURENBERGER. Which is the thrust of welfare reform, of
the Family Security Act around here. Secondly, to provide benefit
transition from when they could not work to the workplace.

Dr. ScHRaMM. That is right.

Senator DURENBERGER. Third, to provide some way in which the
beneficiary will make what I think is called a nominal contribution
to the premium.

Dr. ScHrRaMM. Yes, as low as $6. 00 a month.

Senator DURENBERGER. Right. And then that in some way the
employer’s contribution to that premium will be on a sliding scale
assisted by the Medicaid contribution to the same premium, right?
~ Dr. ScHRAMM. Yes.

Senator DURENBERGER. But the thrust of all of that, unlike
Canada and some of these other countries, is that people, rather
than buying doctors and hospitals, will be buying health plans or
health insurance or whatever.

Dr. ScHramM. That is correct, yes.

Senator DURENBERGER. So, as I understand it, you recommend
and have an apparent self-interest in this idea. But rather than
having certain kinds of public facilities for people who cannot get
their service somewhere else or having certain kinds of public pro-
grams, like Medicaid or Medicare, or the Indian Health Service, or
a lot of other things for-people who do not buy health insurance or
cannot buy health irsurance, your thesis here is that everybody
ought to buy their way into universal coverage through the premi-
um cost of a basic health plan. Does that generally characterize
what you are talking about here?

Dr. ScHrRaMM. Yes. I think it does, Senator. I might say just at
the outset that the HIAA Board passed the elements of our propos-
al about a year ago February when we had the great good fortune
and counsel to have Governor Ray serving on the Board of the
Health Insurance Association of America. So one other panelist is
fully familiar with much of our proposal.

We did attempt to integrate this into the language that is cur-
rently circulating in terms of welfare reform. We believe that the
States should operate programs that are responsive to their needs,
particularly in the goals of Cost containment. That is one of the
abiding concerns we have with the notion of moving to federally
mandated programs, that much of their benefit design would also
be mandated. The federalized approach essentially, erodes what we
know to be one of the key ingredients of the medical marketplace,
its variability. There is not yet, and not likely to be for a long time,
a national medical marketplace.

In fact, there are enormous idiosyncrasies. Governor Ray pointed
them out in terms of contrasting what the GNP estimates would be
if we were to use the per capita medical expenditures of New
Haven versus Boston. I think your sense of this is absolutely right.

Senator DURENBERGER. You heard my question of Larry Lewin
earlier about the benefit package and everybody struggles with
that, and I am still struggling with it, too, as I hope was indicated
by my question. But your benefit package is basic ambulatory—
such as well child care and immunizations, prenatal care, basic di-
agnostic, laboratory tests, x-rays, primary treatment services, moni-
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toring of chronic illnesses, outpatient prescription drugs, according
to the State’s Medicaid formulary.

Dr. ScurammMm. That is correct.

Senator DURENBERGER. And if I understand your figures correct-
ly, you can buy that. You assume that that package can be pur-.
chased out there for the people we are talking about for about $50
to $60 a month for a family of three. Is that correct?

Dr. ScHRAMM. Yes.

Senator DURENBERGER. So that it strikes me as kind of a deal we
should not turn down too readily. Where did you get these figures?
I mean, how does it come so cheap, so to speak?

Dr. ScuramMm. Well, Senator, that is for the preventive and pri-
mary care package. It is our estimate from our own experience and
public Medicaid program experience, and we believe those to be ac-
curate figures.

There is an awful lot of tinkering with numbers in these debates.
It is our sense that providing the primary care and preventive
package is in many respects the cheapest part of insurance.

Senator DURENBERGER. Even when you get up—pardon me, Mr.
Chairman. I just have another question to continue this line of
thinking.

Senator RIEGLE. Please continue, yes.

Senator DURENBERGER. You also contain on page 4 a sort of a
sliding scale monthly premium charge by income. It goes from $6 a
month for a family income at 100 to 109 percent of poverty up to
$54 a month from 140 to 149 percent of poverty; is that not correct?

Dr. ScHrRAMM. Yes.

Senator DURENBERGER. Now let me just, for a moment, so to be
sure I understand this, compare that. Well, let me ask you a differ-
ent question, which is, is that the premium charge that the—the
second thing I read there, the $6 through $54—that is what the
family will contribute to the overall cost of a benefit that costs $50
to $60 a month. Is that right?

Dr. ScHrRaMM. That is correct.

Senator DURENBERGER. So that when you get right near the top
there, at $54 a month, then you have just about paid the whole cost
of the program which is somewhere in the $50 to $60 range?

Dr. ScHraMM. Yes.

Senator DURENBERGER. Okay. Thank you very much.

Dr. ScHrRamMM. And 1 might say that hinges on an arbitrary
choice of 150 percent of the poverty level.

Senator DURENBERGER. Right.

Dr. ScHRAMM. Some would move that upward.

Senator DURENBERGER. But the public cost is $50 to $60 a month
and it is reduced for a person—that is up to 100 percent of poverty.
When you get over 100 percent of poverty, the public cost, the tax-
payer cost starts going down as the person’s contribution reaches
$54 a month.

I am looking right now at the distributional impact of the health
insurance premium credit, which is a piece of legislation passed out
of this Committee last week, designed, I think, to help these same
kinds of people. At the level of $5, 000 of adjusted gross income the
public cost, by way of a tax decrease, is $210. That is on an annua-
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lized basis, I believe. At the $5,000 to $10,000 level, it is $243; at the
$10,000 to $15,000 level, it is $262.

Do you have a familiarity with the so-called Bentsen proposal?
Are you familiar with that?

Dr. ScuraMM. Not that I would like to comment on it.

Senator DURENBERGER. Not that you would like to comment on
at this time. Well, maybe I will come back to this in just a second
because I would like to get the views of the experts on this panel
about comparing the product that we are going to be voting on on
théa floor with some of these excellent suggestions that we have had
today.

Senator RIEGLE. I think that is a very impertant line of question-
ing and it is very valuable. I appreciate it. I have been called over
to a meeting with the Majority Leader that I must attend. Senator
Dudrenberger has kindly agreed to see the hearing through to its
end.

Before I go to Senator Rockefeller, I want to acknowledge also
that we are going to be hearing from Mr. Patrick Babcock, who is
the Director of the Michigan Department of Social Services and Co-
Chairman of the Governor’s Task Force on Access to Health Care. ]
am especially pleased that he will be coming along just a little bit
later. So let me now yield to Senator Rockefeller.

Senator RockerFeLLER. Thank you, Mr. Chairman.

I just have two questions. One would be for Dr. Schramm. You
have a four-point proposal and obviously it deals with Medicaid. I
have introduced what I would call an incrementalist type Bill,
which would allow Medicaid to provide long-term care, home-based
and community-based. That is kind of backdoor, so to speak. On the
other hand, it does help a small section of the most poor and the
most fragile in terms of their health.

You know, even as I do that, I feel good because I think the Bill
may go through and George Mitchell likes it. I feel good about that.
On the other hand, we are looking at Medicaid programs which are
getting enormously underfunded. I worry about- that. Because if
one takes the incrementalist approach, one has to at some point
really deal with Medicaid. Doctors now, in some places just will not
take a Medicaid patient.

So that my question of you would be, do you have concerns that
in your four-point proposal about buy-in that in fact people may be
buying into, in a sense, a substandard insurance program? And if
you agree with that, do you have ideas as to what we might do to
strengthen Medicaid?

Dr. ScHramM. Well, Senator Rockefeller, to be sure, one of the
premises of our proposal as regards Medicaid is that the public
budget has to expand to cover old fashioned Medicaid, if you will. I
think your question is absolutely correct. If we are to proceed with
Medicaid as we have in the last few years, it will be substandard. It
is substandard. It should not be substandard. I do not think what
has happened to it was the vision of 1965.

The legislation on long-term care that you have been piloting
seems to me reflects the basic vision of 1965. I think it is important
to pause there for a second and think about long-term care and its
financing as it is emerges as a national issue. It seems to me that
the only reasonable alternative in a time of a very constrained
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public budget is to look right back at the Medicare/Medicaid public
architecture of 1965. It appears as it there will be a very viable
market for private long-term care insurance for people in the
middle class—lower middle class—and certainly affluent Ameri-
cans.

But as regards people who are poor and without means, there
will never be a provider of an insurance product and that responsi-
bility has to fall to the public sector. So I think in a sense long-
term care as it is beginning to be thought through on the Medicaid
side and the public sector side ought to provide a lever to reopen a
discussion of how much Medicaid really ought to cost. So it is not a
substandard program.

Senator ROCKEFELLER. One philosophical question to Governor
Ray or Congressman Rogers. You addressed forcefully in your testi-
mony the escalating costs. You know, it is dramatic. It is depress-
ing, powerful testimony. Now, the business of cost containment is
a%)ways easy to talk about then very hard to get anything done
about.

In other words, if somebody comes up with new technology and if
50 percent of the cost of health care in an average American’s life
takes place in the last 2 months of that person’s life, if that is the
case, and I am told that it is, then that technology is important be-
cause it becomes automatically everybody’s right. If there is some-
thing available, then let us all have a chance at it.

Not true in Canada. There may be an MRI machine, one per
Province, something of that sort. They have a different way of
doing it and people do not mind queuing up there. Those who do
can come down here and get the service more quickly if they can
afford it. In any event, it is easy to talk about cost containment
and extremely hard to get something done about it.

Witness hearings that we have had on our Subcommittee on
Medicare and Long-term Health Care, and on the whole question of
physician payment reform, the President suggested, and I think
properly, that he will not sign a physician payment reform bill
unless there is an expenditure target as he puts it. That pretty
much gets to the heart of it. In other words, you can adjust physi-
cian payment reform and make it more attractive to get into pri-
mary care, OB/GYN, or whatever, but at some point you have to
deal with what you said, Governor Ray, in your testimony that
costs are just going out of sight—bigger than social security pay
out by the year 2005. I mean, that is just absolutely incredible. It is
absolutely incredible.

Now when one actually addresses containment, however, there is
a lot of resistance. The American Medical Association was here last
week saying that they are adamantly opposed to any kind of ex-
penditure target cost containment. They did say that practice
guidelines could be useful. I would be interested philosophically in
how each of you feel about how it is that one convinces the medical
community that cost containment is going to have to take place,
number one, and how you think practice guidelines, as opposed to
expenditure targets might work.

Governor Ray. I think you are right on target. That is the reason
in our prepared statement we dwell considerably, and I hope force-
fully, on the fact that you cannot solve this problem if you deal
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only with access. As a matter of fact, you cannot solve the whole
problem if you deal with any aspect of it; you have got to deal with
all facets of it.

We happen to believe that when 20 to 30 percent of the health
care in America is unneeded or inappropriate and sometimes
harmful—you are talking about $120 billion—and that can be
stopped. There is good, solid evidence that physicians and providers
will change their behavior if they have valid information, good
data to show that there are better or different ways in which they
should be practicing. So that is number one. We deal with stand-
ards or guidelines or parameters or whatever you want to call
them, that we believe the medical profession needs and is ready
and willing to accept. That would be helpful.

We mentioned the variances studies. It is just unbelievable the
difference between different communities, the way in which profes-
sionals are practicing. So if we can change that, and cut out a lot of
the unnecessary procedures and care and waste, then that in itself
will make a big difference.

Senator RocKEFELLER. But how does one do that? I mean, how
does one—one cannot simply, you know, trot off to New Haven and
Boston and have door-to-door visits with doctors to change their be-
havior. I mean, how does one do that without some kind of a set
standard which forces that change.

Governor Ray. The standard makes a difference and secondly,
the dissemination of valid information, so that doctors can see
there are new or different procedures, or different methods to
follow. Like I said, there is evidence that they will follow that.
They will make changes. You cannot hit them over the head with a
two-by-four and expect them to do anything but defend their posi-
tion. But if you give them good valid information, then they will
adjust and modify accordingly. That is just one aspect.

Mr. RoGeRrs. I will be very brief.

I think there are a couple of other things that may help, al-
though you may have to do all three of them, including your cap
on costs. Certainly, in an interim basis, to begin to slow things
down, you may have to do cap cost until you can get education out
to the profession and to the buying public on what we should do.

I think we must do the research, and that also goes to new tech-
nology, to make sure that we know what that new technology will
accomplish before it is brought into the system, just as we would do
on the clinical practices of the doctors. Then if we get that informa-
tion disseminated—and as you know, there is already informa-
tion—I mean, there is already legislation that has been introduced
to begin that process. And, in fact, HCFA is already doing research
in that line. But if we can get the information out, it will have an
impact.

In Maine, where they did the research with proctectomies, as
soon as that information was gotten out, they had a drop in the use
of that procedure of 15 percent. Well, if that went nationwide, that
is a considerable amount.

Senator RockereLLER. Who put out the information?

Mr. RoGers. The researchers and through the profession itself in
Maine. Now that can be done. It has got to be a national effort and
that is what we recommend in our proposal.



45

Senator RockeFeLLER. On the other hand, you are also saying
that medical malpractice is driving—I mean, I assume in the 23
percent of unnecessary procedures of the $150 billion, it is not all
just what I want to do, it is as a doctor, it is what I feel I have to
do to protect myself.

Mr. RoGgers. I am sure that is part of it. So that needs to be ad-
dressed as well. But also, we need to begin—and we call for this—
an education of the public on dying. This really needs to be ad-
dressed. That can be done. Already you are hearing more and more
in every State about living wills, that they do not want to be kept
alive when they will not have any quality of life, and we need a
real program of education on that.

So that is why we are saying that all of these problems need to
be addressed systemically. You just cannot take one and expect to
solve it because they are all so intertwined. I think the cap will
certainly put an overall budget level, but a lot of costs will shift
over to the private sector from the government sector. That will
happen. So we also need the research on quality and to set up some
guidelines which will also help in malpractice. If it is a nationally
accepted procedure, that will be a more helpful defense for any
malpractice.

Everything ties together, I think, in these three areas—access,
quality and cost.

Governor RAy. One other aspect of that is the pools that we rec-
ommend. I think most programs call for some kind of a State-wide
pool. We would fold Medicaid into that pool, and all others who are
uninsured would go into the pool. Anyone else could opt to join at a
cost. The business of those pools would be conducted by providers,
by insurers, and by business people, so there would be some bal-
ance. They would negotiate with the providers so that we would get
a fair rate but not an excessive amount.

I think they would have the clout and the ability to make some
difference. That, in itself, should be some guide for controlling
costs. And, there would not be the need to shift those costs as we
see them today, which is making the employers and business
people just climb the wall, because everybody would be covered.
Under our plan there would not be anyone that would not have
some coverage. There would be options; they would have choices.
They could have their coverage, the basic care package that Carl
talked about. We would hope that those people would buy from the
private carriers or from the carriers of health coverage. But if they
did not, they could go into the pool.

Senator RockereELLER. But Carl is saying, I think, that insurers
would not have to contribute into that risk pool anymore. Am I
wrong on that?

Dr. ScHRAMM. Senator, as regards the uninsured individuals,
those pools would, in fact, be contributory and we would hope that
the majority of the revenues would come from the individuals who
would be paying at 150 percent of the average individual premium
in the State.

But our experience is that virtually all of those pools are losing
money and do need sustenance from State general revenue to keep
them afloat. As regards the small group pool, we would hope that
that would be totally sustainable from revenues from insurance
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companies that would participate in it, plus the extension of this
obligation into self-insured plans.

Governor RAy. I think some of those that are losing money, 1
might point out, are risk pools. So the bad selection goes into those
risk pools and they are not priced adequately. For example, they
will pay 150 percent of the average cost for health care, yet they
are using 300, 400, 500 percent.

So these pools we are talking about—I think we are on the same
wave length here—are pools that would spread that risk across the
board so that healthy people would be in there as well as the un-
healthy ones.

Senator RockereLLER. Thank you very much.

Senator DURENBERGER. Gentlemen, the issue of mandated bene-
fits has not been talked about specifically. But I need to ask you a
question in terms of what position you take. I know what position
Senator Kennedy takes on State mandates. Let me just ask each of
the three of you what your view is on restricting the ability of
State legislatures to mandate coverage benefits here.

Dr. FEIN. Well, Senator, in the program that I discussed, we
would permit the State to enroll individuals through whatever pro-
gram it decided was appropriate for the economy of that State, for
the politics of that State, for the demography of that State. I would
hazard the guess that most States for clear and obvious reasons
would prefer to use a program in which they call it mandated bene-
fits—mandated employers to provide benefits—rather than adopt-
ing a program which would shift everything onto the tax program.
They_dwould not abolish that kind of insurance that employers now
provide.

Senator DURENBERGER. I am sorry. I need to interrupt. I am nct
talking, Dr. Fein, about ordering—a pay order to start paying. I am
talking about coverage for substance abuse, coverage for——

Dr. FEIN. Oh, I am sorry.

Senator DURENBERGER. In Minnesota it is hair pieces and things
like this, whatever they need.

Governor RAy. I can only speak for myself now. But I think man-
dates are wrong. I think it requires many people to pay for services
they do not need or that are not necessary. When we have a soci-
etal problem, I believe that risk ought to be shared by all of us in
society and not those who have coverage for themselves or through
their employers. I think it ought to be their prerogative to have the
kind of program that fits their needs the best.

When you do that, the more mandates you get the more unin-
sured you get and the bigger the problem is. This seems to me to be
a very poor way to try to solve a very serious problem.

Mr. RoGeRrs. Senator, it is my feeling that the basic package that
would cover the universal access plan in a State as we have pro-
posed it, really would be set here by the Federal government,
simply to provide that the basic elements of that plan would be
consistent throughout the United States. Now to add to that plan, I
presume you would have to come here and everyone would have to
be heard, if there is mandating.

But as far as the State is concerned, I think we said yes. Al-
though we really did not go into this, we were talking about it. The
State could manage it if it wanted to pay for it itself, but not to
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make everybody else pay for it in their own State. Let them, if they
want to add a benefit that they want to provide to the people of
that State. Then the State would have the obligation and not the
Federal Government or those who are participating in the pro-
gram.

Senator DURENBERGER. Okay. Thank you, Paul.

Dr. ScHRAMM. Senator Durenberger, I mentioned in my testimo-
ny the high costs of these benefits and cited Maryland. In the last
10 years over 700 mandate laws have been passed in the 50 States.
California, New York and Maryland happens to lead the pack.
Minnesota, as you point out, may be in some particular category
with its coverage of hair transplantation, but California with
herbal therapy is not far behind.

Our proposal is to extend the ERISA preecmption to private in-
surance plans and to some extent, I hope that that would cperate
to dampen the impulse at the State level. To be realistic, it prob-
ably would result in the podiatrists and hair transplanters and
others coming before you insisting on being mandated. It is our
general analytic perspective and hope, however, that employers
would be heard more loudly in the Federal forum than in the State
Houses.

Senator DURENBERGER. Thank you.

Dr. FeiN. If I could just—now that I get the full context—make a
comment or two.

I agree, mandating is not the best way to achieve progress in a
society. But when I see legislators doing something which has at
this table been defined as not a very good way to go, I ask myself,
why do they do it. I would want to say a word on behalf of mandat-
ing. It is the expression, at State level, of legislative, political
intent as it is impelled by the public.

I do not think that the public is as ignorant as is suggested. The
public feels that certain benefits are important.

You and I may say at a moment in time that hair transplants
are not, or herbal medicine—and I do not have any problem about
laughing about herbal medicine. But I think the problem then is,
why not educate the public to say no or the legislature to say no.

In general, it is not my observation that that which State legisla-
tures have mandated sounds as foolish as the few examples that
can be brought to the table. In general, it has provided important
benefits for many people who otherwise would not have had those
benefits through their health insurance programs.

Senator DURENBERGER. I do not want to take on that latter be-
cause we are running out of time. But I think I can explain to you,
as somebody who has been in politics for a long period of time, why
certain providers cannot convince all Americans that their services
are very valuable. And largely, it is because of the presumption
that people are not paying for them. In the specific, somehow they
are getting them for nothing.

The problem that we all face is that—whatever it is—60-some
percent of Americans, or 80-some percent of Americans think there
is something wrong with this health care system of ours, that we
have deprived everyone of them of the ability to determine what
that is. So they tend to blame somebody else for it.
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I would take it that the variety of mandated benefits in this
country, the variety of benefits in this country, compared with any
other country in the world is unique; that the variety of availabil-
ity of these benefits, despite State mandates is unique; that if you
work for AT&T versus working for some little company in some
small town in Iowa or something like that is incredibly different;
that some insurers, if we can believe the data, are very efficient in
the ratio between what they collect in premiums and what they
return in benefits, while others have been labeled at this time from
time to time as rip-off artists and a variety of things.

So, in effect, that might say to somebody who was looking at the
system that using insurance, or the insurance access into -the
system is not a very efficient way to go about running the system. I
wonder, Carl, if you would not make the argument—I think I know
where the Commission is coming from and Dr. Fein is coming from.
I wonder if you would make the argument that given all of this his-
tory which T would say really is not insurance, it is just sort of
health—you know, it is giving away certain benefits—make the ar-
gument that we ought to trust these private health insurance plans
in this country to carry the burden of financing access for 37 mil-
lion Americans.

Why, given all of this history, can we expect to find that particu-
lar vehicle for access better than going to some sort of a put every-
body into a State pool and have people share a percentage of that
pool 31' do a variety of these other proposals that have been made
to us?

Dr. ScuramMM. Well, Senator, our solution in fact envisions for
some a financing mechanism that would involve State pools. But I
think you are right. Your observation in response to Senator Ken-
nedy was correct in the sense that much of this does not look like
insurance. It begins to appear increasingly that people expect a
dollar or a dollar plus back for every dollar they put into the
system. The insurance concept that I pay in against a bad circum-
stance that might happen is largely eroded.

But, in fact, health insurance as a financing mechanism still con-
tinues to work very much as it has historically. I think the case
can be made that if there is a fault it has been that we, private
insurance, and Blue Cross insurance, along with Medicare and
Medicaid, have not done our jobs in terms of making the system
affordable enough, to ensure that everyone who was once under
the safety net and needs it can continue under the net.

This points to what is, I think, the single overarching fact of the
history of health financing in the United States the last 25 years.
That is, with the entry of public payment on an access mandate,
we all, for political reasons or what have you, failed to go back and
revisit the economic discipline mandate that has to go along with
it.

Senator DURENBERGER. So part of meeting this problem of the 37
million people is going to have to be to reconstruct some of the
public policies that are behind the disparity that you see in a lot of
the current coverage, I take it; is that correct?

Dr. ScHRAMM. Yes.

Senator DURENBERGER. I am going to wonder out loud and I have
decided against asking specific questions of you with regard to the
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Chairman’s proposal because I am afraid everybody may react in
similar fashion—you have not seen it. Most of the rest of us did not
see it until a week or so ago either. But I am struck by the fact
that anyone would want to spend $1. 4 hill ion of new dollars to
just supplement an existing system in some way that everybody
agrees is out of whack and that is sort of—people are bailing out of
all of the time without doing some fundamental reform to that
system.

I know the reform is difficult. I know it has to be incremental. I
know that getting at the problems of young kids and young moth-
ers and their children is incredibly important. But we have had
before us today a variety of wonderful proposals for how to deal
with that specific problem.

This Committee is all about families and uninsured. It is the first
time this Committee has met. It has some wonderful people who
have spent a lot of time with a lot of proposals for doing something
about this problem. And yet I am struck by the fact that not a one
of you, not a one of the people that we have heard today, and
maybe we will get it in the next two witnesses, has said, what we
ought to do is take $1.5 billion a year and supplement the existing
system with credits for people who are already buying health in-
surance, so the credit can go to the low paid employee at AT&T to
buy a $600 a month, first dollar, coverage plan and the same cred-
its going to some person who cannot even use it because they are
self-employed or they are in some small business where the plan
costz them $200, $300, $400 to buy a third as much as they get at
AT&T.

I cannot quite understand why anybody would make that their
first recommendation, except that I know the Chairman of this
Committee is getting very frustrated by the fact that those num-
bers keep getting larger all the time and we are not doing anything
about it. I am sure the thrust of his argument is, let us at least
take the existing system and use that to try to hold the line. I
think this will be his argument—Ilet us hold the line; let us not
have any more people bail out on it; let us ot have any more em-
ployers drop their coverage.

As I said, I am not going to ask any of you—unless you want to—
to comment on it. Because I think we will have this debate on the
floor. But I think everynne here has shown their appreciation of
the fact that all of you have committed a lot of time to closing that
gap and some very, very good suggestions have come from every-
body on how to do it. I do not see anybody else here.

I thank you all very much for your contributions.

Now we will call Patrick Babcock, who is Co-Chairman of the
Governor’s Task Force on Access to Health Care and is also Direc-
tor of the Michigan Department of Social Services; and Bonnie D.
Post, who is Chairperson of the Commission, the Maine Special
Select Commission on Access to Health Care and is also Executive
Director of the Maine Ambulatory Care Coalition.

Thank you all for your patience with all of us. I know you both—
I can tell now that both of you have been sitting through all of this
and we welcome very much your being here today.
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STATEMENT OF C. PATRICK BABCOCK, DIRECTOR, MICHIGAN DE-
PARTMENT OF SOCIAL SERVICES, AND CO-CHAIRMAN, GOVER-
NOR’S TASK FORCE ON ACCESS TO HEALTH CARE, LANSING, MI

Mr. Bascock. Thank you, Mr. Chairman. I appreciate the chance
to be here, too. I am Pat Babcock, Director of the Department of
Social Services, as you said, and. co-chair of the Governor’'s Task
Force on access to health care. A Task Force that Governor Blan-
chard appointed about 18 months ago—a 40 member Task Force,
literally representing all facets of the Michigan community con-
cern with access to health care. We will be making policy recom-
mendations to the legislature in October of this year. That is why
the last couple of hours have been helpful, Senator.

I would like to, today, cover a couple of points of our work on
access and then share at least our thoughts at this point about di-
rections at the national level, as well as the State, some of which
you have just touched on in your last few comments.

First, I should point out that Michigan is relatively fortunate.
About 88 percent of our citizens have private health insurance,
compared to about 82 percent for the nation. But that is changing
dramatically as we and the rest of the Midwest go through some
major changes and costs to employers, job mix with the part of the
economy growing fastest with that sector with the least amount of
health insurance.

Fiscal pressures on government over the last 8 years, which
really have resulted in reducing the public sector involvement for a
number of people who in the late 1970s may have received health
care through Medicaid or through other sources. And also, the
issue of cost containment which while admirable in reducing the
costs of health care have reduced the ability of the provider com-
munity to shift certain costs and have one sector subsidize another.

We are in the process of looking at a number of policies. But in
the process of doing that, we have just completed a State-wide
survey conducted by the University of Michigan and I have includ-
ed charts within my testimony. Let me just touch on a couple of
them because the survey really reinforces to some degree what
Senator Kennedy and other individuals said this morning.

First, about 11.9 percent of our population under the age of 65
are without health insurance—nearly a million people. It is a
young population, 32 percent are under the age of 18 and 57 per-
cent under the age of 25. It is an employed population, with 67 per-
cent having a connection to the labor market, either through em-
ployment or people who are on temporary lay off. And 66 percent
of those employed are employed full-time.

I might add, Senator, that that number would change consider-
ably if we had not seen another factor occur and that is the
number of individuals receiving AFDC who have earned income. In
some counties, over 50 percent of the case load, and many times
the connection with the public assistance program is Medicaid. In
fact, the Medicaid program and part of this hodge podge of services
in trying to deal with this problem is providing health care benefits
for many small employers, particularly in the rural parts of the
State and the tourist parts of the State.
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In house status, we found that people without insurance were 62
percent more likely to have fair or poor health than their counter-
parts with insurance. We also found that 80 percent of the unin-
sured in Michigan had a high school education or better which
would give them a competitive advantage when you compare that
to the average population on public assistance, which is about 50
percent.

In summary, we have found that an increasing problem. We
have found a problem that is over presented by young people, by
individuals who are native American, Black or Hispanic, by indi-
viduals who are employed and many times full-time employment.
It is also a problem that we think is going to get much worse as we
look down the road at the change of our economy and I suspect
every other State in the nation can say that.

In addition to doing policy research, we have been actively en-
gaged in a demonstration project called the health care access
project which has been established in the last year in Gennesee
County, which is the county which Flint, Michigan is located in a
major industrial center and Marquette County, a county in the
upper peninsula that is transitioned from a mining community to a
service and tourism community.

Gennesee County today has 14.2 percent unemployment. That
doubled the State average. And Marquette County has about 6.9
percent, which is the State average at this point.

Our goal in this project, which was funded by the Robert Wood
Johnson Foundation and the Mott Foundation, as well as the pro-
vider community in State and local government was to determine
whether a subsidy to private employers would increase access to
health care and quality of health care, whether the provision of
health care services through a subsidy would, in fact, help people
who leave public assistance remain off public assistance, and
whether a systematic level of care emerging a previously separate
hospital problem with an ambulatory care program could result in
a better delivery of services and reduce the uncollectibles in area
hospitals.

We, in fact, have put into place a managed care plan that now
has about 800 individuals the families of 370 employees in these
two counties. The plan is paid for with the employer assuming one-
third of the cost, with the individual employee assuming one-third
of the cost if their income is above 100 percent of the poverty level
to 200 percent, and State government assuming 66 percent for indi-
viduals below the poverty level to one-third for those between 100
and 200 percent.

We are finding, Senator, that, in fact, this program does make a
difference. Small business will provide insurance if costs are rea-
sonable. Conversely, the high costs of insurance appears to be the
most important factor in these two communities in the provision of
insurance. And 50 percent of the employers we contacted could not
even afford the subsidized system. We found that insurance is more
costly for small businesses for some of the reasons you heard today,
not the least of which is Federal and State tax policy, as well as
the size of groups and the efficiency of providing services.

We found that 40 percent of the employees involved had insur-
ance from other businesses. Now I suspect that is somewhat over-
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represented because of the nature of the economy in Flint, Michi-
gan, with the auto industry. But, in fact, we found one business
subsidizing another business, adding to the unfairness of the
system and also adding, from an employer’s point of view, but also
the unfairness from the employee’s point of view if they were not
fortunate to have a spouse or a person in their household with cov-
erage in a larger employer.

We are also finding the system to be cost effective. The average
cost is about $150 per business or about $46 per employee for each
of the third. That is buying a regulated and full range of benefits
through HMOs and other capitated systems excluding dental and
vision, but basically basic services including physician and pharma-
ceutical.

While our experience is still developing, I would like to just sug-
gest that the answer to this solution, I think, is going to require a
national answer. I do not think a State can go it alone. In fact, be-
cause of the competitive nature between States, any State trying to
solve the problem, I think would quickly be in a difficult position.
It has to be a multifaceted system.

I would suggest that the public issue needs to be addressed and I
think the first priority has to be children. The fact that 32 percent
of the uninsured are children and the fact that only 10 States have
assumed responsibility under over 87 to provide services for preg-
nant women and children up to age one speaks to a crisis in health
care and a crisis in children and a societal crisis that I do not think
we can really take the risk of.

We know in Michigan that we can provide health care services to
children at a cost of about 30 percent of our average Medicaid costs
and it has a very cost effective approach. I also suggest that——

Senator DURENBERGER. Are you getting somewhere near the end?

Mr. Bascock. Yes, Senator. I am going to wrap up right now.

I suggest in the private employers that we really need a mix of
incentives and a mix of mandates. But I think that we have to look
seriously at some subsidation for low-income private employers as
well as changing the tax policy to provide parity for incorporated
businesses and non-incorporated businesses. We would like to share
with this Committee our experiences as we progress over the next
year in Michigan, both in the HCAP project as well as in the policy
deliberations which hopefully will be in the legislature next fall.

Thank you.

Senator DURENBERGER. Thank you very much.

[The prepared statement Mr. Babcock appears in the appendix.]

Senator DURENBERGER. Ms. Post.

STATEMENT OF BONNIE D. POST, CHAIRPERSON, MAINE SPECIAL
SELECT COMMISSION ON ACCESS TO HEALTH CARE, AND EX-
ECUTIVE DIRECTOR, MAINE AMBULATORY CARE COALITION,
AUGUSTA, MA

Ms. Post. Thank you, Senator Durenberger.

I really have some conflicts. Having sat here for about 2% hours,
I am intrigued by all the debate and questions that have been dis-
cussed and know that those are the same types of things that we
have been facing for the last year and a half. So I'm going to try
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not to depart too much from my prepared statement, some which I
have crossed out a lot, as you can see.

Senator DURENBERGEK. Well, I hope you know both your state-
ments will be made a part of the record, together with any supple-
mentary material that you want to add to it as well.

Ms. Posr. Yes, I do. ,

I also want to add one thing. Clearly timing for health care is
critical and it is upon us. Actually today, I expect much of what I
am going to talk about is hitting the floor of the Maine legislature
with, I hope, a unanimous ought to pass report.

Over 130,000 people in Maine are uninsured and countless more
are under-insured. We in Maine have a large number of small busi-
nesses which find it extremely difficult to provide insurance for
their employees. Governmental and bad debt and charity care
shortfalls are placing heavy burdens on private insurance; not hos-
pitals in Maine’s case, but private insurance.

The Special Select Commission on Access to Health Care was es-
tablished by the Maine legislature in 1987. One of the Commis-
sion’s earliest recommendations that Maine adopt the SOBRA Med-
icaid options. It has done so, providing Medicaid coverage to preg-
nant women and infants up to 185 percent of the Federal poverty
level, and to children, the elderly and the disabled, up to 100 per-
cent of the Federal poverty level.

Presumptive eligibility, waiver of assets tests and continuous cov-
erage for pregnant women were also adopted at that time. We are
proud of the health care services that we have, with your assist-
ance, been able to provide for our neediest citizens, but a great deal
needs to be done.

The Commission adopted a number of guiding principles in de-
signing the components of its proposed health care plan. One was
to expand equal access to appropriate and necessary care. Another
was to rely on broad-based financing sources. It felt that providers,
employers, and the pubiic sector and the consumers themselves
should all share in the financing of health care. We wanted the
plan to promote preventive and primary care; and that it was im-
portant to maintain a mixed system of insurance and service deliv-
ery approaches and public and private sector approaches.

The Commission’s plan builds on the existing State Medicaid pro-
gram by establishing a State subsidized insurance program similar
to Medicaid, namely the Maine Health Program. It was felt that
the comprehensive benefits of Maine’s Medicaid program continue
to be appropriate for this low income population and that uncov-
ered services and out-of-pocket costs represent significant barriers
to access to care for those with little disposable income.

Actually, our proposal is very similar to that that has been pro-
posed to you by HIAA.

Building on the Medicaid program has several other advantages.
It can benefit from the existing Medicaid infrastructure. It extends
Medicaid-like coverage to other members of a family where others,
such as infants and children, are already covered through the
SOBRA expansion. And in some instances, it helps reduce the
stigma that is often associated with Medicaid.

The Maine Health Program would be available to persons with
incomes below 150 percent of the Federal poverty level, with a slid-
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ing scale premium based on 3 percent of gross income for persons
with incomes between 100 and 150 percent of poverty. The Depart-
ment of Human Services would have the ability to develop an
assets test appropriate to this population, taking into consideration
their unique needs. The benefit structure does include hospital
costs because it was felt that it was important that the State pay
for those costs rather than to shift them on to other third-party
payers as is now the case.

We also felt it was very important that this program supplement
existing insurance not supplant it, so it is designed to wrap around
currently employer-based insurance and Medicare. It could do that
in several ways. It could provide the subsidy for the enrollee’s pri-
vate insurance premiums when an individual’s share exceeds 3 per-
cent of gross income. It could provide coverage for benefits not cov-
ered by the employer-based plan, such as prescription drugs. It
could provide coverage to dependents when the employer-based
plan only is available to the employee. And it could provide a sub-
sidy for the enrollees current co-payments and deductibles when
the total cost to the enrollee exceeds 3 percent of gross income.

The Maine Health Program is a foundation of the Access Com-
mission’s report. Up to 52,000 individuals are expected to enroll in
the program during its initial year.

I think my written testimony outlines some of the other areas of
the Commission’s report. I want to say, as any legislative process,
there have been some victories and some disappointments. But at
least the Maine Health Program and a grant program for commu-
nity-based care has survived the legislative Committee process. In
what a conservative newspaper in the State has described as “a
monument to courage and compromise,”’ it has been combined with
a larger piece of legislation to enlarge private insurance’s ability to
do selective contracting, a proposal to fund the Medicaid hospital
shortfall and to increase payments to Medicaid providers to im-
prove access to health care.

Clearly, funding is going to be a problem, but a coalition of insur-
ers, hospitals, physicians, consumer groups and the Maine Cham-
ber of Commerce have made a commitment to find the funding. We
obviously look with great interest at what this Congress, this Sub-
committee and this Committee does in terms of expanding Medic-
aid options. Clearly those that are in front of you, particularly
those for children up to 185 percent of the Federal poverty level
would be of very great assistance to the State of Maine as it seeks
to implement this program.

Thank you.

[The prepared statement of Ms. Post appears in the appendix.]

Senator DURENBERGER. Thank you.

Mr. Babcock, the Chairman of the Subcommittee who is your
Senator on this Committee would appreciate it, and I would too as
I look at the question, if you can elaborate in writing with your
statement which I have not read all of, but he wants to know the
adequacy of the Medicaid program in terms of how many people
are covered. I think is the issue that we all bothered with that it is
just too restrictive. I think you have already addressed that in part
in your comments. And how would you improve the Medicaid pro-
gram, itself.
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And then, in particular, for all of us, in any more detail that you
would like in the Robert Wood Johnson projects you talk about,
give us a little more detail on what were the positive ways in
which you could get small business to respond and which ones did
you find were a problem.

That is going to lead me to another question which has to do
with things we ought to be doing at this level to make it easier, I
suppose, for small businesses to response. You might just add that.

Mr. Bagscock. 1 would be glad to.

Senator DURENBERGER. Where in terms of payroll taxes, where in
terms of taxes generally, or other things we may have some control
over, might there be opportunities for us at this level to make your
job of small business participation easier.

Senator DURENBERGER. And, Ms. Post, the Chair’s question of
you deals with provider participation. Do you have any difficulties
getting providers do you anticipate any difficulty getting providers
to cooperate in this particular system? You might just give us an
observation on that. We are talking about legislation that is not
yet passed, right, is that it?

Ms. Post. Unless they move very quickly today.

Senator DURENBERGER. Right.

How did you deal with that particular issue?

Ms. Post. Well, again, in Maine we had two groups who were
working at the same time one was the Access Commission and one
was an informal group of a variety of providers. This proposal, as it
is currently outlined, or outlined in my written testimony is sup-
ported by the Maine Medical Association, the Maine Hospital Asso-
ciation, and clearly provider participation was one of the issues
that was very thoroughly discussed.

We have included a million dollars more for providers under the
Medicaid program and this will automatically up the payments
under the Maine Health Program because they are based on Med-
icaid payments to providers. We anticipate that most of that money
will go to physicians to adopt a relative value scale for primary
care.

Senator DURENBERGER. Oh, okay.

Mr. Babcock, you are here representing, or on behalf of the Na-
tional Governor s Association, right?

Mr. BaBcock. Actually, I wasn't aware I do not think I am;, Sena-
tor.

- Senator DURENBERGER. Oh.

Well, maybe you would ask them to I do not see the usual staff
sitting back there unless I am missing something. I was struck by
the fact that in Maine there are 130,000 uninsured; in Michigan
that 88 percent of the people are insured. I made a note to do some
research myself that maybe you can do for us in this Committee.
That is, those of us where you see the most activity at the State
levei to mandate some kind of employer-based health insurance is
along the northern tier. That is not just because we are better folks
than the folks down in the south. I wonder if it is not due to some
other facts which also reflect a fairly hign rate of current insur-
ance coverage.

You have older business; you have larger businesses; you have
much more unionization, both in and outside public and the pri-
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vate sector, which leads me to a concern about the south. As an
example, in a whole lot of southern States where these percentages
might be a lot higher, and where just imposing or mandating cover-
age is going to be perceived at least as being a lot more expensive.
All of that seems to argue that if we wait to have this all happen
on a S‘ate-by-State basis, we may get it across the northern part of
the United States, but we are not going to get it in one very large
region of our country.

What is your general reaction?

Mr. Bagcock. I think vou are correct, Senator. I do not know all
the reasons that the northern tier We are getting involved here. 1
think you have identified sorue. Another is that our regions gener-
ally have provided a full range of services in the past and that has
chipped away over the y:ars because of pressures on State govern-
ment and the Federa. government in cost containment.

I can tell you I was in Oklahoma recently where the Governor’s
office reported an uninsurance rate of 26 percent, apparently the
highest in the nation, with a much different economy, an agricul-
tural economy. Although I suspect that there may be other com-
pensating ways of providing care. Some States have public hospi-
i;jals, as you are aware, and that in our region at least we do not

ave.

I think that we have to have a national policy. I think that we
have seen in the last 10 years in the Midwest that we have a na-
tional economy, and certainly an international economy, and our
businesses are competing with other States that do not have this
level of care. But there is also the equity question across the coun-
try.

The 30 percent of Michigan of the uninsured that are children
have the same needs as perhaps the 30 percent in Texas or Oklaho-
ma. [ think if we do it on a State-by-State basis we will have a very
uneven and a very haphazard way of delivering services and we
will miss some opportunity to also start to restructure the health
care delivery system in this country that has been spoken about
this morning.

We have a very inefficient and a very expensive and a very inef-
ficient way to deliver services. We know that by experience in
many States, by providing managed care systems, we can include
access and actually reduce cost in many ways. 1 think it argues
strongly for national pclicy.

Senator DURENBERGER. Ms. Post.

Ms. Posr. I would just like to respond to that, if I could. I wanted
to clarify one issue. That is, in the Maine proposal we are not sug-
gesting mandated employer-provided insurance, and although
Maine is a northern tier State, it is very sparsely unionized. It is
made up primarily of small businesses. I do think, however,
though, that the issue of the difference between providing access
through our health insurance mechanisms versus a service delivery
mechanism is an important one. We need both.

We need both health insurance and we need to support the serv-
ice delivery system in order to insure access to all of our citizens.
In Maine we have tended to use primarily insurance mechanisms.
We have a very comprehensive Medicaid program. We have no
State-run hospitals. We do not have County Health Departments.



57

So we have done very little in supporting the service delivery
system in terms of primary care.

So it is 2 mix, I think. We, in Maine, for whatever reason, and
maybe it is true in a lot of the other Northern States, have intend-
ed to go with insurance mechanisms primarily.

Senator DURENBERGER. But also said that there is a necessity to
have both.

Ms. Post.

Senator DURENBERGER. And before that, I think in your testimo-
ny, you acknowledged what all of us know and that is the degree
the growing degree of shifts in costs from these public systems to
private systems.

I do not know what you are doing in Maine. I just speak to Min-
nesota. You know, Minnesota is paying like 52 percent of charges
right now in their Medicaid system their medical assistance
system. In a lot of parts of our State, particularly in the rural area,
the providers are getting paid substantially less than their costs.
And in one way or another, as you point out, that gets shifted
where you can shift it other than in rural areas that gets shifted
on to somebody else.

I wonder, you know, what is it what miracle happens that every-
body pays the providers exactly what they are supposed to get paid
without having it all go through one system or the other.

Ms. Post. We have some shifting in terms of our hospital costs,
as we have an all payers system. So all of our government short-
falls those government shortfalls are primarily due to TEFRA
limits as far as Medicaid is concerned all of government shortfalls
and bad debt and charity care gets passed on to other major third
party payers.

We have been underpaying our physicians for the past 5 to 7
years. There is recognition in the State that that has taken place
and steps have been, and are going to be taken, to correct that be-
cause it is beginning to cause problems in terms of access.

Senator DURENBERGER. The last question I had was just sort of
by way of clarification. If you know, one of the things that has
always concerned me about relying on the health insurance system
without some change in it is that most companies are going to
charge you about the same rate it seems. I mean, they seem to av-
erage everything out, whether you are in the cities or you are out
in the country or whatever it is.

I would dare say that if you went to some small town in one of
your States, the premiums would be at least equal to what they are
in the cities, or maybe in some cases they might be more. But what
you do not see out in our small communities is the kinds of employ-
ers that can carry part of those premiums. We do not have our big
employers, unless it is a big paper or logging company up in Maine
gr something like that. They are not out in the rural parts of our

tates. )

And so such a greater percentage of the uninsured will find in
rural areas a much smaller percentage of access to these heavily
subsidized insurance programs. That is also out in the rural areas.
So that it is very, very difficult I mean, people used to say, you
know, the doctors can get by for half and the hospitals can get by
for half. But now we are coming to educate all of ourselves to know
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that the costs are about the same in rural areas as they are in the
cities, once you take out some of the cross-subsidies.

So I do not know how at the State level you all intend to deal
with that, or whether you have thought about it in some way and
can give us some suggestion.

Mr. BaBcock. I was surprised, Senator, in our survey that we did
not find a geographic difference. I had expected we would, particu-
larly given the tourism and the agricultural nature of out-State
Michigan.

But I think that clearly the policy has to, one, define what a
minimum level of services are, as we have spoken to before; and I
think there has to be reasonable rate-setting processes through
State insurance bureaus, through the regulatory issue.

It may be that given the economic mix in rural parts of Michi-
gan or Minnesota or other States that the degree of subsidy may be
higher. We found that in Marquette County. But that size of
sample was too small to draw any judgments from. That is a transi-
tional economy and that may work its way out.

Senator DURENBERGER. Okay.

Ms. Post. We did two things. One is that we proposed subsidizing
the individual according to income, up to 150 percent of the pover-
ty level, no matter where they may be whether they are working
for a unionized company or a larger company and getting paid a
low wage or whether they are self-employed in a farm in Washing-
ton County.

The other piece was to provide specific assistance to small busi-
nesses and that was a disappointment of our legislative process. We
proposed a subsidy for health insurance that was offered by busi-
ness of less than 10 employees but it did not make it through the
process. It seems as though, from my perspective, that once the
small business community decided that we were not going to
impose mandates on them, they lost interest in the process.

So they were not there as advocates for what we felt is an impor-
tant piece of the package. The Chamber, representing a larger
group preferred the money to go into hospital shortfall. Both the
private and the nonprofit insurance companies, again from my per-
spective, seemed a bit concerned that the other might get a little
bit of market edge out of the proposal. So that proposal is back to
the drawing board and the Access Commission will be making a
recommendation to legislature in January.

Senator DURENBERGER. Okay.

Thank you for patience and for your contributions. This hearing
is adjourned.

[Whereupon, the hearing was adjourned at 1:27 p.m.]
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OPENING STATEMENT OF HON. DONALD W. RIEGLE, JR, A U.S.
SENATOR FROM MICHIGAN, CHAIRMAN OF THE SUBCOMMITTEE

Senator RIEGLE. Let me call this hearing to order and welcome
all of you this morning. We are very pleased to have this tremen-
dous citizen turnout that I see in this magnificent room. I want to
thank the church for its kindness in opening up its facilities today
so that we could conduct this very important public hearing.

This is a formal hearing of the Subcommittee on Health for Fam-
ilies and the Uninsured of the Senate Finance Committee, so the
stenographer that you see up front is making an official committee
record. All statements that are made today by our witnesses and
all statements that others in the audience want to give us in writ-
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ing or through voice tape today, or in a very short period of time
after today will become part of that official committee record.

I stress that at the outset, because while this will be a very im-
portant meeting in this room for those of us who are here to share
this information and insight, the information that we gain in this
field hearing today will be amplified and sent out all across the
country, to all the Members of Congress and to all of the interested
people who are trying to solve the health care coverage problem in
America. '

Each thought expressed here today will be heard by many other
audiences, so it is very important that those of you that have im-
portant stories to tell, suggestions to make, ideas that you want to
put forward, take the occasion today to get some writing materials
from our staff members that are at this table up against the wall
and write down anything you feel you want to have made part of
today’s official hearing record. This is an opportunity for the public
to speak and to be heard, and it is very important that everyone
here take advantage of that opportunity if there is something you
want to share with us.

The purpose of our hearing this morning is to deal with one of
the very most difficult problems facing our country and one that
we must solve, and that is, as we meet here today there are some
37 million Americans, some in this room, who have absolutely no
health insurance coverage at all. Each day as they awaken they
face the prozpect that, if they have an illness, or an illness or an
accident occurs, to themselves or to their loved ones or to their
children, they just have no health insurance in place to help meet
those kinds of urgent medical needs, oftentimes emergency needs.

Of that 37 million Americans with no health insurance at all, 12
million are children. You will see and hear about some of those
children, America’s children, our children, today in this hearing.
Clearly, they are among the most vulnerable people in our society,
and we have 12 million who have not one penny of health insur-
ance today to protect them or afford them the chance to be
healthy, and to develop themselves and hopefully live full and pro-
ductive lives later on as adults.

We have a major problem in our own State of Michigan. We are
a progressive state. We care about each other. We have seen many
examples of social action and progress in our State, but we have an
enormous shortfall and problem in the area of uninsured persons.
That is true all across America, but it is very much true here in
the State of Michigan.

The best estimates that we have are that, in our State population
of just over 9 million people, we have some 1 million people—some
1 million people in our State of Michigan alone—who have no
health insurance. Of that total, over 300,000 are children, right
here in our own State.

We have a larger proportion of unemployed adults without
health insurance and uninsured persons below the poverty level,
when you compare that with the nation as a whole.

Today we have some very important witnesses who have been
asked to testify and will help lay out the dimensions of this prob-
lem and what we should consider doing to fix the problem. That is
really the purpose here, to both identify the nature of the problem
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and then look in a very serious way as to how we commit ourselves
to fixing it, fixing it once and for all, so that we put a health insur-
ance system in place in America that covers every single person.
That is my goal, and it is the goal and the purpose of this hearing.
I think it is one of the most important goals that we have for our
country as a whole. [Applause.]

Today you are going to be hearing from some individuals in very
difficult circumstances who have no health insurance, and they are
going to tell us what they are coping with and what they are find-
ing. That is a critical part of the insight today.

You will be hearing from representatives from business—small
business, large business—from health care providers, and you will
be hearing about some unique projects that are being tested here
in Michigan to try to figure out ways in which we get health insur-
ance to the people who now do not have it.

As I say, we want to solicit and incorporate the ideas and the tes-
timony of anyone today who wants to provide a statement to us.

This is not a new interest of mine—I first introduced a bill on
the uninsured people back in December of 1982. So we have been
fighting now for nearly a decade, introducing bills in each of the
last four Congresses, to try to get in plaece a national response to
the problem of the lack of health care for some of our people.

We held a hearing on this very subject recently in Washington,
which I also put together as we have today. In that hearing at the
Washington level we explored a variety of proposals for providing
universal access to health insurance for all Americans. We are con-
tinuing that work in the form of a bipartisan coalition of active
people in the Senate, including Senator Kennedy and other Sena-
tors, who feel, as I do and as I think everyone in this room does,
that we have got to work out a plan that we actually enact and put
into place, so that we don’t just study the problem, we don’t just
talk about the problem, but we do something concrete to solve the
problem.

Just by way of a little more background at the outset—and it is
very important to set the stage for the range of testimony that you
wili be hearing.

In studying the problem we find that people who lack health in-
surance span all ages, all kinds of employment situations, and all
income levels. That is a surprise to many. Most people think this is
just a problem of what we think of as “poor people.” While it clear-
ly is a problem for low-income people, it is a widespread problem
across our society.

In fact, when you look at the data today, most of the people, both
the parents and the children, in families that lack health insur-
ance are families where people are working and are employed. But
these people get no health insurance at their job site, or, if they do,
they may only get it for the worker—the mother or the father—but
not for any other members of the family.

So, in fact, most of the uninsured in this country are not people
who are outside the work force and living on, say, public assist-
ance. Most of the people are working every day but in fact are not
getting health insurance at the workplace or making enough
money to be able to buy private health insurance. After a person
pays for food and clothing and shelter, and the basic necessities to
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just get along, many, many working people in this country find
they cannot afford to buy the very high-priced private insurance
coverage.

So, the data shows us that this is a very widespread problem. We
find that fully two-thirds of the people who have no health insur-
ance are employed individuals or their dependent family members.
I have charts up here that illustrate that. I am not going to take
the time right now to go through that.

We have already, of course, a large public program which we call
Medicaid, that is designed to provide health services for certain
categories of low-income people, principally single women with
children. But, for example, a single man or woman, no matter how
poor or how sick, simply does not qualify for Medicaid as it is now
structured within our system. So, if you really look at even the
Medicaid coverage which is there for the poorest of the poor, only
40 percent—only 40 percent—of poor people are getting even that
coverage under Medicaid.

Now, a lot of people don’t understand that, because the welfare
system is very complicated. But the fact is, even in the area where
the country has acted to try to respond to that problem, we are just
scratching the surface and not by any means getting at the full
scope of the problem.

Some very bizarre things have happened because of the nature of
the imperfections in our health care system. There is a kind of
cost-shifting going on. Those companies and entities that provide
health insurance for their employees are finding that the rates are
going through the roof, because they are being burdened not just
with the health costs that are associated with their employees, but
they are now covering what are called “uncompensated care costs”
from other users of health care services who don’t have health in-
surance. Those bills have to be paid by somebody, so they tend to
get loaded back into the rates of the employers that actually do
provide health insurance. .

So, we are finding that the failure to really respond to the prob-
lems of people who lack health insurance is, in a perverse way,
driving up the costs higher and higher for those companies and for
those situations where in fact health insurance is present and is
available. .

Hospitals are finding now that they are being asked to provide
uncompensated care to sick people who come in the door. They
should do it, and they have to do it, and, good Lord, as a humane
nation we want to see it done. We don’t want to see anybody
turned away that has a health care need, but those costs then, in
turn, have to be paid. If they are not paid, these hospitals build up
higher and higher debts, and what are we seeing? We are begin-
ning to see some hospitals, especially in some of the most impor-
tant areas of our society, starting to shut down. They are literally
beginning to close, because they don’t have the money available to
cover the health care services that they are being asked to provide.

If we had an insurance system in place that covered everybody,
then we could solve that problem, and those hospitals could get
back on their feet. They would remain open, and they would be
available in areas of highest need, which are very often in our
inner-city and in our rural areas. And those are the areas where
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our hospitals tend to be under the greatest amount of financial
stress.

I will just conclude by saying this: We all know, in this room,
that the nature of our economy has changed; we are now part of a
global economy. In Michigan, we have seen that with imported cars
and trucks coming from foreign countries now for years, and years,
and years. The nature of the international economy is such that
the United States is today in a very tough, competitive race with
every other country around the world. If we are going to be suc-
cessful in that kind of international competition, we not only have
to work hard and be smart about what we do, but we have to have
healthy people—we have to have healthy people. We have to make
sure our people get the health care that they need throughout
their lives, from prenatal times right up through their childhood
and up into their adult years.

We have got to make sure, of course, that people have the educa-
tion and training skills as well. But if somebody isn’t feeling well,
if somebody has a health problem that we can fix and we don’t fix
it, then they are not going to be able to produce for themselves or
to produce for this country.

So, America has to think as a team. Just like the Pistons did in
this recent, very impressive play-off series, we have to understand
that America as a whole is a team. We have got to make sure that
every player on the team—which means every man, woman, and
child in this country—is well and able and healthy as much as we
can help them to be so that they are able to perform, and they are
able to have good lives, full lives, and are able to contribute and
produce to the society as a whole. It is just that basic, and it is that
fundamental.

So, it is good economics, and it is also a moral imperative to see
to it that the people of our society get the health care they need all
the way along the line.

There are just no two ways about it. The people who say it isn’t
necessary are almost always people who have health insurance
themselves. So, it isn’t as if they don’t want it for themselves—they
want it for themselves—they just aren’t too excited about seeing to
it that everybody else has it. But we have to think in terms of

\having a solution here that applies to everybody, and we are not
‘going to stop until we get that job done.

This hearing record today will be a very important part of push-
ing this legislation forward. I think we can get health insurance
legislation established that will provide some method of health in-
surance that will cover everybody. There are different ideas as to
how to do it. I think our minds should be open as to the best way
until we fully discuss all of the different choices and the different
options, and then take from those ideas, some of which will be ex-
pressed here today, the best set of ideas we can. Then we will put
that package forward and try to enact that, to get the job done for
us.

With that as an opening statement, ] now want to go to our wit-
nesses. I want to say how much I appreciate all of them participat-
ing today. It is difficult to come and be a witness at a hearing, es-
pecially for the individuals who are here who have been experienc-
ing serious health problems. They can tell us in a first-hand way
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what they have had to deal with and what they are dealing with
each day just to try to keep body and soul alive. And to try to care
for loved ones in their family circle without having the resources
they need to do it the way it should be done in a modern nation
like ours in 1989.

So I am going to start by calling on our individual witnesses who
are here, who will provide some very powerful examples of what is
actually going on. I know there are a lot of other people in the au-
dience today who also have serious health problems within their
own immediate family circles. -

We have asked three different families to come and share their
stories with us today, and they have agreed to do so. What I want

to do now is to call on them.

- The first witnesses today are Arlene and David Dilloway from
Emily City. We appreciate their willingness to come to this hear-
ing. They are going to discuss the difficulty they have had in ob-
taining health insurance for Arlene who has diabetes.

This is a very typical case of what is going on. It is hard to talk
about, and it is hard to hear part of it, because it is a very sad situ-
ation that is going on in the lives of millions of people who are all
around us. So I am very grateful for the fact that they are here
today and are going to share their story with us.

David, are you going to go ahead and deliver the statement?

Mr. Dilloway. Yes, I will.

STATEMENT OF ARLENE AND DAVID DILLOWAY, IMLAY CITY, Ml

Mr. DiLLoway. I appreciate very much the opportunity to be
here today and to share with you what our problems are.

My name is David Dilloway. I am here with my wife Arlene. She
has been a diabetic for the past 15 years, and for the last 6 years
she has been on insulin.

In the previous years, at times, we have had medical insurance—
through the union, when I worked union; and at times when we
were not working and I was unemployed, through the social serv-
ices—however, at the present time I am entitled to no benefits
whatsoever. This is because I work for a small company which has
three employees. My employer cannot afford to stay in business
and provide us with health insurance.

Many of Arlene’s problems started back in 1984, when she got a
small piece of wire in her foot. The doctors misdiagnosed the prob-
lem, and she lost two toes on her left foot, which makes it difficult
for her to get around now.

As a result of this, we did get a small legal settlement from the
insurance companies and the doctors because of this misdiagnosis.

At this point, I attempted—-knowing the value of insurance—to
buy insurance when I had the money. I couldn't get it. No one
would sell it to us.

Senator RiEGLE. They wouldn’t sell it to you?

Mr. DiLLoway. They would not sell us insurance because of pre-
existing diabetes. This was, at this point, just diabetes; nothing
else.

In January of 1988, on the night of the Super Bowl—I know this
is when it started, because that is a good time to remember, I
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guess—she developed severe stomach pains and cramps. So I called
our family doctor. He agree, because we had no insurance, to have
us come up to the office, and he would examine her and see what
was wrong. He examined her and, since there was nothing life-
threatening, he gave her a shot of Demerol to calm her down and
to control the pain, and he said, “Well, come back tomorrow, and
we will start working on it.”

This continued for the next 7 months. Throughout the next 7
months they ran tests at the various hospitals. All the time she
was continually on pain-killing narcotics. I was very afraid she was
going to become hooked on and not be able to get off them once the
problem was solved.

But for about 3 months, through our local doctor and the local
hospital, the Lapeer County Hospital, they ran various tests to try
to determine what was wrong. Unable to determine this, they re-
ferred her to a horror story in the University of Michigan. It took 3
weeks before she could even get an appointment to see a doctor,
and then, the doctor, on the first visit, found that there were traces
of blood in her stool, so she ordered a colonoscopy the next day,
which was run and proved negative. Then she said, “Well, let’s
try—maybe it is an ulcer.” So she gave her ulcer drugs to take.
“Come back in 3 weeks.” She went back in 3 weeks. This wasn'’t it.
“Come back in 3 weeks,” again. For a total of 12 weeks they kept
her coming back.

All the time she was on pain-killing drugs, because her family
doctor, could do nothing but control the pain? While the U of M, “3
weeks”’, “3 weeks”, “3 weeks.”

After about 3 months of this, finally the pains indicated that it
was her gall bladder. They ran a test to check her gall bladder at
Lapeer County Hospital, and they found this was her problem. U of
M referred her to a surgeon at this time, knowing that we had no
insurance and no money. They referred her to a surgeon—‘3
weeks.”” He ordered, ‘“Well, let’s run a test to see if it is an ulcer.”
They ran this test; it was negative. So he said, “Okay, we will take
her gall bladder out. It needs to come out now.” And scheduled the
surgery.

Three days before the surgery was scheduled, the University of
Michigan administration office called us and said we would need a
$5,000 down payment or they would not admit her. I did not have
the $5,000. They did not admit her.

Not knowing what else to do, I returned to our local family
doctor at the Knollwood Clinic in Imlay City. He, in turn, referred
her to a surgeon at Lapeer County Hospital. He, in turn, ordered
her in for more tests—the pre-op tests, the same ones that had just
been run at the University of Michigan. Upon getting the results
from these tests, he determined that Lapeer County Hospital was
inadequate to handle her, due to her high blood pressure, high
blood sugar, she was anemic, among other things, they said they
could not treat her safely; she needed a major medical center—
where we had already been turned away.

What will I do now? What can I do?

Two or 3 days later her pains became so severe that I had to find
a hospital someplace that would admit her.
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Fortunately, I found Flint Hurley Hospital, where they admitted
her through the emergency room. Once again, they had to run
these tests—again, because it had to be done in their hospital. So,
this was the third time these same tests had been run. Three times,
three bills.

Three days after admitting, they removed her gall bladder. This,
we hoped, would take care of her problem. Her gall bladder was
bad. Her doctor said, when he examined her, “What has this
woman been through? My heart goes out to her. Don’t worry about
the bill; we will take care of her.”

From this time on, Arlene’s health problems became more and
more serious, and we were continuing to spend more and more
money on doctors and hospital bills. I needed help from someone,
so I decided, “Well, that is what the social services is for.” So, I
went to them.

I filled out the application. They reviewed it and said, ‘“The
assets that you have for your business and your income is too high:
you don’t qualify. We cannot help you.” This was one reason. The
other reason that she could be covered is if she was totally disabled
for 12 months. The gall bladder does not disqualify you for 12
months; you are not totally disabled. So, there was no assistance
available.

At this point I was left holding the bills for well over $8,000.

I really feel that the rest of our problems started because they
allowed her to get so sick before she could be treated. The only way
I could get her treated was through emergency care. If she had
been treated earlier, I think the rest of her problems would not
now be happening.

In December of 1988 her eyesight began to fail drastically. We
took her to Lapeer Eye Clinic in Lapeer, where the doctor exam-
ined her and told us she needed immediate emergency medical
treatment to try and save her sight. He administered what they
call “laser treatments” that day, which cost in excess of $600 per
treatment. He gave her two or three treatments in December and
January, at which time he said he was no longer capable of han-
dling her and referred her to the Kresge Eye Institute here in De-
troit.

Upon their examinations, they determined that she had a de-
tached retina which would need surgery. She was admitted in Feb-
ruary for the surgery, which, at best, will save her enough eyesight
so that she can see to walk around. She car no longer read or drive
a car.

Also, at this time it was discovered that her kidney functions
were failing. But, due to lack of insurance, the doctor said, “Well,
we will just treat it on an outpatient basis wherever you can.” So,
she was released from the local hospital here, and 3 days later, due
to nausea and vomiting and stomach pain, she was admitted to
Mercy Hospital in Port Huror. for 6 days. Since then, she has been
in the hospital twice for extended periods, and into the E.R. room
four times for emergency treatment.

I have spent many hours and many days driving her to doctors
and hospitals, and, as a result, we can no longer pay our bills. I am
very near to losing my home because I can’t pay my house pay-
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ments. Whenever we come down here, it is a 120-mile round trip. It
is an all-day trip, and this is getting very expensive.

In February her kidney functions were at approximately 85 per-
cent; they are now down to 15 percent. We have been told that she
will be on dialysis, most likely, by September. At this time, she
needs the tubes for the dialysis placed in her arm. Here, again, the
doctor states, “I must to be paid on the day of the visit.” I don't
have that money. What am I going to do? How can I get this pre-
paratory surgery to keep my wife alive? What am I to do? If the
social services don’t help, I have no idea.

As I have stated, most of the doctors are very compassionate.
They say, “Well, we will take care of her. Don’t worry about the
bill.” As of today, I have two subpoenas from this very doctor who
had said, “My heart goes out to her.” So did his hand. I don’t
blame him; he needs to be paid. But I can’t pay him.

I am trying through various organizations to obtain help for my
wife. The Red Cross has been of very limited help; they have pro-
vided her with some medications and some of the testing. This is
very much appreciated.

I have called the United Way, the Kidney Foundation, the Dia-
betic Association, and the Lions Club. None of them will help.
“There are no funds available.” They all collect funds, what are
they doing with them?

I went to the Social Security Administration. She is disabled, and
obviously she can’t work they said. She hasn’t worked in 5 of the
last 10 years, so she does not qualify on her own. Here, again, I am
working. My income disqualifies us. We either have to be poverty-
stricken, or there is no help.
d.[’Iihe prepared statement of Mr. Dilloway appears in the appen-

ix.

Senator RIEGLE. You mentioned to me, just along that line, when
we spoke beforehand that if you were to divorce your wife, which
of course you wouldn’t do and shouldn’t do—you love your wife—
she could receive help that is not available to her as long as the
two of you are married. And you are struggling to hold your job at
the same time that you are helping her to find care for these very
urgent medical problems. So it is almost as if there is a conspiracy
in place to prevent the right action from happening.

If your wife’s kidneys actually do fail, then there is a measure of
help available. But the logical way to do it would be to make the
help available ahead of time so the kidneys would have a chance
not to fail.

Mr. DiLLowAy. Yes, this is what bothers me. Why should I have
to divorce my wife? This is what our case worker at the social serv-
ices told us: “If you divorce her, then she would be eligible,” be-
cause my income and my assets would not count against her.

Why should I have to civorce the woman I love tc save her life?
Why should I have to go through this?

Senator RIEGLE. Well, this is precisely what the country as a
whole needs to hear and understand, because, while this is what is
happening in your life right now, David and Arlene, situation like
this are going on in tens of thousands of lives like yours. We will
hear from some others here shortly. '
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But I think what you have told us illustrates exactly how system
is not working properly today. You are trying to work, you are
trying to take care of your family situation, trying to help your
wife through these very difficult problems; and yet, we have not
put in place in our society a sensible way for us to be able to help
each other through these kinds of situations—and sooner or later
they strike most of us. It is not as if most people walk through life
with no problems of any sort, because they tend to come at one
time or another. They happen to be very present in your life now.

But, putting these facts on the record, just as powerfully and as
graphically as you just have done, is the way that we force change.
There is no other way.

I want to take your story and the others that we will hear - I
want to try to bring those to the attention of the President and all
of the Members of the Congress, because we can change this, and I
want to change it in time to help Arlene. That is our goal with this
hearing.

. Mr. DiLLoway. Thank you, sir. I appreciate that, and I hope you
urry.

Senator RIEGLE. Arlene, we want to thank you, too, for being
here. I know this is very difficult. [Applause.}]

Let me go to our next witness here. We have other stories like
this that you need to hear and that need to be part of this record.

Cheryl Eichler, who is going to be our next witness, is a heroic
person. She has literally left the hospital today to come to this
hearing and testify. That takes tremendous effort on her part and
tremendous strength that she may not even have in order to do
this, but it is very important that you hear her story and the kind
of situation that she represents.

Let me give you just a few facts about her before she tells you
the rest of it:

Cheryl works. She earns $12,000 a year. She works at a 7-11
store, but her employer does not offer any health care. She has
Crohn’s disease, which is a very difficult problem, and because she
lacked health insurance, she was in a situation where treatment
was delayed for a year, just as Arlene also found that her treat-
ment was delayed for a period of time. In Cheryl’s case, it was be-
cause she had no insurance.

When she quit her job, she still did not qualify for Medicaid, be-
cause as a single woman with no children she does not fit one of
the categories under Medicaid. Agin, again, I think a lot of people
think that Medicaid is out there to help people like this; in fact, it
helps fewer than half of our people who are caught in this kind of
situation.

It is likely that her hospital bills, which of course are mounting,
would be treated as uncompensated care by the hospital, but then
there is the question of how long that hospital or any hospital can
continue to provide services that no one is able to pay for, and that
is the other side of why this situation has to be remedied.

Cheryl, I am very proud of you for being here today. We would
like to hear from you, now.
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STATEMENT OF CHERYL EICHLER, WOODHAVEN, MI

Ms. EicHLER. My name is Cheryl Eichler. I am 28 years old, and I
have had Crohn’s disease for the past 12 years.

I was first diagnosed as having Crohn’s in 1976. I was 16 years
old at the time. I went to the hospital in Florida because I was ex-
periencing a lot of pain in my side and lower abdomen. I was
having dizziness, fainting, and tired very easily. The doctors told
me I was anemic, and after many tests diagnosed Crohn'’s.

My family then moved back to Michigan in March of 1977. I was
admitted to Wayne County General with the same symptoms. I had
my first surgery when they found it necessary to remove part of
my colon. I was in the hospital a total of 3 months. Luckily, my
mother was receiving assistance through the Aid to Dependent
Children Program, and because of this Medicaid we were able to
survive my first battle with Crohn’s.

I didn’t have any problems until the middle of 1982. I had grad-
uated from high school and found work at Manpower Services. Al-
though I had no benefits, I was able to support myself. But soon I
was in constant pain. My stomach had swollen so much that I
couldn’t even wear clothes very well. I waited until the pain was so.
bad, about 6 months, before I went for any treatment, because I
didn’t have any health insurance, and I didn’t know how I was
going to pay for the medical services.

I was finally admitted to the hospital when an abscess began
draining into my stomach. I couldn’t eat or drink anything for
about 8 months. The drainage never stopped, so in August of 1983
they took out more of my colon and performed an ileostomy. I was
able to apply and receive Medicaid to help cover the costs of the
treatment. Unfortunately, Medicaid only solved the immediate
problem, and when I had recovered so that I could return to work,
I was again without any type of medical insurance.

I found a job at 7-11 and was again able to meet my daily living
expenses. Eventually I was offered a salaried position and earned
about $12,000 a year. In October of 1985 I was again suffering the
effects of Crohn’s. I waited about 2 weeks because I didn’t have any
insurance. I was dehydrated and anemic.

In September of 1986 I developed peri-rectal abscesses. They are
extremely painful and produce a great deal of drainage; but, again,
I didn’t seek treatment until the end of 19897 or the beginning of
1988, because I was very scared, had no insurance, and didn’t know
how I was going to pay for it.

Finally, in March of 1988 I had outpatient surgery for drainage
of the abscesses. I set up a payment plan for this bill and am still
making payments for this surgery. I also have the added expenses
for the care.of equipment of my ileostomy and the doctors I was
seeing every 2 weeks, and the additional expense of prescriptions.

On May 15 of this year I was forced to resign my position at 7-11
in order to be admitted into the Westland Medical Center. I was
losing weight, very run down, had a lot of pain, and the abscesses
were draining heavily. I am still in the hospital. ‘

When 1 had my first surgery in 1977, my bill for 1 month of care
was about $20,000. Now, after 1 month, my bill is over $34,000.
Twelve years ago I had my mother’s Medicaid to help pay for the
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bill; today I have nothing. I applied for Hill-Burton Funds from
Westland Medical Center, but I was rejected because my $12,000 a
year income was too great to qualify. I have applied for Medicaid
as well, but have been told that I do not meet the definition of dis-
abled. They told me that they would review the case further, but it
would take an additional 45-60 days to reach a decision.

In the meantime, I am ready to be released, but only if I can con-
tinue on my present I-V treatment for the next 3 months. But,
without the promise that Medicaid will help pay for this treatment,
the suppliers will not provide the equipment. One bag of hyperal
for the I-V costs over $100, and since I have been at Westland I
have used over 70 bags.

Eventually I will need more surgery to remove the rest of mfr
colon. Without this surgery, there is a good risk that I would devel-
op cancer. Until I get some kind of aid, I will have to remain an
inpatient at the hospital.

Even if, by some miracle, I am granted Medicaid for this latest
bill, that only solves the immediate problem. They don’t know
what causes Crohn’s disease, therefore there are no cures. There
are many people in my situation, and, for us, this is a life-long ill-
ness.

Ahead of me lies the frightening task of finding another employ-
er who will be sympathetic to my disease. Even if I'm lucky enough
to find something, I'll be unable to find a job that will provide cov-
erage for my treatment. Those of us with Crohn’s could never work
enough or make enough to pay for the long-term care that is in-
volved with this disease. There is also the constant worry and emo-
tional stress of “How am I going to pay for these bills?”

The treatment involved in battling this disease is extremely ex-
pensive. Someone like me who earns about $12,000 a year could
never afford to pay for this. I think there is a definite need for help
to the uninsured people in situations such as this.

[The prepared statement of Ms. Eichler appears in the appendix.]

Senator RIEGLE. Cheryl, I think what you have just told us is
about as powerful a story as most of us will ever hear, in terms of
the difficulties that life can present us with and the tremendous
courage and strength that you have shown and are showing.

I feel so strongly about it. I think if our country can't find a way
to help people like you, there is something radically wrong with
the way we do things. We talk about patriotism—there is a big con-
troversy now about burning the flag, and a lot of other things yet
we have got individuals like you and Arlene, who are what Amer-
ica is all about that need help right this minute. And it doesn’t
seem like there are very many people who want to help, or are at
least willing to do the things necessary to see that help is there.

We are spending billions on what we call “defense.” But we don'’t
seem to be able to find any money to provide some defense for you
against the Crohn’s disease. We are building nuclear warheads.
They cost millions and millions of dollars apiece. We have almost
13,000 nuclear warheads right now and are building more every
day. We dare not even use them because, if we do, everybody in
effect would be killed.

And yet, here you are at 28 years struggling with this problem,
and you are our country. Were we investing in you?
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The purpose of this hearing is to figure out how we change this,
and we want to change it in time to help you, and to help Arlene,
and others that we are going to hear from today. [Applause.]

This is an aside, but I want to say it. It is interesting that many
of us, as we are young, are taken by our families to religious serv-
ices—church, synagogue, whatever. In most religions we learn
about helping each other and helping people, caring about other
people, doing unto others as we would have others do unto us, and
we talk about that. It is all woven through our founding documents
as a nation—you know, the idea of ‘“one for all, and all for one,”
and a nation caring about all of its people. You wonder how it is
we could get so far off the track in a modern society with all the
things we see—all the things on television, the big rush for the
Rolex watches and all the things, the status symbols and every-
thing else—when we have our own flesh and blood, as a nation, in
these kinds of situations desperate for help.

And we can afford to help, as a nation. It is not as if we don’t
have the capacity or the resources to help our people. And it is a
terrific investment. It is the right thing to do, but it is also the
smart thing to do, because we want our people to be well and to be
healthy. We want Cheryl to be able to work. She wants to work.
But the notion of a young person, a single young person, in this
country having to be afraid to go and get the health care they need
because they know they can’t pay the bill is a terrible, terrible in-
dictment of our system today and the indifference that has been
built into too many of our attitudes.

[ must say, I think we have seen too many examples in recent
years of leaders, even at the very top of our government, who just
don’t want to see, or can’t see, or won’t see problems like this.

I think it is our job as a society to see these problems and do
something about them—not next year or 5 years from now, or after
a lot of the people that needed the help aren’t here anymore. I
really think we have to have the kind of citizen commitment to get
this done, along with those of us in public office who can push this
thing along, to insist that changes be made—to insist on it. To
insist on it. And if the money has to be taken from other things,
then let us take it from other things, and let us spend it where it is
needed. [Applause.)

Let me go, finally, to our last witness here who is going to talk
about the situation that she finds herself in.

Carole Renaud is here with her two 6-year-old twins who have
Downs Syndrome and who do not have health insurance. The chil-
dren do not, although the rest of the family does, and the twins are
actually excluded because of their condition.

When you think about it, you sort of say to yourself, “Why would
we ever do it that way? I mean, if you have got somebody in the
family unit that you know-needs help, isn’t that where we should
aim the help?”’

Instead, what we have is a system where the person in the
family who needs the help is told that they can’t have it. They
can’t have it because they need it. And because we know they need
it, and it is going to be expensive, we don’t want to give it to them.
So, Arlene can’t get care for her diabetes; Cheryl can't get help for
the Crohn’s disease; and Carole is unable to get the kind of help
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that these wonderful little twin boys are needing, because they
need the help. They need it, and therefore they can’t have it.
That’s how upside down this thing has become. It is just outrageous
that that is the case, and it has to be changed.

Carole, you are very kind to come today and to bring your little
tykes with you. I would appreciate it if you would tell us all your
story.

STATEMENT OF CAROLE RENAUD, WARREN, MI

Ms. RENauDp. Thank you for having me here.

My name is Carole Renaud, and I am a mother of four children. I
am here to testify today on the problems that my family has been
having in getting health insurance for my two 6-year-old boys.

In 1985, we were on general assistance. My husband Gary was
going to a career training school. He had previously been through
a machining training program, but he could not find a job that
paid enough money, so we were on assistance for a while.

During that time he ended up looking for another job and could
not find one, so we applied for assistance, something we did not
want to do, but we had to. We made more money on assistance, be-
cause not only did we receive a monthly check, we were entitled to
receive food stamps and Medicaid, and at that time we needed the
Medicaid. At this point the health insurance was important, be-
cause I was pregnant and needed medical care.

During the year we were on general assistance, Gary went back
to school to get his high school diploma. He really wanted to learn,
and he was convinced that if he received additional training, we
could get off of welfare. He really hated being dependent on assist-
ance. That is when he decided to enroll in a trucking school. To
help pay for this training, Gary got a grant and a student loan, and
his parents helped with the down payment. It really paid off, be-
cause when he finished the program the school helped place him in
his position that he is in right now. The first company that he
went to had hired him, and this same company put him on a train-
ing program for 2 years. It was like an apprenticeship program, to
further his education and his job.

When he first got the job, he contacted the Department of Social
Services to notify them of his earnings. The Department of Social
Services informed him that they would take this information and
eventually wean us off the program.

For a while we received a monthly check, food stamps, and Med-
icaid. This assistance, however, became smaller and smaller as
each month passed. For our family the Medicaid was especially im-
portant because we had four children, including our two twins here
with Downs Syndrome, and kids often get sick and need medical
assistance. We knew, without insurance, we would have serious
problems.

We began to look for health insurance about 6 months after we
were completely weaned off DSS assistance. We were receiving no
checks, no food stamps, and no Medicaid. We were in a difficult sit-
uation because, as a trainee, Gary’'s take-home pay was about the
same as we were getting on assistance at that time, and that is not
including the health insurance. He had no insurance. He wasn't
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entitled to any medical benefits, and there was no way we could
afford to pay for it ourselves. I encouraged Gary to ask his boss for
some help, and, when he did, his boss told him that he would be
happy to pay for our insurance. He really thought Gary was a good
worker, and he didn’'t want Gary to leave to look elsewhere for a
job, somewhere else.

A few weeks later 1 received the health insurance information
and the forms to complete. When I was filling out the forms, I
came across a question regarding whether we had anyone in the
family with Downs Syndrome. I thought to myself, does this really
make a difference? I answered the question, hoping that it
wouldn't.

In addition, I had to tell them that Matt and Joe had been hospi-
talized for pneumonia. Joe and Matt became sick because the
house that we were living in at the time we were on assistance had
no heat throughout the whole winter. We couldn’t afford to move
out of the house yet. Gary had gotten his job, and we were trying
to get out. We were trying to save the money to get out of the
house. They had caught colds while we were there, and it devel-
oped into pneumonia.

Later, when we moved out of the house, the city had put a stick-
er on the home. I believe if we had not lived in that house, Joe and
Matt wouldn’t have gotten pneumonia.

I think it was a month later when we heard from the insurance
company, after we had moved out of this house and had applied for
our insurance. It was like a month later, after we applied, that
they explained they would cover Gary, my two other children, and
me, but not the twins. I remember feeling very upset. I cried when
I received the letter, and Gary looked very sad. My husband
doesn’t become emotional when he is sad; he gets very quiet. So, I
knew he was very upset. We both didn’t think this sort of thing
could happen. How could an insurance company refuse to entitle
two children, just because they were born with a handicap?

In addition to feeling mistreated, I was also very worried. Matt
and Joe, the twins, they tend to trip and fall a lot because they are
uncoordinated. Once, when Matt was very young and wobbly, he
lost his balance and fell, and he broke out one of his front teeth. If
it had been more serious, we would have been in big financial prob-
ems.

A year later we tried again to find health insurance for the
twins. This time we went to my husband’s boss, who said he would
try to help. He contacted the insurance company and was told that
we could obtain insurance for Matt and Joe; however, we would
have to pay the premium for the entire time that the rest of our
family members were covered. Gary’s boss was not willing to pay
the entire year of premiums, and we knew that we could not pay
them, either. Gary, who was still a trainee, wasn’'t making enough
money. We were just trying to save so we could get out of the
house that we were living in, and, like I said hefore, the house was
a disaster, and we really needed to get out of there.

We weren’t going to give up. We continued our search for health
insurance. Gary’s boss also looked into changing insurance compa-
nies, or changing the policy with the present company, but those
attempts failed. Then Joe got sick, and I had to take him to the
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doctor. His chin was swollen, and the doctor wanted to put him in
the hospital. I told him I could not afford it, so he put him on a
strong antibiotic. He also told me to check with the Association for
Retarded Citizens. He said that ARC intervenes on behalf of people
with Downs Syndrome and their families.

In addition, his receptionist typed a letter which indicated that
Joe and Matt did not have any major medical expenses, and they
were in fact healthy boys, and they had no major medical prob-
lems. The doctor told me that I should show this letter to the
health insurance company so they would know that the kids were
healthy. I took this, sent it to them, and they sent me a letter back.
After a few weeks I received a reply. They thanked me for the
letter, and they told me they were sorry, but they were still unable
to insure the twins due to their guidelines.

My next attempt was through ARC. ARC knew that the insur-
ance company was using outdated guidelines, which have a signifi-
cant impact on the eligibility requirements. So they sent the insur-
ance company updated information on Downs Syndrome people.
We were hoping that this new information, coupled with the state-
ment from the doctor, would educate them so that they would
change their decision. We were, however, once again turned down.

My husband’s boss decided to make one last attempt to help.
Again, he contacted the insurance company on our behalf. This
time he told us that the twins were red-flagged. When someone is
red-flagged, that means they will never receive health insurance
zoverage. I don’t know if the twins were red-flagged because I con-
tacted them so many times, but I did know that they would not
insure my twins. That was the last time we heard from the insur-
ance company and assistance from my husband’s boss.

Joe was sici. a week ago, and we still haven’t obtained insurance.
Again, my uoctor was upset and told me to call the ACLU. The
ACLU told us they couldn’t help and told me to contact Senator
Riegle’s office. Senator Riegle is the Chairman of the Subcommit-
tee on Health for Families and the Uninsured, and I thought he
might be able to help me. That is when I decided to call, and that
is how I became involved with this hearing.

Before I finish I do want to make a statement: When Matt and
Joe were born with Downs Syndrome, the doctor told us that we
could give them up. If we did, they would be taken care of by the
State, and they would have health insurance. But we loved them,
and we wanted to be responsible for raising them. My husband got
good employment so that he would be able to take care of his
family and provide a good home for us and health insurance, and
take care of us on his own. Now he found out that he is unable to
obtain insurauce for his sons.

We go day to day in hopes that nothing serious happens to them,
because we wouldn’t be able to pay for their health care. It is
ironic that the State says that I can give them up and they will
take care of them; but when we say we will love them and take
care of them on our own, it is our responsibility—they won’t help
us. There should be some kind of insurance that protects us. It just
doesn’t seem fair, because I love my kids. [Applause.]

[The prepared statement of Mrs. Renaud appears in the appen-
dix.]
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Senator RIEGLE. Well, that is a very powerful story that you
share with us, and it moves all of us. We love your kids, too.

As I said earlier, I think, we have to make ourselves remember
that all of the children in this country are America’s children.
They are our children, and we don’t want any children red-flagged,
or red-lined, or red-anything; we want our kids in this country to
be included, not excluded. [Applause.] -

We need to get the word out, out to everybody within the sound
of the voices of all of us, that every industrialized country, every
. single one on the face of the earth—with the exception of South
Africa, but every other modern country—provides health insurance
for people like you have just heard from. Every other country man-
ages to do it, although by and large their incomes are a good bit
less than ours. How is it, in a modern age, that other societies can
look in the mirror and realize that we owe something to each other
and to the common good, and that we provide that kind of protec-
tion for peopl:? Those countries have acted to reach out and help
the people that need the help. Our country is doing just the re-
verse.

We are saying, in effect, that the people who are out there who
need the help the most are the ones that we are, in effect, deter-
mined not to help.

So, the children who need the special care, under our system
today, in many cases are getting a red flag put on their name so
that they don’t get any care. Well, that is not right.

I will just say this to you: I don't think a President of the United
States—I don’t care who he is, where he comes from, what party—
should serve a day in office without showing some awareness and
willingness to respond to that problem in our society. {Applause.]

We need help from the top, and not just there. We need it as
well from the Congress. We need it from our leaders across our so-
ciety. We need it out of the private sector. We need it from our citi-
zenry.

You know, if the citizens of this country will say in a loud
enough voice that we want something done about this, we insist
that something be done about this, do you know what will happen?
Something will be done. Something will be done.

This isn’t China, you know. This isn’t a situation where we can’t
speak out or we can’t have an effect on what happens in this
nation. We can have an effect, and it becomes very important, not
Just that hearings like this take place that really frame the issue
and really give this thing a major push, but every single person
has an obligation to act as a leader.

Every person in America has an obligation to act as a leader;
that is what democracy is about. It is not about the other person, it
i1s about yourself. And if this is something that you feel strongly
about, then it is something that you should act on, just as I am at-
}]erflpting to act on it, because I need your help, and they need your

elp.

Tens of thousands of people across this State who are not in this
room today, and whose stories are not being told, who are strug-
gling with precisely these kinds of problems, they need your help.

So we need some activism. Just the people in this room making a
major effort, and all the circles of influence and access that you
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have, can make a real difference. So I urge you to think about the
personal responsibility side of it, because when these folks that you
have just heard from walk out of the room, they are not going to
walk out of our lives or out of the lives of America; their problems
g}(]) on each hour of each day, and they are counting on us to help
them.

I want to be able to say to them right now that we are going_to
help them, that we are all going to help them. [Applause.]

I want them to understand that there is that kind of commit-
ment in this room. They need to know that. They need it just to be
able to get up and cope with another day.

So, before finishing and excusing those witnesses, you are cer-
tainly welcome to stay if you wish. I know you may not be able to,
and I know, particularly, Cheryl, you may have to leave soon, but I
want you to understand that the effort you have made in coming
today, and in building this hearing record, and iu putting these
personal stories on the record, as difficult as they are to tell, is a
very important service to the country, because what you are talk-
ing about is a problem that is not only your problem, but it is far,
far greater. So you have been very courageous in coming today, be-
cause you are here for so many, many other people, and you are
giving those people a voice who otherwise wouldn’t have a voice.

So, in my mind, you are true heroes for both coping with the sit-
uation you find yourself in and for coming here today and standing
up and saying what needs to be said. If we needed to find a group
of American heroes to pay. some homage to, in my view, we could
start right with this table right here. [Applause.]

Now we are going to look at another aspect of this problem. We
are going to be shifting now to a second panel. We have two impor-
tant witnesses who are going to give us some summary observa-
tions and comments as to aspects of this problem that they see
from their special vantage points.

We have Mr. David Benfer, who is the Executive Vice President
of the Henry Ford Hospital in Detroit; and we have Dr. Boucree,
yth(;lis the Medical Director of the Hamilton Family Health Center
in Flint.

So, we have two irdividuals who are representing organizations
that are seeing first-hand each day the health care needs of the
whole cross-section of our society—one in a large medical facility,
the other one in a much smaller-scale facility, so they can really
give us a blend of insight that is important for us to know as we
work on crafting the best kind of solution here. ‘

Mr. Benfer, let us hear first from you.

STATEMENT OF DAVID W. BENFER, EXECUTIVE VICE
PRESIDENT, HENRY FORD HOSPITAL, DETROIT, MI

Mr. BENFER. Thank you, Senator.

I am David Benfer, executive vice president of Henry Ford Hospi-
tal and group vice president of the Henry Ford Health Care Corp.
Today I am accompanied by Darlene Burgess, our vice president for
government affairs.

I would like to thank you for taking the time to investigate the
issue of access to health care for the uninsured.
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Senator, we just heard several very moving stories which de-
tailed the human suffering that results from no health insurance.
It is stories such as this that I have experienced that have devel-
oped my view that health insurance is a basic right for all Ameri-
can citizens.

Health care for the uninsured is a growing ccncern in Southeast-
ern Michigan. Overall, more than one million people in Michigan
are without some form of health insurance coverage. Forty-nine
percent of that uninsured population are thought to be in South-
eastern Michigan, and estimates place the number as high as
350,000 of them in Wayne County. Thus, the percentage of people
without insurance in the Henry Ford Hospital primary service area
may be as high as 20 percent. In addition, a substantial nuraber of
!:hQSde people who live in Wayne County are also recipients of Med-
icaid.

One way to measure the level of need is to look at the amount of
uncompensated care hospitals currently provide and what the
trends are.

At Henry Ford Hospital, we currently finance $14 million per
year for uncompensated care and will absorb an additional $16 mil-
lion in Medicaid underpayments this year, 1989. This financial
burden has grown more than 40 percent over the past 3 years, and
I would like to call your attention to attachment 1 in my testimo-
ny. Such cost are not unusual for similarly situated hospitals locat-
ed in Michigan central city areas. Fcr example, Southeastern
Michigan hospitals saw their uncompensated care, exclusive of
Medicaid underpayments, grow from $140 million in 1985 to $196
million in 1987.

Care for the poor has traditionally been available at community
hospitals. This care was supported by a technique known as Robin
Hood financing, or cost-shifting. That is, hospitals, including Henry
Ford Hospital, have been able to keep their doors open to people
unable to pay for their services by shifting the costs for providing
free care to other patients of the hospital.

What has changed to make cost-shifting less tenable in today’s
world? Basically, two things.

Senator RiEGLE. Can I just stop you right there? You are making
such an important point, and, if I may, I want to just make sure
everybody in the audience understands what you have just said, be-
cause as we try to put this whole picture together, this is one of the
critical facts.

You talked about cost-shifting and when you have somebody
come in with an urgent health need who has no health insurance,
you can’t in conscience turn them away—and you won’t, because
they are desperately in need of help. So you provide the help, even
though you know they can’t pay the bill. That bill has to be paid,
or, otherwise, the hospital just keeps running up a bigger debt, and
eventually the hospital has to shut down because it has no other
source of money, itself.

So, what you in effect do with this cost-shifting is that you have
to end up in a sense adding to the bills of those patients that you
have who are covered by insurance and whose bills will be paid. It
is not that you dr it to be devious, or anything of the sort, but it is
the natural way in which the hospital keeps its doors open. If it is
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serving a certain number of people who can’t pay and have no in-
surance, and meeting those needs, somehow that cost has to be ab-
sorbed; so that then spills over on top of the so-called “paying cus-
tomers,” and the charges that they have then are larger, just in
order to keep the hospital running.

So you have this very bizarre twist occurring, that companies or
individuals that are providing insurance for people who come in
and who can pay the bills are finding that their rates are going
higher and higher through no fault of theirs or really any fault of
yours, but rather, because there are these other costs over here
that have to be covered somehow, and in the absence of any kind of
a broad insurance scheme that covers everybody, we haven’t found
any other way to do it. So, that distortion is building up in the
system which travels under the name of “cost-shifting.”

I will just make one other point about it, and then I want to go
right back to your testimony, and that is, you can only cost-shift so
long. And especially if the hospital or the medical facility is absorb-
ing more and more of the cost of services it is giving that nobody is
paying for, and it keeps building up a bigger and bigger debt, we
all know what means: eventually it is just not going to work. The
hospital will be in trouble and may actually have to close. So, that
is not a strategy that makes sense, nor even is that a strategy that
works indefinitely.

Is that a fair statement?

Mr. BENFER. Senator, you are right on target. That is a very ac-
curate statement, and that is traditionally how uncompensated
care has been provided for throughout the health system.

Returning to my testimony and picking up on your comments,
basilcdally two things have made cost-shifting less tenable in today’s
world:

First, the cost-containment efforts of large purchasers, including
the large employers and the Federal and State governments, have
reduced our ability to cost-shift.

Second, the total cost for uncompensated care has grown dra-
matically as a result of the increasing number of people who
cannot afford to pay for care, as well as the overall cost increase
associated with high technology in the health industry and the
growth in the aged population.

Traditionally, cost-shifting financing for uncompensated care
works, when large payers such as Blue Cross or commercial insur-
ers or the self-insured employer are willing to subsidize these pro-
grams. But overall cost-containment strategies generally translate
into fixed pricing arrangements that minimize the large payor, in-
cluding the State and county governments, exposure to cost-shift-
ing.

In the June 19 issue of “Crain’s Detroit Business,” local business
executives identified containing business health care costs as a top
priority. With fixed pricing growing as a cost-containment strategy,
the margin that has traditionally existed to pay for charity care,
and to offset Medicaid underpayments, is rapidly disappearing.

Henry Ford Hospital’s present payor mix is indicative of the cost-
based to fixed-price reimbursement trend. Today, more than 80 per-
cent of our business is fixed price. Six years ago that number was
less than 15 percent.
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I am not here to defend the old cost-shifting system; it was ex-
pensive and inadequate. But our data indicates that a large per-
centage of unsponsored patients are delaying care until emergency
conditions occur. We track the payor mix of our emergency depart-
ment, and the numbers reveal that about 20 percent of the services
provided in the emergency department are for unsponsored pa-
tients, compared to less than 10 percent of the patients admitted to
the hospital. A simple extrapolation would suggest that thousands
of people in Michigan have limited access to care and delay care
until it results in an emergency room encounter.

The current system is not working. More dollars are required
just to stay even with the existing programs for the needy—the
very young, the very old, and the very poor. Critical indicators
such as infant mortality place parts of Michigan at the bottom of
the list. Millions of people don’t get basic care because they can’t
pay for it and don’t have insurance. In addition, the pool of individ-
uals entering the work force will shrink during the next decade, re-
quiring greater attention by employers to the health care needs of
their workers. The question is, where do we, as a society, look for
solutions?

In today’s system, those who pay for health care act as the voice
of the patient. Under this system, there are 37 million uninsured
Americans who have no voice. We believe the Congress has to be
the voice for those citizens.

The Henry Ford Health Care Corporation, along with many hos-
pitals, have specifically expressed support for Senator Kennedy’'s
Employer Mandate approach. From our perspective, any plan that
(1) eliminates financial barriers to basic health care, and (2) assures
that providers, hospitals and physicians, are not competitively dis-
advantaged because many of their patients can’t pay for care is ac-
ceptable. Senator Kennedy’s bill is a big step in this direction for
low-income people who have jobs. From my perspective, Medicaid
expansion and better Medicaid funding is also overdue.

Our mission as an organization is to try to continue to serve in
the best way we can. We have no intention of backing away from
the people of the city of Detroit and people without the ability to
pay. The Federal Government currently helps in this regard.

Henry Ford Hospital carries one of the largest loads of people
who can’t pay for care in the entire State. We also, as part of our
mission, train over 470 medical interns and residents—these are
physicians in training—as well as 160 nursing students and 35
allied health students. Many of the professionals trained at Henry
Ford stay in Michigan, and a large percentage remain to practice
in the center city. Those who stay in Detroit often will serve to
train others to follow them.

The Medicare program recognizes health manpower needs and
service to low-income people by providing targeted support to
strengthen institutions that contribute in this regard. In 1988,
Medicare adjustments to Henry Ford Hospital for education and
care to low-income people constituted about $30 million. These pay-
ments are directly related to our ability to finance care for the un-
insured.

Stated in anglther way, any reductions in Medicare payments for
Direct and Indirect Medical Education costs or Disproportionate
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Share payments—that is a disproportionate share of indigents—
would directly add to the current $30 million we now finance for
unsponsored patients at Henry Ford Hospital. We are concerned
about the current discussions in Congress about reducing Medicare
hospital payments, which will erode the present Federal effort to
support uncompensated care costs.

The Medicare pregram provides Henry Ford Hospital with sup-
plemental payments in recognition of our role in this community
as a source of care for low-income people and a major training in-
stitution for health care professionals. We respectfully urge that
such efforts be maintained as you search for long-term solutions.

To summarize, new linkage between the private sector and the
government are needed to ensure adequate, cost-effective health
care for everyone. Government, employers, private payers, and
health providers have to work together to achieve broad-based solu-
tions.

This past year the Henry Ford Health Corporation recognized
this issue which, Senator, you have outlined so well, and we orga-
nized an Urban Health Initiative which brings together urban
health care providers, the county and city health departments, the
Chamber of Commerce, the Medical Society, Blue Cross, the Health
Council, and a representative from your office, to develop a strate-
gy to respond to the growing needs of uninsured Americans in
Southeastern Michigan. We don’t have a local solution yet, but we
are designing a strategy that reflects the Senator’s team approach
through a broad-based coalition which is necessary to solve these
issues.

Senator, I pledge my support to your efforts.

[The prepared statement of Mr. Benfer appears in the appendix.]

Senator RieGLE. Thank you very much. That is an exccllent
statement. [Applause.]

I want to thank, too, the Henry Ford Hospital and, in thanking
you, all of the health providers in our State, for the commitment
that all of you make under very difficult circumstances of the kind
that you describe today. But this is very helpful testimony, and we
will make full use of it.

I want to make a couple of announcements. We have 425 people
in attendance today, and I think that is really a stunning fact by
itself, when you think of the fact that this is a normal work day
and is in the middle of the morning. It is a very wonderful location,
and we are very grateful to have this location today, but it is not
an easy spot necessarily to find. [Laughter.]

We were not able to give maps out, so I am especially grateful
that, in the web of the freeways around here, all of you were able
to find your way in. But I want to say to the St. John’s Armenian
Church, in the Cultural Hall, this very grand room which we are
in, that we are very grateful to them for opening up their facility.

I also want to introduce the people on either side of me, who are
so instrumental in our work to craft this new national answer to
this problem.

I want to introduce David Krawitz here, who is my administra-
tive assistant, who works with me in Washington and is really an
outstanding expert on health issues and human service issues gen-
erally. David has been very key over the yvears in the advances that
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we have been able to make in catastrophic health insurance cover-
age and a lot of other things.

Seated on my other side here is Debbie Chang, who has done
really an exceptional job in helping us to structure the new work of
our Health Subcommittee in the Senate Finance Committee into
really focusing in, as this hearing is doing today, on how we move
this thing forward so we actually get a new answer developed and
in place.

So, I want to thank both of them and to have you meet them, so
that you know the part that they play.

Let me now go to Dr. Boucree. It is very important that we say
in introducing you, Doctor, representing the Hamilton Family
Health Center in Flint, that the statistics I have show that unin-
sured people in our society comprise somewhere between 30 per-
cent and 50 percent of the normal patient load, for example, that
you would receive as a typical community health center across
Michigan. So that, on a smaller scale than say the Henry Ford
Hospital, you would be seeing a very large number of uninsured
peogle who come to you often in desperation for their health care
needs.

So, you will be speaking from that perspective, and we would like
to hear your statement now.

STATEMENT OF DR. MICHAEL BOUCREE, MEDICAL DIREE€TOR,
HAMILTON FAMILY HEALTH CENTER, FLINT, MI

Dr. Boucrek. Exactly, Senator.

On a day-to-day basis, 30 to 50 percent of my patient load num-
bering approximately 20 to 30 per day, would be uninsured, with
no health care at all. The other 45 percent, perhaps, would be Med-
icaid, which is an underfunding as we are finding today; the other
5 percent being Medicare, Blue Cross/Blue Shield, in which case, as
we have discovered, and we have persons who are employed who
may have Blue Cross/Blue Shield benefits, however do not make
enough to pay for a simple $20 office call. So, therefore, I consider
them to be uninsured also. When we are talking about hospital
care, that is something totally different; but I am talking about
ambulatory care.

I think I feel beckoned to make one disclaimer, however: I am
not representing the American Medical Association, but I am
speaking on a greater part for the National Association of Commu-
nity Health Centers, as I am a member of a Community Health
Center, and I am a member of the Nationdl Health Service Corps,
both of which are national or Federal efforts to combat the issue of
health care for those with under-insurance and uninsurance in
America.

However, as stated in my testimony, I am seeing ever-increasing
evidence daily that there is a lack of concern for the indigent in
America, further substantiated by President Bush’s “kinder and
gentler America,” including the National Health Service Corps, the
Community Health Centers, Migrant Health Centers, Medicaid pro-
gram, Maternal and Child Health Block Grant, the WIC Program,
and immunization programs, in the ‘“black box” to reduce if not
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completely defund the institutions or programs in order to meet
the national debt.

Community health centers have as their mission the delivery of
comprehensive primary care services to the medically underserved,
regardless of race, color, creed, sex, or the ability to pay. And ac-
cording to the Michigan Primary Care Association, you already dis-
pusseddthat approximately 30 to 50 percent of our clientele are un-
insured.

Who are these persons? They are the seasonal and migrant farm
workers, they are Hispanics, Asians, Whites, Blacks, Indo-Chinese,
American Indians, and Haitian refugees—the melting pot of Amer-
ica. Interestingly, however, they do not all fit the stereotypical un-
insured person which might be thought of. And health care for the
poor has been cited as ‘“fragmented, episodic, crisis-oriented, and
underfunded,” as we have seen in all three testimonies previously
by our patients.

Who comes to us? They are young, school-going teens in need of
care for clinical problems, as simple as strep throat and sexually-
transmitted diseases to serious problems as sickle-cell disease and
diabetic coma. They are those who seek sanctuary at a facility
where concern, compassion, and interest in their medical, dental,
and mental health problems, and the treatment of those problems,
regardless of third-party payor, is the rule and never the exception.

Since 1965, when Neighborhood Health Centers were established,
these persons and hosts of others have sought health care at our
centers; but, with radical changes in funding status and reimburse-
ment, these facilities face a tragic demise, with the result being the
loss of access to health care for many people who, for obvious rea-
sons, could not afford to go elsewhere.

When we talk about primary care services, we are talking about
someone to deliver those services, in the form of a physician, or a
nurse practitioner, or a physician assistant; the availability of diag-
nostic services, in terms of a laboratory and x-ray; provision of
emergency medical services, preventive health services, education,
and counseling. '

If we look at these, looking at it through five points, five critical
elements of primary care, I think we will have a bird’s eye view of
what we need to do to combat the problem under uninsured health
care: the problem of accessibility, comprehensiveness, coordination,
continuity, and accountability.

It is through these fundamental elements that I will bring you
into the world of the uninsured, my world of the uninsured.

Reports document that:

One in six Blacks and one in four Hispanics are completely unin-
sured, compared to one in 11 Whites;

50 percent of these persons are likely to need physician services,
and 90 percent of these are likely to need hospital care, but not re-
ceive it;

An estimated 37 million Americans do not have any form of in-
surance;

One million Americans are denied health care because they
cannot afford to pay for it, and an additional 14 million do not
even seek the health care because they know they can’t afford it;
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Homelessness is an ever-increasing population in America, and
many are not even eligible for governmental or State entitlement
programs, primarily because they need a fixed address; these per-
sons do not even know where to go for health care, much less de-
termine how they will- pay for health care, therefore they stay
away from the health care system altogether, and a recent report
by the CDC says they may be harbingers of infectious diseases such
as tuberculosis;

Persons who are infected by the Human Immuno-Deficiency
Virus have no provider to turn to, because of fear of rejection, a
fear of poor quality care, and abandonment, not only because of
their diagnosis but because of their inahility to pay, thus increasing
their morbidity and hastening their premature death;

There are disproportionate high infant mortality rates for Black
mothers, as opposed to White mothers, because of a lack of accessi-
bility to a health care system; and

There are untreated substance abuse problems, because these
persons cannot act as a system to have someone refer them to
counseling agencies for guidance and treatment.

Through enhanced funding availability, existing community
health centers would be able to advertise their ability to serve the
population at large and acknowledge their expertise in diagnosing,
treating, and managing primary care illnesses. However, because of
our increased demand and our low supply of physicians to combat
this problem, we are unable to completely advertise our services
because of the need-demand ratio.

For those persons who do access our services, we put them on a
sliding fee scale based on their income, and those who cannot
afford to pay work out some arrangement so that we do not have
to, as the first testimony said, subpoena someone for costs. What
our interest is, what my interest is, is to get the problem treated. I,
as a minority of physicians, feel that we need to correct the prob-
lem, and what you have in your pocket I, personally, really could
care less about. However I would like to speak on behalf of my col-
leagues, I know that I am in the minority.

After a person has entered the system, there is a whole new
world which exists. Should a problem be too difficult for the pri-
mary care physicians to handle, as Mr. Dilloway quite frankly out-
lined, I must refer the patient to the hospital or a greater source to
Landle this problem.

Health care providers and community health centers, through
the support and facilitation of their administrators, are likely to
have established linkages with local community agencies and hos-
pitals to provide services beyond the scope of primary care inter-
vention. As such, the patient with chest pains who has sought care
at the community health center can have the benefit of a cardiolo-
gist’s evaluation, if needed, and/or non-invasive or invasive diag-
nostic cardiology procedures to determine the cause of the patient's
chest pains. This is usually performed at the discounted rate or a
charitable fee to the patient.

However, due to the unfortunate malpractice issue beleaguering
Michigan’s physicians and physicians nationwide, they are reluc-
tant to see any patient without insurance because of the reported
litigious nature of uninsured clients and the risk of their practice
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becoming known as ‘‘the poverty doctor practice,” and the loss of
income resulting from treating a number of uninsured clients with-
out subsidy.

To compound the issue, public hospitals are facing rapid closures
because private hospitals are not willing to accept charity cases,
and therefore the uninsured cases are all shipped to the public hos-
pitals. Local and Federal agencies are drastically reducing funding
to the public institutions, in attempts to make them more self-suffi-
cient.

Yet, while this maturity has developed clinically, the economic
climate has stifled further growth and placed limits on their ex-
penditures, while mandating they meet the demands of the public
need on a shoe-string budget. Further, agencies may not be able to
accept patients into their substance-rehabilitation programs be-
cause of their uninsured status.

These issues therefore provide secondary barriers for access to
true comprehensive care.

Community health centers are usually able to provide the access
to these services by virtue of informal and formal non-monetary
agreements with private practitioners, hospitals, and agencies to
provide for these needs.

Once the client accesses the system, there is a more fundamental
issue that we need to deal with, other than treating the immediate
problem—that is, health promotion and disease-prevention activi-
ties, health maintenance activities, and someone that the patient
can say, ‘“This is my family doctor,” and not have any fear of retri-
bution because they cannot pay.

It is unfortunate that many persons who are uninsured see the
emergency room as their primary place for consultative medical
needs because of either the lack of a physician to coordinate their
lc)are_e or the lack of a physician to provide care on a continuous

asis.

Forty percent of all health center visits are for preventive and
health-maintenance care, and a greater percentage of health center
patients receive physical exams.

The responsibility for performance, delivery, coordination, and
follow-up of these activities generally fall to the physician, as he or
she is “the attorney for the poor,” as the scientist Virchow put it.
However, in a community health center, there is a very hign pa-
tient-to-provider ratio, as I have already outlined, approximately 30
patients per day to one of me—12,000 per year to myself, the gener-
al practitioner, and the nurse practitioner who work in the commu-
nity health center. And that is only 12,000. There are approximate-
ly 15,000 persons in our county and in our surrounding area who
have an unmet need.

By virtue of the administrative and clinical support structure,
nurse clinicians, social workers and, in rare cases, case managers
coordinate the care for the patient, under the guidance of the pri-
mary care physician, and facilitate a smooth and healthy continu-
ance through the life cycle for the patient.

The final element embodies several different aspects, intangible
to the primary care patient but very important: quality of care as-
sessment, reimbursement, and mission-objective satisfaction.
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Health centers have achieved a very high level of satisfaction
among the patients they serve. One study sowed that center users
rated centers higher by 2 to 1 than any other major source of
health care, including private physicians, because of their quality,
comprehensiveness, attentiveness, and convenience. Those inter-
viewed said that they would choose health care centers even if
others provided care free of charge.

As a non-profit organization, by definition we are not interested
in making a profit. However, we are mandated by the Federal Gov-
ernment to collect and reduce our dependency on Federal funding.
However, whether we want to or not, our dependency is being re-
duced because of the reduction in Federal and State dollars; yet,
with this reduction there is a concomitant rise in demand for our
services. Therefore, the groundwork for the controversy over care
for the uninsured increases, and the dilemma in effecting the bal-
ance between advertising for service delivery and capability for
service delivery is set.

In summary, “the poor and such should be given some care, be-
cause to give such care reflects the best ideals of how we want our
physicians, citizens, and society to be. The highest motive for treat-
ing the sick and poor is the highest form of moral excellence.” The
facts presented here and the facts presented today only scratch the
surface of the plight of the uninsured in their quest for health
care. But through it all, our health center, Hamilton Family
Health Center, like other community and migrant health centers
in Michigan and across America, are able to proudly stand and
recite our mission and feel comfortable that we are meeting our
program and mission objectives without failure. But it is still not
enough.

Unfortunately, while I am very humbled to sit before you and
present this, I am very tired. I tend to be the only physician able to
provide this type of care, but I feel very limited in what I can do. I
feel it is not only my responsibility to provide this; I am not the
only person in America who has taken the Hippocratic Oath to
provide health care. Through some way, I think we need to urge
my colleagues to at least accept the care of the uninsured, even
though there will be a reduction in profits, with some sort of subsi-
dies or anything that you can affect the Congress to do.

Thank you. [Applause.]
d.['Iihe prepared statement of Dr. Boucree appears in the appen-

ix.

Senator RIEGLE. I appreciate very much your important and com-
prehensive statement. It really lays out this problem from the van-
tage point that you are so well-qualified to speak from. I also ap-
preciate your personal commitment and what you are doing. For
those 30 or so patients that come in each day, a lot of them high-
risk patients, it is obvious that, if you wanted to; could take your
doctoring skills, and you could go elsewhere, and you could make a
lot more money with a lot less effort. Isn’t that a fair statement?

Dr. Boucrek. That is true. And I say, very humbly, when persons
ask why did I go into medicine, my frank statement is, * It was
never a financial motive; it was just something I wanted to do.”

Senator RIEGLE. And I am proud of the fact that that is the case.
We need to make sure that more people like you are able to make
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their way into medicine. We need to make sure that people who
want to help people conquer health problems, without the major
focus being centered on the economics of the business but on pro-
viding health care for people, that those people who have that mo-
tivation are able to do so.

I am interested in that question, of how we open the door maybe
a little wider to people like yourself in this society that have the
God-given gifts to be a doctor but may not otherwise have the
chance to get the training.

Apart from the threatened budget cuts, it is one thing to talk
“kinder and gentler,” but it is not going to be “kinder and gentler”
if we are shutting down the community health centers in the coun-
try that are treating the desperately ill among the poorest people
in our society. To say it and then behave that way shows that the
statement, at least in that respect, would be a fraudulent state-
ment. We have to line up what we are doing with what we say we
are doing.

I appreciate very much what both of you have said. We have had
some requests from some of the members of the press who are
here. They keep coming and going, as members of the audience do.
Some have to leave, and they have some questions that they would
like to pose and get answers to before they go.

We are going to take a brief 10-minute break here to let every-
body stretch their legs for a minute, get a drink of water or go to
the rest room, or whatever. We will start again in 10 minutes.

Let me announce who our next panel will be: We will be going to
Mr. David McCammon, to Mr. J.W. Erwin, and to Mr. William
Hoffman. These are three important witnesses.

We are about half-way through our hearing schedule this morn-
ing, so let us now adjourn the hearing for a 10-minute break, and
we will reconvene at that time.

[Whereupon, at 11:52 a.m., the hearing was recessed.]

AFTER RECESS

Senator RIEGLE. Let me call the hearing back to order, and let
me ask everyone to find seats if they can. [ appreciate everyone’s
patience this morning and participation. We are covering a lot of
ground here, a lot of very important ground.

I want to now introduce our next panel. I am going to introduce
all three individuals, and then we will take them in order:

Mr. David McCammon, who is the vice president of finance, and
treasurer, of the Ford Motor Co. He is accompanied by Mr. Jack
Shelton. We are very pleased to have him.

We have Mr. J.W. Erwin, who is the owner of Erwin Farms,
from Novi, who is going to give us the perspective of a small busi-
ness. It is a very important part of this issue, and we are very ap-
preciative of the fact that he is here this morning.

And finally, Mr. William Hoffman, who is the Director of the
Social Security Department of the United Auto Workers. We are
very pleased to have you, as well. It is a very important organiza-
tion that you represent, that has been a pioneer in the area of
health insurance for our citizens and certainly our workers.
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So, gentlemen, we welcome you. We are very pleased to have
you.
Mr. McCammon, we will start with you.

STATEMENT OF DAVID N. McCAMMON, VICE PRESIDENT, FI-
NANCE, AND TREASURER, FORD MOTOR CO., ACCOMPANIED BY
JACK SHELTON, MANAGER, EMPLOYEE INSURANCE DEPART-
MENT

Mr. McCamMoN. Thank you, Senator Riegle.

My name is David McCammon. I am vice president, finance and
treasurer of the Ford Motor Co., and with me is Jack Shelton, who
is Manager of the Employee Insurance Department at Ford. We
are here on behalf of Ford Motor Company to testify on the impor-
tant problem of providing health care for the uninsured.

Ford shares your concern about the 37 million people in this
country who do not have health insurance, and the tragic conse-
quences that result from many of these individuals not receiving
needed health care. Further, we are concerned about the additional
15 million individuals who do not have adequate insurance. Like
you, we hope to find the solution to this serious problem which di-
minishes the quality of life for those imvolved, as we have heard
today in some specific examples.

Ford, like many other major employers, is affected adversely by
the uninsured and the under-insured, because providers of medical
services—namely, doctors and hospitals—often shift the costs o un-
compensated care in the form of higher charges on insured pa-
tients. It is important that any program you develop for the unin-
sured and the under-insured provide for quality of care and spend-
ing controls.

However, we would like to caution that the problem of the unin-
sured and under-insured is a part of a much larger national prob-
lem, the failure of the present health care system to deliver quality
health care at affordable prices.

We believe the problem of the uninsured cannot be solved with-
out dealing with the broader issue of increased health care costs.
The high cost of health care not only has made it impossible for
many to purchase insurance, but it is also affecting adversely the
ability of U.S. businesses to compete with foreign companies in
both worldwide and domestic markets.

In 1988 the U.S. health care costs were nearly $550 billion. That
was about 11.5 percent of the gross national product, and about
$2,180 per capita. U.S. health care costs have been increasing at
double-digit rates in the last 20 years. Other countries with whom
we compete in worldwide and domestic markets have health care
costs significantly below the U.S. For example, in 1986, the latest
year foreign data are available, U.S. health care costs per capita
were 41 percent higher than Canada, 80 percent higher than Ger-
many and France, 130 percent higher than Japan, and 170 percent
higher than the United Kingdom. All of these countries provide
comprehensive coverage to all of their citizens.

Ford’s health care cost experience has been similar to the U.S.
experience, with double-digit increases. In 1988, Ford’s health care
costs for automotive operations exceeded a billion dollars and are
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projected to double by 1994. The proposed changes in accounting
standards that will require accrual of the costs for post-retirement
health benefits will make these costs even higher.

Solutions to the present health system that only respond to the
access problem, such as mandated employer benefits, all too often
result in higher costs by creating demand for health care services
without correcting the shortcomings of the supply side, such as un-
necessary and inappropriate care. Once in place, government pro-
grams with inadequate controls have resulted in higher costs. For
example, according to Dr. Philip Lee, Chairman of the Physician
Payment Review Commission, Medicare outlays for physician serv-
ices tripled between 1980 and 1988, reflecting rising utilization of
services per enrollee. Further, the evidence suggests that many
services delivered to patients have little or no value.

In the past, the government has attempted to solve its resulting
cost problems by shifting costs to the private sector through re-
duced benefits, restricted eligibility, or partial payments to provid-
ers. The government’s share of personal health expenditures has
been reduced from 40 percent in 1985 to 38.6 percent in 1987, or
nearly $6 billion. During this same period, private sector costs have
increased from 60 percent to 61.4 percent, with businesses picking
up one-third of the increase.

We urge that in your considerations you look at the broader
issue of the need for a national health strategy that will meet the
following goals:

First, assure access for the uninsured;

Second, provide high quality care; and

Third, contain costs.

A piecemeal solution may only increase costs and thus prevent
more Americans from receiving needed health care. We believe all
the major participants—providers of health services, purchasers of
care, consumers of services, and the government—need to work to-
gether to develop such a strategy.

Mr. Chairman, in closing, we commend your interest and your
initiative in this important and complex problem, and we stand
ready and look forward to work with you in any way that we can
be helpful. Ford wants to help find a solution as soon as possible to
the problem of health care costs which has caused such hardships
to millions of Americans, as we heard today in some of the ex-
tremely compelling and heart-breaking individual cases.

So, thank you very much, Senator Riegle, for the opportunity to
appear before this hearing.

[’I;il‘ge ]prepar‘ed statement of Mr. McCammon appears in the ap-
pendix.

Senator RIEGLE. I appreciate your statement. It is a very impor-
tant one to us, and I am struck by several things in it. I will just
mention one:

You say that government has scaled back its reimbursements in
the health care area. It has had the effect of loading more costs on
to the private sector, and especially those companies like Ford that
have good, comprehensive health insurance that it offers its work-
ers and its families. And if you overlay that on top of the effects of
the last tax law change, where there was a tax burden shift, where
we lowered personal taxes and increased business taxes, in an
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offset, for companies competing internationally—as certainly Ford
is, and any number of other major companies—as your costs go up,
whether because of the shift in the tax burden or these medical
costs being shifted over through these rather hard to trace relation-
ships that raise your insurance rates to cover uncompensated care
for others, it puts more and more of a burden on American firms
that are trying to provide jobs and do well in the international
economy.

I think this is another important facet about understanding not
Jjust the need to make sure that people get good health care, but
the need to distribute these costs in a sensible way without harm-
ing our own economic foundation. We should not be harming the
companies that produce a lot of jobs and a lot of our economic
income.

We are going to hear that from the next gentleman, seated next
to you, right now. In a sense, the beauty of a hearing of this kind is
that we can have the Treasurer of Ford Motor Company sitting
beside a gentleman who represents small business, coming at the
same problem but from different vantage points. We need both per-
spectives. We need all of the perspectives if we are going to blend
them into a situation that is going to work for everyone.

So, with that, Mr. Erwin, we would very much like to hear from
you now.

STATEMENT OF J.W. ERWIN, OWNER, ERWIN FARMS, NOVI, MI

Mr. ErRwIN. Good afternoon, Senator Riegle.

My name is J.W. Erwin. My son and I own and operate a fruit
market in Novi by the name of Erwin Farms. Erwin farms is our
family orchard and has been in operation since 1922. I opened the
retail store in 1963. My brother now runs the orchard. I would like
to thank you for holding a hearing in Michigan to listen to small
business problems in providing health care coverage for employees.

I am here today to tell my story and also to represent the 22,500
small business owners in Michigan who are members of the Na-
tional Federation of Independent Businesses. About 84 percent of
NFIB’s members in Michigan employ 19 or less people; 50 percent
have five employees or less. Finding affordable health insurance is
a major problem for us.

Our store employs 18 people, including five family members. We
have a good record of employment and have not laid off any people
in years. Our employees become members of our business family,
and it is important that we help them in all ways possible.

Our Blue Cross/Blue Shield coverage—we do have it for four
people who are on salary. This coverage has increased $50 per
quarter for the last 2 years; so, each year it has increased $200 per
employee. .

Our coverage is through the Farm Bureau, of which I am a
member and have been for many years. If I did not belong to the
Farm Bureau the insurance would be even higher, due to the small
size of our business. Because of the cost of health insurance, I am
only providing coverage for four of my full-time employees. With-
o?thhelp from the Farm BuTeau, we would be unable to pay for any
of them.
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It costs me $764 for 3 months of health insurance on one family,
or about $3,,056 per year, not including expected premium in-
creases. In computing what it would cost me to cover part-time em-
ployees, I find that for an employee who works 17 hours, insurance
coverage would cost $3.16 per hour. If the employee works 20 hours
a week, it costs us $2.69 per hour. The cost of this coverage for a
full-time employee breaks down to $1.35 per hour. Since my part-
time employees earn between $4.50 and $7.00 an hour, providing
insurance would almost double my payroll costs for these employ-
ees.

Several years ago, through our local Chamber of Commerce,we
were able to get less expensive group coverage. The insurance was
cheaper, but the benefits were not as good, and we returned to
Blue Cross/Blue Shield through the Farm Bureau. There aren’t
many choices for us, and most of them are too expensive.

I believe that much of the increased costs are due to doctors
scheduling far more tests for patients through the fear of malprac-
tice insured suits. These additional tests not only add to the cost of
each claim, they require our employees to be away from the busi-
ness for much longer periods of time in order to take these various
tests.

We have one employee right now with a very serious arthritis
problem. He has probably had almost a day a week off for the last
year. Of course, he is being fully paid for it. I am paying for it, be-
cause he is a choice employee that I just couldn’t bear losing; but
he still is taking all of these tests. He has been through some of
these tests six times.

In closing, I would point out that my employees receive health
care coverage tax-free. I pay 100 percent of their premium costs. To
me, the employee is not tax-free. Seventy percent of the cost comes
out of my pocket—out of my profit margin, which isn’t great to
begin with. Also, as the cost increases, the employee does not see
this as a pay increase; but it really is. It does not act as a reward
and does not increase productivity like a regular pay increase
would, and therefore it is totally inflationary. I am going to have to
change this technique this year; because of Section 89, I can no
longer do this as it has been done. I am going to pay their insur-
ance coverage, but they are going to pay income tax on it. That is
starting this year.

Senator RIEGLE. Let me just say, on that point, we are in the
process of changing that Section 89 aspect of the tax law. And I
think the change that we anticipate making will in all likelihood
directly affect a business of your size, with 18 employees. So we
should talk about that, so you have a sense as to what is coming. It
will be a beneficial change. It will be a change that will be very
helpful to you. But that is in the works, and that is going to
happen. I just wanted to flag that so we can talk about it after-
wards, so that you know that.

Mr. ErwiIN. Very good, indeed. But getting, again, to the position
where I figured I could not pay it, I had to pay a man about $500
just to get the information, because I couldn’t understand the
thing, and I found many more cannot understand it, either.

Senator RIEGLE. That is one of the reasons we are changing it.
[Laughter.]
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Better late than never. But we are going to try to fix it and make
it the way it ought to be.

Mr. ERwIN. Our retail store sells primarily perishable items. We
are directly competing with big supermarkets—chains like A&P,
Kroger, Farmer Jack, and so on—which are less than a mile from
my place of business. We have three major chain stores within a
mile of where I operate. Last year our net profit was $39,000. If in-
surance costs continue to rise and government continues to man-
date benefits, we will reach a point where it will no longer be prof-
itable for us to stay in business. Remember, the consumer pays all
of the bills. If I have to pay more, I have got to charge more.

Thank you, sir.

Senator RieGLE. Thank you very much, Mr. Erwin.

[Applause.]

[The prepared statement of Mr. Erwin appears in the appendix.]

Senator RIEGLE. Let me just say, in passing, that we appreciate
both the job that you do on your farm and providing income and
work for 18 individuals. You have been doing it since 1922 as a
family, and it is not easy.

When you look at the diversity of our economic system in Michi-
gan and across the country, it is everything from the Ford Motor
Companies on the one hand to family farm operations like yours on
the other hand that have really given this country the tremendous
output and achievement that we have seen. And there is a way to
solve this problem. The fact that every other industrial nation has
figured out how to do it without killing off small business or large
business ought to tell us something. If they can all find ways to do
it, we ought to be find a way to do it, and I think we can.

I think in the end, when we get a sensible system in place that is
balanced and has the right kinds of disciplines in it, and yet meets
the health care needs, the quality health care needs, I think it will
probably lift a burden off your shoulders—not just a financial
burden, but an anxiety burden, a worry burden.

You have just described this one employee who has been going
through the whole series of tests, and so forth and so on. The
system as it is sort of designed, I think, causes a lot of that to
happen; there is the question of whether it causes much too much
of it to happen.

But I think if we can get an intelligent system in place that pro-
vides the kind of insurance system so that the full burden doesn’t
just fall on the business enterprise, and the conscientious business
that wants to try to provide it doesn’t find it virtually impossible to
do because of the financial requirements of it, if we can have that
in place, you will have one less thing to worry about. You will have
enough other things to worry about—whether there is too much
rain, too little rain, this, that, and the other—but that will be one
problem that won’'t keep you awake at night worrying about it.
Plus, over time you will probably have a healthier and in better
shape work force as time goes on if we can do this intelligently.

That is what other countries have found. And, we are a country
that is sort of a product of all of the other countries; we are basi-
cally a nation of immigrants. We ought to be able to fashion a plan
here that can work and have a net benefit to you. That is what I
am looking for, and I think we can get it.

SL=T590 = 90 -
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If we don’t get it, I think you are going to see a certain grinding
down that goes on in your situation that is the small business coun-
terpart of the kind of grinding down that Ford feels it is experienc-
ing in a situation where it has a very comprehensive but expensive
health care program.

So I think, all across the spectrum from large to small business,
we can devise a plan where we all come out ahead. That is really
the goal. If we keep our eye on that objective, I think we can
achieve it.

I appreciate your testimony very much, and 1 appreciate your
taking the time to be here with us today.

Now, Dr. Hoffman, we are very pleased to have you here. You
are certainly a person who is well-qualified to speak on these
issues, serving, as you do, as the Director of the Social Security De-
partment of the UAW.

We would be very pleased to hear from you now.

STATEMENT OF WILLIAM S. HOFFMAN, DIRECTOR, SOCIAL
SECURITY DEPARTMENT, UNITED AUTO WORKERS, DETROIT MI

Mr. HorFMAN. Thank you, Senator. We commend you. We are
indeed fortunate to have a man of your calibre representing us in
Washington, and your caring leadership on issues like the one you
are holding hearings on today is something that stands you apart
{lrom your colleagues, and we appreciate the opportunity to be

ere. ‘
I would like to have my full text included in the record.

Senator RIEGLE. We will make it a part of the record.

Mr. HorrFmaN. I have put together a few comments that I want
to make that depart from the text.

Senator RIEGLE. Please do.

Mr. HorFrMAN. We believe, and I think it is fundamental, that
access to quality health care is a basic human right, and all of our
activities have derived from that basic tenet.

The fact that millions of Americans, 37 to 52 million Americans,
don’t have access to minimal quality care is not only a national
tragedy, it is a national disgrace. I say this to you: If our country
located another country in the world where 37 million people did
not have minimal access to basic health care, we would soon send
foreign aid to that nation, and we would take care of those people.
In fact, 37 million is more than the total population of the country
of Canada, just a few minutes north of here, and they have a fully-
comprehensive universal health care program.

The ultimate answer? Clearly, it is a national health insurance
program. I submit to you that the Health Security Partnership
Plan recently developed by the Committee for National Health In-
surance, which is a Federal-State partnership program, should be
considered very soon as the answer.

It is also folly to look at the uninsured and how we handle
health care in this country. In addition to the incredible personal
and social tragedy, uninsured people are forced to wait until prob-
lems are more intensive and more expensive before seeking get
care. We have heard about this earlier today. Multiply this situa-
tion by thousands across the country. We provide services to the



93

medically needy in the least efficient manner. This places great
strain, not only on the urban hospitals but also the rural, sole com-
munity hospitals that are picking up the problem.

We touched a little on international competition. I have had the
privilege of representing workers of both the United States and
Canada for over a decade. I have also had the privilege of dealing
with our brothers and sisters in the International Metal Workers
Federation in Geneva, Switzerland. We visit them; they visit us.
They don’t understand our problem. In their country, such con-
cerns are addressed in a more enlightened way. They wonder why
we have the staff that we have dealing with such issues as health
care, and I can’t answer their questions.

But let me tell you a little bit about what is going on in Canada.
The costs to the firms that we have dealt with over the years in
Canada are approximately one-half the costs to provide comparable
health care in this country. Look at the national experience in
Canada since 1965. In 1965 the United States and Canada had a
comparable portion of their gross national product devoted to
health care, and look at how many people are covered—theirs is
universal, and we have 20-25 percent without access at all. Today,
we are over 11 and pushing 12 percent of gross national product,
and they are not quite at 8.

So, it can be done.

Senator RIEGLE. And we are spending 50 percent more and cover-
ing far fewer people.

Mr. HorrFmaN. Absolutely.

Senator RIEGLE. I mean 50 percent more of GNP, and yet we are
leaving out roughly 25 percent of our population.

Mr. HorrmaN. Absolutely.

This hits our firms that are involved in international competition
in a couple of ways. You have identified already that the uncon-
trolled non-system of health care quality, and costs are an increas-
ing problem with every firm, whether they are fortunate enough to
be represented by a union or not. When we go to bargaining, it is
an incredible problem that we jointly face.

In Canada, the arguments are over whether or not you should
have over-size lenses in your prescription eyeglass program or
whether or not shampoo should be included in your prescription
drug program. That is the difference between handling the major
concerns such as health care in this country and being able to
devote attention from good minds on both sides of the table to solve
other problems. In Canada, the necessity is just taken away. In the
United States we have to solve what really is our national problem
at every bargaining table.

We have done some estimates based on some facts and assump-
tions and tried to understand what the cost-shift is for employed
spouses of auto workers in the Big Three, and this does not include
other dependents—these are people who are employed elsewhere
but who are not covered by insurance provided by their employer—
and it is roughly 15 percent. On a very conservative basis, that is
at least 20 cents an hour. '

When you are talking about 20 cents, it doesn’t sound like a lot;
but it can easily be, at General Motors, up to $120 million a year;
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arid Il would estimate it to be about $40 million a year, give or take
a little.

So, we are hit twice. Those firms that are involved in interna-
tional trade, are hit by being required to pick up the costs of the
uncompensated care that you talked about; and direct shifts in who
provides the coverage. We have a non-system here, with escalating
gcfsts and quality concerns that go well beyond anything reasona-

e

We clearly support the need for a national health insurance plan
immediately in this country. We also understand that there may be
some intermediate steps that will allow us to get to the ultimate
goal. We are supportive of those initiatives, and we stand ready to
work with you. Those initiatives that are based upon employment
need to include a_minimum benefit package; they need to include
all workers including part-time workers, and to require significant
coverage for dependents.

In addition, we need to expand Medicaid in this country; and
when we do both of those together, we are coming very close to the
ultimate goal of taking care of all citizens. I believe it will be only
a short step from fulfilling the real needs of America, and that is a
national health program.

Thank you. [Applause.]
4 [’Iihe prepared statement of Mr. Hoffman appears in the appen-

ix

Senator RieGLE. Thank you.

I have looked at your prepared statement, and we will make that
a part of the record. I appreciate these additional comments.

I wanted you to know that the Committee for National Health
Insurance testified in Washington on their proposal on June 19, at
the hearing that we held there. So, we have had the chance to look
at that, and that is one of the matters under review.

I can’t help thinking, as we are finishing here and going to our
next panel, about the story that Mr. Erwin tells about the worker
who has been with him for many years, who is very productive,
and is now having chronic health problems and how you are feel-
ing about the importance of that worker and the loyalty built up
over the years, that you are hanging in there with that employee
while that employee is just not able to produce the way they have
in the past or would if they were healthy.

Think about what can happen. Let us say a second person out of
your 18-person work force got hit some other day, in an automobile
accident or some situation such as that, and again it was a problem
where the health need of that individual in effect reached the point
where it could endanger your entire business. You would have a
situation where your compassion and your work loyalty and your
desire to want to help could end up putting you in a situation
where you might actually see the entire business, which has been
going since 1922, put in jeopardy.

I think that is going on all over the place right now with firms of
your size, and many smaller. You cite the statistics of how many
businesses we have that have five or fewer employees. If somebody
were hit and needed health care in a situation like that, it may be
even more severe.
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What is the point I am getting to? I am saying I think this prob-
lem has run in the wrong direction long enough that it is now im-
pinging on the performance of business as much as it is impinging
on the health of the workers or the individuals involved. I think it
is true from big business of the Ford Motor scale down to the
smaller business, Mr. Erwin, of your size.

Now we have to step back from it and look at this, and we have
got to say to ourselves, “Look, we need all of our businesses, large
and small, functioning well.” They have to produce. In fact, it is a
lot tougher, because the international competition is a lot tougher.
We don’t want your health broken in the meantime, as you are
trying to run this enterprise, because you have pressures that are
beyond the capacity of the business to support it.

If we have a health care need that basically is sort of a universal
kind of problem that faces the whole country, then what we need
to do is be smart enough to craft a basic answer that takes every
American, in one form or another, into the insurance pool. We
need to spread those risks out in such a way that we can meet
those needs and get those folks healthy and then back on the job so
that they can perform; but not have the pressure of that situation
be so extreme that it either destroys their lives or the pressures
build up so that they destroy a business like yours, or, in the case
of the Ford Motor Company that has a comprehensive plan,
through the help and the negotiating efforts of the UAW over time,
that it becomes impaired in terms of its ability to perform interna-
tionally simply because it is doing what common sense, in terms of
keeping our workers well and healthy.

If we are not at a point where we can figure this thing out now,
when every other industrial country in the world has figured it
out, then we are not very smart. And I think we are that smart.
But sometimes I think what can happen is that we get diverted.
We are complacent, we don’t pay enough attentlon, things sort of
go off in their own way, and so forth, and we don’t necessarily go
after it to try to figure it out and reshape it and put it in a differ-
ent form.

I hope that out of this hearing what is starting to accumulate is
enough insight on this problem that it is clear it doesn’t make any
sense to leave it the way it is, that the way it is right now is work-
ing against us, and that there is a way to take it apart and put it
back together in a different fashion to where it can work for us—
can work for us economically and can also work for us in terms of
not having people’s lives just blown apart, because, if we have any
element of feeling at all, we don’t want to see that happen to
people. We don’t want it to happen to ourselves, and we don’t want
it to happen to people who are our fellow citizens, who we may not
know but who should not have to go through that terrible kind of
situation, in any case.

Gentlemen, let me thank you for your testimony. It has been a
very important part of the hearing. [Applause.]

Let me now take our remaining witnesses.

I want to thank you very much for your patience. You have
heard everybody else testify, and we now have you at this point
where the insights you will bring really complete this picture. So
this is a critical panel for us.
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Let me introduce Martha Serafini, from Kalamazoo, who is the
Administrator of the Good Neighbor Fund. This is project that
helps people without health insurance find affordable health care.

Also, a person I have known for many years and my family has
known for many years, Beverly McDonald of Lansing, who is the
Executive Director of the Michigan League for Human Services.
She is going to discuss two health care projects that are unique,
going on right now in the State of Michigan. One happens to be in
the City of Flint, a larger urban center; the other in the Upper Pe-
ninsula, in Marquette. These are two trial projects that are provid-
ing transitional care to the uninsured. They help small employers,
of approximately the size of Mr. Erwin’s operation, in providing
health insurance to their employees.

So, we are delighted to have you.

Linda, you are accompanying?

Ms. LANE. | am with Ms. McDonald.

Senator RiEGLE. Very good.

Martha, would you like to make your statement now?

STATEMENT OF MARTHA SERAFINI, ADMINISTRATOR, GOOD
NEIGHBOR FUND, BRONSON HOSPITAL, KALAMAZOO, MI

Ms. SeraFINL. Thank you.

Before I make my statement, I would like to say that I think, as
a nation, a lot of times what happens is real vulnerable groups in
our society become stereotyped, and I think that is what has hap-
pened with a large amount of our uninsured people. I think hear-
ings like this can dispel some of those stereotypes, and they can
also dispel some of the stereotypes of the institutions that try to
care for these people as being ‘“money-grabbing bureaucracies.”

In my job, I work in a hospital, and I also work with the unin-
sured. I think both stereotypes need to be addressed before this
nation can turn around their attitudes toward both groups. -

The Good Neighbor Fund was founded in 1963 and has helped
more than 44,000 people. Donations from patients and family mem-
bers, employees, and the community are received by Bronson
Health Foundation, which is part of our corporation, and deposited
into a special account. The account is then used to pay for hospital
bills, and medications, and different out-of-pocket kinds of expenses
that families have when they have someone who is hospitalized.
Eligibility is based on the individual’s financial and personal situa-
tion, and usually they are referred to my office by a social worker
or someone in the community, a family member, or even the pa-
tients themselves.

The Patient Relations Department then assesses the request and
authorizes the assistance to the hospital business office.

Although there is an official limit on the amount of funds a re-
cipient can gain, the Patient Relations will also take a person’s
hospital bill and negotiate with the business office. For example, if
I give the business office $3,000 on a $10,000 account, I try to nego-
tiate with the business office in an attempt to have them write off
any remaining balance.

At times, these patients are people involved with Michigan
Rehab. We have representatives from Michigan Rehab who call me



97

and say, “Gee, I can get x-amount of dollars to pay on this woman’s
bill. She can’t work, but she is not disabled. What can we do?”’ So,
if I authorize a specified amount from the Good Neighbor Fund,
and he authorizes a specified amount from the State, we then ask
the business office write off the rest. This is our attempt to join
forccles and get the bill taken care of for the patient and for the hos-
pital.

In addition to inpatient hospitalizations, an equally critical need
of patients who are uninsured, are medications, and I don’t think
we hear enough about the importance of prescription coverage for
these individuals.

There are times people have to choose whether they will buy gro-
ceries or their medications. The physician hands them a fist-full of
prescriptions and feels he/she has done their job. Unfortunately,
and the person has absolutely no resources to pay for the medica-
tion, so they end up going home, not taking their medicine, and
coming back into the hospital with no insurance. So, all it does is
exacerbate the problem, and increase the cost to both the patient
and the hospital. The Good Neighbor Fund has funds available to
those people upon discharge. This assistance provides a one-month
supply to get them through until the Medicaid process can be initi-
ated or other resources can be explored.

Sometimes, when you provide this type of assistance to a patient,
it can see him/her through, and they don’t have to have their pre-
scriptions renewed. But, for a lot of other patients who have long-
term prescription needs, it really just buys them time, without
solving the real problem. These individuals go from one agency to
another, like the gentleman who talked on the panel earlier. The
Red Cross will help on a one-shot basis; the Good Neighbor Fund
can help on a one-shot basis, and so on. Sooner or later they end up
without the medications and with no resources, usually within 2 to
3 months.

Having worked with this population for a number of years, I
have seen the requests for prescription and treatment assistance
dramatically change. It is now at the point where, for the first time
in 10 years, we have had to have two moratoriums on the amount
of requests we can take. This is not because the requests aren'’t le-
gitimate or people aren’t eligible, it is simply because we are run-
ning out of money.

I have always looked at the Good Neighbor Fund as something
that was absolutely indispensable to the lives it touches, but it
really has become -a band-aid on a brain hemorrhage. There is no
way we can continue to fund the enormous needs of this popula-
tion, especially when hospitals are being reimbursed less and less
from Medicaid/Medicare, and absorb more and more of the costs
themselves. With shrinking reimbursements of these groups and
the dramatic increase in the number of those who are uninsured
and underinsured, hospitals cannot continue to simply absorb the
cost of providing care.

One of the enclosures I sent with my text tells the story of two
families that were very similar to the situations these panelists
dealt with. Both were employed. Both were working poor—not indi-
gent people, not people looking for handouts, as a lot of people
want to stereotype the uninsured—but working people who are



98

doing all they can to stay out of the welfare system, yet have no
resources to pay for their health care, for themselves or their fami-
lies. I have been to the point, where I have been tempted to tell
people, “Quit your job, and let the State take care of you, because
it is the only way you are going to be able to feed your kids and
take care of them when they are sick, too.” These are the choices
our society has given these people.

d_['Iihe prepared statement of Ms. Serafini appears in the appen-

ix. :

Senator RIEGLE. Well, I think it helps illustrate, again, how the
system has gotten twisted out of shape, in such a way that the in-
centives and the barriers cause the wrong things to happen.

Ms. SErAFINI. Right.

Senator RIEGLE. For instance, if somebody will divorce their
spouse, or somebody will quit their job, then they can get help; or,
if the person in the family doesn’t have a chronic problem, they
can be insured. But if there is somebody in the family that really
does have a serious health problem and needs the help, then under
Eh(le current system, “We red-flag them and then they can’t get the

elp.

You start to see how the system gets twisted off its purposes in
such a way that it can’t possibly work right.

I am concerned about something else you said. Kalamazoo is a
very special community; there is a lot of public support in the com-
munity, and the people who have supported this fund over the year
obviously feel strongly about it. There may have been—I don’t
know—some corporate help. I would guess there is, because it is a
community where there has been a strong civic ethic of that kind.

But I hear you say that in all of your experience there now, of at
least a decade, all of a sudden the pressures have grown to such a
size, the cut-backs are so severe in terms of medical reimburse-
ments, and even though people still want to help, you are finding
that there just isn’t the money available in your fund to continue
to meet the needs the way it was before, that there are now people
who come for help who can’t get help.

Ms. SErAFINI. Right. And this is the first year that this has ever
occurred. We are actually are in danger of losing all of our money.
The Fund has been around since 1963, and this is the first year
that we are going to run dry if we don’t do something.

Senator RIEGLE. I think that also is a very important illustration
about the degree to which we can count on the ‘“‘thousand points of
light,” you know? I am all for the ‘“‘thousand points of light,” and
there are a lot of those points of light in this room today—you are
one, and there are many others who have given a lot to try to help
a broad social problem—if you will. But there are limits to what
can be accomplished that way.

We mustn’t fool ourselves into thinking that somehow there is a
magic answer out there in the private sector, with private giving,
private charity, private service, that is going to be big enough and
strong enough to meet this need. In a community like Kalamazoo,
even with a sterling record of that kind of civic willingness to help,
if you are running out of money to meet the needs, it is just one
more indication that we are talking about a great, big, comprehen-
sive problem that needs a great, big, comprehensive answer.
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I think the people who run our government are going to have to
“read our lips,” and what our lips are going-to have to be saying is,
“We want health insurance for everybody in the country. We don’t
want it 10 years from now, we want it now, because it is needed
now and because it makes good sense.” [Applause.]

Beverley, we would like to hear you now, and we are very anx-
ious to have your statement.

STATEMENT OF BEVERLEY McDONALD, EXECUTIVE DIRECTOR,
MICHIGAN LEAGUE FOR HUMAN SERVICES

Ms. McDonaLp. My name is Beverley McDonald, and I am the
Executive Director of the Michigan League for Human Services, a
77-year-old statewide organization that is citizen-based and engages
in a broad range of education and advocacy activities to improve
human services in Michigan. In the last 10 years, we have been
very involved with and committed significant resources to health
care issues, an etfort which has escalated in the past few years be-
cause of the problems of the uninsured.

I would say, too, that I serve as a Director of Blue Cross/Blue
Shield of Michigan representing small employers, so I have some
sense of private insurance issues as well.

Before 1 share anything more of my prepared testimony, I think
we have to recognize, in terms of a disabled person receiving Med-
icaid, that there was once a rational basis for the current approach,
which was: If you couldn’t work, you needed help; and if you could
work, you were going to get insurance on the job. But we keep all
kinds of people out of Medicaid who can’t work—and even if they
could, they wouldn’t get insurance on the job, and they are dis-
abled by anybody’s definition. We certainly heard from them this
morning.

Coming from a client services network, I can tell you we had all
kinds of cancer patients who could work and therefore couldn’t get
Medicaid for necessary treatment. When then could no longer
work, then they were declared ‘‘disabled,” and then they could get
Medicaid for their treatment—but it was too late for the treat-
ment. So, I think of you want examples, there are dozens of them
out there.

Senator RiEGLE. Those are important. That is exactly the kind of
example that I think we have to get out into the light of day, be-
cause people of America don’t want a system that is not working
properly. I mean, once they understand what is going on—it may
not be happening in their family right now, although it could any
day, without warning—once people understand how these bizarre
aspects have built up, I think the American people will insist on a
change, will want a change, because it is good for the country, be-
cause it makes sense—the country gets stronger, once we make the
changes.

Ms. McDonaLp. You understand it is also very cost-inefficient,
because when a person gets so sick that he or she literally cannot
work, and then is declared disabled, and then gets into Medicaid,
the treatment is often very expensive.

Senator RIEGLE. It goes way up. It costs us more.
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Ms. McDonaLp. Right, and they are usually terminal. It is just
ineffective all the way around as public policy.

One of the areas the League has been into significantly has been
data analysis in the last few years.

Senator RIEGLE. Let me stop you there, if I may. This is an im-
portant point.

I was asked by a reporter during the break period, “If we go to
an intelligent, well-engineered health system that covers every-
body, how much will it cost?”’ It is a fair question: what does it cost
to do this? And there are various estimates, depending upon what
you do, and over what time period you measure it, and so forth.

I am wondering if you would share this view: It seems to me, for
precisely the reasons you just described, that if we invest in good
health on the front end through a sensible system of insurance and
care, we will actually spend less money than we are now spending.
And this ties into the statistics that were given us as to the per-
centage of GNP we now spend on health care in our nation, versus
the other industrialized nations. They are all providing the health
insurance, but at a much lower overall cost.

Would you agree with the proposition that if we do this and do it
right, we will actually end up saving money, because we will have
healthier people and will catch problems earlier in time, instead of
treating people when they are so desperately sick they can’t get
well, and the cost of the treatment goes way up because it is much
more intensive?

The example was used of prenatal care. A little bit of money
spent on prenatal care gives you a child that probably has a suffi-
cient birthweight that it doesn’t have to go into an incubator and
have all of the special high-technology, very expensive cost that
comes right after birth. And if you spend this much (a small
amount), you avoid spending this much (a much amount). As a .
result, you don’t end up by spending more, you spend less.

In other words, I think a comprehensive health insurance pro-
gram will save money. I think we will end up spending less money,
not more money; plus, we will avoid a lot of misery, a lot of heart-
ache, and a lot of broken lives, which I think is worth a lot even if
we had to paK to solve that problem.

But I think, in fact, we can do this in such a way that we can
probably end up having the changes more than pay for themselves.
Does that make sense to you, based on what you have seen.

Ms. McDoNALD. It would seem to, but we won’t know for a cer-
tainty until we try it because insurance, even for people with excel-
lent coverage often doesn’t cover prevention and primary care serv-
ices. You understand that. That is not the way the system has been
designed, just for starters.

But, certainly, there are many health economists who believe
that $450 billion a year is enough for comprehensive health serv-
ices for all Americans, that we just need to redirect it within the
system.

I think one of the worrisome aspects—and this comes out of our
work with these projects, too—is that the insurance that small
businesses can afford is often a very weak product; in other words,
it has a lot of out-of-pocket expenses for primary and prevention
services.
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Access to health care is a different thing from access to insur-
ance, and it is access to health care that we are after. Many insur-
ance policies don’t cover prevention and primary care services and
thus don’t increase access at the front—important—end. So a lot of
the current answers, like use of extensive co-payments and large
deductibles in policies so that small employers can afford to buy in,
will not solve the problem. If you have a $500 family-deductible, I
say that doesn’t provide a lot of arcess to primary and prevention
services for working-poor families.

So, as we structure a solution, we somehow have to get more cov-
erage at the front end. I believe these people, and certainly their
testimony today would support, that their access to health care is
through the emergency room of a hospital.

Senator RIEGLE. Yes, which is the most expensive care there is.
They are very sick, they come in at the last minute, and they have
to get the most extreme, high-cost care there is.

Ms. McDoNALD. And the least creative approach to this and the
only thing we hear about in making insurance affordable—and 1
say this as a small employer—is to increase deductibles, co-pay-
ments, and so on, and effectively increase out-of-pocket costs.

If you keep your eye on who we are trying to provide access for,
and that is working-poor families—it is clear in all of the data that
their need is the greatest, then you don’t build a system to improve
their access that is full of high deductibles and co-payments, be-
cause I maintain they will still have to come in through the emer-
gency room.

Except that we will have infused the system with a whole lot of
new dollars; we will have told ourselves, “We have fixed the prob-
lem,” and 10 years from now we will come to the conclusion that it
is not “fixed.’

Meanwhile, I think the system is quite capable of absorbing bil-
lions of new dollars and providing medically-beneficial services
with them without increasing access on the front end. One chal-
lenge is to find a way to do it that takes care that pooled funds get
invested on the front end in primary and prevention services and
low-cost therapies that work, and that is. A significant challenge
but one we can meet.

That is probably a very long answer, but I was going to make
tlllis point anyway, because I really wanted to raise this issue. [Ap-
plause.

I would say, in terms of one of the things that hasn’t come up
today and is a problem, and just a little background on the work
that we have done, that while the problem of the lack of insurance
is broad—our look at the data suggests that 17 percent of all of the
families in Michigan have at least one person uninsured, so that it
is broad—we also know that it is tied to economic status, and we
know that it affects different ages differently.

Of Medicare people in Michigan, we believe 28 percent of them
can’t afford gap coverage and represent another highly under-in-
sured group in Michigan. And, while Medicaid works well in Michi-
gan—in this State we try to have a strong program and exercise all
of the benefit expansion options available to us under the Federal
law—it still is reaching only two-thirds of the people under the
poverty level; and, if you look at people slightly above poverty, we
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are only reaching one-third; and if you get to people who are near
poor by any standard, below 149 percent of poverty, we are only
reaching 1 in 10. So, while I think Michigan is a progressive State
with good policies, it has obviously got some problems.

We started, with others, a public-private partnership in Michigan
to test some solutions. We all know there are problems, but what
are the solutions to be? So, we started the Health Care Access
Project a few years ago. We are the private part of it. Vern Smith,
who is here, is the public part of it, from the Medical Services Ad-
ministration in Michigan.

We also have in Michigan an active task force studying this
issue—we are looking for solutions. Sandra Frank, who is the staff
director is here; Linda Lane, who runs our access pilot in Flint is
here. In Michigan, we are trying to test some solutions.

One of the efforts that people are the most interested in is the
Health Care Access Project where we are testing a financing ap-
proach with small businesses which uses subsidy funds, some of
which came from state government, some of which we raised pri-
vately. We ask small employers who hire people off of assistance
rolls, and don’t supply health care coverage, if they would supply
coverage if their contribution was kept at one-third of the premi-
um. We ask one-third of the premium from the employee, and we
bring our subsidy funds to fill the other third. We call this part of
our pilot the One-Third Share Plan.

Now, if you are very poor, if you are under 100 percent of pover-
ty, we don’t ask any contribution of you; we bring a two-thirds sub-
sidy. If you are between 100 and 200 percent of poverty, we bring a
one-third subsidy, and you have to pay your third; if you are over
200 percent of poverty, we don’t bring any subsidy at all.

So we are testing this financing approach in Marquette and Gen-
esee Counties, and we are about a full year into the project now
from the first business that we enrolled, and we have had a very
good look at the small business world.

I should note, in defense of small businesses, the National Manu-
facturing Association says their costs have tripled for health care
insurance in 8 years, 30 percent in the last year alone, so that I
think you can’t just say they are heartless. I think, for some of
them, it may be most difficult.

Of the businesses that we have approached, we found 41 percent
of them were carrying insurance already, which is impressive;
these are mostly small businesses that probably don’t have a large
. bottom line. Nineteen percent of them couldn’t participate with us,
because we use criteria they could not meet; we are not dealing
with the part-time work force or part-year work force, and so on.

To simplify: We contacted 1500 businesses, but let us just take a
look at an average 100 of them and say 41 were already carrying
insurance; 19 were ineligible; 32 said they couldn’t afford it, even
with us bringing a one-third subsidy to it and capping their contri-
bution at one-third; and eight businesses signed up with us. So, we
have 111 businesses, and we are learning a lot.

Senator R1eGLE. How many employees does that include?

Ms. McDonALb. About 750.

Senator RIEGLE. Seven hundred and fifty that are in this experi-
ment now?
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Ms. McDonNALD. Right. And we are looking for ways to continue
this demonstration for another year and a half. So, I think we will
have a sizable population.

What might be interesting is the business reaction. We have a
few examples of business issues. If you have the time—if everyone
has the time—Linda will tell you just exactly how these businesses
are reacting and what they are saying.

4 [The prepared statement of Ms. McDonald appears in the appen-
ix.]
Senator RIEGLE. Yes.
Give us a sense of that, Linda. Tell us a little bit about that.

STATEMENT OF LINDA LANE, DIRECTOR OF THE FLINT, MICHI-
GAN, HEALTH CARE PILOT PROGRAM FOR THE MICHIGAN
LEAGUE FOR HUMAN SERVICES

Ms. LANE. In Genesee County we have contacted ovar 800 busi-
nesses, and we have had about 23 percent actually enroll, of the
ones that are eligible.

When we talk to the businesses, they are all concerned with
costs. A lot of the businesses we have talked to have looked at
health insurance before and decided they couldn’t afford it.

Our sense is that the real difference between businesses who are
enrolling in our project and those that aren’t are that the business-
es that enroll have made a decision that health insurance is impor-
tant to their business. Usually it is because the owner or a family
members needs coverage, but not always. Usually that is the case.

The other ones say that the reason is cost. We don’t know that
the cost to them is any higher than to the businesses that are actu-
ally enrolling, because these businesses are all very similar in type
and size. So the major difference seems to be those businesses have
made a decision that this is important to them.

There are examples for every business and every person that we
have talked to, and I am sure for all the million people in Micni-
gan who are uninsured, but just a couple of examples to give you
an idea of what these businesses in Flint are facing:

We had one business approach us because it is a small business,
10 employees, and one of the employees had a very expensive series
of cancer treatments. The insurance company actually told the
business owner that they would increase their premiums by 50 per-
cent every 6 months until they were forced to drop their coverage.
So they were out looking for other coverage.

Another business approached us because they had hired a
woman from ADC—she was a single mother with a hemophiliac
son. They had promised her that if she started working for them,
they would offer her health insurance. She started working,
dropped her Medicaid, and they couldn’t find any that was afford-
able. So she was getting ready to quit her job and go back on wel-
fare when they heard of HCAP and decided to go ahead and sign
up with us.

There are more stories like that, but those are some of the things
that are going on. We have been able to address some. of that for
people who are working in businesses that do choose to offer health
insurance by helping them out with the costs.
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Senator RIEGLE. Beverley, did you have something you wanted to
add in addition to that?

Ms. McDonNaALD. No, I just want to talk about the kind of busi-
nesses which are enrolling. -

Senator RIEGLE. Please do.

Ms. McDonALD. Just that they are about 10 years old in Flint.
We think that new businesses often don’t or can't offer coverage.
In the upper peninsula they are 5 years or less which is a rather
interesting difference. Basically, they are larger in the UP; they
have more employees—they have about 6.5 employees, and they
enroll about four per business. Basically the businesses fall into
four or five areas: They are restaurants; they are auto repair or
parts kinds of places; they are building or construction firms; they
are retail stores; or they are providing professional services, and 1
mean here small accountants’ offices, small attorneys’ offices, and
so on. That is how the businesses fall out. I will submit our first
annual report for the record. '

[The annual report appears in the appendix.]

Senator RiEGLE. You know, when you think about it, in theory,
Jjust sort of try to apply logic to it, if we think in terms of ourselves
as a nation, 240 million of us, we are all important. We are all sup-
posed to be equal under the law, with equal standing. We are all
part of this team that comprises the country as a whole. And if we
start from the proposition that we would like to have a healthy
country—I don’t think too many people would want to argue the
other side of that; I would hope not—I would think most everybody
would agree we ought to try to have a healthy country, to have ev-
erybody pretty well squared away as far as medical science and
health science can enable people to be well and healthy.

If the need to see that that gets done is therefore in the national
interest and something that is very important to the nation as a
whole—rather than get all tangled up in having these individual
businesses, large or small, struggling to try to see if they can pro-
vide it here or not provide it there, or do they just provide the in-
surance for the working mother and not for the rest of the family,
or for the working father and not for the rest of the family, or if
they provide the insurance here and the family has twins with
Downs Syndrome, do the kids get coverage—I think what we have
to do when we step back is to say to ourselves, “What we need for
the good of our people and the good of our businesses is to have a
kind of universal health insurance system.” [Applause.]

Obviously we want very rigorous standards applied to it: We
don’'t want it to be more expensive than it needs to be; we don’t
want to have poor quality service in it; we want it to be able to
work efficiently when somebody has a health need, so that they get
it c}iaggosed properly and it gets the kind of attention it needs, and
so forth.

But I think we are at a point, if we just spend a little time think-
ing about it, where it is now very much in the interest of business,
the nation as a whole, and all of us as individual citizens to have
some kind of an insurance pool arrangement put together that pro-
vides a safety net—more than a safety net, because we not only
want to deal with the extreme cases but we want people to be in
good health all the time, because healthy people are able to not
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just have a higher quality of life but are able to produce more. I
mean, we are going to have a country that performs at a higher
level if we have got healthy people out there performing.

So it seems to me we finally have reached a point in our country
where common sense tells us that restructuring this system with
sernsible and rigorous standards is good for everybody. Who is it not
good for?

That doesn’t mean that there aren’t people today who maybe are
really gaining great profits or gains from sort of the odd twists in
the system—no disrespect to them, in terms of trying to pursue
whatever economic opportunities there may be in a system that is
not working properly—but from the point of view of the broad na-
tional view, that is not how we want to gear the system. We want
to gear the system differently than that so that it really gets the
job done at the least cost, and so everybody out there finds that
they are not a second-class citizen or a no-class citizen.

I want to say, one more time, when you think about the stories
we have heard here today, if we are not going to decide as a nation
that we care about those two little boys who were in here, whether
we ever meet them, whether they live on our block, live in our
town, it doesn’t matter. If we are not going to care about them and
their parents, working as hard as they are to try to make ends
meet, or that 28-year-old woman who was in here with Crohn’s dis-
ease—in terrible pain, struggling, trying to work, trying to make
ends meet, and not having the money to even go to the doctor
when she is in intense pain—if these aren’t the kind of American
people that we are going to care about and that we are going to
want to help when they desperately need help, what is the point of
it all? Who are we going to help? Or are we just going to help
nobody? Are we just going to help ourselves?

I think we have seen enough today to know, without having to
bring every single walking-wounded person into this room—and
there are tens of thousands in this State. We could have witnesses
like those three come in here and tell stories like that for the next
12 months, 24 hours a day. I think we have heard enough here to
know that it is time to fix that problem, and to understand that a
decent society and an intelligent society will decide that it does not
want problems like that going on any longer. We don’t need to
have that. Other countries are not tolerating it, and we don’t have
to tolerate it. It is an abuse of human beings beyond even the outer
bounds of conscience, in my view, to allow people to suffer along
under those kinds of circumstances when it 1s within our power to
do something about it.

I realize that is a personal statement on my part, and everybody
has to make up their own mind and have their own view as to
what they think needs to be done and why, and so forth. That is
the beauty of our system: we all get our say.

The lesson that I draw from today in terms of what we have
heard—coming back, again, to those individual cases—is that it is
time for us to move in on this problem. It is our problem. Thece are
our people. They are like members of our family—they are mem-
bers of our national American family.

We don’t leave wounded peop!: bekind on the battlefield in war
time; it is not our practice to de¢ that. You know, in a war situation
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when people are wounded, we go and get them, and we do every-
thing we can to try to help them get well, and so forth. And we
can’t leave our wounded people behind in our own society.

I think that is the great power of what we have heard from our
witnesses today, that that is such a manifest reality as we sit here
in 1989. We have got a job to do, and I am determined to see us do
it.

Let me say a couple of other things here in concluding. Mr. Pat
Babcock, who is the Michigan Director of the Department of Social
Services, was here earlier. I don’t know if he is still in the room,
but I appreciate very much his presence here today.

State Representative Alma Stallworth was also here. I don't
know if Alma is still here, but I appreciate her presence and par-
ticipation, as well.

We also had, from the Southfield City Council, Vickie Goldbaum,
who was here. I appreciate her presence. And there may well be
other people like this who should be acknowledged.

The committee record will be open to receive additional state-
ments from anybody who wants to make a statement. Anybody in
the room who can give us a statement, or anyone not here who
wants to file a statement for the record, will have 2 weeks from
today to do that, to get that material in a form where it can be
given to us so that we can make it a part of this committee record.

I know there are some people here who have indicated they want
to speak to me about personal problems that have arisen that they
are concerned about, and I want to try to do that.

We have promised our sponsors here that we would try to end
this hearing at 1:00. We are a little past that time, but we are
pretty much on schedule. So I am going to adjourn the hearing at
this point. I will be here for a short period of time to talk to those
people individually.

I want to thank everybody for their participation. It has been a
very important, very valuable hearing.

The committee stands in recess.

[Whereupon, at 1:17 p.m., the hearing was concluded.]
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ALPHABETICAL LISTING AND MATERIAL SUBMITTED

PrREPARED STATEMENT oF C. PaTRIicK BaBcock
SECTION I—INTRODUCTORY STATEMENT

I am C. Patrick Babcock, director of the Michigan Department of Social Services
and co-chair of Michigan’s Health Care Access Task Force. Governor James J. Blan-
chard appointed the 40-member citizen's task force in 1987 to assess the financial
barriers to health care and to submit recommendations in 1989 for a statewide plan.
Today, because those recommendations are not complete, I am testifying in my role
as director of Social Services, the state agency which administers the Medicaid pro-
gram. We appreciate the fact that the committee is examining this critical issue of
health care coverage and access.

SECTION II—DESCRIPTION OF THE PROBLEM

Most people have health care insurance. Michigan's percentage of citizens with
coverage (88.1%) is higher than the national estimate (82.4%). Despite this tradition
of high insurance coverage, 977,900 Michigan people (11.9%) still have no heaith
care coverage.

Recently, the uninsured population has expanded. Nationally, a 26% increase (37
millllion) from 1980 to 1987 has occurred. Current trends suggest that this increase
will continue:

* Employment has been the most common link to insurance coverage, but it ap-
pears to be eroding (particularly for dependents) as employers face increasing health
care costs.

* Job opportunities are increasing.but new jobs tend to be in small businesses and
service industries traditionally less likely to provide health insurance.

* Reimbursement policies for providers (e.g., DRGs) cost containment and the em-
phasis on alternative delivery systems (PPOs, HMOs) have limited providers’ ability
to subsidize health care for the poor.

* Fiscal pressures at the state and Federal level have resulted in a decline in the
proportion of the poor and near poor covered by public programs.

SECTION III—MICHIGAN INITIATIVES

A. The Governor'’s task force on access to heath care

Michigan’s Task Force on Access to Health Care expects to issue a final report in
1989. One of the first initiatives was to commission a statewide survey of house-
holds. The Health Insurance Survey of Michigan (HISM) was conducted by the Insti-
tute for Social Research in Ann Arbor, Michigan. Preliminary survey information,
initially reported to the Task Force one week ago, revealed the size and characteris-
tics of the uninsured population in Michigan.

Survey Methodology
Statewide telephone interviews were performed in February and March of 1989
and included 1091 household interviews corresponding to 2938 individuals.
Population Size

11.99% of the population under 65 (977,900) do not have any form of health care
insurance. If persons over 65 are included, 985,800 citizens do not have private or
public coverage.

(107)
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Age
The uninsured are a young population; nearly one third (313,500) are children 18
years and younger; another 22% are 19-25 years old. Nearly half of the uninsured
(560,900) are below the age of 25! Only 0.8 percent of individuals 65 and over age
uninsured.

Economic Characteristics
Income is directly related to the likelihood of having private health insurance: the
lower the income, the bore likelihood of being uninsured. Almost 609% of the unin-
sured have incomes at or below 2009 of the Federal poverty level: 419 are at or

below the actual poverty level.

The Uninsured and Work

Almost 70% of the uninsured adults are employed (or temporarily laid off) and
two-thirds of them work full-time. The workplace has always been the predominant
source of health insurance in the United States, but that link is weakening.

Percent of

Employment Status ; Uninsured
Employed or temporarily 1aid off ... ... . o e e A 673
URBMPIOYET ... . e e e e e e s e . 98
Not in labor force. ... .. i, e e e e i 229

Health Status

The uninsured indicate poorer health than persons with private health care cover-
age. The uninsured are 62% more likely to be in fair or poor health.

Race

Non-whites are about twice as likely to lack insurance. Non-whites represent
about 17% of Michigan's population but about 309 of the uninsured.

FEducation

Over 80% of the uninsured have a high school education or better. This is an edu-
cationally competitive group, many of whom are also employed.

B. Health care access project

Michigan is piloting an innovative approach to address health care for the unin-
sured. The Health Care Access Project (HCAP), developed by a broad consortium of
public and private organizations, is funded by the Robert Wood Johnson Foundation
“Health Care for the Uninsured Program” in two sites: urban Genesee County
(Flint) and rural Marquette County (in Michigan’s Upper Peninsula).

A major goal of HCAP is to determine the extent to which a subsidy can increase
employer-based insurance. A second goal is to improve access to health care for per-
sggs who are indigent but who do not meet the categorical requirements for Medic-
aid.

Through its ‘“One-Third-Share” plan, HCAP pays one-third of the cost when a
small business (20 or fewer employees) elects to offer health insurance. The employ-
ee and the employer each pay one-third of the cost as well. The subsidy is available
for employees whose wages are below 200% of poverty.

As originally implemented, the subsidy was available only to businesses which
hired a public assistance recipient. Later, this requirement was modified for a one
time, 90-day open enrollment period in Genesee County during which any small
business could enroll.

As of June 1, 1989, 114 businesses are participating—40 in Marquette County and
70 in Genesee County—and the number is increasing. Employer-based health insur-
ance has been offered for the first time to almost 800 employees and their depend-
ents.

While the One-Third-Share Plan has bheen in effect now for only one year, the ex-
perience of this project already suggests some important conclusions.

b%' Many small business owners will buy health insurance when the cost is reason-
able.
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2. Businesses that do not offer health insurance have many employees covered by
health insurance. HCAP found that over 40% of the employees were already in-
sured as a spouse or a dependent on a policy carried through another employer. In
effect, businesses who offer health insurance are paying a large part of the health
insurance bill for businesses who do not.

3. The high cost of health insurance is the single most important reason that busi-
nesses choose not to begin health insurance. Over half of qualifying businesses chose
not to participate even with the subsidy because premiums were too costly for them.
Employee health insurance premiums are higher for a small business than a large
one.

4. The subsidy cost is relatively modest. Subsidies are being provided at an annual
rate of about $200,000 ($150 per month per business; $46 per employee; $22 per in-
sured person). Much remains to be learned from the One-Third-Share Plan. Howev-
er, it is clear that a system of subsidies and incentives can make a significant differ-
ence in a business’s decision to offer health coverage for its employees.

HCAP serves the indigent population that cannot qualify for Medicaid. Across
this country, Medicaid provides access for a large and increasing proportion of the
poor. (In fact, there is an increasing component of public assistance recipients who
are working and on Medicaid. Over 33,700 [15.8%] working households are on public
assistance in Michigan, up from 18,600 [7.7%] only four years ago.) However, it is
ironic that Medicaid is least able to serve the very poorest of the poor—those who
are single or childless couples—who cannot meet the aged, disabled or dependent
child categorical requirements for Medicaid.

Under HCAP, a systematic health care coverage similar to Medicaid was created
for this group. We learned that before HCAP, these persons did not readily seek
medically necessary health care because it was a hassle.

Our HCAP experience points to the power of improving access through an im-
proved Medicaid program. A Medicaid card can make the difference: a pregnant
woman may seek needed medical care; a child or poor person may be able to afford
the cost of health care without sacrificing funds needed for food or shelter.

SECTION IV—RECOMMENDATIONS

If progress is to be made in reducing or eliminating the number of persons with-
out health coverage in this country, it is clear that a multifaceted approach is
needed. Any single solution will leave a large number uncovered. A comprehensive
strategy which I would recommend would include the following points:

1. More Effective Public Programs: At least 15 million Americans not connected
to the labor force have neither public nor private health insurance coverage. For
these persons, a more effective public strategy is required. Improvements to Medic-
aid are the best approach. Last year, Congress passed major legislation to extend
Medicaid coverage as a transitional benefit to families who leave AFDC as a result
of employment.

Under OBRA 1986, states were given the option to expand Medicaid coverage to
100% of poverty for pregnant women and children. OBRA 1987, gave states the fur-
ther option to expand coverage for pregnant women to 185% of poverty and for chil-
dren on a phased-in hasis up to age eight to 100% of the poverty level.

The response of states to these options has been remarkable. Michigan is one of
the 44 states which expanded eligibility for pregnant women to 100% of poverty. We
are also proud to report that we have joined nine other states to increase eligibility
up to 185% of the poverty level for pregnant women. States have been less quick to
add’ eligibility for children, however.

Several important proposals would utilize the Medicaid Program as a vehicle for
otherwise uninsured pregnant women and children. These proposals deserve our
most serious attention. In particular, we would support those proposals which give
states the option to cover children in families with income up to 185% of poverty.

It is imﬁortant that we do now what we can. It is important that we place our
focus on the children who comprise over one-third of those who are poor and unin-
sured. This is a guaranteed investment in our future. Because children are not
heavy users of medical services, it is the least costly group to insure. Clearly, the
Medicaid Program provides an appropriate and effective vehicle for addressing the
health needs of the uninsured poor and especially the uninsured poor children.

2. Employer-based Health Insurance: The backbone of health coverage in this
country is emplover-based health insurance. We should build on this system. The
Health Care Access Project has demonstrated that incentives and subsidies can ef-
fectively encourage businesses, especially small businesses, to initiate health insur-
ance. T%e single most important component of any strategy to reduce the number of



110

uninsured must involve a combination of incentives, subsidies and requirements
which will bring health coverage to the 22 million uninsured Americans connected
to the work force.

Bringing coverage to the working uninsured can be accomplished through:

¢ Tax code changes that bring parity in the tax treatment of health insurance
costs for both corporations and unincorporated businesses;

¢ Devising a method to subsidize low-income businesses;

* Structuring the tax system to provide strong incentives for the business commu-
nity to maintain their traditional responsibility to offer health insurance.

3. Universal Coverage: This is one of the wealthiest nations in the world yet we
have glaring deficiencies in our current health care system. U.S. health care ex-
penditures account for almost 12% of the GNP yet we have 37 million citizens with-
out access to affordable/adequate health care.

We are the only industrialized nation in the world that does not have a universal
health care system—particularly for pregnant women and children. Perhaps it is
time to consider a long-term national policy that has “universality” as its primary
objective.

I recommend a national policy that provides equal access and that does not dis-
criminate on the basis of age, disability, family status or income. The plan could be
founded on our traditional system of employer-based coverage. I would also encour-
age a restructuring of our current delivery system, moving toward a more efficient,
cost effective model, e.g., managed care programs such as PPOs, HMOs, or Michi-
gan’s Physician anary Sponsor Plan.

Finally, policy should reinforce and expand public programs to provnde coverage
for the most vulnerable populations and those who fall through the cracks.

It is clear that this approach must be primarily a national strategy. No state can
long pursue a course of requiring universal employer-based health coverage if it is
to remain competitive with its sister states.

SECTION V—SUMMARY AND RECOMMENDATIONS

Unless action is taken now, the current trend toward increasing numbers of unin-
sured in this country will continue, and the situation will only get worse.

Unless we develop a broad-based strategy which relies on a public and private
partnership, either the public or the private sector will bear an inappropriate and
disproportionate burden in resolving the issue of the uninsured.

Unless financial access to health care is afforded for 37 million Americans cur-
rently without coverage, this substantial segment of our society will not seek medi-
cal care and we as a country cannot be a fully healthy society.

As the richest country with the most expeusive health system in the world, we
stand out as the only country that does not assure health care to all, including preg-
nant women, children, and even our poorest citizens.
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Uninsured Children, 18 Years and Younger, By Age Group,
in Michigan, 1989

Less than 1 year old 7.2%

1 loSyears < %—« 3 L.‘,s .A,;r (R ’ 22.2%,
a‘m S
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6108 years fix % ,,:M i 'g' “:g : 16.7%
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y S a’”‘%w\"ﬁ S EN “, & L‘}{f‘u:,/u RN j"'« e 30.6%
-
16 10 18 years 2.3%
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Percent
‘Source: Heakth insurance Survey of Michigan, 1989

Percent of Uninsured Individuals at Poverty Levels,
in Michigan, 1989

100% of Poverty Level or Less 41.0%
101 to 150% of Poverty Level
151 to 200% of Poverty Level
201 10 300% of Poverty Level
Over 300% of Poverty Levél
p

Source: Health Insurance Survey of Michigan, 1989
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Uninsured and Insured Individuals,
64 Years or Younger, by Type of Coverage
in Michigan, 1989 .

None (11.9%)

Public & private (3.6%)

Public only (6.3%)

Private only {76.2%)

Source: Haealth Insurance Survey of Michigan, 1989

Distribution of Population

Estimated Estimated
Type of Insurance Percentage’ Number**
Both Public and Private 3.6 295,809
Public Only 6.3 517,700
Private Only 78.2 6,426,200
None 119 977,900
Total 100.0 8,217,600

“Source. Heahh Insurance Survey of Michigan, 1389 (n=2564)
“*Source: Based on U.S. Cansus Bureau estimate ; of Total pogpulation in Michigan, as of Decembir, 1988
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Uninsured Individuals, by Age,
in Michigan, 1989

19-25 yrs. (25.1%)

26-64 yrs. (42.3%)

>18 yrs. (31.8%)

65+ yrs. (0.8%)

Source: Health insurance Survey of Michi an, 1989

Distributicn ¢f Population

Estimated Estimated
Age in Years Percentage® Number**
18 years or younger 31.8 ‘ 313,500
19-25 years old ' 25.1 247,400
26-64 years old . 423 417,000
65 years or older 0.8 7.900
Totat 100.0 985,800

*Source: Healh Insurance Survey of Michigan, 1989 (n=281)
**Source: Based on U.S. Cansus Bureau estimates of Total population in Michigan, as of Decamber, 1988
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Percent of Uninsured and Privately Insured Individuals
Within Household Income Strata
for Michigan, 1989

100 T Percent Individuals with No Insurance

80 +
60 +
w0+
31
0 307 553

<6 6-8 8-10 10-12 12-15 15-17 17-19 19-23 23-29 29-35 35

100 5 Percent indlviduals with Private Insurance
87.4
80 T
60 4 i
40 1 :
214 233 e
— -
123 A

6-8 8-10 10-12 12-15 15-17 17-19 19-23 23-29 29-35 >35

Household Income (thousands)

Source: Health Insurance Survey of Michigan, 1989
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Uninsured Adults, 18 Years and Older, by Link with Employer,
in Michigan, 1989*

22.9%
Not in Workforce

Not Linked
9.8% Linked
67.3%
Linked with an employer: Employed, Temporarity laid off, Sek-employed.
Not finked with an employer: Unemployed and looking. '
Not in Workforce: Retired, disabled, students, housewives, ummpbyo& and nat looking.
Source: Haalth Insurance Survey of Michigan, 1989
Distribution of Population
- Estimated Estimated
Linked to Employer Percent’® Number**
Linkes 67.3 477,700
Not Linked 9.8 69,600
Not in Workforce 29 162,500
Total 100.0 709,800

“Source: Heahh Insurance Survey of Michigan, 1589 (n=2C4)
“*Source: Based on U.S. Cansus Bureau estimates of total population in Michigan, as of December, 1388

Estimate is for adults 18 and older
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Health Status for Individuals with Private Insurance
and with No Insurance, 64 Years and Younger,
in Michigan, 1989

Indlividuals with Individuals with
No Insurance Private Insurance
Fair & Poor Fair & Poor
(12.6%) (7.8%)
Poor
Fair
(9.1%)—

Excellent
o ood Good- Excellent
(56.0%) (42.2%) (50.0%)
Distribution of Population
Non Insured Private Insurance
Health Status Estimated Percentage Estimated Percentage
Excellent 314 50.0
Good 56.0 422
Fair 9.1 6.7
Poor 3.5 1.1
Total 100.0 100.0

Source: Health Insurance Survey of Michigan, 1989 (ne2555)
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Uninsured Children, 18 Years and Younger; By Poverty Level
for Michigan, 1989

185% of
Poverty Level
or Less

Source: Haalth Insurance Survey of Michigan, 1989

Over 185%
of Poverty Level

Distribution of Uninsured Children

Estimated Estimated

Poverty Level Percentage* Number**
185% of Poverty Level

or Less 62.1 194,700

Over 185% of Poverty Level 379 118,800

100.0 313,500

Total

*Source: Health Insurance Survey of Michigan, 1989 (ne74)

**Source: Based on U.S. Census Bureau estimates of total population in Michigan, as of December, 1988
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PREPARED STATEMENT OF Davip W. BENFER

I am David Benfer, Executive Vice President of Henry Ford Hospital, and Group
Vice President of the Henry Ford Health care Corporation, Detroit, Michigan:
Thank you for the invitation to comment on the issue of access to health care for
the uninsured.

Health care for the uninsured is a growing concern in Southeastern Michigan.
Overall, more than 1 million people in Michigan are without some form of health
insurance coverage. 49% of the uninsured are thought to be in Southeastern Michi-
gan, and estimates place about 350,060 of them in Wayne County. Thus, the percent-
age of people without insurance in the Henry Ford Hospital primary service area
may be as high as 20%. In addition, a substantial number of people in the Wayne
County area are eligible for Medicaid.

One way to measure the level of need is to look at the amount of uncompensated
care hospitals currently provide and what the trends are. (Governor Blanchard’s
Access Task Force will soon be producing better local numbers regarding the need
in various parts of Michigan.) At Henry Ford Hospital, we currently finance $14
million per year for uncompensated care and will absorb an additional $16 million
in Medicaid underpayments this year. This financial burden has grown more than
40% over the past three years (attachment 1). Such costs are not unusual for simi-
larly situated hospitals located in Michigan central city areas. For example, south-
eastern Michigan hospitals saw their uncompensated care (exclusive of Medicaid un-
derpayments) grow from $140 million in 1985 to $196 million in 1987 (attachment 2).

Care for the poor has traditionally been available at community hospitals. This
care was supported by a technique known as Robin Hood financing or cost-shifting.
That is, hospitals, including Henry Ford Hospital, have been able to keep the doors
open to people unable to pay for their services by shifting the costs for providing
free care to other customers of the hospitsal.

What has changed to make cost-shifting less tenable in today’s world? Basically,
two things: First, costcontainment efforts by large purchasers, including the large
employers and the Federal and state governments, have reduced the ability of hospi-
tals to cost shift. Second, the total cost for uncompensated care that has to be fi-
nanced has grown dramatically as the number of people who can’t pay has in-
creased, and overall costs for health care continue to increase (due to technology,
aging of population, etc.)

The traditional cost-shift financing for uncompensated care works when large
payers, like the Blues and self-insured employers are willing to subsidize. But over-
all cost-containment strategies generally translate into fixed pricing arrangements
that minimize the large payor (including the State and Federal governments) expo-
sure to cost-shifting. In the June 19 issue of Crain’s Detroit Business, local business
executives identified containing business health care costs as a top priority. With
fixed pricing as a growing cost-containment strategy, the margin that has tradition-
ally existed to pay for charity care (and off set Medicaid underpayments) is disap-
pearing.

Henry Ford Hospital's present payor mix is indicative of the cost-based to fixed-
price reimbursement trend. Today, more than 80% of our business is fixed price. Six
years ago, that number was less than 15%.

PAYOR MIX (1988-89)

e s

326
252
18.6
18.3
2.2
6.1

I'm not here to defend the old cost-shift system. It's expensive and inadequate.
Our data indicates that a large percentage of unsponsored patients sre delaying
care until a emergent condition occurs. We track payor mix in our ER and the num-
bers reveal that about 20% of the services proviJ’ in the ER are for unsponsored
patients, compared to less than 109 of admissions for such patients. A simple ex-
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trapolation would suggest thousands of people in Michigan have limited access to
care and delay care until it results in an emergency room encounter.

While you can expect us to do everything in our power to survive in this very
competitive and rapidly changing environment, there are a number of factors
beyond our control that affect our future as individual institutions; chief among
them is the problem of financing care for people who can’t pay and don’t have in-
surance.

The current system is not working. More dollars are required just to stay even
with the existing programs for the neediest members of our society—the very
young, the very old and the very poor. Critical indicators such as infant mortality,
place parts of Michigan at the bottom of the list, Millions of people don’t get basic
care because they can’t pay for it and don't have insurance. In addition, the pool of
individuals entering the work force will shrink during the next decade, requiring
greater attention by employers to the health care needs of their workers. The ques-
tion is, where do we, as a society, look for solutions?

In today’s system, those who pay for health care act as the voice of the patient.
Under this system, there are 37 million uninsured Americans who have no voice.
We believe the congress has to be the voice for this group of citizens. Henry Ford
Health Care Corporation, along with many hospitals, have specifically expressed
support for senator Kennedy’s Employer Mandate approach. From our perspective,
any plan that (1) eliminates financial barriers to basic health care, and (2) assures
that providers (hospitals and physicians) are not competitively disadvantaged be-
cause many of their patients can’t pay for care is acceptable. Senator Kennedy's bill
is a big step in this direction for low income people who have jobs. From my per-
spective, Medicaid expansions and better Medicaid funding is also overdue.

The President’s Commission for the Study of Ethical Problems in Medicine and
Biomedical and Behavioral Research stated in its report to the President in 1983,
“Private health care providers and insurers, charitable bodies, and local and state
governments all have roles to play in the health care system in the United States.
Yet, the Federal Government has the ultimate responsibility for seeing that- health
care is available- to all when the market, private charity and government efforts at
the state and local level are insufficient in achieving equity.”

Our mission as an organization is to try to continue to serve in the best way we
can. We have no intention of backing away from the people of the City of Detroit
and people without the ability to pay. The Federal Government currently helps in
this regard.

Henry Ford Hospital carries one of the largest loads of people who can’t pay in
the entire state, and we train over 470 medical interns and residents, as well as 160
nurses and 45 allied health students. Many of the professionals trained at Henry
Ford stay in Michigan and a large percentage remain to practice in the inner city.
Those who stay in Detroit often will serve to train others to follow them. The Medi-
care program recognizes health manpower needs and service to low-income people
by providing targeted support to strengthen institutions that contribute in this
regard. In 1988, Medicare adjustments to Henry Ford Hospital for education and
care to low income people—constituted about $30 million. These payments are di-
rectly related to our ability to finance care for the uninsured. Stated another way,
any reductions in Medicare payments for Direct and Indirect Medical Education
costs or Disproportionate Share payments, directly adds to the current $30 million
we now finance for unsponsored care at the Henry Ford Hospital. We are concerned
that the current discussions in Congress about reducing Medicare hospital payments
will erode the present Federal effort to support uncompensated care costs.

The Medicare program provides Henry Ford Hospital with supplemental pay-
ments in recognition of our role in this community as a major source of care for low
income people and a major training institution for health care professionals. We re-
spectfully urge that such efforts be maintained as you search for long-term solu-
tions.

To summarize, new linkages between the private sector and government are
needed to ensure adequate, cost-effective health care for everyone. Government, em-
ployers, private payers and health providers have to work together to achieve broad-
based solutions. I personally believe basic health care is a right for every citizen. I
pledge our support-to your efforts.
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Table 4

'Bad delxs only

b
General Hospital Per Capita
Assistance RClI Hospitals Per Capita Uncompensated Care
Averape RCH I'er Capita Uncompensated Uncompensated Per Capita
Counties Monthly<Cases Expenditurcs Fxpenditure Care Care RCH Fxpenditure
Livingston 283 $0 $0 $870,272 $8.27 $8.27/%9
Macomb 2.0?1 $1.231,796 $2.74 $7,386,912 $10.45 $10.45/$1.79
5 .
Monroe 1,425 $81 .59.‘; $.02 $792,735 $5.98 $5.98/% .62
Oakland 4,747 $2,677,548 $2.61 $32,620.512 $3179  $31.79/52.61
St. Clair 2,062 $ 331,568 $2.23 $459.914 $32.29 $32.29/$2.33
Washtenaw 1,375 50 $0 $26,432,598 $95.48 $95.48/$0.00
Wayne 70,313 $49,854,516 $22.74 $120,906,944 $55.16 $55.16/322.74
.E. Ml e : 3 ’
-é987 \82.206:, - ’t‘\"# $54,177,023 $11.82 $196,000,000 $42.77 $42.77/$11.82
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Emergency Room Payor Mix

BC/BS 15%
Medicare 24%

Medicaid 19.6%
*Private 21.2%
Commercial 3.2¢%
HMO 17.0%

*Includes uninsured and a very small number who are self-pay.

Population Wayne County
State Demographic

Department of Management & Budget, Lansing

1990 Estimate Wayne County Population
2,156,600

Environment Assessment

SMSA & Outstate Wayne, Oakland, Mécomb,
St. Clair & Lapeer

Detroit
% Insured 89%
% Uninsured 11%

490,689

1987: Southeast Michigan Population .
4,583,133 <

.

1987: Southeast Michiqan Hospitals Uncompensated Care
$196,000,000 (charity and bad debt)

Uninsured
A. (1) million - State of Michigan

B. 49% of total (1) million in state are estimated to be in
Southeast Michigan

c. 550,000 estimated to be in wayne County

HFH Data
# Licensed beds: 937 -
-
% Medicare 28% Admissions
34% Days
1988
Total Days: 293,630*
Total Admissions: 37,345*
% Medicaid 16% Admissions
14% Days

*Exclusive newborn or prenatal
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PREPARED STATEMENT OF MICHAEL C. BOUCREE

Health Care for the poor and the uninsured has often been called or described as
“fragmented, episodic, crisis-oriented and underfunded.” Unfortunately, though
strides have been made to correct this gross inadequacy, complacency and disregard
for this system of health care has set in.

As the Medical Director of a community health center, which is one of the only
federally developed initiatives designed to deal with this population, it is my view
that inequities in the delivery of health care to the indigent, funding of care for the
indigent, manpower resources; to care for the indigent, and general lack of concern
for the medical and social problems of the indigent are ever evident and increasing
daily. This impression is further substantiated by President Bush’s “kinder and
gentler America” and his inclusion of community health centers in the “Black
Box”’—which as you know are a group of programs set to have drastic reductions in
funding (if not completely slashed), in order to reduce the national debt.

Community Health Centers have as their mission the delivery of comprehensive
primary care services to the medically underserved, regardless of race, color,
creed,sex, or the ability to pay. The uninsured compose approximately 30-50% of the
Community Health Center population in Michigan, according to the Michigan Pri-
mary Care Association.

WHO ARE THE UNINSURED WHO USE THESE CENTERS?

Seasonal and migrant farm workers, Hispanics, Asians, Whites, Blacks, Indo-Chi-
nese, American Indians and Haitian refugees. Interestingly however, they do not all
fit the stereotypical “uninsured” person which might be thought of. Many are em-
ployed and their employers simply cannot afford the cost of providing insurance cov-
erage; and therefore, must seek providers of care who will accept them as charitable
or potential bad-debt cases, and/or receive truly episodic, crisis-oriented care be-
cause of the cost of the office call. They are young, school-going teens in need of care
for clinical problems as simple strep throat and sexually transmitted diseases, to se-
rious problems as sickle-cell crisis and diabetic coma. They are increasingly persons
who are employed by one of the major car manufacturers in Michigan but who have
now been laid-off and have lost their Blue Cross/Blue Shield benefits or HMO carri-
er benefits.

They are those who seek sanctuary at a facility where concern compassion and
interest in their medical, dental, or mental-healti‘; problem and treatment for that
problem, regardless of third party payor is the rule and never the exception. Since
1965, when Neighborhood Health Centers were established, these persons and hosts
of others have sought health care at our centers, but with radical changes in fund-
ing status and reimbursement, these facilities face a tragic demise with the result
being the loss of access to health care for many people who, for obvious reasons,
could not afford to go elsewhere!

WHAT SERVICES ARE REQUIRED?

Primary health care encompasses a broad rangé of services which in essence are
services that are received at a users point of entry into the health care system. It
must basically include:

(1) A diagnostician, portrayed in the role of a physician, physician assistant, nurse
clinician, or a dentist,

(2) Diagnostic Services (both laboratory and radiographic),

(3) Emergence Medical Services,

(4) Preventive Health Services, and

(5) Education and Counseling Services under the heading of health promotion/dis-
ease prevention

Consequently, providers of primary health care are responsible for the vast major-
ity of referrals to secondary and tertiary providers. » ~

In the delivery of primary health care services and understanding the problem of
primary health care service delivery, we can look at it through 5 critical elements:

(1) Accessibility

(2) Comprehensiveness
(3) Coordination

(4) Continuit

(5 Accountagility

It is through these fundamental elements of primary care I will bring you into
the world of the uninsured as they travel through the maze of health care.
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Accessibility
Reports document that:

—one in 6 blacks and one in 4 hispanics is completely uninsured compared to one
in 11 whites;

—persons who have no health insurance are 50% less likely to receive needed phy-
sician’s services and 90% less likely to receive needed hospital care;

—an estimated 37 million Americans which reflects 13.5% of the nation's civilian,
noninstitutionalized population have no private insurance or public coverage
to help pay medical needs. Nearly one half are from low-income families and
almost one-third are children;

—one million Americans annually are denied health care because they cannot pay-
for it and an additional 14 million do not even seek the care they need because
they know they cannot afford it;

—homelessness is an ever increasing population in America and many are not even
eligible for governmental or state entitlement programs. These persons do not
even know where to go for health care much less to determine or identify how
they will pay for the health care they receive;

—persons who are infected by the human immune deficiency virus (H1V) have no
provider to turn to because of fear of rejection, poor quality care and abandon-
ment not only because of their diagnosis, but because of their inability to pay,
thus increasing their morbidity and hastening their premature death;

—disproportionate high infant mortality rates for black mothers opposed to white
mothers because of lack of accessibility to a health care system;

—untreated substance abuse problems increase because of a lack of monetary funds
to seek professional health care for guidance to counseling and rehabilitation
services.

Through enhanced funding availability, existing community health centers would
be able to advertise their ahility to serve the population at large and acknowledge
their expertise in diagnosing, treating and managing primary care illnesses and uti-
lize the resources and linkages they have available and thus reduce the poor and
undesired outcomes to many preventable and treatable diseases; further, this en-
hanced funding would allow development and establishment of health centers in
critically needed areas where there is an unmet need, which totals 25% according to
a recent study by the Michigan Primary Care Association (MPCA).

In short, accessibility refers to the ability and ease to with which one can seek
and receive health care without insurance. As a mission objective of community
health centers, we have provided this avenue, but the demand for our services far
exceeds our ability to accommodate these persons and must therefore, unfortunate-
ly, limit the 33 million Americans who need us. Those who do access our services
are placed on a sliding fee scale according to household income, and receive medi-
cal, dental, and counseling services based on their income.

COMPREHENSIVENESS

After matriculation into a system of health care, a whole new world may exist.
Should a problem be too difficult for the primary care physician to handle or hospi-
talization, rehabilitative, or special educational services ome needed, the client
must be referred to a system which can manage this problem. For without this abili-
ty, the first component of health care service delivery (accessibility) is violated.

Health care providers in community health centers through the support and fa-
cilitation by the Administrators are likely to have established linkages with local
community agencies arid hospitals to provide services beyond the scoge of primary
care intervention. As such, the patient with chest pain who has sought care at the
community health center can have the benefit of a cardiologist evaluation if needed
and/or non-invasive or invasive diagnostic cardiology procedures to determine the
causes of the patient’s chest pain. This is usually performed at the discounted rate
or charitable fee to the patient.

However, due, to the unfortunate malpractice issue beleaguering Michigan physi-
cians and physicians nationwide, they are reluctant to see any patients without in-
surance because of the reported litigious nature of uninsured clients, the risk of
their practice becoming known as the ‘“poverty doctor” practice, and the loss of
income resultant from treating a number of uninsured clients without subsidy. To
compound issues, public hospitals are facing rapid closures because private hospitals
are not willing to accept charity cases, and tgerefore the uninsured cases are all
“shipped” to the public hospitals. Local and Federal agencies are drastically reduc-
ing funding to the public institutions in attempts to make them more self-sufficient.
Yet, while this maturity has developed clinically, the economic climate has stifled
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further growth and placed limits on their expenditures while mandating they meet
the demands of the public health need on a ‘“shoe-string” budget. Further, agencies
may not accept patients info their substance rehabilitation programs because of a
client’s uninsured status. These issues therefore provide secondary barriers for
access to true comprehensive health services.

Community Health Centers are usually capable of providing the access to these
services by virtue of informal and formal, non-monetary agreements with private
practitioners. hospitals and agencies to provide for the needs of their clients.

COORDINATION/CONTINUITY

Once the client accesses <he system, and is referred to a specialist for specific
treatment, the questions of health promotion/disease prevention activities, of
health maintenance, and “family doctor”’ must be answered.

That is, once the immediate clinical or social problem has been addressed, ongoing
tnerapy must be continued and a harmony between the consultant and primary
physician must be effected in an ongoing fashior. Further, in the event an unrelat-
ed illness should arise, the patient should be abie to maintain the relationship with
the physician at the point of initial contact.

It is unfortunate that many persons who are uninsured see the Emergency Room
as their place for primary and consultative medical needs because of either the lack
of a physician to coordinate their care or the lack of a physician to provide care on
a continuous basis. “By making high quality primary care available, community
health centers have been effective in persuading poor families to end their reliance
on more expensive and less appropriate emergency rooms. Families also learn to
make use of preventive health services Health Center patients use more primary
health care and are better Immunized. Forty percent of all health center visits are
for preventive and health maintenance care and a greater percentage of health
center patients receive physical exams.”

The responsibility for performance, delivery, coordination and follow-up of these
activities generally fall to the physician as he/she is ‘‘the attorney for the poor,” as
the scientist Virchow put it. However, in a community health center, where there is
a very high patient-to-provider ratio, by virtue of its administrative and clinical sup-
port structure, nurse clinicians, social workers and in rare cases, case managers co-
ordinate the care for the patient under the guidance of the primary physician and
facilitate a smooth and healthy continuance through the life

ACCOUNTABILITY

This final element embodies several different aspects intangible to the primary
care recipient Primarily, they are:

(1) quality of care assessment

{(2) reimbursement -

(3) mission objective satisfaction

It is a common misconception that care rendered to the poor is poor because not
much can be done. However, the care and consideration rendered to one who has no
insurance should not differ from one who has insurance. After All, the insurance
should not determine the quality of care provided, the one who provides the care
should! “Health centers have schieved a very high level of satisfaction among the
patients they serve, One study showed that center users rated centers higher (by 2
to 1) than any other major source of health care, including private physicians, be-
cause of their quality, comprehensiveness, attentiveness and convenience. Those
interviewed said that they would choose health centers even if other providers of-
fered care free of charge.”

Our centers are funded under Section 330 of the Public Health Service Act, and
in some cases under the Stewart B. McKinney Act, and we therefore are able to
subsidize the cost of the discounted office call, x-ray and/or lab procedure, and any
other onsite service for our uninsured clients. However, as persons with Medicare
and Medicaid find it difficult to find providers to accept their form of insurance,”
they seek care at our centers and our grant monies must be stretched to offset the
low reimbursement of these carriers Approximately 50-60% of the Communit
Health Centers population fall into this category. Of the uncompensated care, whic
is approximately 30-50% of the clientele, a large percentage of this income must be
written off as bad-debt. It is here that our Federal monies should be used but,
cannot be because of the above. According to the American Medical Association, a
recent survey cited that of the 76.8% of physicians in fee for service practice who
provided care to the uninsured, these practitioners experienced a 9.1% average re-
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dulc]tiondin potential revenues .with 6.3% of the total practice billings never being
collected.

As a non-profit organization, by definition, we are not interested in making a
profit. However, we are mandated by the Federal Government to collect and reduce
our dependency on Federal funding. However, whether we want to or not, our de-
pendency is being rcduced because of reduction in Federal and State dollars, yet
with this reduction there is a concomitant rise in demand for our services. And
therefore the groundwork for the controversy over care for the uninsured increases
and the dilemma in effecting the balance between advertising for service delivery
and capability for service delivery is set.

In summary, “the poor and sick should be given some care because to give such
care reflects the best ideals of how we want our physicians, citizens and society to
be. The highest motive for treating the sick [and poor] is . . . the highest form of
moral excellence.” The facts piosented here only scratch the surface of the plight of
the uninsured in their qu.st for health care. But through it all, our health center,
Hamilton Family Hea!:!. Center, like other Community and Migrant Health Centers
in Michigan and across America are able to proudly stand and recite our mission
andffe?l comfortable that we are meeting our program and mission objectives with-
out failure.

PREPARED STATEMENT OF SENATOR JOHN H. CHAFEE

Mr. Chairman, I commend you for holding this hearing. Unfortunately, a prior
commitment prevents me from being here today. I intend to study the testimony
very carefully because I believe that one of the most serious and troubling problems
we face in this country today is the number of people, especially children, who are
without any health care coverage.

Providing access to health care for all Americans is a matter both of moral re-
sponsibility and of economic necessity. Why? Because it is wrong for anyone to
become ill simply because he or she does not have access to primary and preventive
health care. Because it is wrong that emergency rooms are often forced to provide
that primary care. Because it is inefficient for our health care system to pay for
illnesses that could have been prevented.

If present trends continue, American business will confront a serious labor short-
age in only a few v~ars. By 1990 the impact of new technologies is expected to drive
total private sector deriand for employment to 156.6 million jobs—nearly twice that
in 1978. Small businesses are already having difficulty filling available jobs. Even if
these estimates are only close to the mark, there will be a shortage of over 23 mil-
lion Americans able to work.

As the perccntage of children in our society continues to decrease, our labor short-
age will becume even more acute. Not only will there be a lack of qualified job seek-
ers, there will also be a simple lack of people to become qualified.

We cannot afford to allow any potential worker to become afflicted with a serious
illness which could have been prevented. This applies to infants, children, and teen-
agers as well as those currently in the workforce. In order to prevent such illness,
these individuals must have access to good and affordable health care.

One of the most obvious examples of this is the debate in both the private and
public sector over prenatal care. Prenatal care is perhaps the most cost effective of
all health care services. Yet, there is a great deal of reluctance to cover it. How
absurd. It costs about $700 to give a mother a proper prenatal care package. On the
other hand, care for a low birthweight baby costs at least $7,000. The care of a baby
born with a developmental disability can exceed one million dollars over its lifetime.

When you think of this in terms of investing in our future, the reluctance to pro-
vide appropriate health care is astoundingly short-sighted. Quite simply, given our
economic situation and our concern for the future this is an investment we can - ~t
afford to avoid any longer.

It is for many of these reasons that in the last Congress I introduced MedAmer-
ica, S. 1139, which would substantially expand the Medgicaid program to offer health
care coverage to the neediest of those who are currently uninsured.

edAmerica would build on the existing Medicaid program in four ways:

First, it would sever the tie between Medicaid and cash benefit programs—such as
AFDC and SSI. With a few exceptions, only those who are eligible to receive welfare
can get Medicaid benefits. As a result, on average only those who are under 48% of
the poverty level are currently receiving medical assistance through Medicaid.
Under my proposal, states would have the option of providing Medicaid benefits to
anyone whose income is below the Federal poverty level, which is $6,000 for an indi-
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Vid]l;al and $12,000 for a family of four, regardiess of whether or not they qualify for
welfare.

Second, it would allow individuals—the so-called “working poor”’—whose incomes
are between 100 and 200 percent of the Federal poverty level to purchase health
insurance through Medicaid for an income-adjusted premium, not to exceed 3% of
the individual or family’s adjusted gross income. This provision would allow a
family of four with an income of below $24,000 to purchase Medicaid insurance.

Third, it would allow persons with family incomes and resources in excess of
200% of the Federal poverty level to purchase Medicaid for a non-income adjusted
premium if they have been excluded from private health insurance coverage be-
cause of a medical impairment or disability or if they have exhausted one or more
benefits under their private insurance plans.

Finally, the bill would allow businesses of less than 25 people to purchase the Me-
dAmerica plan for their employees if they can not find comprehensive health insur-
ance at a reasonable cost in the private sector.

If all of these provisions were adopted, MedAmerica would cover about two-thirds
of the 37 million who currently have no health insurance coverage.

I introduced this proposal because I felt that discussions on how to deal with the
issue of the uninsured and the underinsured were overlooking an important option:
the use of an existing public system. Even if Congress were to mandate that busi-
ness provide health insurance to all employees, we would still be missing a large
portion of those currently without coverage.

Some people have been critical of the idea of expanding a Federal program in a
time of high deficits. I don’t agree with them. I do not believe we can afford to
ignore the health care needs of our citizens any longer.

What are our options for financing? -

I believe that a combination of private and public sector involvement and financ-
ing is necessary. The real access problem is for those who are in lower wage jobs
and with smaller companies that are operating with limited cash flow. Small busi-
nesses have a particularly difficult time finding reasonable rates for health insur-
ance and as a result, they rarely are able to offer the benefit to their employees, let
alone the employees’ families.

MedAmerica as introduced does not address the financing issue and I am current-
ly working with concerned individuals and organizations, to arrive at a method of
financing which will allocate costs fairly and treat universal access to health care as
a shared responsibility.

_ Once again Mr. Chairman, I commend you for holding hearings on this critical
issue.

PREPARED STATEMENT OF DAvID DiLLOwWAY

My name is David Dilloway. I am here today to talk about my wife Arlene and
our experience with the health care system.

My wife is a diabetic. She has been a diabetic for over 15 years. These last 6
years, she has been on insulin. We have had health insurance off and on during this
time, but were lucky because she never needed any major medical treatment. When
I worked union, they paid for part of our insurance. When I worked non-union, how-
ever, | wasn't entitled to any benefits. For a short time, | was on ABC and we re-
ceived Medicaid. Now I have gone back to work and there is no medical insurance
offered. This is not unusual because small companies can’t afford to supply insur-
ance for sub-contractors which is how I earn my living.

Part of the Arlene's medical problems started back in 1984 when she got a piece
of wire in her foot. The doctors misdiagnosed her and consequently she lost two of
her toes. As a result of the diagnosis, we received a small legal settlement. We
hnped the settiement would enab%e us to purchase health insurance, but because of
Arlene’s diabetes, know one would insure her. I went through the telephone book
and tried at least 20 different insurance companies. It didn't matter that I had the
money. No insurance company would take her because of her pre-existing condition.

In January of 1988, the night of the Super Bowl game, Arlene developed severe
stomach pains. We called the doctor and he said that because we didn’t have health
insurance, he would meet us at his office and he would check on her condition. He
gave her a shot of Demerol to kill the pain and calm her. Her doctor continued to
give her shots of Demerol and other pain-killing drugs. He also ran several tests,
including an Ultra Sound, and a Cat Scan at the Lapeer County Hospital (LCH).
After the all those tests, he did not know what was wrong with her and referred her
to the University of Michigan Hospital
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After 3 weeks of waiting, Arlene received her first appointment at the U of M
Hospital. After a special test, the doctors found blood in her stool and ordered a
colonostomy to be performed on her the next day. At first glance, they thought she
might have an ulcer but they weren’t sure. They put her on some Ulcer medication
for 3 weeks until her next appointment: Before she had a chance to go back, howev-
er, the pain suddenly moved into her right side. This meant that it was not an ulcer
but rather a problem with her gall bladder. The doctor told us that she would have
to have it removed. At this point, we had over $2,000 in outstanding bills. We had
no insurance and we were guickly falling into debt. We were not even thinking
about the money, until the U of M Hospital administration informed us that we
would have to pay $5,000 in full before they would perform surgery on Arlene. The
Administration cited that Arlene’s surgery was considered elective and therefore
not immediately necessary. Even though the doctor insisted that Arlene’s gall blad-
der should be removed immediately, the hospita} refused to admit her without com-
plete payment. This was the first hospital that refused to treat her. I kept thinking
to myself—what am I going to do?

Since we couldn’t afford to pay U of M that large amount of money, we decided to
return to LCH. They had seen her before and knew what was wrong with her.
Before they would treat her, however, they made us sign a paper indicating that we
would pay $200/month. We had no choice but to sign the paper. LCH ran more tests
on Arlene. These were the same tests that the U of M Hospital had just completed.
These test results indicated that she was too serious for their hospital to treat. They
said her blood pressure was too high, her sugar was out of control, and she was
anemic. The doctors felt that. the hospital didn't have adequate facilities if some-
thing should go wrong. They said she needed a major medical center like the U of M
1I:Ios(;wit,al, where she had just been refused due to lack of medical insurance and
unds.

Arlene’s pain became so unbearable during the next couple of days that I had no
choice but to take her to Hurley Hospital’s Emergency room. While she was there
they administered more tests. Again these were the same tests that the LCH and U
of M Hospital had previously given Arlenc. Her conditions was scrious. In fact,
within 3 days, Hurley Hospital removed Arlene’s gall bladder.

From the moment Arlene’s health problems became serious and we were spending
money on doctors, hospitals, and medication, we began to worry about our financial
situation. I needed some help from someone so I decided to go to the Lapeer County
Department of Social Services. They advised us to withdraw the application because
it would be denied for two reasons; we had excessive business assets and she was not
considered totally disabled for 12 months. This meant it was useless even filling out
an application because Arlene would not qualify for any financial or medical assist-
ance. This was really a problem. I knew that I wouldn’t be able to pay for these
medical’ bills or any others that would come to me. I work in construction and this
type of work is pretty unpredictable. If there is no work, I don’t get paid. Arlene’s
bills for medical expenses now totaled well over $8,000. We had many people con-
tacting us about our outstanding bills. We even had Knollwood Clinic’s accounting
office where our family doctor practices send us a certified letter and tell us that
they could no longer treat Arlene because we could not afford to pay them.

After the hospital removed Arlene’s gall bladder, they were sure that her prob-
lems would disappear. Shortly thereafter, however, her eyesight began to fail. I took
her to Lapeer Eye Clinic where they gave Arlene emergency laser treatments in an
attempt to save her eyesight. They were unable to treat her eye problems and in
turn referred her to Kresge Eye Institute in Detroit for more laser treatments and
subsequent surgery for a etac{xed retina. Also, they detected the first sign of kidney
failure. We were told, however, that her condition was not critical and she would be
released. Three days later, she was admitted to Mercy Hospital in Port Huron for
stomach pains’, nausea and vomiting. This time she was diagnosed with a Hiatal
Hernia. She stayed in the hospital for 6 days. After Arlene was released, I spent the
next couple of months driving her to the doctors. Arlene was verf' sick and needed
to go to the doctors regularly. Since she could not go to our family doctor, I had to
find another one. When I did it was far away from our home. I was having to take
1-2 days off per week from my job to drive 120 miles round trip to the doctors with
Arlene. This was an expensive all day trip.

Arlene’s kidney function was now at 45% so the doctors referred her to a kidney
specialist in Port Huron. The kidney specialist couldn’t do anything to help so he
referred her to Wayne State University School of Medicine where she saw two more
doctors. These doctors have informed us that her kidney function is down to 15%.
They recommend that she prepare for dialysis. They believe that Arlene will be on
dialysis before September. The surgeons who will install the tubes, scheduled Arlene
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for an appointment on the 21st of July. On the schedule it says payment in full on
day of appointment. Once again, because we don’t have insurance, if we can’t pay
the money up front, we can’t get this important preparatory surgery.

I know we can’t pay that money up front. We don’t have that kind of money.
Presently, we are being sued by two doctors and I have been subpoenaed to appear
in court. Incidently, one of these doctors once said to me while he was examining
Arlene, “my heart sure goes out to her.”” He felt very compassionate until he found
out she couldn’t afford treatments. Now he is suing us. Furthermore, 1 have $25,000
to pay in medical bills. Because I have lost so much time at work driving Arlene to
t}l1e doctors, I can’t even afford my house payments. The bank has threatened fore-
closure.

I have tried to seek help through the various programs avaiiable. The Red Cross
has been very limited, but of some help. The United Way, the Kidney Foundation
and the Diabetic Foundation all can’t get involved on an individual basis. I talked
with the Lions Club, but never heard from them after my first call. I also went to
the Social Security Office for assistance. Because Arlene has not worked 5 out of the
last 10 years, she is not eligible to receive disability benefits. It’s very frustrating to
go to these agencies and ask for help but never receive anything from any of them.

It doesn’t seem fair that we to have to experience this financial failure all because
I refuse to quit working. As long as I continue to work, there is no help available. 1
believe that this clearly represents how are present system fails people like Arlene
and me. If the U of M Hospital had helped Arlene from the beginning, I believe, she
would not have lost her eye sight or be facing kidney failure today. It is really some-
thing when our present system only gives medical insurance to those who are com-
pletely impoverished or near death.

PREPARED STATEMENT OF CHEnYL EICHLER

My name is Cheryl Eichler. I'm 28 years old and ! have had Crohn’s Disease for
the past 12 years.

[ was first diagnosed as having Crohn’s Disease in November of 1976. I was 16
years old at the time. I went to the hospital in Dade City, Florida, because 1 was
experiencing a lot of pain in my side and lower abdomen. I was having dizziness,
fainting, and tired very easily. The doctors told me 1 was anemic and after many
tests, diagnosed Crohn's.

My family then moved back to Michigan in March of 1977. I was admitted to
Wayne County General with the Same Symptoms. I had my first surgery when they
found it necessary to remove part of my colon. I was in the hospital a total of 3
months. Luckily, my mother was receiving assistance through the Aid to Dependent
Children Program and because of this Medicaid we were able to survive my first
battle with Crohn'’s.

I didn’t have any problems until the middle of 1982. I had graduated from high
school and found work at Manpower Services. Although 1 had no benefits, I was
able to support myself. But soon I was in constant pain. My stomach had swollen so
much that I couldn’t even wear my clothes comfortably. I waited until the pain was
so bad, about 6 months, before 1 went for any treatment. Why? Because I didn’t
have any health insurance and didn’t know how I would pay for medical services. |
was finally admitted to the hospital when an abscess began draining into my stom-
ach. I could not eat or drink anything for 8 months. The drainage never stopped so
in August of 1983 they took out more of my colon and performed an ileostomy. I was
able to apply and receive Medicaid to help cover the costs of the treatment. Unfor-
tunately, Medicaid only solved the immediate problem, and when I had recovered so
that I could return to work, I was again without any type of medical insurance or
assistance.

I found a job at 7-11 and was again able to meet my daily living expenses. Even-
tually, I was offered a salaried position and earned about $12,000 a year. But by
October of 1985, 1 was again suffering the effects of Crohn’s. I waited two weeks
before going to the hospital because 7-11 offered no health insurance benefits.

By September 1986, I had developed peri-rectal abscesses. They are extremely
painful and produce a great deal of drainage. But again, I didn’t seek treatment
until the end of 1987 or beginning of 1988 because I was very scared, had no insur-
ance, and didn't know how I was going to pay for any more treatment.

Finally, in March of 1988 I had outpatient surgery for drainage of the abscesses. |
set up a payment plan for this bill and am still making payments for the surgery. |
also have added expenses for the care of equipment of my ileostomy. I was seeing
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the doctor approximately every 2 weeks. There was also the additional expense of
my prescriptions.

On May 15, 1989, I was forced to resign my position at 7-11 in order to be admit-
ted into the Westland Medical center. I was losing weight, was very run down, had
a lot of pain, and the abscesses were draining heavily. I am still in the hospital.
When I had my first surgery in 1977 my bill for 1 month of care amounted to about
$20,000. Now after 1 month of hospitalization my bill is over $34,000. Twelve years
ago I had my Mother’s Medicaid to help pay for the bill. Today, I have nothing. 1
applied for Hill-Burton Funds from Westland Medical Center but was rejected be-
cause my $12,000 a year income was too great to qualify. I've applied for Medicaid
as well but have been told that I do not meet the definition of disabled. They told
me they would review the case further but that it could take and additional 45-60
days to reach a decision.

In the meantime, I am ready to be released but only if I can continue on my
present 1V treatment for the next three months. But without the promise that Med-
icaid will help pay for the treatment, the suppliers will not provide the equipment.
One bag of hyperal for the IV costs over $100. I've used over 70 bags since I've been
at Westland. Eventually, I will need more surgery to remove the rest of my colon.
Without the surgery, there is a good risk that I would develop cancer. Until I can
get some kind of aid, I will have to remain an inpatient at the hospital.

Even if, by some miracle, I'm granted Medicaid for this latest bill, that only solves
the immediate problem. They don’t know what causes Crohn’s Disease; therefore,
there are no cures. There are many people in my situation, and for us this is a life-
long illness.

Ahead of me lies the frightening task of finding another employer who will be
sympathetic to my disease. Even if I'm lucky enough to find something, I'll be
unable to find a job that will provide coverage for my treatment. Those of us with
Crohn’s could never work enough or make enough to pay for the long-term care
that is involved with this disease. There is also the constant worrying and emotional
stress of “How am I going to pay for these bills.”

The treatment involved in battling this disease is extremely expensive. Someone
like me who earns about $12,000 a year can never afford to pay for all of this. I
think there is a definite need for help to the uninsured people in my situation and
situations like it.

PREPARED STATEMENT OF J.W. ERWIN

Good morning, Senator Riegle. My name is J. W. Erwin. My son and I own a fruit
and vegetable market called Erwin Farms on 10 Mile Road in Novi. Erwin Farms is
our family orchard and has been in operation since 1922. I opened the retail store in
1963. My brother now runs the Orchard. I would like to thank you for holding a
hearing in Michigan to listen to small business problems in providing health care
coverage for employees.

I am here today to tell my story and also to represent the 22,500 small business
owners in Michigan who are members of the National Federation of Independent
Business. About 84 percent of NFIB's members in Michigan employ 19 people or
less, fifty percent have 5 employees or less. Finding affordable health insurance is a
major problem for us.

Our store employs 18 people, including five family members. We have a good
record of employment and have not laid off any people in years. Qur employees
become members of our business family and it's important that we help them in
any way possible.

Our Blue Cross/Blue Shield coverage last year increased $50 a quarter per em-
ployee for a total of $200 per employee. OQur coverage is through the Farm Bureau,
of which I am a member and have been for years. If I did not belong to the Farm
Bureau, the insurance costs would be even higher due to the small size of our busi-
ness. Because of the cost of health insurance, I am only providing coverage for four
of my full-time employees. Without the help from the Farm Bureau, 1 probably
wouldn’t be able to afford coverage for anyone.

It costs me $764 for three months of health insurance on one employee, or about
$3,056 per year, not including expected premium increases. In computing what it
would cost me to cover part-time employees, I found that for an employee who
works 17 hours, insurance coverage would cost $3.16 per hour. If the employee
works 20 hours a week, the cost is $2.69 per hour. The cost for this coverage on a
full-time employee breaks down to $1.35 per hour. Since my part-time employees
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earn between $4.50 and $7.00 an hour, providing insurance would be almost double
my payroll costs for those employees.

Several years ago, through our local Chamber of Commerce, we were able to get
less expensive group coverage. The insurance was cheaper, but the benefits were not
as good, and we returned to Blue Cross/Blue Shield through the Farm Bureau.
There aren’t many choices for us, and on my own it's too expensive.

I believe that much of the increased costs are due to doctors scheduling far more
tests for patients through fear of malpractice suits. These additional tests not only
add to the cost of each claim, but require our employees to be away from the busi-
ness for much longer periods of time. This, too, costs us money.

In closing, I would point out that my employees receive health care coverage tax
free. I pay 100% of the premium costs. However, to me—the employer—it is not tax
free. Seventy percent of the cost comes out of my pocket—out of my profit margin,
which isn’t great to begin with. Also, as the cost increases, the employee does not
see this as a pay increase, but it really is. It does not act as a reward and does not
increase productivity like a regular pay increase would.

Our retail store sells primarily perishable items. We are directly competing with
big supermarket chains like the A&P and Kroger which are less than a mile from
my place. Last year our net profit was $32,000. If insurance costs continue to rise
and government continues to mandate benefits, we will reach a point where it will
no longer be profitable for us to stay in business.

When health insurance costs keep going up, they are either paid by what would
be profits in our business or by the customers when they come in to buy our fruits
and vegetables. This is inflationary! Those types of costs can't be completely passed
on to my customers if I want to keep those customers, nor can I get rid of enough
jobs to absorb those costs without hurting my business. Big increases in insurance
put me and my business in a no-win situation.

Please help small business owners in Michigan and the nation to find a solution
to this costly and burdensome problem. Small business owners want to provide
health care coverage. They care to keep good employees.

There is a perception that all small business owners have deep pockets and can
afford these costs, as their profits are high. In the average company, employee com-
pensation is six times greater than profits—six times as big. Seventy-percent of our
national income is paid out in compensation to employees. That’s 75 cents out of
every dollar.

PREPARED STATEMENT OF RASHI FEIN

My name is Rashi Fein. I am Professor of the Economics of Medicine at the Har-
vard Medical School. I chair the Technical Committee of the Committee for Nation-
al Insurance, which developed the Health Security Partnership National Health
Plan, to which I shall refer.

I am extremely pleased to be here and to comment on the issue before this Com-
mittee. I have been doing research, teaching, and writing on issues in health eco-
nomics since my first Federal Government employment as a staff economist on
President Harry Truman's Commission on the Health Needs of the Nation in 1952,
almost 40 years ugo. I believe that we are closer today than ever before to enacting
legislation to deal with the twin issues of universal insurance and cost containment.
We are at the beginning of a process of serious discourse and debate.

You wiil note that I referred to two issues: the need to increase financial protec-
tion and access well as the need to contain costs and control expenditures. I am
aware that the topic before us is somewhat narrower. It focuses on the specific
needs of the uninsured and unemployed. But I believe that an effective and sustain-
able program for today’s uninsured requires the development of a universal pro-
gram hat covers all parts of our population and that, at the same time, addresses
the problems caused by the continuing annual increases in health costs, prices and
expenditures.

I shall not elaborate the data on he uninsured or on health care expenditures.
You know those data and are reminded of them by your constituents, by individuals
who are hurting because they lack access and by firms that each yea are forced to
spend an increased amount for health insurance premiums.

But though 1 shall not detail these matters, it is important that we not ignore or
forget the dimensions of the problems: there are almost 40 million Americans and
this number has increased during the 1980’'s—who have no public or private health
insurance protection. Furthermore, the annual increases in the costs of health in-
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surance and in health care expenditures far exceed the annual growth in the Gross
National Product and in the revenues and profits of individual firms.

America cannot continue on this course indefinitely. We are being driven in a di-
rection which will require action—action to contro! and contain health expenditures
lest we discover that the American economy, which already spends more on health
care than does any other industrialized nation, can no longer compete effectively
with other economies, lest we discover that rising health expenditures lead to de-
clining profit margins and declining investment. We are also being driven to take
action because the increase in the number of uninsured and underinsured will
result in declining levels of health in our population and because the need to pro-
vide care even if the uninsured patient can’t pay will contribute to the fragility of
various health care institutions and to the coming apart of our health care system.

Both issues must be dealt with if we are to achieve a program that would be
stable over any sustained period of time. Were we to enact a program that would
provide universal insurance but which ignored costs, we would find that as costs es-
calated year after year we would be driven to cut back on the benefit package and
on the coverage of the program. Similarly, were we to pass a cost containment pro-
gram without assuring universal health coverage, we would find that expenditure
containment goals would be met through reductions in quality and by denying care
to some individuals.

Those factors led the Committee for National Health Insurance to appoint a
group of individuals who, over a period of time, developed a universal health insur-
ance program, rooted in equity and designed to deal with cost containment issues.

I would like to make one more point before describing the program that we have
developed. That point is that, important as it is to address the problems of individ-
ual population groups most in need of care—the unemployed, the poor, patients
with AIDS, young children, pregnant women, and so forth—the fact is that pro-
grams that address specific beneficiary groups are difficult to administer because
they require sorting people with changing demographic and economic characteris-
tics—today you're unemployed, tomorrow you have a job—and are difficult to sus-
tain over long periods of time—their support waxes and wanes. Our universal social
security system has fared better than our welfare systems; Medicare, which covers
everyone, has fared better than has Medicaid. All of us can and should support pro-
grams that are designed to assist those who need help, including the unemployed.
But we know that that assistance would be more effective and would last tnuch
longer if special programs were replaced by universal programs in which, for exam-
ple, the fate of the unemployed was inexorably intertwined with the fate of the em-
ployed; in which the fate of the poor were inexorably intertwined with the fate of
the rich and of the middle classes.

Let me turn to a description of the Health Security Partnership. 1 shall do so by
very briefly describing some of its important characteristics and how it is designed
to achieve its various goals.

(1) It is a universal program that provides comprehensive insurance benefits,
funded in an equitable manner.

(2} It is based on a partnership between the various levels of government. Specific
tasks and responsibilities are assigned to the Federal Government and the various
states.

(3) It provides for uniform benefits across the land, but permits inter-state choices
and variation in the ways in which the individual states enroll their residents, ad-
minister their programs, and finance benefits. These differences would reflect the
preferences of the people served by the various programs.

(4) It supports effective cost-containment by requiring the development of state
health budgets and by creating a system designed to lead to informed discussion
debate, budget choices, and trade-offs.

(5) It has built-in quality-enhancing measures, including effective and comprehen-
sive technology assessment and evaluation of the effectiveness of various clinic
interventions and laboratory procedures.

Let me amplify some of the points have made.

The Health Security Partnership program is built on a partnership between Feder-
al and state levels of government. That partnership represents a welcome and nec-
essary departure from earlier designs. Previous national health insurance programs
looked to the Federal Government to enroll, finance, and administer the program.
In contrast, our program looks to the states to enroll the population that would be
covered (and that includes all residents of the individual state) and to administer
the cost control and quality assurance efforts for the program that each of them will
be operating.
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We look to the states because the level of competence in many of our states has
risen significantly in the last decade and because we believe the quality of decisions
about trade-offs—such matters, for example, as the trade off between convenience
and expenditure—will be enhanced by having those decisions made closer to the
1;zeople who are affected. Health care is a local service and the new heterogeneity of

ealth care systems tells us that no single pattern of organization should or can be
mandated from the nation’s capital. We believe that the states are the nation’s lab-
oratories and should be encouraged to experiment.

Nevertheless, though we believe that states can measure up to their responsibility
in administering the health programs within their borders. We are aware that some
states will need financial and other assistance to develop and operate effective, com-
prehensive and universal health insurance programs. We therefore look to the Fed-
eral Government to do a number of things: to set the groundwork and rule for the
experiments by mandating a comprehensive list of benefits that all states would
have to provide—this, in order to ensure portability of benefits across state lines
and to prevent competition between the states in and around the benefit package; to
make financial resources available to the individual states—financial resources that
take account of state needs and state capacities to fund such programs; to require
that individual states develop effective cost containment and quality insurance pro-
grams. We would require the Federal Government to develop a budget for health
care and we would require that each individual state similarly develop a budget for
the services that would be covered under the health insurance program. We believe
that only as states, the private sector, and the Federal Government operate within
budgets will costs be constrained.

Even so, more than budgets are required and our program addressed issues in the
payment of physicians and of institutional costs. We suggest a number of specific
measures in the area of prospective budgeting, fee schedules, expenditure targets
and claims review that would enable payment for services to be contained within
reasonable and responsible limits.

We have designed a comprehensive benefit package that would provide financial
access to both physician and institutional services. Furthermore, we have included
the first phase of a program for long term care. It is worth commenting on the fact
that we have modest cost-sharing in our program. I do not think that the members
of the committee that developed this program believe that there is some inherent
virtue in having deductibles or co-insurance payments by individuals. We would
prefer to have a program that eliminated such cost-sharing. That can be done and,
indeed, has been done in Canada. Nevertheless, we recognize that, at this time, the
resources of government ave sirained and that there are and will be pressures to
reduce the premium or tax costs that would have to be passed on to employers or to
government.

The levels of cost-sharing that would be required under our program are modest
and we protect individuals against excessive cost-sharing by providing an upper
limit to the amount that any individual or family would have to pay on an out-of-
pocket basis. [ also want to stress that we have designed special provision to elimi-
nate all patient payments by individuals and families below the poverty line and by
persons with incomes up to 150% of poverty for pre-natal and well baby care. Fur-
thermore, we have proposed that there be no “balance billing." If individual states
or the Federal Government desire to operate a program with even less cost-sharing,
we would have no objection. We do not believe that deductibles and co-insurance
“build character” or are a necessary part of the therapeutic regimen.

While recognizing that individual states may enroll their residents in whatever
manner they choose, I think it is useful to describe two alternatives. There may
some states that will want to adopt a Canadian-like system in which all of the resi-
dents would be enrolled in a single financing program—though of course receiving
their care from individual and different delivery systems. Such a program might be
operated by the state, with or without the assistance of insurance companies or
fiscal intermediaries. It could be paid for through taxes or premiums but clearly
would involve a major transfer of tinancial responsibility from the private sector of
state government. This, I should point out, is in fact the way the various provincial
health insurance programs in Canada have chosen to operate.

The second alternative, the one I suspect most states would opt for, is administra-
tively more complex and is therefore not likely to bring all the savings in adminis-
trative expenditures that the Canadians have experienced. It nevertheless has sub-
stantial apgeal in the American context, largely because it extends and builds upon
programs that a ready exist.

Under this approach, employers would be required to provide or offer financial
support for the provision of health insurance for their employees. This approach is
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workable if adequate provision is made to Erotect those employers whose profit mar-
gins are very low and those employees who work only part time or at low wages.

In either case, of course, all residents of a state—including the unemployed—
would be enrolled in a health insurance plan. In the first case this would occur be-
cause all persons would be part of a single financing program. In the second case,
because state government would assume the responsibility for individuals who did
not receive insurance through their employer.

In order to prevent employment discrimination and unhealthy competition among
em%loyers in and around risk selection, the private/state insurance program would
be based upon community rather than experience-rated premiums. I can describe
the mechanism in three sentences.

(1) All employers would make a payment based on a community promulgated rate
to a central agency operated by or under the supervision of the state.

(2) Each employee would have the right to choose his or her deliverer of care and
to select an insurance company who would administer benefits and claims associat-
ed with that employee.

(3) The agency that has collected all the funds would transmit the appropriate
premium to the insurance company or (as in the case of an HMO) the deliverer of
care that the covered person has selected.

That a%proach, we feel, would make it possible to provide for equitable financing
and for effective cost containment. It would encourage competition around efficiency
in the delivery of care and administration of benefit and claims review programs
while discouraging competition around how to get healthy subscribers into your
group while passing off potential high risks to someone else.

There are many other features of the program that I could discuss, including of
course its quality enhancement provisions. The limits of this statement prevent my
doing so. I do, however, want to take the time to emphasize that I believe we are at
a turning point in the history of health insurance programs designed to achieve the
goals that we have discussed today.

This is the case because the American business community, shocked by the high
annual increases in health care costs, aware that other nations (including Canada)
anear to be getting more value for their health care dollars, increasingly cognizant
of the competitive disadvantage under which it operates, is now willing to engage in
discussion and debate about measures which it once rejected. I do not imply that
here is unanimity within the business community or even that some ‘‘favorite” ap-
proach has emerged. But one can discern a desire to solve the problems that I have
discussed, a willingness to engage in serious debate and consideration of alternative
apf)roaches.

believe it is time for that kind of public debate to take place. I believe that many
individual and organizations in the private sector, and many state legislators and
governors, look forward to a discussion of these matter There is renewed interest in
doing something about the financing of American health care. I would hope that the
executive and legislative branches of the Federal Government would participate in
and help provide some structure and some leadership for the discussions that in due
course will lead to action.

PREPARED STATEMENT OF WiLLIAM S. HOFFMAN

Mr. Chairman, my name is William Hoffman. I am Director of the Social Security
Department of the International Union, UAW. I appear before you today on behalf
of some 1.5 million active and retired members of tﬁe UAW and their families.

The UAW appreciates the opportunity to present our views on the very important
issue of health care for the uninsured. The BAW commends you, Mr. Chairman, for
your leadership in addressing one of the most serious social problems facing this
?ati_c;p: The lack of health insurance coverage for millions of Americans and their

amilies.

THE PROBLEM

A substantial portion of the population lacks access to even minimal health care
services. Today, 37 million Americans, approximate 16 percent of the population,
lack public or private health insurance coverage. Twenty-seven percent of the popu-
lation—more tfuan one person in four—is without health care coverage for at least
part of the year.

Significantly, about three-quarters of the persons without health insurance cover-
age are working men and women and their dependents. Although the majority of
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employers provide their employees with health care protection, a growing number
of employers do not offer any health insurance coverage.

In addition to the decline in employer-sponsored health coverage, there have been
substantial cutbacks in the Medicaid program. Presently, thcse with family income
below the Federal poverty standard may not qualify for Medicaid benefits if they
are not in families with dependent children, disabled or otherwise categorically eli-
gible for Medicaid. In 1984, the median level of qualifying income for Medicaid bene-
fits was 48 percent of the Federal poverty level. Only 42 percent of the nonelderly
population living in poverty qualified for Medicaid (EBRI Issue Brief, May 1987).

The UAW is deeply concerned about the erosion of the Medicaid program and the
impact it is having on the health status of this nation’s children. In 1986, Medicaid
served 200,000 fewer children than in 1978 when there were nearly 25 percent fewer
poor children. Medicaid now serves less than half of all poor children annually.
T}?ir('ity%wo percent, or 11 million, of those without basic health care coverage are
children.

Black Americans and other racial minorities continue to experience markedly
higher rates of death and disease than whites. The infant mortality rate in this
nation is one of the highest of all industrial nations and the death rate among non-
white babies in the United States is 70 percent greater than for whites.

Today, there are not enough doctors in rural areas and inner city neighborhoods.
At the same time, dollars are wasted on excess hospital beds and duplication of ex-
pensive ‘‘state-of-the-art”’ equipment, while more doctors than are needed work as
highly paid specialists in affluent suburban areas.

These problems raise serious questions about the lack of financial and geographic
accessibility to health care services in this nation. It is simply unacceptable for a
nation that has consistently been a world leader in advancing modern medicine to
allow so many people to be denied access to adequate health care services. Too often
individuals are forced to postpone or do without needed medical care because limit-
ed family income must be used for food, housing, or other basic needs. In addition,
the lack of health insurance coverage ultimately increases total health expenditures
because individuals are forced to rely on hospitals (particularly public hospital
emergency rooms) for medical treatment, instead of using preventive and other
types of more cost-effective medical services.

Many of the problems we currently face in providing health care for the unin-
sured have been aggravated by the increasing corporatization of medicine and the
Reagan Administration’s approach of promoting growth of the for-profit sector in
health care. Public hospitals and not-for-profit community hospitals traditionally
have provided a significant measure of charitable care for the uninsured. A recent
study in the New England Journal of Medicine which examined the differences in
uncompensated care among hospitals in five states found that in four of the states,
the amount of unreimbursed care provided by public and not-for-profit hospitals
1984 and 1985 was 50 percent to more than 100 percent greater than the unreim-
bursed care provided by for-profit hospitals. Thus, the growing number of for-profit
hospital chains has severely reduced social subsidies for the poor and uninsured. As
a result, many individuals who are not able to pay for care must live in fear of seri-

- ous illness or accident.

At the present time, uninsured persons usually wind up being treated as uncom-
pensated care by hospitals and other health care providers. The cost of providing
this “uncompensated” care, which is estimated to be about $8 billion (EBRI Issue
Brief, May, 1987), is not fully absorbed by hospitals and other providers. Instead, it
is passed on to other private payers, mostly to unions and employers, who are pro-
viding health care protection.

The UAW has also been concerned about situations where a worker does not re-
ceive any health insurance coverage from his or her own employer, but instead is
covered by a spouse’s employer-sponsored health insurance. In such cases, the
health care costs associated with the worker are directly shifted from one employer
to the other. This type of cross-subsidization between employers is unfair and ineffi-
cient. Employers should not be allowed to shift the cost of providing basic health
protection for their employees to other businesses.

The skyrocketing cost of health care has adversely affected the international com-
petitiveness of businesses and has threatened job security for millions of Americans.
For example, in Canada, health care costs for employers are approximately one half
of the costs in the United States. This provides an incentive for multinational corpo-
rations to transfer more production and plant investnient outside this country.
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THE SOLUTION

Mr. Chairman, such an array of difficult and interrelated problems can be ad-
dressed only by the enactment of a universal and comprehensive national health
insurance plan. Every industrialized nation, with the exception of the United States
and South Africa, has found it politically, economically and socially practical to
adopt a national health security program. Individuals in Canada, Great Britain,
Sweden, West Germany, Italy and other countries are guaranteed basic health pro-
tection by law. American citizens should also have this same protection by law as a
basic social right.

The UAW has been a leader in the fight for a national health insurance program.
We remain committed to this goal, and are confident that it will be achieved.

The UAW has represented workers in Canada for many years, and our experience
with their national health care program has been very positive. The Canadian
system, which is based on a federal-provincial partnership, provides comprehensive
health insurance coverage to all citizens in a cost-effective manner. Whereas the
United States currently devotes over 11 percent of its Gross National Product to
health care, Canada only spends about 8.5 percent of its Gross national Product on
health care.

Drawing from the Canadian experience, the Committee for National Health In-
surance (CNHI) has developed a proposal entitled the “Health Security Partner-
ship,” which would provide comprehensive health insurance benefits to all Ameri-
cans, and also institute effective cost containment and quality assurance measures.
This program would have Federal standards, but would be administered and imple-
mented by the states. The UAW strongly supports the Health Security Partnership
groposal, and urges Congress to give it serious consideration as a solution to the

ealth care problems facing this country.

The UAW also applauds the landmark legislation which was enacted in Massa-
chusetts last year to provide universal access to health care insurance for all resi-
dents of the state. Under this legislation, most employers will be required to provide
or pay for the costs of health insurance coverage for their workers and their fami-
lies. In addition, a state fund will provide health insurance to individuals not cov-
ered under employer-sponsored heafth plans, including the unemployed and certain
functionally impaired individuals who are without health care coverage. The UAW
urges similar action in other states. Ultimately, however, we believe such a program
needs to be implemented on a national level.

Senator Kennedy and Representative Waxman have introduced the proposed
Basic Health Benefits for All Americans Act of 1989 (S. 768; H.R. 1845). This legisla-
tion would require all employers, as a condition of doing business, to provide their
workers and their families with at least a minimum level of health insurance bene-
fits. In addition, the legislation would gradually phase in a public program to pro-
vide health insurance coverage to persons who are not attached to the workforce.

Similarly, in the last Congress Representative Stark introduced the proposed Em-
ployee Health Benefits Improvement Act of 1988 (H.R. 4951). This legislation would
have imposed an excise tax on any employer that fails to provide a minimum level
of health insurance benefits to their workers and their families.

The UAW strongly supports the basic thrust of these hills. Regardless of the en-
forcement mechanism (Fair Labor Standards Act, Public Health Act, or Tax Code)
we believe that all employers should be required either to provide a minimum level
of health insurance benefits directly to their employees and their families, or to pay
a tax to the government to cover the cost or providing these health insurance bene-
fits through a government sponsored program.

This legislation would accomplish two important objectives. First, and most im-
portantly, it would significantly improve access to needed health services and thus
improve the health of millions of Americans.

Second, this legislation would substantially reduce the unnecessary, inefficient,
and unfair cost-shifting that takes place in our present health care system. This
would result in substantial savings for the Federal Government and to the majority
of employers who currently provide health care protection.

To accomplish the twin objectives of expanding access to health care and reducing
unfair cost-shifting, the UAW believes it is essential that three basic elements be
retained in any legislation:

* All employers must be required to provide or pay for a minimum package of
health insurance benefits for their workers;

* All workers (including part-time employees working 17.5 hours or more per
wegk) must be covered under the minimum package of health insurance benefits;
an
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¢ The minimum package of health insurance benefits must also provide coverage
for spouses and dependent children.

The UAW also supports a number of other provisions in these bills. In particular,
we strongly support the provisions that would pre-empt all State laws requiring
health insurance plans to offer specific benefits or to include particular types of
health care providers. The UAW applauds the provisions prohibiting denial of bene-
fits for pre-existing conditions. And we commend the sponsors of the legislation for
including provisions which would allow small businesses to obtain coverage at more
affordable costs.

The UAW recognizes that some elements of these bills will require further refine-
ment. But we believe that their basic approach is sound. The UAW urges this Com-
mittee to give serious consideration to the approach embodied in these bills as a
way of dealing with the difficult problems associated with providing health care for
the uninsured.

Some persons may criticize these bills as being ““anti-business.” That is simply not
true. The overwhelming majority of employers who currently offer health insurance
benefits to their workers will not have to shoulder any additional burdens under the
bills. In fact, they will enjoy significant cost saving by virtue of the reduction in
cost-shifting among employers, the preemption of state mandated benefit laws, and
the establishment of regional or state pools that will be able to offer insurance cov-
erage at more affordable rates.

Some opponents of these bills have objected to the notion of the Federal Govern-
ment “mandating” employee benefits. But clear there is ample precedent for the
Federal Government to take such action. Our society has already mandated that
employers provide or pay for a minimum wage, contribute to minimum retirement
income, disability insurance and basic protection against loss of income due to lay-
offs (through Social Security and Unemployment Insurance). We have also imposed
minimum occupational health and safety and pension funding standards on employ-
ers. In line with these precedents, it is now time for the Federal Government to
mandate all employers to provide or pay for a minimum level of health insurance
protection for workers and their families.

I would like to emphasize, Mr. Chairman, that the approach incorporated in these
bills builds upon a private sector solution. The bill basically seek to require the pri-
vate sector to step up to the responsibility of providing adequate health insurance
protection to workers and their families. There is no justification for letting employ-
ers escape from this fundamental responsibility. To allow a small minority of em-
ployers to continue to evade this responsibility is unfair to Federal Government, to
other employers, as well as to workers and their families.

The Health Insurance Association of America has developed a proposal which
would attempt to expand access to health insurance through a ‘‘voluntary’ private
sector approach. This proposal is an attempt to encourage employers to offer health
insurance benefits through a combination of tax and other incentives (such as ex-
empting basic, low cost health insurance plans offered by insurers from state man-
dated benefit laws). This approach is doomed to failure. Under any ‘‘voluntary”
system, a substantial number of employers will always decide not to offer any
health insurance coverage. No matter what incentives are offered, it will always be
cheaper for employers not to offer any benefits. Thus, a substantial number of work-
ers and their families will still be without access to health insurance benefits, and
the health care costs associated with these individuals will still be shifted unfairly
onto the Federal Government and other employers.

In addition to the minimum health benefits legislation, the UAW also strongly
supports the expansion of Medicaid coverage to include all persons living in house-
holds with incomes below the Federal poverty level. The states should not be al-
lowed to apply different criteria in determining eligibility and the types of services
provided to persons below the poverty level. The United States general Accounting
Office (GAO) reported that between 1980 and 1986, out-of-pocket medical costs have
increased substantially for the poor. This has been largely a result of Medicaid cut-
backs. It is unconscionable to permit the states to exclude so many impoverished
women, infants, and elderly people from eligibility for Medicaid benefits.

Finally, recognition of the serious plight of the uninsured has led to a number of
voluntary efforts on the part of community leaders, labor unions, and provider
groups around the country to provide some health care services for the uninsured.
There have also been a number of initiatives at the state level to increase accessibil-
ity to health care for those unable to purchase adequate health insurance coverage.
Fifteen states have established state comprehensive health insurance associations,
sometimes referred to as-risk sharing pools. These state subsidized health insurance
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pools offer an alternative for persons unable to purchase coverage from other
sources.

The UAW commends those states that have established risk pools and encourages
all states to take such action. Such pools should cover the unemployed, so-called
“uninsurables,” and retirees of bankrupt companies who have lost their health in-
surance coverage. However, a coordinated national health program would be a more
effective means of providing coverage to these groups of the uninsured.

The UAW is committed to making quality health care services available to those
who have traditionally been excluded: the impoverished, the unemployed, racial mi-
norities and the functionally impaired. As a nation we must begin to address these
significant concerns. Every day we delay makes the task that much greater.

Positive approaches are needed that will effectively address the fundamental
issues of access to quality health care services. Approaches are needed that:

address unmet health care needs;

expand coverage;

remove harriers to access;

promote quality;

remove discrimination;

rehumanize the health care system to put peoples’ needs first;
reign in costs and budget appropriately.

Mr. Chairman, a national health insurance program will ultimately be needed to
address the many vexing problems of the health care system. It is not too late for
the United States to join the rest of the modern world in providing universal health
care protection.

Mr. Chairman, the UAW applauds the leadership that you have provided in ef-
forts to make our health care system more equitable and effective. We appreciate
the opportunity to present our views on the problems associated with providing
health care for the uninsured. Thank you.

PREPARED STATEMENT OF SENATOR EpwaArD M. KENNEDY

Mr. Chairman, I am delighted to have this opportunity to appear today before the
Subcommittee on Health for Families and the Uninsured of the Senate Finance
Committee. I speak for all of us on both sides of the aisle in the Senate Labor Com-
mittee when I say that we look forward to working closely with you to make the
right to health care a reality for all Americans. I am hopeful that we can achieve
this historic goal before the 101st Congress is history.

The time has come for action, because we face a growing crisis in access to health
care. Thirty-seven million Americans have no health insurance coverage, either
public or private. Sixty million more have insurance that even the Reagan Adminis-
tration agreed was inadequate. Every year, fifteen million Americans seek heaith
care and are turned away or neglect their health because they cannot afford the
care they know they need. Every year, almost two and a half mif,lion American fam-
ilies face catastrophic out-of pocket costs in excess of $3,000 that insurance does not
cover.

These conditions should be intolerable in twentieth century America. No other
country in the world except South Africa tolerates a system in which the state of a
family's health is determined by the size of a family’s wealth.

I hope to be able to convince this Committee that one aspect of the solution
should be the Basic Health Benefits for All Americans Act which was reported fa-
vorably by the Labor Committee in the last Congress and is pending once again in
our Committee in this Congress. The basic outlines of this approach have just been
endorsed by two major national commissions—the National Leadership Commission
on Health Care whose honorary co-chairmen were President Ford and President
Carter, and a Ford Foundation commission chaired by Irving S. Shapiro. In fact,
this bill is very similar to legislation originally proposed by the Nixon Administra-
tion and introduced by Senator Packwoo«f

The measure is built on two basic concepts. First, the job-based system of health
insurance that provides coverage for most workers and their families should be ex-
tended to the millions of other workers who do not have access to it today because
their employers don’t provide it. This simple step will provide coverage for 23 mil-

lion people—two-thirds of the uninsured.

" Second, Medicaid should be expanded to provide benefit; for those not covered by
the current program and not eligible for job-based insurance. Because of budget
pressures, the public program could be phased in gradually, beginning with the 6
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million uninsured Americans who are poor. Eventually, all uninsured citizens not
eligible for job-based insurance should have access to coverage through this expand-
ed public program. ,

The details of the coverage provided by the private and public program are in-
cluded in materials attached to my statement, but several key principles should be
explained. First, the benefit package that businesses would be required to provide is
generally consistent with the benefits most businesses already provide voluntarily to
their workers. This is not ideal coverage, but it is basic coverage. Our goal is not to
micro-manage every health benefit plan in the country. What we should do, howev-
er, is to guarantee coverage where none is currently avaiiable, and to upgrade cov-
erage where it is grossly substandard.

Second, the plan includes an actuarial equivalency test to provide flexibility to
employers. Businesses would not be permitted to drop the basic required benefits,
but they could alter other aspects of their coverage to meet the particular needs of
their work force, so long as they provide coverage which, in total, is as good or
better than the basic plan. A recent study by the respected consulting firm, Hewitt
Associates, found that 95 per cent of the firms surveyed offered benefits that were
actuarially equivalent to or better than the required plan.

Third, the plan provides for both basic and catastrophic coverage. Neither is suffi-
cient alone. All families need catastrophic protection, so that they will not be finan-
cially devastated by serious illness. But all families, particularly low income fami-
lies, need basic protection as well. With only cetastrophic coverage, many families
iv‘vould never get the primary care they need to avoid catastrophic illnesses in the

uture. -

Fourth, the plan prohibits exclusions because of pre-existing conditions and artifi-
cial limits on the scope and duration of benefits. Such exclusions and limits make a
mockery of the concept of health insurance protection.

Fifth, the plan reforms current small business insurance by establishing private,
competing insurance pools to bring the benefits of guaranteed availability, commu-
nity rating, and economies of scale to small businesses. These reforms are accompa-
nied by an additional protection: a subsidy for small businesses for which the cost of
health insurance is excessive.

In the course of these hearings, the committee will undoubtedly hear from wit-
nesses who claim they ogpose this measure because of their concern for small busi-
ness. The fact is that the current small business insurance market is a disaster
area. Costs are far higher than large businesses pay for comparable coverage; insur-
ance is often unobtainable at any price; exclusions for Ere—existing conditions are
almost universal; and no smsa!l businesses can be sure that the coverage available
today will not be withdrawn tomorrow. These problems demand correction—and
this legislation will provide the relief that small businesses need.

Finally, this approach keeps the solution to this problem in the private sector to
the maximum extent possible. The American taxpayer is not asked to assume a
single dollar of costs that can be the responsibility of private employers, the private
insurance industry, and American workers.

As a practical matter, there are few realistic alternatives. We could try to enact a
national health insurance program, as most other industrial nations have done. 1
have been an advocate of that approach in the past—and that may be the ultimate
destination of the U.S. health care system. But the uninsured have already waited
long enough. Their right to health care should not be held hostage to the long task
of building a political consensus around a radical change in the current system.

A second alternative is to place the major burden for a solution to this problem on
the taxpayer, by proposing the massive and costly expansions of Medicaid that
would be required to help the tens of millions of Americans who are uninsured. At
least for the foreseeable future, it is unlikely that the Federal budget could stand
that burden.

Even if we restrict Medicaid expansion only to poor Americans, we would already
be beyond what we can probably afford in this time of tight budgets. Six million of
the uninsured are not members of working families, and they would be covered
under the public part of my proposal. An additional five million uninsured Ameri-
cans who are working would ge covered by their employer. If we try to cover them
all under Medicaid, tge taxpayer would have to bear the cost for 11 million citizens
instead of six million.

Even that is not the end of the story. Nearly 4 million poor Americans are work-
ers and now have employer-based coverage. If Medicaid were available to all of
them, employers would begin to drop their own coverage, and Medicaid would have
to cover nearly 15 million people, two and one half times as high as with the alter-
native that I favor.
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Medicaid is part of the answer to this problem—but it can hardly be an effective
answer unless employers are also asked to do their part.

Two years ago, there was little attention to the crisis in access to health care.
Today, scarcely a month goes by without a new study recommending far-reaching
solutions to this problem.

Two years ago, few groups were willing to lend their name to the Basic Health
Benefits legislation; for those who did, support was lukewarm at best. Today, more
than 150 groups from all parts of society have indicated a willingness to work to
enact this idea into law.

According to polls I have seen, support is strong for this idea among citizens of all
income levels, all races, all regions of the country, and among liberals and conserv-
atives alike. :

The health care system we have today is a national disgrace. For more than a
decade, I have called it the fastest-growing failing business in the nation. Can't we
finally agree that in America in 1989, health care should be a basic right for all, not
just an expensive privilege for the few?

Attachment.
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Americans Lack Access To Care
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Summary of Proposal
Universal Coverage by the Year 2000

—— Mandate requires all employers to provide health
insurance meeting minimum standards to all
workers and dependents

—— Phased-in Federal-State public program provides
coverage for the remaining uninsured

EMPLOYER MANDATE

— Employers required to provide basic package of heaith benefits
to all full-time employees and dependents of these employees
(23 million people)

Basic package to include:

physician services

hospital services

diagnostic tests

prenatal/well baby care

limited mental heath coverage

catastrophic coverage ($3,000 out-of-pocket fimit)

-- Maximum limits on deductibles, co-payments, and
employee share of premium

--No exclusion from coverage based on health status or
preexisting conditions

-- Actuarial equivalency test allows flexibility in benefit
design

~  Regional Insurer Program provides community-rated insurance
coverage for currently uninsured and small businesses

l

- Small Business Subsidy for those businesses for whom the
cost of compliance with the requirements of BHB is excessive



PUBLIC PLAN

3.6 million

Cedina s varieres

A A s et e e Caci

First Phase (1991) Second Phase (1996) Third Phaso (1996)

Covers all uninsured Covers those uninsured Covers all remaining
poor Americans between 100 and 185 wniagured persons
percent of the poverty level

9Pl



" 147

—

ALL AMERICANS ASSURED ACCESS TO HEALTH
| CARE COVERAGE BY THE YEAR 2000

L ]
o
E ©
° 5 o
© ©5 a
s..lo ©
0 &= o T
£
1pnmmw1 mz
es29@
- a0

ion

> 0

E
20
Q.
E
W

(61%)

o
L 4
a
d.l
c
L
=

22

public program
3.6 million
(10%)

1999

public program
4.9 million

3rd phase of
(13%) -




148

THE SMALL BUSINESS INSURANCE MARKET-A COLLAPSING SYSTEM

-- Excessive Cost

* Business of 25 or fewer employees pay 20 percent more
than large businesses for comparable coverage.

* Business with 10 or fewer employees pay &8 much as 35
percent more.

-~ Pre-existing condition exclusions deny coverage for illnesses
that pose the greatest risk.

-- Firms and individuals within firms denied coverage based on
health status.

-- Insured firms face withdrawal of coverage or massive price
increases in the event of serious illness within the group.

BHB GUARANTEES AFFORDABLE COVERAGE TO SMALL BUSINESSES
-- Access to coverage guaranteed

-- Exclusion of pre-existing conditions prohibited

-~ Community-rating guarantees 4 fair, average price, regardless
of health status

-- Regional insurers assure economies of scale, reductions in
administrative costs, access to managed care systems: total
price reduction -- 25%

-- Allows new, small businesses to purchase low-cost coverage
during their start-up period

-- Requirements phased in for smallest businesses
-- Provides financial protection for small businesses for whom

cost of compliance with the bill is excessive

CHILDREN AND DISABLED BENEFIT FROM BHB

Children

-- 12 million uninsured children gain coverage (9.8 million/82%
covered in first phase)

-- Prenatal and well-baby care for all pregnant women and
infants, including 600,000 uninsured deliveries annually

-- Coverage for 16,500 uninsured, high cost, very low birthweight
infants annually -

Disabled

-~ Elimination of pre-existing condition exclusions

-- Guaranteed coverage for 3.2 million uninsured, disabled adultes
-~ Coverage for 426,000 disabled children

-- Protection from insurance loss for seven million insured but
*  medically uninsurable people
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ALTERNATE SOLUI1IVUIND

Europeah/Canadian-ster national health insurance
Expand Medicaid

Basic Health Benefits:
e employers responsible for health care
coverage for workers and their families

e public program responsibility for remain-
ing uninsured

EUROPEAN/CANADIAN NATIONAL HEALTH INSURANCE
Some theoretical advantages

Guarantees basic human right to health care
Radical shift in current system

¢ changes relationship of providers to payers
¢ more central control of health care system
¢ shifts payment burden

Lengthy process to build consensus

Thirty-seven million uninsured Americans shouid
not have to wait
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EXPAND MEDICAID/NO REQUIREMENTS FOR EMPLOYERS

-- Excessive cost to the taxpayer

o Number of uninsured poor required to be covered under
Medicaid increases from 5.9 million uninsured non-
workers to 10.9 million uninsured non-workers plus
uninsured workers

o If employers drop coverage, number of poor to be
covered increases to 14.7 million (uninsured non-
workers plus uninsured workers plus currently insured
workers)

o Number of uninsured poor and near poor (less than
150% of poverty) required to be covered increases
from 8.4 million to 24.7 million

-- Won't solve the problem
o Seventy-five percent of uninsured workers and
dependents are not poor
O Sixty-one percent are not near poor

-- Would undermine private employment-based insurance system

BASIC HEALTH BENEFITS
e Builds on current system ‘

¢ Burden shared by employers / employers / tax-
payers

® Promotes eduity between employers

e (Guarantees every American basic human right to
health care
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SENATOR EDWARD ¥. KENNEDY'S PROPOSED BASIC HEALTH
BENEFITS FOR ALL AMERICANS ACT (BHB)

THE PROBLEM
Rising number of unjinsured Amerjcans

Thirty-seven million Americans currently have no health
insurance coverage -- and the number has been rising by almost a
million a year since 1980. Approximately two-thirds of the
uninsured ;23 million) are members of families in which at least
one member of the household works full-time. Children constitute
one third of the uniansured (12 million children).

Inadeguate insurance leaves millions vulnerable to catastrophic

gosts

Sixty million Americans have some insurance but they are
underinsured. They have no catastrophic cap on their
vulnerability to out-of-pocket health care costs and are
potentially at risk in the event of serious illness.

Denial of essentia) care/Familjes unprotected against high costs

A recent report by the Robert Wood Johnson Foundation found
that one million Americans annually are denied health care
because they cannot pay for it; an additional fourteen million do
not even seek care they feel they need because they know that
they cannot afford it. A recent study found that up to one-third
of hospital admissions could have been avoided by earlier access
to care. According to the Department of Health and Human
Services, about two-and-a-half million families annually face
catagtrophic, out-of-pocket health care expenses exceeding
$3,000.

Excessive health insurance costs for large and small businesses

Businesses that already insure their workers pay a high
price for the failure of all businesses to fulfill this social
responsibility. As Robert Crandall, Chairman of American
Airlines, said, "Companies like ours pay for health care twice -~
once for our own employees and then again, via taxes and inflated
health insurance premiums, for the employees of those businesses
who don‘t provide benefits for their own people.”

Small businesses who enter the insurance market pay
unnecessarily high costs because the current fragmented,

inefficient insurance system for small businesses produces high
sales and administrative costs, inadeguate market power to
organize efficient delivery of care, and excessive, costly
switching between insurance companies. §Small businesses with any
employees in poor health often cannot purchase insurance at any
price.

THE PROPOSAL

For working Americans, the legislation requires all
employers to provide at least a basic, low-cost package of health
insurance coverage for all full-time workers and their dependents
ir the same way that they are now required to pay all workers at
least a minimum wage. The minimum plan must include protection
against catastrophic costs. A system of regional insurers is
created to assure the availability of community-rated, low-zost
insurance to small businesses, and a subsidy program is
established for small businesses facing excessive costs in
complying with the mandate. Employers would be required to cover
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all employees and their dependents, regardless of health status.
Employers are assured flexibility to design a plan of their
choice, provided that minimum standards are met.

For Americans who are unable to participate in employment-
based i{nsurance, the legislation establishes a public Pederal-
state program that will provide subsidized insurance coverage.
Because of the current budget crisis, the public program will be
phasec in gradually, beginning with the 6 million uninsured, poor
Americans who cannot benefit from employment-based coverage. By
the year 2000, all Americans will be covered by private or public
plans.

IMPACT

--23 million members of working families (two-thirds of all
the currently uninsured), including 7.5 million children, will be
covered under the private program. Coverage under the first
phase of the public program will result in insurance for an
additional six million individuals, including 2.1 million
children.

--56 million currently insured individuals will gain
catastrophic coverage and more than 2 million families that
annually experience catastrophic out-of-pocket costs of over
$§3,000 will be protected.

--7 million currently insured individuals who have health
conditions that would make them uninsurable if they lost their

current coverage will be able to change jobs without fear of loss
of insurance protection.

~-Significant reduction in hospital unreimbursed care costs:
§5.2 billion. :

--Significant savings for smaller firms now providing health
insurance: $4.0 billion.

--Selected additional benefits include: coverage for 300,000
disabled children; cost-effective prenatal and well-baby care for
500,000 currently uninsured infants annually.

COST OF BILL

Actuarial Research Corporation(ARC), & respected independent
actuarial firm, estimates that the average hourly cost of an
indermnity plan meeting the bill’'s standards is 80 cents for a
full-time worker. The employer’'s share of this cost will be 64
cernts. ARC estimates that an employer choosing the managed care
options, such as Preferred Provider Organizations(PPOs) and
Health NMaintenance Organizations(HMOs) can buy a plan at 15
percent less than the indemnity plan cost or about 54 cents per
hour, equivalent to a 16 percent increase in the minimum wage.
Businesses that currently insure their workers would experience
reduced costs, because they would no longer have to pick up the
costs of charity care and unreimbursed care for currently
uninsured workers.

The total value of the health insurance purchased under the
bill is an estimated $33 billion. Offsets for (1) administrative
savings for small businesses; (2) potential managed care savings
for small businesses; (3) replacement of high-cost, low-value
individual policies; and (4) reduction in taxpayer and employer
costs for charity care reduce the net cost to $18 billion. CBO
has not yet completed its estimate of the cost of the first phase
of the public program, but the phasing of the program can be
adjusted, if necessary, to meet deficit-reduction targets.
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IMPACT ON THE ECONOMY !

_ The legislation will asssure fair competition between
businesses that insure their workers and those that do not. It
will enhance international competitiveness since the firms that
are at the cutting edge of international competitiveness already
insure their workers and are paying additional costs to subsidize
the health care of workers in firms that do not provide

insurance. Because the legislation increares labor costs, it
will reduce employment somewhat, but the effect is minimal.
Professor Gerard Adams of the University of Pennsylvania analyzed
the proposal using the well-known Wharton Econometric model and
found no net effect on employment. The highest estimate of
employment effects came from the Data Resources, Incorporated
econometric model, and it found a minimal increase in the
unemployment rate of one-tenth of one percent. The Consumer
Price Index is estimated to increase an average of less than
2/10ths of one percent over the first three years, with no impact
in subseguent years. The legislation will also reduce welfare
dependency by removing one of the principal barriers to
employmernt -- the loss of medical insurance.

ADVANTAGES POR SMALL BUSINESS
ost savings to firms currentl ering cove

Approximately sixty percent of workers employed in
businesses of twenty-five employees or fewer work for firms that
already provide health insurance coverage. Small businesses that
provide health insurance to their employees face sales and
administrative costs averaging twenty-five percent of total
premium costs. For firms of ten employees or less, the cost is
significantly higher. By contrast, large firms spend only five
percent of premiums on sales and administration. By establishing
regional cortractors as described in the bill, ARC estimates
administrative and sales savings in premiums of as much as ten
percent compared to similar plans on the current market. In
addition, the legislation will make managed care options
available to small businesses that could reasonably be assumed to
cut costs by an additional fifteen percent. The result: a
potential savings of 25 percent to small businesses.

All small businesses will have guaranteed access to health
insurance coverage without pre-existing condition exclusions
through the regional insurer program.

ditiona rotecti a

The bill recognizes that the cost of compliance with the
legislation may be excessive for a minority of small businesses.
Accordingly, the legislation establishes a subsidy program for
small businesses that experience costs in excess of five percent
of gross revenues in providing the required package of benefits.
The subsidy will be 75 percent of costs in excess of this
standard. Because gross revenues may not be the best measure of
affordability in all industries, the Secretary of HHS is asked to
conduct & study of the impact of such a standard and establish &
gifferent standard, if appropriate, for specific categories of

uEiness.

mpact on th erjcan

Bas.c Health Benefits is not national health insurance.
Instead, the legislation maintains the American tradition of a
pluralistic health care system and a private-public partnership
to assure needed care. The system of private employment-based
health insurance coverage for wocrking families i{s maintained and
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expanded to all workers. Public coverage is restricted to
individuals who are not full-time workers or dependents of
workers and the direct provision of such coverage is reserved for
States under Federal guidelines. All employment-based coverage
is provided by private insurers, under new rules to improve the
functioning of the small business health insurance market.

The‘legislation frees physicians, hospitals, and other
health care providers to offer the best, most cost-effective care
to all without regard to their ability to pay.

The Basic Health Benefits maintains the best of the current
American health care system and assures that its benefits will be
extended to all American families.

QUESTIONS AND ANSWERS--
THE BASIC HEALTH BENEPITS POR ALL AMERICANS ACT

1. Q. 1S BHB SIMPLY A BACKDOOR NATIONAL HEALTH INSURANCE PLAN?

A. Nc. BHB maintains the American tradition of a
pluralistic private-public partnership to provide essential
health care. it simply extends that system to the millions of
citizens who have been unfairly left out. Two-thirds of the
people gaining coverage through BHB will get their health
insurance through private employment-based plans.

In fact, BHB is, in large measure, a private alternative to
big governmert. It is intolerable to have thirty-seven million
Americans without health insurance, and the government and the
taxpayers w.il ulitimately have to step in if the private sector
does not do the job.

2. Q. HOW MUCH WILL BHB COST?

A. The respected non-partisan Congressional Budget Office
estimates the value of the employment-based insurance purchased
as a result of BHB at about $33 billion. The net cost is lower,
about $18 billion, because there are savings from a number of
sources. These include replacement of high-cost, low value
individual coverage ($4.2 billion); coverage of some of the cost
of hospital charity care which is now paid by taxpayers and
businesses that insure their workers ($5.2 billion); and savings
to small businesses from the regional insurer program and the
opportunity to participate in cost-effective managed care systems
($4.8 billion). Thie estimate does not include, because there is
insufficient data currently to calculate it, savings from
allowing new small businesses to insure their workers under a
lower coet plan.

To put these costs irn perspective, they represent four
tenths of one percent of total wages and fringe benefits and are
less than three percent of current national health care costs.

CBO has not yet completed its estimate of the first phase of
the public plan. The phasing of the public plan can be adjusted,
if necessary, to be consistent with realistic deficit reduction
targets.

3. Q. HOW MUCH WILL IT COST A BUSINESS TO PROVIDE INSURANCE TO
ITS WORKERS IP IT HAS NOT PREVIOUSLY COVERED THEM?

A. The Actuarial Research Corporation estimates the average
cost per worker of the minimum package provided as an indemnity
plan at $1,619 in 1989, $883 for a single worker and $2,241 for a
family plarn. Since, in most cases, the employer is only required
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to pay 60 percent of the cost, the employer's share is generally
$1,295 per worker. If an employer chooses to take advantage of a
cost effective managed care option such as a PPO or an HMO, the
cost would decline another fifteen percent, to .
year. This worke out to about 55 ¢

worker.

4. Q. "AREN'T THERE OTHER BESTIMATES PLACING THE COST OF BHB
MUCH HIGHER?

A. Any new social-.program elicits wild estimates of its
cost from those opposed to it. Our estimates of the cost of BHB
come from the non-partisan Congressional .Budget Office, which is
relied on by Republicans and Democrats alike. CBO's estimates of
the gross cost are partly based on premium estimates by the
Actuarie. Research Corporation, which is one of the most eminent
independent actuarial firms in the country and has been a
principal consultant to Administrations of both parties since the
Nixon Administration in estimating the value of major new health
progrars.

5. Q. ‘WHAT ARE THE :PROBLEMS WITH SOME OF THE ALTERNATIVE
ESTIMATES?

A. Opponents of the bill usually cite three alternative
estimates of its cost. One study was commissioned by the
Institute for Research on Economics and Taxation and carried out
by Gary Robbins, a consultant. Robbins claimed BHB would cost
$100 billion, four timee as much as the CBO estimate. As CBO
pointed out in its testimony before the lLabor and Human Resources
Committee on November 4, 1987, the Robbins study made four
elementary errors. First, it overestimated the premium cost by
$12 billion by assuming BHB would cost as much as an “average"
employment-based plan. 1In fact, the benefits required under BHB
are significantly less generous than the average employment-based
plan provided today.

Second, the study assumed that there would be $45 billion in
costs from duplicate coverage of employees in the same family
working for different employers. As CBO and Professor Karen
Davis also noted in sepsrate analyses of the Robbins study, this
estimate ignores the universal insurance company practice of
coordination of benefits to avoid duplicate payments for
overlapping coverage. These authorities concluded that there
would be no additional cost from duplicate coverage, and even the
author of the study admitted that any duplicate coverage costs
would disappear after a few years.

Third, the study assumed upgrades in existing plans would
cost $16.3 billion. CBO pointed out that an estimate like this
ignores the actuarial equivalency rules of BHB, which allow
employers not to meet many of the specific standards of the
minimum plan, as long as their plan is of greater or egual total
value. CBO found that the cost of upgrading additional plans
would be only $2 billion, an amounc included in the CBO estimate.

Finally, the study assumed additional administrative costs
of $2 billion. The CBO found these costs to be negligible.

A second study sometimes cited by opponents of BHB is &
study by Robert R. Nathan Associates. This study found the cost
of BHB to be approximately $10 billion higher than the CBO
estimate. CBC and GAO were asked to analyze the accuracy of the
methodclocy used in the Nathan study. Both found the study to
have made serious methodological errors that resulted in an
txcgssively high estimate of cost. Specifically, the Nathan
study:

26-759 0 - 90 - 6
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--assumec that BHE premium costs would approximate the
average costs of current employer-based plans, despite the fact
that MHB is significantly less genercus than current plans;

--failed to take into account the demographic
characteristics of currently uncovered workers which may result
in significantly lower average costs for them than covered
workers; anc

--used ar. indexing factor to project current costs to 1988
which was too hicgh.

iinally, opponents sometimes cite studies by individual
insurance companies or the HIAA in which the BHB benefit package
is estimated by a company based on its own book of business.
While these estimates are not too dissimilar from the Actuerial
Research Corporatior estimates, they are sometimes somewhat
higher. Gordon Trapnell, President of Actuarial Research, listed
the reasons why such estimates tend to be too high at the Labor
Committee’s November 4 hearing:

--the demographic characteristics of currently uninsured
workers make them less costly to cover than currently insured
workers; insurance company estimates based on their current book
of business do not reflect these differences;

--average costs are reflected in the ARC estimates, rather
than the costs of commercial insurance companies; these average
costs include costs of Blue Cross plans that get substantial
hospital discounts in some areas; )

--reduction ir the cost-shift from employers who currently
offer health insurance to those who do not as the result of the
enactment of BHE; these cost-shifts are built into insurzance
compeny estimates but would disappear under BHB;

--assumed retention rates for small businesses are higher in
current insurance compary business than would take place under
the regional plan structure of BHB.

6. Q. WON'T BHB REQUIRE EMPLOYERS ALREADY PROVIDING GOOD HEALTH
INSURANCE PACKAGE TO UPGRADE THEIR BXISTING PLANS? I HAVE SEEN
REPORTS PROM SURVEYS OF EMPLOYERS IN WHICH HIGH PERCENTAGES OF
RESPONDING EMPLOYERS SAY THAT THEY WOULD HAVE TO MAKE SIGNIPICANT
CHANGES IN THEIR HEALTH PLANS IF BHB 1S ENACTED.

A. VMost such surveys ignore the provisions of the bill
allowing actuarially equivalent plans. Under this provision of
the k:ll, if ar employer offers the basic plan benefits and the
contribution that he would make to the health plan he offers is
as good or better than he would make if he only offered the
minimurm plan, he is in compliance. For example, if an employer
offers a benefit not required under the minimum plan--a drug
benefit, for example--he could change some other aspect of the
plan, such as raising the deductible. Because of the actuarial
equivalency provision of the bill, CBO found only a small cost
for upgrading existing plans.

7. Q. WON'T MHB INCREASE UNEMPLOYMENT AND DAMAGE THE AMERICAN
ECONOMY?

A. Any increase in labor costs potentially adds to
umemployment, but the impact of BHB will be minimal. The cost to
an employer of insuring a full-time worker under a managed care
option is 55 cents an hour. This is about equal to a 16 percent
increase in the minimum wage, and we have had much higher
increases in the minimum wage without negative employment
impacts. Independent estimates of the economic impact of BHB
have been conducted by Professor Karen Davis; the Data Resources,
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Incorporated, economic model; The Wharton economic model; and
CBO. The Davis and Wharton estimates, which take into account
offsetting increases in employment in the health care sector,
found no net job loss as the result of the bill. The DRI and CBO
estimates, which did not take into account offsetting employment
gains in health care, found & minimal increase in unemployment of
one-tenth of one percent or less over a three year period.

The same public philosophy that says we cannot afford BHB
also said that we could not afford Social Security, or Medicare,
or unemployment compensation, or the minimum wage, but our
society is richer, not poorer, because these programs were
enacted.

8. Q. THE UNITED STATES 1S STRUGGLING WITH A MOUNTING TRADE
DEPICIT AND FPACING INCREASING DIPPICULTY IN COMPETING WITH
POREIGN COUNTRIES. WON'T BHB BEXACERBATE TRIS PROBLEM?

A. No. In fact, BHB will improve the United States'’
ability to compete in world markets. That is one reason that the
Chrysler Corporation, one of the U.S. companies that is facing
the stiffest fcreign competition, has endorsed BHB. The
companies the:t are at the cutting edge of “international
competition almost universally insure their workers. In fact,
ninety-seven percent of all workers in marufacturing firms are
employed by businesses that provide health insurarce already.
But firms that insure their workers pay too much for that
insurance because other companies do not fulfill their social
responsibilities. When an uninsured worker is seriously ill and
requires hospitalization, he generally gets taken care of. That
care is not free; it is paid for by higher charges to other
patients and higher insurance premiums for companies that insure
thei: workers.

9. Q. WON'T BHB IMPOSE COSTS THAT SMALL BUSINESSES CANNOT
AFFORD?

A. It is important to set the record straight. First, the
problem of businesses that do not insure their workers is not
unique to small business. In fact, almost & quarter of uninsured
employees work for businesses with 1,000 or more employees.
Second, the majcrity of small business employees already work for
firms that offer plans -- 60 percent in businesses with 25 or
fewer employees. This percentage rises to slmost three quarters
for firms of under 100 and 80 percent for firms of under 500.
Every one of the small businesses that currently insure their
workers pays too much for that insurance and faces unfair
competition because other businesses do not fulfill this
obligation.

Small businesses face special problems in gaining affordable
insurance. Sales and administrative costs for small businesses
of less than 25 workers average 25 percent, compared to 5 per
cent for larger businesses. The mark-up for businesses with
fewer than 10 workers is even higher. Because the practice of
health screering is virtually universal for very small
businesses, some small businesses can not get health insurance at
any price or must exclude some workers or the owner of the
business from coverage. Current insurance company practices in
the small business market guarantee excessive turnover and force
companies with ever a few unhealthy workers to pay excessive
premiume, if coverace is available at all.

in addition, the owner-operator of an unincorporated small
business faces discriminatory tax treatment when he purchases
insurance. The hired manager of a large corporation does not pay
any tax on the share of his premium paid for by his business.
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The self-employed businessman must pay taxes on all but 25
percent of his premium,

BHE helps all small businessmen who currently insure their
workers and lowers prices fcr those newly required to buy
insurance through a system of regional insurers. These regional
insurers will offer economies of scale and reduced sales and
administrative coste sufficient to cut the price of insurance by
10 percentage points. Under the regional insurer progranm,
economical managed care options such as health maintenance
orgarizations (HMOs) or preferred provider organizations (PPOs)
will be readily available to small businesses. These managed
care organizations will cut the cost of insurance by an
additional 15 percent or more. Small businesses will also have
guaranteed availability of coverage at community rates,
regardless of the health status of employees and owners.

BHBE allows new small businesses of 10 employees or fewer to
offer their employees only a low-cost catastrophic plan rather
than the full minimum plan in the first two years, when the
business is most fragile. Full coverage of the smallest
businesses (five employees or fewer) is phased in over a five
- year period to allow more time for adjustment. In addition,
comparion legislation to BHB reforms the unfair tax treatment of
self-employed businessmen.

A significant new provision of BHB will provide additional
protection for small businesses: small businesses who must pay
an excessive amount to comply with the requirements of the bill
will receive a Federal subsidy to help with those costs.
Specifically, small businesses that spend more than five percent
of gross revenues in providing the require coverage will receive
a subsidy covering 75 percent of the overage. The Secretary of
HHS will be authorized to provide an alternate, equivalent
standard for industries for which the gross revenue test is not

appropriate.
/

10. Q. MANY FEDERAIL PROGRAMS REGULATING BUSINESS PRACTICES
EXEMPT SMALL BUSINESSES. WHY DOESN’'T BHB HAVE A SMALL
BUSINESS EXCLUSION?

A. A small business exclusion would recuce the impact of
the bill drametically and leave far too many workers without
hea.th insurance coverage. Forty-eight percent of uncovered
workers are employed by businesses with fewer than 25 employees .
Thirty-six per cent work for businesses with fewer than ten
employees. Twenty-one percent work for businesses with fewer
than five employees.

Moreover, excluding small businesses would deny them the
benefit of the low cost, community-rated coverage offered by the
regional insurers established by the bill. The incentives for
risk-skimming, acverse selectiorn, and the continued problemr of
high rates of enrollmer: and disenrollment that occur in a
voluntary systerm make participation in the regional insurer
progrerm impractical if participation is not mandatory. Thus, a
small business exclusion would mean that small businesses would
continue tc face high costs and lack of guaranteed availability
when they purchase health insurance coverage. This not only
prevents employees from gaining essential health insurance
coverage, it continues the competitive disadvantages small
businesses face relative to larger firms.

11. Q. WON.-T BHB CREATE A NEW ROUND OF HEALTH CARE COST
INFLATION BY INCREASING DEMAND FOR HEALTH CARE SERVICES?

A. No. This point was examined by Professor Karen Davis,
by the CBO, and by Professor F. Gerard Adams and they all -
concluded that the ne: increase in health care spending generated
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by BHB was so small relative to the total size of the health care
industry and the existing overcapacity in the industry was so
great, that no significant increase in inflation rates would
result. Indeed, Professor Adams suggested that inflation rates
might actually come down because increased volume of services
might reduce pressure tc raise charges to cover overhead or reach
target incomes.

12. Q. CAN'T THE OBJECTIVES OF BHB BE REACHED BY INCENTIVES
RATHER THAN A MANDATE?

A. This is an argument often made by those who want to
defeat BHB, but even a superficial analysis of the so-called
incentives reveals their inadequacy. They generally suggest
establishing the tax reform already introduced as & companion
measure to BHB and allowing a subsidized buy-in to Medicaid for
low-income workers, and argue that these measures plus the growth
in multi-employer trusts (METS) will somehow solve the problems
faced by small businesses.

The fact is that these proposals are just a smokescreen.
Fairer tax treatment for the self-employed is desirable, but a
minor incentive at best. Subsidized buy-ins for Medicaid or
other public programs are desirable, and they are a feature of
BHB. However, covering all the uninsured who are not workers ©Or
dependents of workers through public funds will be extremely
difficult given the current budget situation. To try to extend
such a program to the working uninsured as well would cost
approximately three times as much and would be competely
impractica.. NMcreover, such a program would induce the vast
majority cf employers that currently insure their workers to drop
coverage for low income employees and let the taxpayers pick up
the cost.

METs can produce some reductions in administrative costs, -
but not nearly as much as the BHB proposal. NMETs almost
universally apply medical screening, rarely are big enough to
have the market power to organize effective systems of managed
care, and face continued sales and enrollment/disenrocllment costs
because they do not -function in an environment of required,
universal participation. The inadeguacy of the MET approach is
shown by the fact that, at the same time METs have grown, the
number of the uninsured has been increasing at almost a million a

year.

13. Q. IS BHB AN UNPRECEDENTED INTERFERENCE WITH THE RIGHT OF
THE MARKET TO DETERMINE APPROPRIATE EMPLOYEE COMPENSATION?

A. Wwe require employers to pay a minimum wage, to
participate ir Social Security and Medicare, to join the
unemployment compensation system and to pay to support it, and to
pay for workman's compensation insurance. Most Américans would
agree that our society is better off as a result of these
requirements. 1In 1988, it is time to require the universal
provision of health insurance coverage to all workers.

14. Q. ISN'T IT UNREASONABLE TO REQUIRE PIRMS TO COVER EMPLOYEES
WORKING AS FEW AS 17.5 HOURS A WEBK? DOESN'T THIS MAKE IT
UNECONOMIC TO HIRE A PART-TIME WORKER EVEN 1P THERE IS A GENUINE

NEED?

A. The seventeen and one-half hour standard was chosen
because it was consistent with the non-discrimination rules
included in the Tax Reform Bill and because the sponsors wanted
to avoid creating an incentive for employers to reduce workers
hours by an hour or two simply to avoid the requirement to
provide health insurance coverage. As introduced this year, the
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legislation responds to this concern by allowing the employer to
make a proportional contribution based on hours worked for
employees working less than 25 hours per week.

15. Q. HOW WILL THE PUBLIC PORTION OF BHB BE FINANCED?

A. BHB will be jointly financed by the Federal and state
governments. State expenditures will be matched by the Federal
government at the same matching rates used in the Medicaid

progranm.

16. Q. HOW CAN THE COST OF A LARGE PUBLIC PROGRAM FOR THE
UNINSURED BE JUSTIPIED AT A TIME OF GREAT CONCERN ABOUT THE SIZE

OF THE FPEDERAL DEFICIT?

A. Any new program increasing Federal spending must be
consistent with an overall program to reduce the deficit. The
sponsors of this legislation believe that health care for all
Americans should be one of Congress’'s highest priorities--
sufficiently high that it should be funded within overall budget
constraints. If room cannot be found in the budget to fund the
program as introduced, the phasing in of the program can be
modified. Regardless of the schedule under which the program is
ultimately phased in, however, the time is long overdue for
the Congress to make & firm commitment to assuring that the
basic human right to health care will ultimately be a reality for
all Americans. ’

17. Q. HOW WILL IT BE ADMINISTERED?

A. As in the existing Medicaid program, BHB will be
administered by the states subject to Federal law and guidelines.

18. Q. HOW WILL THE PUBLIC PROGRAM UNDER BHB RELATE TO THE
EXISTING MEDICAID PROGRAM?

A. States will continue to have the option to cover
individuals eligible for Medicaid under the Medicaid program
rather than BHB.

PECIPICATI R
ALL AMPRICANS ACT AS INTRODUCED IN THE 101ST CONGRESS
PRIVATE PROGRAM

1. INbORPORATBS PROVISIONS OFP §.1265, the Minimum Health
Benefits for All Workers Act, as reported from the Senate
Corrmittee on Labor and Human Resources:

--EMPLOYERS PROVIDE INSURANCE MEETING MINIMUM STANDARDS TO
ALL WORKRERS AND DEPENDENTS

-=MINIMUM PACKAGE INCLUDES:

physician services

hospital services

diagnostic tests

prenatal/well-baby care

limited mental health coverage

catastrophic coverage ($3,000 out-of-
pocket limit)

0000NDO0O0

--MAXIMUM DEDUCTIBLES/CO-PAYMENTS:

o $250 deductible/individual
- o $500 deductible/family
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¢ 20t co-payment
© no deductibles or co-nayments on
prenatal/well-baby care

--MAXIMUM EMPLOYEE SHARE OF PREMIUM: 20%
=~NO EXCLUSIONS FROM COVERAGE BASED ON HEALTH STATUS

=~ACTUARIAL BQUIVALENCY TEST ALLOWS FLEXIBILITY IN BENEPIT
DESIGN

-=-REGIONAL CONTRACTORS PROVIDE COMMUNITY-RATED INSURANCE
COVERAGE POR CURRENTLY UNINSURED AND SMALL BUSINESSBS

-~ANY INSURER MAY BE CERTIPIED AS A REGIONAL CONTRACTOR IFP
IT 1S WILLING TO MEET THE REQUIREMENTS OF THE ACT

-~REGIONAL CONTRACTORS OPFER:
© indemnity and managed care plans
© economies of scale
© minimur and comprehensive coverage

=~COMPLEMENTARY LEGISLATION ESTABLISHES TAX DEDUCTIBILITY OF
SELP-EMPLOYED HEALTH INSURANCE PREMIUN

I1. ADDITIORAL PROVISIONS

~-SUBSIDY POR SMALL BUSINESS FOR WHOM COMPLIANCE IS AN
EXCESSIVE BURDEN

© Subsidy provided if cost of minimum plan exceeds 5%
of gross revenues

¢ Subsidy egueis 75% of excess cost

¢ Secretary will establish alternate standard for
incdustries for which gross revenue standarc is
inappropriate

--PROPORTIONAL CONTRIBUTION POR PART~TIME WORKERS
© Employers will be allowed to make a proportional
contribution for part-time workers working between
17.5 and 25 hours per week
© Workers working less than 25 hours per week may
decline coverage

I1I1. COMPLEMENTARY LEGISLATION

© Establishes full tax deductability for self-employed
health insurance premium

© Simplifiecs and reduces “Section 89" non-discrimination

rules
PUBLIC PROGRAM
==-ALL AMERICANS ASSURED HEALTH INSURANCE COVERAGE BY THE
YEAR 2000

--PUBLIC PROGRAM AVAILABLE TO ANY AMERICAN NOT COVERED BY
EFMPLOYMENT-BASED COVERAGE

--IN RESPONSE TO BUDGET REALITIES, PUBLIC PROGRAM IS PHASED
IN
© Phase ] (Implemented simultaneously with
privete program) - Covers all poor Americans
with no health insurance (6 mi)lion people)
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© Phase II - (1996) Covers those between 100 and
185% of the poverty level (4 million people)

¢ Phase 111 - (1999) Covers remainder of
uninsured population (5 million people)

--BENEPITS/PREMIUMS

c Same package as private plan

¢ Nz co-paymer.te, deductibles or preriume for those
less than 100% of poverty

¢ Co-payments, deductibles and premiums related to
income for those at 100-185% of poverty

© Those who are above 185V of poverty pay actuarial
cost of coverage for public program enrollees

--PAYMENT TO PROVIDERS

©o As in private program, states must offer payment
rates at levels adequate to assure access

~-FINANCING AND ADMINISTRATION

o Program administered by states under Federal
guidelines '

o Federal match of eligible state expenditures at
Yedicaid rates .

o States must offer managed care and fee-for-service
options

ORGANIZATIONS ENDORSING THE CONCEPT OF
THE BASIC BEALTH BENEPITS FPOR ALL AMERICANS ACT

AIDS Actior Council

American
Americer.
Arer.cer.
American
Arericar
American
American
Americarn
American
Americen

hcademy cf Child and Adolescent Psychiatry
Acadery of Family Physicians

hcalery cf Pediatrics

Acadery c¢f Nurse Practitioners

Acadery cf Physicel Medicine and Rehabilitat:con
Airlines

Agricultural Movement (AINM)

hssociation for Counseling and Development
Association for Marriage and Family Therapy
Association of University Affiliated Programs for

Persons with Developmental Disabilities

American
American
American
American
American
AFSNME
AFL-CIC

College Health Association - Nurses' Section
College of Emergency Physicians

Congress of Rehabilitation Medicine

Diabetes Association

Ethical Union

Americans for Indian Opportunity

Americar.
American
American
Ameraicarn
American
American
American
American
American
American

Hospital Association

Jewish Congress

Medical Students Association
Nurses’' Association

Osteopathic Hospital Association
Protestant Health Association
Psychiatric Association
Psychological Association

Public Health Association
Society of Internal Medicine

Association of American Medical Colleges
Association for Children and Adults with Learning Disabilities
Association for Hospital Medical Association
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Association for Retarded Citizens of the United States

Association of Schools of Public Health

Baxter-Travenol Laboratories /

Black Women's Agenda

Building and Constructior. Trades Department, AFL-CIO

Catholic Charities

Catholic Health _Association of the United States

Center for Women Policy Studies

Child weifare League

Childrern's Defense Fund

Church of the Brethren

Churc: Women United

Citizen Action

City of New York

Columbah Fathere Justice and Peace Office

Com- unications Workers of America

Corcrehensive Family Care Center

Cor.csurer Federation of America

Displaced Homemakers Network

Enlisted Associeazicn of the National Guard cf the United States

Erilepsy Foundeticr. of America

Family Service America

Federally Employed Women

Federatior. of Armerican Health Systems

Industrial Urion Department, AFL-CIO

International lLadies Garment Workers Union

International Unior of Bricklayers and Allied Craftsmen

International Union of Operatinqg ngineers

Jesuit Social Ministeries

League of Rural Voters

Lutheran Office for Governmental Affairs, Evangelical Lutheran
Church in America

Mental Health Law Project

National Abortion Rights Action League

National Association for Home Care

National Association of Children's Hospitals and Related
Institutions

National Association of Commissions for Women

National Association of Community Health Centers

National Association of Counties

National Association of Nurse Practitioner Faculties

National Association of Nurse Practitioners in Reproductive
Health

National Association of Private Psychiatric Hospitals

National Association of Protection and Advocacy Systems

National Associations of Public Hospitals

National Assocation of Rehabilitation Facilities

National Association of Social Workers

National Association of Temporary Services

National Caucus and Center on Black Aged, Inc.

National Conference of Gerontological Nurse Practitioners

National Council of Churches

Natioral Council of Community Hospitals

National Council of Community Mental Health Centers

Naticrial Council of Jewish Women

Naticonal Council 6f Negro Women

National Education Association

Netional Farmers Organization

Natiorial Farmers Union

National Federation of Societies for Clinical Social Work, Inc.

Rational Head Injury Foundation

Nationeal Health Care Campaign (161 affiliated Health, Civic, and
-Labor organizations)

Neticnal Hospice Organization

National Institute of Women of Color

Neticrel Insurance Consumers Organization

Neticrel Merntal Health Associatior
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Natziornal Multiple Sclerosis Society

Nezicrel Crganizetion fcr Rare Disorders

National Parkinson Foundation, Inc.

Natiorial Rehabilitation Association

Netioral Save the Family Farm Coalition

National Union of Hospital and Health Care Workers, 11989

Naticnal Women's Law Center

Natienal Women’'s Party

Natioral Women's Political Caucus

NETWORK: A Catholic Social Justice Lobby

New York City Health and Hospitals Corporation

Older Women's League

Retail, Wholesale and Department Store Union

Service Employees International Union

Teamstere Union

The United Methodist Church / General Board of Church and Society

Department of Human Welfare

Unitariar. Universalist Association of Congregations, Washington
Office

Unitec Association of Journeymen and Apprentices of the Plumbing
and Pipe-fitting Industry of the U.S. and Canada

United Auto Workers

United Cerebral Palsy Associations, Inc.

United Federation of Teachers

United Food and Commercial Workers Union

United Mineworkers of America

United Steelworkers of America

Washington Office of the Episcopal Church

Washington Office, Presbyterian Church, U.S.A.

Western Association of Children’s Hospitals

Womer ‘s Equity Action League

Women‘'s International League for Peace and Freedom

World Institute on Disability

~

THE ECONOMIC IMPACT OF
EMPLOYER MINIMUM HEALTH INSURANCE COVERAGE

Karen Davis
Professor and Chairman
Department of Health Policy and Management
Johns Hopkins School of Hygiene and Public Health
624 N. Broadway
Baltimore, Md. 21205

Testimony before the
U. 8. Senate
Comnittee on Labor and Human Resources

November 4, 1987

Thank you, Mr. Chairman, for this opportunity to testity
on the economic impact of employer minimum health insurance
coverage. Gaps in employer-provided health insurance pose
significant barriers to needed medical care and undermine the
health and aeconomic security of many working families.
Requiring employers to provide minimum health insurance
coverage to workers would markedly reduce the ranks of the

uninsured, improve access to health care, and relieve the
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financial hardship of health care bills for 24 million
Americans.

Today, I would like to review the health and economic
consequences of failing to close the gaps in health insurance
coverage, as well as discuss how the cost of health care
would be distributed under a mandated employer health
insurance plan. The economic consequences, including any
potential effect on enmployment, of a minimum employer plan
deserve careful consideration and I am pleased to share with
the Committee my own analysis of this aspect of the plan,

The Uninsured and Health Care

As previous hearings have documented, 37 million

Americans, or about 17.6 percent of the nonelderly

population, do not have any health insurance coverags.
Particularly disturbing is the fact that the ranks of the

uninsured are . growing. In 1980, 30 million Americans, or 15
percent of the nonelderly population, did not have health
insurance coverage. Today there are 7 million more Americans
without health insurance coverage than was the case six years
ago.

The common impression is that the uninsured are outside
the work torce -- mostly young adults who have not yet found
jobs. This is not the case. Surprisingly, over half of the

.aninsured, 19.6 million people, are in families where at
least one member has a full-time job working 35 or more hours
per week. Seventy percent of all the uninsured are in
fanilies where at least one member works at least 10 or more
hours per week. The remaining 30 percent are unemployed or
out of the labor force.

Nearly all of the uninsured have modest incomes. About
one~-third -have incomes below the poverty 1level. only 20
percent have incomes greater than three times the poverty
level. Individual purchase of private health insurance is

not economically feasible for most of the uninsured.
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Individual plans typically have inadequate benefits and
charge premiums well in excess of actual benefit outlays. A
spell of illness, hospital episode, or chronic health problen
incurred by the uninsured can be financially devastating.
Recent studies document the seriousness of absence of

health insurance coverage for access to health care. A new

report on access to health care in 1986 recently released by
the Robert Wood Johnson Foundation contains evidence on the
deterioration in access to health care in the 1980s.
Thirteen and one-half million people reported not receiving
medical care for financial reasons. An estimated one million
individuals actually tried to obtain needed care but did were
turned away.

'i'ha Robert Wood Johnson Foundation access survey found
particular problems for the uninsured. The uninsured are
one~-third more likely to be in fair or poor health than the
nonelderly insured. Yet despite their poorer health status,
the uninsured receive 27 percent fewer physician services and
are hospitalized 19 percent less frequently than the insured.
One-fifth of the uninsured with chronic illness did not see a
physician during the year. Fully two-thirds of the uninsured
with serious symptoms (e.g. bleeding, loss of consciousness,
chest pain, shortness of breath, weight loss unrelated to
diet) did not see or contact a physician. One-fifth of
uninsured pregnant women did not receive care in the first
trimester of pregnancy. Twenty-two percent of the uninsured
with hypertension did not receive a blood pressure check in
the year.

Clearly, absence of health insurance coverage is not
only a serious financial problem it is a health problem as
well. Millions of Americans are at risk of death and
disability because of an inability to pay for needed health

care.
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Alternative Approaches to Closing the Gaps in Health
Insurance Coverage

It is urgent that action be taken to provide at least
some nminizmum essential health insurance coverage for all
Americans. In evaluating the economic impact of any one
approach to dealing with this problem, it is important to
consider the alternatives. The major approaches which could
be followed to close the gaps in health insurance coverage
include:

o Expanding public programs such as Medicaid or

Medicare to cover the uninsured or establishing
a new public progran,

o Subsidizing the purchase of individual private
health insurance through federal or state
government funds,

o Taxing hospitals or private health insurance plans
to create a pool for paying for care for the
uninsured, or

o Requiring. employers to provide health insurance
coverage for erxployees and dependents.

The firat of these alternatives would require
substantial new taxes from corporations or individuals.
Given current governmental budgetary problems, public funds
might be better targeted on those low-income uninsured
falling outside the workforce. 1In addition since sope of the
working poor and near-poor have private health insurance
coverage through employers, public coverage would displace
current private coverage and add considerably to public
ocutlays.

The second approach would also require additional taxes
to pay for subsidies of an inherently inefficient typs of
health insurance coverage. 1Individual health insurance plans
run adnministrative costs 30 to 50 percent of benefits,
conpared to 3 to 5 percent for Medicare and Medicaid. Public

monies would go further by directly covering the uninsured
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under Medicaid or Medicare than by indirectly subsidizing
coverage under individual private health insurance plans.

The third approach of taxing hospitals or private healtl
insurance plans would shift the financial burden of covering
the uninsured onto the insured. Those employers providing
coverage for their workers would be doubly burdened--
picking up the costs of their own workers plus the cost of
workers in firms not providing such coverags. In a given
industry, firms providing health insurance coverage for
workers would be at a gerious competitive disadvantage to
those firms not providing such coverage.

In the light of these alternatives, requiring minimum
employee health insurance coverage has much to commend it.
It would minimize new taxes required to fill the gaps in
health insurance coverage. It would build on the current
system of employer-provided private group health insurance.
It would spread the cost of expanded coverage more eqyieahly
among firms, rather than concentrating the burden on those

firms voluntarily electing to provide coverage to their

workers.

There are several cost concepts which need to be
considered in evaluating the economic impact of a mninimum
employer health insurance plan. The incremental cost of
coverage to society is the additional health services or
expenditures which would result from improved coverage.
Simply put, people who now fail to get health care for
financial reasons could be expected to receive it. More
pregnant women would receive adequate prenatal care; more
hypertensives would receive regular attention from a
physician.

Other costs are transferred from one party to another.
The uninsured would have lower out-of-pocket expenses for

health care; these costs would be shiftad to their employers.
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Those individuals purchasing individual - private health
insurance would have reduced premjiums. Those premiums would
be paid by their employers.

The ultimate burden of such expenses, howvever, night be
shifted onto others. Employers might elect to lower wages
(oxr raise them less than they otherwise would) if forced to
pay for health insurance coverage. In this case, the cost of
health care for the sick uninsured would be spread over all
uninsured workers in the form of reduced wages rathor‘than
concentrated on those uninsured with serious illnesses.
Since group insurance is 1less costly than individual
insurance, workers who now purchase individual insurance
would have a net reduction in premium cost and out-of-pocket
costs.

If the enmployer were unable to shift the cost onto
workers, because of minimum wage provisions, these costs
might be shifted onto stockholders in the form of lower
profits or consumers in the form of higher prices.

§. 1265 could be expected to have a modest incremental
economic cost and result in transfers of costs from
individuals and governments to employers. These costs in
turn would likely be shifted largely onto workers. Estimates
from the Actuarial Research Corporation of §. 1265 appears to
be the most reasonable estimates of the premium cost of the
mandated plan. These estimates indicate that an individual
plan would cost $642 annually; a family plan would cost
$1,631; and the per worker cost would average $1,186 in 1988.
I have compared these estimates with estimates of enmployer-
mandated coverage I was responsible for in 1980 and find them
within the 1right range given increases in health care
expenditures since that time.

Actuarial Research Corporation notes that costs would be
lower for workers choosing to obtain care through HMOs as the
plan encourages. This, too, 1is corrcborated by other

research studies.
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Data from the 1985 Consumer Population Survey suggest
that 13 million uninsured workers would be newly covered by
S. 1265, or a total of 24 million people including family
menmbers. In addition 6 million workers who now purchase
health insurance coverage individually would be covered under
employer-provided group coverage. Applying the per worker
rates to these counts of affected workers suggests a total
cost of about $23 to $25 billion in 1988.

These costs, however, are largely transferred costs
rather than new economic costs., Roughly, it could be
expacted that $5 billion would displace current governmental
outlays (e.g. under Medicaid, VA, and state and local
governnent_honpital subsidies). Another $15 billion would
displace out-of-pocket payments for health care by uninsured
individuals and 4{individual insurance premium payments for
those with individual health insurance. The remaining $5
billion would represent new health expenditures for health
care which would not currently be received by the uninsured.

These outlays are modest given the current size of the
health care sector. In 1986, national health expenditures
were $458 billion, of which over $185 billion came from
government, $115 billion came from consumers directly out-of-
pocket, $145 billion came from private health insurance
payments, and the remainder from miscellaneous private
sources.

Viewed from this perspective, the proposed bill would
add about one percent to total outlays for health care,
increase the private share of total health spending from 59
to 60 percent, and reduce the out-of-pocket eshare of health
spending from 28 percent to about 26 percent. These are not
revolutionary shifts in health outlays and could be expected
to have only modest effects.

From the perspective of the uninsured, however, the plan

would provide health insurance coverage for an additional 24
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million Americans, remove the financial obstacles to
obtaining health care for children, pregnant women, and those
with chronic health problems, avoid postponing care for
serious health symptoms such as bleeding or 1loss of
consciousness, and 1lift the crushing financial burden a
serious health problem can inflict.

Inflationary pressure from the new expanded pressures
can be expected to be minimal. The health sector is
currently experiencing serious excess capacity -- both in
terms of low hospital occupancy rates and a significant
increase in the -upply.'ot physicians. New health care
services by those who are currently uniﬁsurod oould be
accommodated easily within the current system without
generating inflationary pressures.

Minimum Health Coverage and Impact on Emplovment

In large part additional employer costs could be
expected over the longer term to result in lower wages than
would otherwise have been paid. The exception to this is
those workers at or near the minimum wage where the employer
could not legally lower wages. Data Resources Institute
estimates that this would result in reduced employment on the
order of 100,000 to 120,000 jobs, or add about 0.1 percentage
points to the unemployment rate. This is a relatively small
change in the context of the creation of 16 million new jobs
in the last three years, and would be much smaller than the
employment impact of efforts to cut tgdoral budgetary outlays
under a deficit reduction effort.

This estimate would appear to be within a plausible
range. Currently, 4 million workers with wages less than
$4.00 per hour are uninsured. Over 90 percent of these
workers work at least 25 hours per work; at least 75 percent
work 35 or more hours per week. The employer share of the
premium would average about 50 cents per hour for nost

uninsured workers. Studies stygest that a 15 percent
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increase in the mininum wage might result in a 1.5 percent
reduction in jobs. Apply;ng these to the ¢ million workers
suggests about a 60,000 loss of jobs. Thus, the 100,000 to
120,000 figure would appear to be an outside estimates.

One important point, however, is that the additional
health services received by the uninsured under this plan
would in itself have an employment stimulating effect. The
$5 billion in new health expenditures could be expected to
add at least 100,000 jobs in the health sector. The net
employment impact of the bill, therefore, nay be positive
rather than negative. This should not be surprising since
most new "spending" programs are expansionary rather than
contractionary, even when financed by additional revenues.
IRET Estipate of Economic Impact

A study by Robbins and Robbins for IRET has estinated
that the employer minimum health plan would cost $100 billion
and result in a loss of one million jobs. This study
contains at least four serious flaws:

o It overestimates the per worker cost of the

S. 1265 benefit packags.

o It erroneously assumes that most employers would be
forced to upgrade existing health insurance
coverage.

o It fails to take account of coordination of benefit
provisions in private health insurance plans that
would avoid duplicate payments for servicess.

o It does not consider the employment expansionary
impact of providing new health services.

The study assumes that the per worker cost wou;d be over
$2,000, resulting in a cost of $37 billion for 17 million
newly covered workers. This is far in excess of the
Actuarial Research Corporation estimate and can not be

reasonably justified.
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The IRET estimated cost exceeds the cost of current
employer-provided health insurance coverage. In 1988
employers will be expectad to spend over $120 billion on
health care coverage for 81 million workers. The average per
worker cost of health coverage will be over $1,500.

Current employer plans on average are more genserous, not
less generous, than the ninimum plan. The =minimum plan
requires a family deductible of $500 and a maximum out-of-
pocket cost of $3,000. A survey of employer plans by Louis
Harris and Associates for Equitable in 1985 found that over
half of enmployer plans had deductibles below $100. A survey
of employer plans in 1984 by Hewitt Associates found that 37
percent had no deductible for hospital care and half had a
total deductible of less than $100. The minimum plan with
its high deductible can be expected to cost considerably less
than the typical plan now covering workers.

The IRET cost of new coverage of $37 billion, thereforae,
is a gross overestimate. In addition, since currant employer
plans are more generous, not less generous than the minimum
plan, there would be no $16 hillion cost for upgrading
coverage. Employers could add any uncovered benefits such as
well-baby care for no additional cost by raising current
deductibles.

Finally, the IRET study erroneously assumes that there
would be $45 billion in duplicate insurance coverage.
Private health insurance plans have quite sophisticated
systems for coordinating benefits when a two-earner family is

covered by mnultiple plans. Rules followed by companies
specity which plan is primary payer. Beneficiaries do not
receive double payment for health care services received.
The $45 billion duplicate coverage cost, therefore, is
inapplicable. ,

Numerous other criticisms could be raised about the IRET

analysis. Administrative costs of group insurance, for



174

example, are considerably less than individually purchased
insurance. The estimated $2 billion incremental
administrative cost does not consider these offsets.

Supmary

The ninimum employer plan would accomplish much for a
modest outlay and minimal adverse economic effects. The
benefits contained in S. 1265 do not constitute an
excessively generous or financially burdensome plan. It is
estimated that the plan would cost $23 to $25 billion, or
$1,200 per newly covered worker, or on an hourly basis about
$0.50 to $0.60 per hour.

The plan is 1likely to be expansionary rather than
contractionary. The direct job loss from higher labor costs
is at most 100,000 to 120,000. The additional jobs created
in the health sector by expanded demand for services would be
at least 100,000. Other factors suggest that any adverse
effect on employment would be minimal. The labor market for
entry-level workers is tightening with the drop in fertility
in the mid-19608 leading to a smaller size cohort entering

the labor force. Loss of jobs in such an environment is less

likely. The minimum wage has not been increased since 1981,
s0 that the cost of entry-level workers has declined in real
terms over the last six years. Finally, the types of jobs
that are potentially affected ara %,;gely in the service
sector or retail trade which are ;ot as sensitive to
international competition.

Coverage of employers and dependents under this plan
would add 24 million more people to health insurance
coverage, and drop the number of uninsured from 37 million to
about 13 million. This would provide much needed improvement
in access to health care for a largely low-income population.
It would help reduce the intolerable delay in obtaining
needed health care for pregnant women, children, those with
chronic health problems such as hypertension and diabetes,
and those with life-threatening symptoms such as bleeding,
chest pain, and loss of consciousness which many uninsured

now experience.
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A lalanced assessment suggests that mandating employer

ccverage for workers and their families would be the least

disruptive and fiscally burdensome approach to helping close

the gap in health insurance coverage of Americans. It

deserves serious consideration.
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HEALTH CARE PRIORITIES IN 1988
THE PUBLIC'S VIEW

Conducled for:

The Federation of American Health Systems
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The Gallup Organization, Inc.
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Total noon § 100 (1014).
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Under 30 years 82 1" 3 100 ()
30-44 years 1 6 ? 100 (302)
45-89 years €5 29 6 100 (226)
60 years § over 1 18 10 100 (168)
fducation
Less than H.S. Grad. 1] 12 5 100 (10)
.S, Grad. 76 19 $ 100 (367)
College 66 30 4 100 I
annua)_Jlousehold_Insone
Less than $20,000 19 " 4 100 (238)
$20,000 - §39,999 1% ¥ ? 100 (368)
§40,000 or rore 66 3N ‘ 100 (302)
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Nonelderly Poputation wilh Selecied Sources of Health
insurance by Reglon, and Stsle, 1886

No Heanhh
Tolai Total Other Total Insurance
_Region by State Jolal __ Pnvate Employer Prvate Public _Medicaid  Coverage
(in thousands)
Total 208,023 152,898 136,123 23,828 24,883 16,985 37,027
New Engtlang 10.916 8.805 7.839 1,189 a90 587 1,333
Maine 953 732 635 118 105 8 145
New Hampshire 883 745 689 99 a a 101
Vermoni 461 359 326 [ ] ] 2 69
Massachusens 5,085 4,085 3,688 528 813 404 605
Rhode Island 824 700 633 04 83 s 69
Connecticu! 2.710 2.173 1,969 350 289 183 345
Middie Atlaniic 31,893 24,405 22,071 3.338 3.675 2,982 ., 4567
New York 15,286 11,052 10,030 1,551 2,008 1,707 2.556
New Jersey 6.682 5.393 4,858 729 §85 453 825
Pennsylvania 9,925 7.960 7.183 1,058 1,082 821 1,185
East Nonh Ceniral 36,378 27,956 25.259 3.880 4,488 3.447 5133
Onw 9,356 7,153 6.499 839 1,036 838 1.409
Indiana 4,654 3.630 3,258 541 + 342 182 833
§inois 10.093 7.606 6.838 1,065 1,333 1,040 1,401
Michugan 8.133 6.199 5,638 860 1,306 1,037 965
Wwisconsin 4,143 3.367 .3.026 476 470 350 444
West North Central 15,209 11,844 10,000 2,463 1.544 1,166 2,122
Minnesola 3.670 2.931 2.418 636 475 387 389
lowa 2.532 2,035 1.640 495 280 236 295
Missourt 4,391 3,328 2.941 . 471 4an 340 714
North Dakota 548 443 325, 143 '} a 87
South Dakola 595 463 349 138 a a 103
Nebraska 1,383 1,069 897 239 130 86 234
Kansas 2,090 1,673 1,430 341 188 108 299
South Allanlic 34,639 25581 22,717 4,050 J3.892 2,116 6,392
Delaware 553 421 d87 '] a 3 99
Maryland 3,972 3,133 2,869 396 350 211 617
Disinct of Columoia 526 365 329 [} ] [ 112
Vipinia 4,799 J.808 J3.466 473 626 260 622
West Virginia 1,621 1,106 59 189 297 218 295
North Carolina 5364 3.997 3,574 644 $33 295 985
South Carolina 2.8040 2,092 1,088 330 406 232 468
Georpa 5311 3.891 3,519 606 677 431 954
9.653 8.767 5,725 1,412 1.004 469 2,242

Fonda

(conlinued on nexi page)
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Nongldetly Population with Saiected Sources of Health
Insurance by Region, and State, 1986

{Conlinued) )
No Heatth
. Tota! Tolal Other Total insurance
Region by State Tota! _ Prvate Employer Pnvale Public Medicaid  Coversge
{in thousands)

Easl South Cenlira! 12.973 8. 658 7.665 1.526 1,800 1,182 2,950
Kentucky 3.13¢% 2.151% 1.885 340 448 304 659
Tennessee 4010 2.72¢5 2.425 470 620 380 826
Alabama 3675 2378 2.144 365 430 294 859
Mississipp: 2.245 1.404 1,167 351 233 205 606

Wesl South Central 23,290 15,494 13,827 2.582 2,656 1,542 5861
Arkansas 2,007 1312 1,183 246 295 165 487
Louisiana 3.920 2,548 2,234 620 599 416 804
Oklahoma 2.793 1.943 1,690 as1 332 153 636
Texas 14,569 9.651 8.751 1.465 1.430 808 3.833

Mountain 11,35¢ 8.351 7.191 1,482 1.085 305 2,242
Moniana 715 5§25 408 153 88 ] 134
lgaho 863 626 524 132 [ N 186
Wyoming 44 329 283 ' M 3 78

. Colorago 2.769 2,052 1,778 74 384 200 450
New Mexico 1,246 827 670 160 142 a 325
Anzona 2.895 2,129 1,832 394 221 : 651
thah 1,546 1,181 1,080 13¢ 155 105 253
Nevada 878 682 617 99 95 [ ] 154

Pacilic 31,369 21,705 19,454 3,038 4,263 3,022 6,427

.. Washington 3.808 2,738 2,394 447 656 420 603
Oregon 2.401 1,753 1,573 218 233 167 478
Calfomia 23,874 16,217 14,629 2,218 3.270 2,434 5142
Alaska 453 324 an '} 8 a 87
Hawai 833 672 587 154 104 [ 107

Source: Employee Beriefit hesearch Institute tabulations ¢f the March 1987

oy < - * 2 .- Jpe
Luorent Fopuletion S

& - Humssr fs voz srall vr te stztisticelly sigificant.
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PREPARED STATEMENT OF LAWRENCE S. LEWIN
BASIC PREMISES

1. Not all of the 32 to 37 million uninsured are without access to health care.

. 2. But, many with insurance are underinsured or Jack coverage of important bene-
its.

3. Many of the uninsured are the nation’s most vulnerable—children, adolescents,
pregnant women, homeless—for whom access to health care is among society's best
investments.

4. The most serious need is not for catastrophic coverage, but for improved access
to ambulatory care in the form of preventive services, primary care, chronic care
management. Though cost-effective, they are often excluded from current insurance
these are highly cost-effective.

5. The present employment-based plus safety net system is inherently flawed and
shows signs of getting worse, not better.

6. A broad-based consensus seems to be building in support of universal access to
health care including some notable new enlistees. This coalition, while tenuous can
be broadened and strengthened.

7. Any solution must contribute to greater economic discipline and financing
equity.

8. Given Federal fiscal constraints a phased approach—perhaps beginning with
children and pregnant women.

9. Proposals must be based on careful calculations of the complex interrelation-
ships among players to accurately assess the impact.

OVERALL CHOICES

1. Who should be covered?

¢ presumably all, but not necessarily by insurance alone

* many uninsured have access to care

¢ marginal cost of providing universal access could be as low as $15-25 billion
2. What benefits should be covered?

e ambulatory, including preventive, primary, and chronic care management
may be the most important and cost-effective
* can we develop the discipline to develop a sound but limited basic package
without “Christmas treeing?”’
. ca‘p wtlal ‘;ievelop means to distinguish between services needed for some but
not for all?

3. What should be the public/private mix and the role of private insurance?
¢ In short run, we are most likely to pursue an approach that builds on rather
than replaces what we now have in place, i.e. a hybrid system with public and

rivate ownership of both the financing and the means of production.

4. How should the financing burden be distributed?
¢ reduce the bdrden on those offering insurance
* avoid “free-riders’’ among employers, individuals, and providers
* reduce the byrden on individuals
* face the realities of current hidden subsidies and taxes

5. l?iow to achieve a balance between fair value (cost + quality> and fair pay-

ment?

MODALITIES OF ACCESS TO CARE

1. Private Insurance

¢ Grou
* Non-Group
2. Public Insurance
¢ Medicare
* Medicaid
—Basic
—Medically Needy
¢ State only
3. Publicly financed services
» publi¢ hospitals
* public clinics
* private agencies receiving public funds
4. Private voluntary system
¢ primarily not-for-profit hospitals
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e physicians

* private agencies receiving philanthropy

INSURANCE STATUS OF NONMEDICARE POPULATION, BY INCOME, 1986

Group/
Tol | Uninswed | Medicaid "“‘oﬂ,““’ aw?:;ﬁs/
Total (I MIHIOMS) .........ovoeeeeee e eee e 2099 374 16.4 15.3 140.8
Family income:
$0-$14999 ... 50.6 189 139 4.7 131
15.000-29,999 .. 51.0 99 19 49 40.3
30,000 4 oo 102.3 86 0.6 5.7 814

Source: Lewin/ICF Analysis of March 1387 CPS.

EXPANDED ACCESS DESIGN OPTIONS

1. Private Insurance

a. Expand employer-based Group Insurance
* mandate (“thou shalt”): Kennedy-Waxman _ N
¢ indifference tax (‘‘play or pay’’). Massachusetts, NLCHC -
¢ contribution tax (help subsidize)
* tax credit (Oregon) or other relief for small or financially distressed firms
¢ facilitate buy-in to Medicaid
¢ eliminate or regulate exclusionary practices
¢ facilitate/subsidize reinsurance market
b. Subsidize and facilitate Non-Group Insurance
¢ facilitate Medicaid buy-in
* individual tax credits or increased tax deductions for self-employeds
¢ expand COBRA continuation provisions
¢ assigned risk pools
 State insurance funds or products a la FEHBP
. Public Insurance
a. Medicare
¢ decrease waiting period for SSI
* increase incentives for enrollment in capitated plans
* subsidize low-income participation in Rx plan
b. Medicaid
* expand eliﬁibility to higher income levels, e.g. 130% of poverty for chil-
dren and adolescents on a uniform, mandated basis for all states
¢ create uniform Federal minimum benefits (various options)
* further decouple. from cash assistance to cover non-categorical groups
such as homeless, substance abusers
* improve provider reimbursement and remove other obstacles to improved
participation
* simplify, facilitate, promote participation
* allow Medicaid to buy-in to approved state insurance funds for non-Med-
icaid eligibles with Fed/State maintenance of effort
¢ fold State Medicaid programs into state insurance funds
. Publicly Financed Programs
. Mx}jor demonstration and new grant programs focussed on groups unlikely to
benefit fully from expanded insurance (i.e. those needing help “‘negotiating’’ the
system and high cost, high tech cases)
* Expand funds for planning, coordination, construction, training for publicly
funded hospitals and clinics to upgrade quality and attractiveness to population
* special emphasis on expansion and coordination of ambulatory care.
. Private Voluntary System
* Focus on role of physicians in provision of charity care: assess, monitor, cor-
rect imbalances through ‘play or pay’” mechanisms
* Provide compensatory financing for disproportionate share providers, e.g. via
funds pooling mechanisms
* Preserve voluntary resources already in place, and stimulate more by recog-
nizing tax exempt status for worthy institutions
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PREPARED STATEMENT OF DAviD McCAMMON

My name is David McCammon. I am Vice President-Finance and Treasurer of
Ford Motor Company, and with me is Jack Shelton, who is Manager of the Employ-
ee Insurance Department. I here on behalf of Ford Motor Company to testify about
the important problem of providing health care for the uninsured.

Ford Motor Company shares your concern about the 31 million people in this
country who do not have health insurance and the tragic consequences that result
from many of these individuals not receiving needed health care. Further, we are
concerned about the additional 15 million individuals who do not have adequate in-
surance. Like you, we hope to find a solution to this se ious problem which dimin-
ishes the quality of life for those involved. Ford, like other major employers, is af-
fected adversely by the uninsured and underinsured because providers of medical
services—doctors and hospitals—often shift the cost of incompensated care in the
form of higher charges to insured patients. It is imporiant that any program you
develog for the uninsured and underinsured provide for quality care and spending
controls

However, we would cautlon that the problem of the uninsured and underinsured
is part of a much larger national problem: the failure of the present health care
system to deliver quality health care at affordable prices. We believe the problem of
the uninsured cannot be solved without dealing with the broader issue of increasing
health care costs. The high cost of health care not only has made it impossible for
many to purchase insurance but also is affectmg adversely the ability of U.S. busi-
nesses to competé with foreign companies in both world:.vide and domestic markets.

In 1988, U.S. health care costs were nearly $550 billion, about 11.5 percent of
GNP or about $2,180 per capita. U.S. health care cos's have been increasing at
double digit rates for the last twenty years. Other countries with whom we compete
in world-wide and domestic markets have health care costs significantly below the
U.S. For example, in 1986 (the latest year foreign data are available) U.S. health
care costs per capita were 41 percent higher than Canada, over 80 percent higher
than Germany and France, 130 percent higher than Jayan, and 170 percent higher
than the United Kingdom. All of these countries provide comprehensive coverage to
all their citizens.

Ford’'s health care cost experience has been similar to the U.S. experience of
double-digit increases. In 1988, Ford's health care costs for automotive operations
exceeded $1 billion and are projected to double by 199:i. The proposed changes in
accounting standards that will require accrual of the costs for post-retirement
health benefits make these costs even higher.

Solutions to the present health system that only respond to the access problem,
such as mandated employer benefits, all too often result in higher costs by creating
demand for health care services without correcting the shortcomings of the supply
side, such as unnecessary and inappropriate care. Once in place, government pro-
grams with inadequate controls have resulted in higher costs. For example, accord-
ing to Doctor Philip Lee, chairman of the Physician Pa-ment Review Commission,
Medicare outlays for physician services tripled betwee; 1980 and 1988, reflecting
rising utilization of services per enroliges. Further, the evidence suggests that many
services delivered to patients have little or no value.

In the past, the government has attempted to solve it: resulting cost problems in
the past by shifting costs to the private sector through reduced benefits, restricted
eligibility, or partial payments to providers. The government's share of personal
health expenditures has been reduced from 40 percent in 1985 to 38.6 percent in
1987, or nearly $6 billion. During this same period, private sector costs have in-
creased from 60 peroent to 61.4 percent, with businesses picking up one-third of the
increase.

We urge that, in your considerations, you look at the broader issue of the need for
a national health strategy that will meet the following goals: First, assure access for
the uninsured; second, provide high quality care; and third, contain costs. A piece-
meal solution may only increase costs and thus, preven' more Americans from re-
ceiving needed heaith care. We believe all the major participants—providers of
health services, purchasers of care, consumers of servi es, and the government—
need to work together to develop such a strategy.
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Mr. Chairman, in closing, we commend your interest and initiative in this impor-
tant and complex problem, and we stand ready to work with you in any way in
which we can be helpful.

PREPARED STATEMENT OF BEVERLEY MCDONALD

Good morning. My name is Beverley McDonald and am the Executive Director of
the Michigan League for Human Services. The League i8 a 77-year-old, statewide,
citizens' organization engaged in a broad range of research, planning, education and
advocacy activities to improve human services in Michigan. For the past decade, we
have committed significant resources to programs and needs within the health care
area, escalating these efforts over the past few years to address the growing problem
of the uninsured in Michigan.

Our current activities in the area of health care for the uninsured are primarily
two: an%}{sis of the Current Population Survey (CPS) data on the scope of the prob-
lem in Michigan; and sponsorship of the Health Care Access Project, a public-pri-
vate partnership in Michigan to test approaches to expanding access to medical care
for the under and uninsured ﬁgﬂlation, with development costs underwritten by a
grant to the League from the rt Wood Johnson Foundation.

CPS Data Analysis. Our analysis of both the 1986 and 1987 data suggests that the
state holds one million uninsured persons mostly labor force participants and their
dependents. (A copy of the League’s report is attached.) The 1987 data indicated
that persons under 65 years of age suffered an uninsured rate of 11.9 percent. Inter-
estingly enough; the academic consortium of the Michigan Task Force on Access to
Health Care shows an identical uninsured rate for the under 65 population—a rate
gained from their recent telephone survey in Michigan. In Michigan as elsewhere,
the problem impacts disproportionately: the near poor had the highest rate of any
income group—one in five were uninsured. However, to some degree the problem
affected families at all income levels—16 percent of them reported at least one
member uninsured. Age and gender differences emerged: one in three young men
were uncovered and one in four young women. Women at sixty were twice as likely
to be uninsured as their male counterparts, possibly reflecting their home-making/
child-rearing function and a looser connection to the workforce. And while Medicare
is working here as elsewhere to cover older Michiganians, 28 percent of them
(295,000) appeared to have no private or dpublic gap coverage and thus—from the
Leagues perspective—represent a large underinsured group.

Medicaid does not appear to be working as well as it was intended—persons with
income below poverty still reported an 18.7 percent uninsured rate. In families of
three or more, Medicaid reached two-thirds of the under poverty population, but
only one-third of those slightly above poverty and only one in ten reporting income
between 125 and 149 grcent of poverty.

Medicaid may not be reaching those households because the financial ceilings for
participation are too low—58 percent of poverty for a family of four in Michigan—
or, in the case of the parents, use of the arbitrary Federal provision which cre-
ates a big hole in the safety net by disallowing participation in two-parent house-
holds if the primary wage earner works more than 100 hours a month—regardless
of the family’s poverty status.

Finally, the SOPS data for Michigan showed one-quarter of a million persons em-
ployed full time reporting no insurance coverage. They and their dependent chil-
dren comprise more than half of this vulnerable group. Fully four of five of the un-
insured either had a strong link to the workforce or were under 19 years of age.
This fact supports the relevance and timeliness of major thrust of Michigan’s dem-
onstration, the Health Care Access Project.

Health Care Access Project (HCAP). While the Access Project is also to some
extent helping us to define the scope of the under and unineured problem, it is pri-
marily aimed at testing solutions—specifically the feasibility and cost of combining
ambulatory and inpatient coverage for a large group of underinsured General As-
sistance grant recipients and eliminating the prior authorization system for all non-
emergency medical care currently in use. I-YCAP is also testing a financing ap-
proach—the One-Third Share Plan (OTSP)—which spreads the cost of insurance
premiums across employers, employees and a subsidy fund. An overview of tie OTSP
design and lessons learned from the pilot’s first year is also attached.

Generally speaking, in the small business world in which OTSP is operating in
Genesee and Marquette Counties, local HCAP staff have found that many of the
businesses they approach carry insurance. Businesses contacted total 1,469; on aver-
age, of every 100 contacts: 41 here already carrying insurance, 19 were ineligible for
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OTSP participation for other reasons, 32 declined to participate, and 8 enrolled in
the one-third share financing arrangement, using an insurance plan of their choice.
Project staff were only able to persuade one in five eligible businesses to come into
the insurance stream, in spite of the one-third subsidy of premium costs the project
supplies and the cap on the employer's contribution of one-third. All eligible busi-
nesses in Genesee County which have declined participation cite the cost factor, and
nine in ten in Marquette declined for the same reason.

Participating businesses have an average age of ten years in Genesee County, five
or less in Marquette. The businesses’ workforce tends to be larger in the Upper Pe-
ninsula pilot site as does their enrolled group size. However, in both sites, the busi-
nesses are primarily restaurants, auto repair/parts operations, building/construc-
tion firms, retail stores and professional services (accountants, attorneys, consult-
ants). There are other substantial differences between the urban and rural pilots: in
Marquette, almost nine in ten employee enrollees are eligible for a subsidy (have
wages below 200% of the poverty level), while three of four are eligible in Genesee.
Half of those subsidized in Marquetse are getting the maximum two-thirds subsidy,
available for employees with family income below the poverty line. Only one in
seven of Genesee’s subsidized empf;yees receives the maximum. The employees’
wage/income and the businesses sizes significantly influence the average monthly
subsidy per business—$119 in Genesee and $209 in Marquette. The share of employ-
ees who are not covered by other insurance but elect not to participate—choosing to
‘“‘go bare’’—also varies: 3 percent in Genesee and 11.4 percent in Marquette. More
revealing in terms of employees’ general interest in having health insurance, is the
fact that 97 percent and 88 percent of uncovered employees in Genesee and Mar-

uette respectively opted into the plan, contributing an average of $51 a month in
nesee and $24 in Marquette. Since the project is operating primarily in the low-
wage labor market—only one in five enrollees have wages above $15,400—participa-
tion to date suggests that concern for coverage is deep enough to outweigh compet-
ing demands for these employees’ discretionary funds.

Direction of Proposed Changes. One of the most difficult aspects of evaluating the
many proposals and ideas—including Michigan's pilot—for expanding access to the
uninsured is making a judgment on which way is “forward.” Assuming that compre-
hensive change is not imminent and that incremental changes are much more likely
to occur, such changes must be measured in terms of the direction in which they
are heading: Are they moving the nation toward a goal of universal access to health
care of adequate quality at an affordable cost?

To elaborate, when it is known that the target population—those currently with-
out coverage—is primarily made up of working poor families, and solutions to access
and coverage are proposed through insurance products which carry a $500 family
deductible, the League would suggest that the approach will not increase access to
anything but tests and inpatient hospitalization and does not represent forward
movement. Nor—if indeed the working poor comprise the target group—do in-
creased copayments help with the access problem (larger copayments representing

the most commonly pro “golution”’ to the cost problem which appears to be the
major reason why employers do not offer coverage). It is entirelf' ible that in
five years insured persons with the lowest out-of-pocket costs will those in the

“good,” well-compensated positions, in spite of a general recognition that it is incon-
ruous to structure a resolution to the uninsured problem in which those with the
owest paying jobs suffer the highest out-of-pocket payments to access primary and
prevention services. Further, from an overall cost management perspective, it is
risky public policy to design or encourage coverages for a large base of persons
which primarily direct reimbursements to those areas where costs are already esca-
lating and excess capacity exists—particularly when the approach simultaneously
creates little coverage for the primary and prevention services which might function
to make people less needy of pro service areas for reimbursement such as high
technology testing and inpatient hospital care.

Experience would suggest that the modern U.S. health care system may be a hu%e
sponge which can absorb any amount of resources directed its way on medical dv
beneficial services and p ures. The q)uestion is; What is an appropriate, afford-
able level of resources to channel its way? What level represents forward movement
in our effort to broaden access to adequate medical care at a reasonable cost?

Many health economists believe that the nation’s $450 billion annual expenditure
on health care is sufficient to cover the medical needs of its 230 million citizens;
they suggest the dollars have to be redirected. The I.eague would support that view,
but, in the alternative, would urge that public/private solutions to access for the
uninsured which bring an infusion of new dollars into the systein be directed to pri-
mary care, prevention services and low-cost therapies that work—whether the dol-
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lars come directly from the patient’s pocket (25 percent of current payments) or
through private insurance (31 percent). In the long run, it is the League’s view that .
working poor families can be served by no other approach.

In conclusion, we urge policy-makers at every level to use the collective knowl-
edge that exists on the financing and delivery of health care services, and our best
sense of the target population, to create incremental steps which will move us for-
ward toward a goal of universal access.

Thank you for inviting me to speak this morning.

Attachment.
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The Michigan Situation in Briet

The ollowing charts on the population withoul pubhc of private heaith care coverage were developed
using Michigan data from the March, 1987 Cutrent Population Survey conducted by the U.S. Bureau of

the Census.

In the charts which compare state and national estirnates of the uninsured population, the nationa! data
were drawn from the latest such sludy available, a survey conducted for the National Center for Health
Statistics in 1986.

A more detailed analysis of the scope of the uninsured problem in Michigan is included following the
charts. For additional information relaled to the charts, see the lext page relerence below each chart.

Chart 1
Distribution of Persons Without Health
Care Coverage in Michigan, 19887
Non-Working
Adults Chidren Uo to
19 Years
Unemployed
Workers
Adulls Working
Part Time
Adults Woiking
Full Tme
{Text: pp. 1-2) -
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Chart 2
Uninsured Rate by Age
and Sex in Michigan, 1987
407
‘®- Females
30 1 ‘0= Males
Percent
Uninsured 20
>
‘°J'>o‘£ §e-<§
0 + + + + ~+ + 0
0 10 20 30 40 50 60 70
(Text: pp. 2-4) Age

Chart 3
Uninsured Rate by Age in Michigan, 1987

30-.
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10?‘\/
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Chart 4
Uninsured Rate by Race In
Michigan, 1987
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(Text: p.4)

Chart 5
Uninsured Rate by Economic St2tus, 1987
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Chart 6
Distribution of Labor Force
Participants Without Health Care
Coverage in Michigan, 1987
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(Text: pp. 9-10)

Chant 7

Labor Force Participants by Source
of Health Coverage in Michigan, 1987
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An Update on the Uninsured Problem In Michigan

introduction

Current public policy discussions about health care at both the state and national levels are focused on
cost, utilization, quality, and access. Of these four areas. access to necessary and preventive medical
cars is probably the one about which the least is known. Of late, the access issue has focused on the
“uninsured™ problem, mainly because of the growing realization that persons without public or private
health care coverage comprise a Iar?e group within the U.S. population, one estimated to include 37
miffion people.’ It is feared that the lack of heaith care coverage may effectively prevent the uninsured
group from seeking or recelving care on anything but an emergency basis.

Using Michigan data from the March 1987 Current Population Survey conducted by the U.S. Bureau of
the Census, the following analysis updates the League study of January 1988, which used the 1986
survey to examine the scope of the uninsured problem in the state and the characteristics of Michigan's
residents who are “in the health care cracks.” The lates! review of the data is more extensive,
examining the relationship between economic status and lack of coverage, and regional differences in
Michigan. Persons described as having "no insurance™ or as "uninsured” are those who--based on the
survey responses--were not covered by employer-related or other private health insurance plans or
through the public programs of Medicare, Medicaid, or military service-related health care.

Summary

In 1987, it is estimated that 992,549 people in Michigan were without any kind of health care insurance-
-roughly 10 percent of the state's population, or one in ten persons.” The lasgest uninsured group was
made up of children and young aduits--almost one in three of the state’s uninsured citizens were aged
ningteen or younger (Table 1). Fully two in five of those without health insurance were empioyed, 61
percent of them full time. The other 29 percent was comprised of non-working and unemployed adults.

Table 1

SHARE OF PERSONS WITHOUT HEALTH CARE COVERAGE
BY MAJCR CATEGORIES

Michigan 1987
Number Percentsge
Children up to 19 Years Oid 307,581 31.0%
Persons Employed Full Time 243,758 246
Persons Employad Part Time 155,652 15.7
Unemployed Workers 101,321 10.2
Homemakers/Other Non-Employed Adults 183,967 185

All Persons 992,549 100V



Disproportionats impact

Michigan's 1887 uninsured rate varied considerably among different population groups. Persons under
age 85, youngsters between 15 and 19, minorities, part-ime workers, poor and "near poor” persons,
?"I’fbie !hozs)o in the state’s major cities alf had uninsured rates higher than the overall rate of 10.3 percent

For persons who had never been married, the uninsured rate was 45 percent greater, reflecting both
the higher rate among youngsters aged 15 through 19 and the very large number of young adults In the
20 to 24 years age bracket with no insurance. The "near poor--families with incomes between 100
and 149 percent of the poverty level--were twice as likely to be uninsured as the general population.

Table 2
SUMMARY

UNINSURED RATES IN MICHIGAN
BY SELECTED CATEGORIES

1987

Category Uninsured Rate Categon Uninsured Rate
Pergons in Major Cities 13.5% All Persons 10.3%
Persons Under the
Poverty Line 18.7 All Under 65 119
Youngsters 15 Minority Persons 139
through age 19 134 .

“Near Poor” Persons 20.3
Full-Time Employees 7.8

Homemakers/Others
Pant-Time Employees 16.5 Non-Employed 9.2
Age Ditferences

The highest uninsured rate among age groups was for males betwaen 20 and 24--30.9 percent or three
imes the rate of the general population:—Generally, the distribution of the uninsured across age
brackets seems to suggest that access to health care insurance--and through it, perhaps reasonable
access 10 necessary medical care--may be in part dependent upon an individual's relaticnship to the
paid labor force, or coverage through a spouse in this position. Persons batween 20 and 35 years of
age, who possbly had not attained sufficient work force longevity, represented almost 42 percent of the
uninsured, while comprising only 26 percent of the population (Table 3). The uninsured rate then
dipped 10 its lowest level for any non-eiderly age group--7.4 percent for persons 35 o 54 years. |t
rises again for women over 55 but too young for Medicare, possibly reflectling the weak labor force
connection of displaced homemakers--women aged 55 to 64 years of age had a 10 percent higher rate
than that of the general population.

The share of Michigan's uninsured which is comprised of persons under 19 is oonsistent with the
national experience. It does appear, however, thal the state's uninsured are spread differenlly among
other age groups: a larger share is in the 20 - 24 year-oid group and a smaller share is between 25
and 54, reflecting substantially ditferent uninsured :ates in those age groups.’ (Tables 3, 12}
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Table 3

HEALTH CARE COVERAGE DISTRIBUTION AND UNINSURED RATES
BY AGE AND SEX

Michigan 1987
Share of State Share of All Uninsured
Age Population* Uninsured __Rste
0 -4 Years 1.2% 7.1% 10.1%
Female 35 25 7.2
Male 3.7 4.7 13.0
5 -9 Years 7.0% 5.2% 9.1%
Female 34 34 10.2
Male 3.6 29 8.1
10 - 14 Years 7.5% 9.2% 12.7%
Female 3.6 4.0 114
Male 3.8 5.2 139
15 - 19 Years 8.1% 10.3% 13.1%
Female 39 52 13.6
Male 4.2 5.0 123
20 - 24 Years 8.4% 22.5% 27.5%
Female 43 10.3 245
Male 4.1 12.4 308
25 - 34 Years 17.6% 19.4% 112%
Female 9.0 8.8 10.1
Maie 8.9 10.6 123
35 - 54 Years 23.4% 16.8% 7.4%
Female 1.9 8.0 6.9
Male 1.5 87 78
S5 - 64 Years 9.0% 7.7% 8.8%
Female 4.7 52 113
Male 43 2.1 5.1
Over 65 Years 11.5% 0.7% 0.6%
Female 6.8 0.5 0.7
Male 4.7 0.2 04
All Ages 100.0% 100.0% 10.3%
Fema's 51.2 47.9 97
Maie 48.8 51.8 10.8

* Based on population estimates and 1987 projections for Michigan, Current Population Reports,
Series P-25, No. 1024, U.S. Department of Commerce, Bureau of the Census.
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Less than one percent of Michigan's residents over 65 are without any health care coverage, suggesting
that Medicare is fulfiling its original objective. However, the Current Population Survey data do not
present a clear picture of the number of "underinsured" seniors who lack public or private “wrap-around”
or Medi-Gap ocoverage, viewed by most observers as necessary to adequate access for most seniors.

Factoring in data on the gap coverage provided by Blue Cross Blue Shiekd of Michigan, commercial
carriers and Medicaid, this population still showed an "underinsured™ rate of 28 percent. In the state in
1987, an estimated 295,000 persons over 65 goars of age solely relied on the Medicase program for
coverage, with no public or private program to fill the gaps.*

 appears that an extremely vuinerable group--even though its medical care needs can be presumed to

be lower--is made up of persons 20 to 24 years of age, with male and female uninsured rates of 30.9

and 24.5 percent respectively. Overall, such individuals are almost three times as lkely 1o be without

haalth Insurance as other slale citizens. This phenomenon may reflect the loss of a parent's coverage

which is not Immediately replaced with job-related coverage and/or an inclination on the part of a

sh:;lﬁthy young adult earning a relatively low wage to forego coverage which requires premium cost
ng.

Minority impect

Not all races were proportionately affected by the lack of health care coverage. Minorities (including
persons of Spanish origin) taken together suffer a 35 percent higher uninsured rate than the majority
(white) population (Table 4). Michigan's black citizens showed an uncovered rate almost 46 percent
higher than the general population and 61 percent higher than their white counterparts--aimost one in
seven black persons had no public or private coverage.

Table 4

‘DISTRIBUTION OF RESPONDEN“'S WITH NO INSURANCE
AND UNINSURED RATES, BY RACE

Michigan 1987

Uninsured
Survey Sample With No Insurance Rate

Number Percent Number Percent
All Races 6,196 100.0 635 100.0 10.3%

White 5,324 85.9 506 79.7 9.3
Black - 759 123 114 179 15.0
Spanish Origin® 132 2.1 11 1.7 8.3
Other 113 1.8 15 24 13.3

* Also included under "White"
Marital Status Ditferences
Persons who were never married represented more than two-thirds of the uninsured (Table §). One in

six were without coverage, again probably reflecting the higher uninsured rate among young people 15
through 24 generally, and the one in three males aged 20 to 24 who had no coverage.
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Table 5

SHARE OF RESPONDENTS WITH NO INSURANCE
AND UNINSURED RATES, BY MARITAL STATUS

Michigan 1987
Uninsured
Survey Sampie With No insurance Rate
Number Percent Number  Percent

Al 6,196 100.0 635 100.0 10.3%
Married 2,618 42.2 106 16.7 4.1
Not Married 824 133 85 15.0 11.5
Never Married 2,754 445 434 68.3 15.8

Geographical Ditferences

In the urban areas of the state--the "centra! cities” in stalistical data gathering--the share of the
population which is uninsured is about one-third higher than is the case in the general population (Table
6). (See table foolnotes for elaboration on which cities and counties are included under lable
headings.) This difference would seem lo reflect the relatively low number of persons covered by an
employer's pian in the central cities--while less than half of urban dwellers had job-related coverage,
almost three-quarters had such coverage in adjacent (out-county and suburban) areas.

Tabie 6

STATUS AND SOURCE OF INDIVIDUAL COVERAGE
BY AREAS OF RESIDENCE*

Michigan 1987
Coverage Status/ Y ’MM!'_/B!QMM‘ [

Source Central Cities  Adjacent Areas Rural All Areas
Uninsured 13.5% 8.6% 11.5% 10.3%
In Employer Group Plan 473 71.4 55.0 62.6
Receiving Medicaid 236 71 13.7 12.44/
Receiving Medicare 13.9 101 15.8 12.1
With Other Health ins. 16.6 14.9 213 16.4

* Columns do not tota! 100 percent due to individuals with more than one source of coverage.

1 %
Centrat cities data refiect the oombined axperience of Ann Arbor, Battle Creek. Benton Harbor,
Detroit, Flint. Grand Rapids, Jackson, Kalamazoo, Lansing, Muskegon, and Saginaw

%
Adjacent areas data reflect the combined experience of the suburbs and out county areas around the
state’s central cites and the ertended "metrepelitan” geographical area included wnen statistics are

(Footnctes continued on page 6)
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(Footnotes continued)

collected: they include the ocounties of Bay, Berrien, Calhoun, Clinton, Eaton, Genesee, Ingham,
Jackson, Kalamazoo, Kent, Lapeer, Livingston, Macomb, Midiand, Monroe, Muskegon, Oakland,
Ottawa, Saginaw. St. Clair, Shiawassee, Washtenaw, and Wayne.

Rural areas data reflect the combined experience of all Michigan's counties not named in the above
footnote; these rural counties are not included in the counts of the state's Primary, Metropolitan, or
Congo;lwatedaMetropoman Statistical Areas when the Current Population Surveys are undertaken by
the Census Bureau.

-4
Data reflect number ot persons who were receiving Medicaid benefits or had received such benefits
at any point in the prior year.

Rural areas fared somewhat better than central cities in terms of the share of thelr overall population
whhout coverage, but such areas also suffered a low rate of coverage in an employer's plan--55 percent
compared to the state rate of 63 percanl. The high rate of Medicara coverage in the rural areas (one
:n ;{: rmlv;dw such banefits) tended to hold down the overall uninsured rete as did Madicaid coverage
n cantral cities.

Famlly income

Not surprisingly, income levels were directly related to health care coverage: the lower the famiy
income, the less likely the family was to have insurance (Table 7). One person in four among the
state's uninsured in 1987 had family income below the federai poverty leve'. FN’. The Medicaid
program--which is assumed to provide coverage 10 the low-income population--doas nol cover persons,
regardiess of how low their income, who are not aged, blind, disebied, or In one-parent families with
dependent children. (Two-parent families qualify under limited ciicumstances.) Ths structural exclusion

Table 7

INDIVIDUAL AND FAMILY UNINSURED RATES
‘BY ECONOMIC STATUS

Michigan 1987
INDIVIDUALS FEMILES

FAMILY Share with Al Share with at Least

INCOME Uningured Rate Members Unirsurad One Member Uninsured
Below Poverty
Level (P.L.) 18.7% 21.7%" 25.6%
100% - 124% of P.L. 19.0 15.9 23.9
125% - 149% of P.L. 220 16.3 256
150% - 199% of P.L. 16.1 14.2 23.1
Above 200% of P.L. . 68 3.1 12.2
All Income Levels 103 8.2 16.3

* Reflects large number of uninsured one person units under poverty lire.



in the Medicald program prohibiting nondisabled single individuals or childiess couples under 85 years
of age--or the parents in two-parent families in most cases--from participating regardless of thelr poverty
status is considered the single biggest hole in the health care “safety nelL® The structure, commonly
referred to as the program's “categorical® feature, Is based on an assumption under serious chaflenge
currently by the number of uninsured persons in the nation--that able-bodied adu'ts under 65 wil be
employed and receiving insurance through that empioyment which aiso provides for any dependents for
which they have responsibility.

Exacerbating the problem of categorical exclusions in the Medicaid program in all states, including
Michigan, are the 'ow income/asset ceilings for participation by persons who do fall within the
categories. Such ceilings may be a significant contributing factor to the high uninsured rates among
individuals In respondent families with income between 100 and 149 percent of the poverty level--the
*near poor.” Parsons in this calegory were twice as likely to be uninsured as the rest of the state's
citizens. With current protected income levels (PiLs) ¢ Michigan (the income ceilings for Medicaid
participation) pegged at 58 percent of the poverty line for four persons, and 66 percent for three
persons, most of the near poor population is excluded unless the family incurs a significant heaith care
expense whict, when pald, would reduce its income down to the protected income level (the "spend
down" program).

A review of the Medicaid program as it served the state's poor famities with children (families with three
or more members in the survey were assumed 10 have children) showed that in 1986 and early ‘87, 68
percent of persons in such families under the poverty level received Medicaid at some point. The
coverage rate fell to 36 percent in families with income between 100 and 124 percent of poverty, and
only one in ten persons in famiies between 125 and 149 parcent had coverage.

At almost every economic leve!, a substantial percentage of families had at least one member
uninsured--one in four lower income families found itself in this position in 1987. One in ten families
above 200 psrcent of poverty had al least one person uncovered, possibly refiecting the incidence of
young adults withoul coverage who are in entry-level jobs and still living at home.

Not unexpectedly, economic status dictated not only whether one had coverage but aleo the source of
the coverage (Table 8). Of Michigan's very poor citizens, three in five were in the Medicaid program.
Of the "near poor,” Medicare provided a primary source of coverage; for those skghtly above poverty,
one in five received Medicaid coverage, but another one in five had no coverage--underlining the impact
of very low income ceilings on participation in public programs. As income levels rose, employers’
group ptans became the major source--if a family's income level was over 200 percent of the poverty
I’evqll. its membars ware ning times more likely to have job-related coverage than those in very poor
amilies.
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Table 8

STATUS AND SOURCE OF INDIVIDUAL COVERAGE
BY SELECTED INCOME GRQUPS*

Michigan 1967
Family income_Level

Coversge Below 100% - 150% - Above
Status/ Poverty 149% 199% 200%
Source Level (PL of PL of PL of PL
Uninsured 18.7% 20.3% 16.1% 6.8%
in Employer/Group
Health Plan 8.2 38.0 51.6 77.8
Receiving Medicare 9.3 22.1 18.0 11.0
Receiving Medicaid 60.0 218 7.3 23
In CHAMPUS 1.1 45 4.2 1.9
With Other Health Ins. 13.8 17.9 26.2 15.5
*Reflect responses from:
Individuals 902 403 545 4,346

- Families 414 199 228 1,684

NOTE: Columns do not total 100 percent due lo dual oéveraoes for some persons.

Work Force Participants’ Coverage

Full-time workers in the labor force had the lowest uninsured rate (7.8 percent) of all labor force
pasticipants (Table 9). However, in spite of their overall high coverage rate, 244,000--or almost one
quarter of a milkion of them--had no insurance. When unemployed, full-time workers were also in
relatively better shape: almost three-quarters of them appeared to have their coverage extanded--or to
be covered under other private or public plans. involuntary part-time workers had mora than d:.'c the
uninsured rate of the general population (23.5 to 10.3 percent). Overall, part-time workers e~ aned
coverage when they were unemployed; four out of five of them had coverage, which co'd Le a
tefiection of secondary earner status and coverage by another family member. Aircrg lzisr fcrce
parti ts, the second highest coverage rate was for voluntary part-time workers; they had an
uninsured rate 40 percent lower than the group of part-time workers who desired but could not obtain
full-ime employment.

While persons working full time in the labor force had a high insured tate, they still made up aimost haif
of the pool of uninsured labor force participants (Table 9). Three in ten of the labor force’s uninsured
were working part time; one in five were unemployed. :
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Table 9

LACK OF HEALTH INSURANCE COVERAGE
PATTERNS AMONG MICHIGAN'S LABOR FORCE, 1987*

Uninsured Number Share of Uninsured

Employment Status Rate+ Uninsured  In Labor Force+
Empioyed Futl Time 7.8% 243,758 48.7%
Fon '?."n?! od. Usually Work 27.0 79,295 15.8
Employed Part Time, Voluntary 143 102,789 20.5
Employed Part Time, Involuntary 235 52,863 10.6
Unemployed, Usually Work

Part Time 214 22,026 44

Total Labor Force 11-.2 500,732 100.0

*Based on labor force participation in March 1987, U.S. Department of Labor,
Bureau of Labor Statistics.

+Rates and shares based on Current Population Survey data, March 1987,
U.S. Department of Commerce, Bureau of the Census.

Employer Group Plans

Closer examination of health care coverage within the fabor force revealed that for many insured
participants, their coverage was not employment retated (Table 10). Only employed full-time workers
were in an employer group plan in substantial numbers--almost three in four. One-quarter of this group
8lso had empiloyer group plan coverage when unempioyed. The coverage rate through an employer's
plan was very low for voluntary and involuntary part-time workers, 16.4 and 25.5 percent respectively.
Only one in twenty unemployed part-time workers had coverage through their former employer's plan.

A substantial share of insured employed persons received that coverage under a group health plan that
was not related to their place of employment. Among respondents working part time voluntarily, for
every person getting job-related coverage, three others were gelting coverage through another group
health plan.- When part-time workers bacame unemployed, four of ten maintained coverage through a
non-job related group plan while only one in twenty had coverage through their priof employer's plan.
Overall, in the employed and unemployed part-time labor force, aimost half (328) respondents reported
coverago in a group health plan not sponsored by their employer. The data do not answer the question
of whether job-related coverage was available to respondents in the part-time labor force; coverage
could have been an available benefit which was not picked up--a rational choice in cases where there
was premium sharing involved and the empioyee already had other group coverage.
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Table 10

SHARE OF LABOR FORCE PARTICIPANTS COVERED
BY EMPLOYMENT-RELATED VERSUS OTHER GROUP HEALTH PLANS

Michigan 1967

Employment Percentage Covered Percentage Covered by
_Swtus Employer Group Health Plan Qther Private Group Health Plan
Employed Full Time 75.2% 10.9%
Unemployed, Usually

Work Full Time 275 12.0

Employed Pant Time

- Voluntary 16.4 52.9

Employed Pan Time _

- Involuntary 255 26.8
Unemployed, Usually
Work Part Time 5.7 41.4

Premium Cost Sharing

The lack of participation by workers in an empioyer group plan may not always result because no plan
is offered. Premium cost sharing may present a disincentive to participation, particutarly for part-ime
and low-wage workers. The Current Population Survey showed that almost four In ten of all labor force
participants covered through their employers plan shared in the cost (Table 11). For 3 percent of
employees in an employer group plan, the entire cost was borne by the employee. Since this 1987
survey showed fully one in three of the state’s families with incomes under 200 percent of the poverty
line (currently $20,120 for a family of three), it is possible that premium cost sharing, in addition to the
prospect of out-of-pocket costs for deductibles and copayments, may be functioning to discourage
participation in a substantia! number of cases

in 1987 premium cost sharing was slightly more prevalent among part-ime workers--the percentage of
them covered by a plan paid for fully by an employer was 8.5 points lower than that of full-time
workers. Additionally, the percentage of part-ime workers who paid the entire premium cost was
double that of full-tme workers.

Table 11

PREMIUM COST SHARING PATTERNS
IN EMPLOYER GROUP HEALTH PLANS, BY EMPLOYMENT STATUS

Michigan 1967
For Fuit- For Part- For All
Time Employees Time Employees Employees
Employer Paid.
- Entire Cost 58.9% 50.4% 58.3%
- Part of Cost 38.4 445 38.8
29

- None of Cost 2.7 5.0
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Family income leveis were not only strongly cofrelated to an individual's health care coverage through
an smpioyer's plan (in higher ir<ome families, workers were four times more likely to have this benefit),
they reflected a profound difference in the degree to which empioyees shared in premium costs in thelr
empioyer's group plan (Table 12). The rate at which the full premium was provided by the empioyer
was 35 percent higher in more finandially comfortable families than in thelr lowsr income counterparts.
in almost one in ten cases of low family income, the worker had to pay the entire premium.

Table 12

INSURANCE STATUS AND COST SHARING
SY FAMILY INCOME

Michigan 1987
FAMILY INCOME LEVEL
Under 200% Of Over 200% Of
Poverty Level Poverty Levels
Uninsured Rate 18.3% 6.8%
Covered by an
Employer's Plan 10.7 381
- Employer Paid
Total Premium 444 60.1
- Employer Paid
Part of Premium 48.0 373
- Employer Paid
None of Premium 76 26

* Based on 838 respondent families with 1,850 members; average family size: 2.21
+ Based on 1,684 respondent famities with 4,346 members; average family size: 2.58

Dependent Coverage

Coverage of the employee's spouse and children through the employer's health plan did net aways
occur (Table 13). Data are not available o assess whether this result was due to the exclusivity of the
employer's plan or the unaflordabllity of the cost sharing required of the employee for dependent
coverage. (In some cases a spouse and/or children may not need coverage because of participation in
another plan.) Assuming that families of three or more had chiidren in the home, this analysis
distinguished them among survey respondents to determine their dependent coverage levels. In 28
percent of the tamikies--or more than one in four--children were not covered by their parent's employer
group pian.
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Table 13

DEPENDENT COVERAGE PATTERNS
IN EMPLOYER GROUP HEALTH PLANS

Michigsn 19867
Al ;amuy norspon%on:.. in Respondents In Famlli:s
Coverpass Others Covered Others Govered
Spouse 22.7% 7.9%
Children 7.9 6.5
Spouse and Children 45.6 65.8
No One Eise 23.7 19.8

* Data reflect 1,518 respondents in familigs of two or more

+ Reflactive of 1,052 respondents in families of three or more

Regional Experience

The following tables (Table 14a and 14b) present an overview of the regional differences in status and
source of coverage for the state’s residents based on the 1987 Current Poputation Survey. “Caution is
advised on too heavy a reliance on the tables, however, since some areas with very different
experiences and economic conditions had 10 be combined--such as Kalamazoo with Benlon Harbor and
Battle Creek, Grand Rapids with Muskegon, and Ann Arbor-Lansing with Jackson--to create a sample
large enough on which to report. For the "Detroit CMSA™ and the "Non CMSA/PMSAMSA Counties,”
the universe of respondents is the largest, 2,954 and 1,153 respectively.

Major regiona! differences in the source of coverage can be observed: in the area of Medicaid
partizipation, it is low in the western part of the state, high in the Flint-Saginaw area and rural areas; in
Medicare participation, subslantially higher in the rural areas; in non-empioyment related health
insurance enroliment, an avenue also highly utitized in the rural areas; in job-related plan coverage,
much higher in the Grand flapids and Lansing areas; and in fully employer-paid premiums, low in the
western part of the state, high in the Flint-Saginaw area and Southeast Michigan.



Coverage
Status/
_Source

Uninsured
Receiving Medicaid
Receiving Medicare

With Non-Employment
Related Health Ins.

In Employment-Related
Group Plan

- Employer Paid
All of Premium

- Employer Paid
Part of Premium

- Employer Paid

None ol Premum
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Table 148

STATUS AND SOURCE OF INDIVIDUAL COVERAGE
BY GEOGRAPHIC STATISTICAL AREAS

Michigan 1987
Percentage of Residents
Grand Rapids- Flint-Saginaw-

Entire Detroit Muskegon Bay City-Midiand
State CMSA * PMSAsS+ PMSAS+
10.3% 10.0% 10.3% 10.3%
12.4 12.3 6.3 154

121 11.3 13.8 116

16.4 16.2 14.7 13.1

62.6 63.7 68.9 61.0

58.4 63.0 48.3 70.1

38.5 344 489 28.8

31 2.6 28 1.1

NOTE: Columns do not total 100 percent due to individuals with more than one source of coverage.

* Consolidated Metropolitan Statistical Area (CMSA) includes seven counties in Southeast Michigan
with Detroit as the central city.

+ Primary Metropolitan Statistical Areas (PMSAs) attach to the sities named in the column heads; data
reflect combined experience.

- Table continued ncxt page -
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Table 14b
STATUS AND SOURCE OF INDIVIDUAL COVERAGE
8Y GEOGRAPHIC STATISTICAL AREAS
Michigan 1967
g
Coverage Lansing-Jacison- Non CMSA/
Statuy/ Ann Arbor Cresk-Kalamazoo PMSA/MSA
Source —PMSAy: PMSAs u +
Uninsured 9.0% 9.9% 11.5%
Recelving Medicald 9.4 9.2 13.7
Receiving Medicare 9.0 94 15.8
With Non-Employment
Related Health ins. 14.3 133 213
In Employment Related
Group Ptan 67.9 643 55.0 -
- Employer Paid .
All of Premium 54.9 434 51.7
- Employer Paid
Part of Premium 40.2 53.3 433
- Employer Paid
None of Premium 4.9 33 5.0

NOTE: Columns do nol total 100 percent due individuals with more than one Source of coverage.

* Primary Metropolitan Statistical Areas (PMSAs) attach 1o the cities named in the column heads; data
reflect combined experience.

+ Reflects the combined experience of those {mainly rural} counties not inciuded in the state’s slatistical
areas.

Conclusion

The data reported in this analysis sugges! that one out of every ten Michigan residents ks without any
public or private health care coverage. Perhaps more importantly, the uvninsured rate is much higher
among the poor, the unemployed, young people, certain minofity Qroups, oarn-time workers, and single
persons. Some caution is required in drawing conclusions about the precise number of uninsured
individuals among the various subgroups in Michigan's population based on the 1387 Cuirent Population
Survey sample of 6,196 persons. However, comparisons with other state ard national studies seem to
confirm the higher prevalence of lack of health insurance among these vulnerable population groups.

in comparing Michigan's uninsured populaton 10 the national rates, the stale has proportionately fewer
persons in this vulnerable posibon. When Michigan's overalt uninsured rate of 10.3 percent Is
compared to the 10.1 percent rale of the North Central Region of the county, however, the stale's
exparience is less encouraging. {The Northeast Region's rate was 9.2 percent; he national rate of 13.3
percent reflected very high uninsured rates in the South and West.) (Table 15).

Available regicnal and national estimates for 1986 were compiled in a biennial isludy by the National
Center for Health Statistics with a different questionnaire and procedures than thoss used in the Current
Population Survey from which Michigan estimates on the subject were drawn. Given this limitation, it
remains usehul, it not conclusive, to compare Michigan's estimated rates to those nakswile.
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Table 15

COMPARISON OF MICHIGAN AND U.S. UNINSURED RATES
B8Y SELECTED CATEGORIES, 1967

Percent Uninsured
Michigan United States’

All Persons 10.3% 13.3%
All Under 65 Years 11.4 15.0

AGE
Under 19 Years 11.2% 14.6% (under age 18)
20 10 24 Years 275 24.7 (18 10 24)
25 10 44 Years 9.5 14.8
45 10 64 Years 7.7 10.0
Over 65 Years 0.6 0.7

SEX
Male 10.8% 14.3%
Female 9.7 12.4

RACE
White 9.3% 12.4%
Black 15.0 19.6
Other 13.3 15.5

* U.S. cala from 1986 biennial survey

Finally, while 1i may be somewhat teassuring to compare Michigan's significantly lower uninsured
population rates %o the nation's as a whole, i is small comfort when the state is faced with a projection
that almost one million of its residenls have no health care coverage end that 307,851 of its children
may have restricted access to medical care as a result.
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FOOTNOTES

. Estimate based on 1985 population study the National Council for Human Services
Research (NCHSR). »

.NumberofudmwethHwmemﬂwWstammgdenwaphicoroups

reflected in the Current Population Survey,. March 1987; poputation projections for 1987
prepared by Michigan's Department of Managemem and Budootmdlheus Bureau of the
Census; and U.S. Department of Labor data on the state's employed and unemployed
population in March 1987.

. National shares of uninsured " from m “National Medical Expenditure Survey,” NCHSR,
November 1988.

. Estimate of underinsured persons over 65 years of age based on population estimates by the
U.S. Department of Commerce, Bureau of the Census; "Blue Cross and Biue Shield of
Michigan, Fmsoa1muu1wrmumhwscasuwa;wumu

participation rates from Assistance Pgyments Statistics, March 1887, Michigan Department of
Soda) Services.

. 1987 poverty levels were $5,500 for one person; $7,400 for two persons; $9,300 for three
persons; and $11,200 for four persons. :

ATA

Current Population Survey, March 1987. (Annual Demographic File), Bureau of the Census.
The Michigan sample includes data on 6,196 s. The uningsured, as used in this report,
refers to persons who were not covered by , Medicare, CHAMPUS, Employer Group
Health Plans, or other heaith insurance. For further information on the CPS, refer to "Current
Population Survey. 1987. Technical Documentation® and "Technical Paper 40, The Current
Population Survey: Design and Methodology.”

*Health Care Coverage by Age, Sex, Race, and Family income: Unied States, 1986
National Center for Heaith Statistics.

*Population Projections- for Michigan to the Year 2010, Summary Repcrt,” Michigan
Department of Management and Budget. :

*Fact Book,” Blue Cross &nd,sm Shieid of Mbhioan. wes and 1987.

Special thanks o Linnea Nichols at Mnchigan State University's Compuier Applicatons
Programming office for her assistance in tabulating and analyzing the CPS dala, and ©
Shari Levine, MSU student on the League's part-time staff, for her help in preparing the
charts and providing tachnical review of the report.

4/10/89hithcare.mar/pk
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(HCAP Health Care Access Project~

“A public-privete demonstration project supported by the Robert Wood Johnson Foundation
through a grant 1o the Michigan League for Human Services

Status Report

THE ONE-THIRD SHARE PLAN
June 18689

maiofoomponentcfmeHeaMCa:eAcoessProjecHsﬂ'wOne-ThlrdSharaPlan(OTSP)
being piloted In Genesee and Marquette Counties. OTSP is designed to test a financing
approach which spreads the cost of health care insurance between small empioyem. iow wage
workers, and a subsidy fund. Other than during an “open envoliment” period in late 1988 in
Genesee County, local HCAP staff foliow persons ieaving assistance rolis for the paid workforce.
If their employer does not offer health insurance and is not otherwise ineligible for OTSP, staﬂ
encourage himMher %o purchase coverage for the former recipient and hisher coworkers and
assume one-third of the premium costs.
For the group's employees with family income below the poverty line, no empioyee contribution
hrwmmeswsldyfundpldaupmmmammommmofhemmnw for

employees with wages between 100 and 200 percent of the poverty line, a one-third of the
premium cost contribution is required with the subsidy fund pickm the remaining one-third; for
employees with wages over 200 percent of poverty, two-thirds of pra cost I8 required--
the subsidy fund provides no support. The employer's share of one-third does not change.

At the conclusion of the demonstration period, it is anticipated that considerably more will be
known concerning: small employers’ willingness and ability to offer heaith insurance when the
cost to them is fower than is normally required; low wage workers' wilingness and ability to pick

up a substantial share of the premium cost, particulaty in the case of higher cost family
coverage; whether a one to two year subsidy will provide sufficient impetus for empioyers to
provide coverage on their own when the subsidy is terminated; utilization and cost patterns of the
previously uninsured population and the degree the which they reflect the experiance of others in
the same age and gender classifications; and the potential savings in public funds when persons
can leave the assistance rolls for paid employment at less medical risk.

First Ye

Almost one in two businesses contacted by the HCAP staf were already offering coverage,
and--for mosi of those not offering coverage--a one-third subsidy coupled with a required one-third
employee contribution could not persuade them to do so. Four of five eligible businesses
declined to participate citing costs. The participating businesses’ average age is 10 years in
Genesee, 5 or less in Marquette. Primarily they are restaurants, auto repair/parts operations,
building/construction firms, retail stores and professional services (accountants, atiorneys,
consuitants). Urban/rural differences are substantial in the areas of business/enrolled group size,
with Marquette's larger, and share of empioyee enroliees eligible for a two-thirds (maximum)
subsidy--ona in ten in Genesee and four in ten in Marquette. The enroliees’ eligibility as well as
the businesses’ size significantly influence the average monthly subsidy per business of $119 in
Genesee and $209 in Marquette. Another urban/rural ditference which emerged relates to the
share of enrolled businesses’ employees who are not covered by other insurance but who elected
not to participate: 3 percent in Genesee and 11.4 percent in Marquette.

An evaluation of OTSP is planned in the hope thal its experience can inform the public debate
on health care coverage; a report is anticipated in Spring 1990.

Yernon K Smith, MCAP Project Director Bevertey L McDonald. Chairperson
Medical Services Adminisiralion HCAP Oversight Commitiss
Michigan Depariment of Socisl Services Michigan League for Human Services
929 W Hoimes Rosd 300 N Washinglon Square, Suite 401
Langing, Michigan 48910 Lansing, Michigan 48833

\ (317 334 7165 B17 4875438
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STATUS OF HCAP ONE-THIRD SHARE PLAN
By Selected Characteristics

May 1, 1988 - April 30, 1989

Genesee Marquette Total
County County Project
COVERAGE
Businesses Contacted 843 \ 626 1,469
Already Providing Insurance #(%) 355 (42.1) 249 (39.8) 604 (41.1)
Ineligible - Other Reasons' 184 (21.8) 94 (15.0) 278 (18.9)
Eligible for OTSP #(%) 304 (36.1) 283 (45.2) 587 (39.9)
Did Not Participate® #(%) 233 (76.6) 243 (85.9) 476 (81.1)
Enrolled Groups
Total 71 40 111
Average # of Employees 4.9 6.5 55
Average # of Contracts’ 29 4.1 33
Employees with Other Coverage (%) 40.2 29.2 35.5
Empioyees Enrolied (%) 58.1 62.7 60.1
Employees Remammg
Uninsured (%)* 1.7 8.1 4.4
Covered Individuals
Total 393 353 746
Empioyees 201 163 364
Dependents 192 190 382
Average # Per Contract 20 22 2.1
Average # Per Business 55 8.8 6.7
L.Subsidized Individuals
Total 301 307 608
Employees 151 136 287
Dependents 150 171 321
As % of All Covered Ind. 77.4 87.0 81.5
Rec'g 1/3 Subsidy #(%) 257 (85.4) 152 (49.5) 413 (67.9)
Rec'g 2/3 Subsidy #{%) 44 (14.6) 155 (50.5) 195 (32.1)
Average Monthly Subsidy $28.13 $27.21 $27.66

-2.
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Genesee Marquette
County County
COSTS/COST SHARING
Total Premium Costs
April, 1989 $28,471 $18,491
Subsidy Offset 8,468 8,351
% Subsidy/Total 29.7 45.2
Average Cost - Contract® $142 $113
Average Cost - Individual 72 52
Annual Costs
Total Premiums® $338,352 $221,891
Subsidy Offset 100,680 100,212
-Enrolled Group Cosis/Cost Sharing
Average Monthly Premiums (4/89) $401 $462
Employer Share $(%) 134 (33.3) 154 (33.3)
Employee Share $(%) 148 (37.0) 99 (21.5)
Subsidy Offset $(%) 119 (29.7) 209 (45.2)

CHOICE OF INSURANCE/CARE SYSTEM
Group Coverage Selection
Prepaid/Managed Care’

Health Plus (HMO) 4
Blue Care Network (HMO) 47 NA®
PPO 3
As % of All Groups 76.8
TraditionalVUnderwritten’
BCBSM 12 1
Commercial Insurers 7 29
As % of All Groups 23.9 100.0

Source: HCAP County Staff Reports 6/22/89
Status/6/7/89b

Total
Project

$46,962
16,819
35.8

$129
63

$560,243
200,892

$423
141 (33.3)
131 (31.0)
151 (35.7)
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ENDNOTES

1. in addition to businesses that cumently or within the prior 12 months provided
health insurance, others were ineligible because they did not meet participation
criteria such as their workforce was only part-time; the work was seasonal/part year,
no recent assistance recipients were employed, etc.

2. 100 percent of eligible businesses that did not enroll in Genesee County cited
cost as the reason; 90 percent of eligible businesses in Marquette County also cited
the expense, with 5 percent of them noting that the employees could not afford their
share of premium costs.

3. A covered employee equals one contract; his/her dependents are covered under
the same contract.

4. The difference in the share of employees who chose to “go bare” (not buy into
the plan and remain uninsured) between Genesee and Mamuette may relate to the
affordability of a one-third cost sharing approach in an area which tends to pay
lower wages such as Manquette County; the lower average wage among the pilot's
enrollees in Marquette is bome out by the significant difference in the share who are
sligible for a two-third's subsidy (family income below 100 percent of poverty): four
in ten in Marquetie and one in ten in Genesee.

5. The average cost per individualicontract is driven by the differing rates and
benefit packages provided by different camiers/delivery systems in the two counties--
specifically, the percent of enrollees in Genesee in a broad benefit capitation
program and the large number in Marquette with commercial insurance policies
carrying a $300 family deductible, the project’s policy, however, is to disaliow (not
provide a subsidy to0) insurance products which supply few ambulatory benefits.

6. Based on April 1989 monthly costs.
7. Number of groups making selection.

8. No prepaid capitation plans exist in Marquette County. The original OTSP
concept was to use a risk-sharing/care management delivery system in the
demonstration which was not possible to implement in Marguette; the Oversight
Committee subsequently decided to offer choices in Genesee which wouid include
traditional insurance arrangements.
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Employment Status of
Uninsured Individuals, 1987

Employed individuals Unemployed/Part-time Workers
and Dependents 61%  Non-workers and Dependents
(22.6 milllion) 399 (14.5 million)

12.2 million children are uninsured (33%)

Office of Senator Donald W. Riegle, Jr.
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PREPARED STATEMENT OF BONNIE PosT

Mr. Chairman and Members: I'm Bonnie Post, Chair of Maine’s Special Select
Commission on Access to Health Care and the Executive Director of Maine Ambula-
tory Care Coalition, which represents Maine’s community health centers. I appreci-
ate the opportunity to appear here today to discuss Maine's efforts to insure access
to health care for its uninsured and underinsured, and ways we can work together
in achieving our common goal of meeting the health care needs of all our citizens.

Over 130,000 people in Maine are uninsured and countless more are underin-
sured. Both these groups face significant barriers to access to health care. Maine is
a very rural state with little public transportation, making access to any services
often difficult. We are facing shortages of many health professional, particularly
physicians, physician assistants and family nurse practitioners. We have a large
number of small businesses which find it extremely difficult to provide insurance
for their employees. This is particularly a problem for the large number which are
considered high risk, such as fishing and forestry. Governmental and bad debt and
charity care shortfalls are placin~ heavy burdens on private insurance, resulting in
skyrocketing health insurance premiums. Yet we are all working together to face
these problems and have made a commitment to a major effort to improve and
maintain access to health care for all our citizens.

The Special Select Commission on Access to Health Care was established by the
Maine legislature in late 1987. It is an eleven member Commission, appointed by
the Speaker of the House and the President of the Senate. The Commission’s duties
are to “investigate and make recommendations to the Governor, the Commissioner
of Human Services and the Legislature to assure access to adequate health care for
all citizens.” The legislation further stated “the Commission’s investigation shall in-
clude, but not be limited to, a review of all Medicaid options in which the State does
not presently participate, and the possibilities of private and public medical insur-
ance programs for people who cannot purchase their own insurance.”

One of the Commission’s early recommendations was that Maine adopt the
SOBRA Medicaid options. The legislature subsequently adopted those options, pro-
viding Medicaid coverage to pregnant women and infants up to 185% of the Federal
poverty level and to the elderly, disabled and children up to age 5 up to 100% of the
poverty level. Presumptive eligibility, waiver of assets tests and continuous coverage
for pregnant women were all also adopted. This follows a Maine tradition of provid-
ing a comprehensive Medicaid program in terms of both the services and the popu-
lations it covers. We are proud of the health care services that we have, with your
ass(iistance, provided for our most needy citizens. However, much more remained to

one,

With the assistance of a consultant firm, Lewin/ICF, the Commission conducted
five seminars in the summer and fall of 1988 to determine the extent of the problem
of inadequate health care in Maine and to identify potential solutions. These semi-
nars were participatory in structure, benefiting from extensive input from a number
of interested parties, including the business community; hospitals, physicians, and
other provider groups; insurers; and consumers and their advocates. They served as
a firm foundation for the Commissions deliberations. At the end of the seminars,
the Commission adopted a number of guiding principles in designing the compo-
nents of its proposed health care plan. The principles included:

* Expand equal access to appropriate and necessary care. No one should be
denied access to needed medical care; this care should be received in settings that
are appropriate to the nature of the medical condition.

¢ Assure cost-effective and affordable health care. Maine people should be able to
obtain needed health services at a price they can afford and be covered by a health
insurance plan which promotes appropriate use of medical care.

¢ Rely on broad-based financing sources. Providers, employers, the public sector
and the consumers themselves all share in financing health care. Solutions should
seek to avoid an imbalance in this distribution.

* Promote preventive and primary care. Solutions should assure that care is re-
ceived early enough in the stage of the illness to prevent more serious health out-
comes and treatment expenses.

* Maintain a mixed system of insurance and service delivery approaches and
public and private sector approaches. It does little good to give people an insurance
card if the health care system isn’t in place to deliver the services. Solutions should
build on the current mixed public-private system of insurance coverage and service
capacity and not duplicate or replace it.
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Following these criteria, the Commission adopted a plan for its continuing agenda
to address the problem of access to health care in Maine. The plan focused on ef-
forts to expand insurance coverage, supplemented by service delivery initiatives de-
signed to improve access to needed services.

The Commission’s plan builds on the state’s existing Medicaid program by estab-
lishing a state-subsidized insurance programn similar to Medicaid. This initiative,
named the Maine Health Program, would enable low-income uninsured persons to
obtain a Medicaid-like benefits package on a sliding scale premium related to their
income. It was felt that the comprehensive benefits of Maine’s Medicaid program
continue to he appropriate for this low income population since out-of-pocket costs
of deductibles, copayments and uncovered services such as primary care present sig-
nificant barriers to access to care for those with little disposable income. It was also
felt that this approach of building on the Medicaid program has several other major
advantages:

1. It can benefit from the existing Medicaid infrastructure in Maine, such as bene-
fits structure, provider and reimbursement systems, and administrative mecha-
nisms.

2. It extends Medicaid-like coverage to other members of a family where others,
cuch as infants or young children, are already covered through the SOBRA expan-
sion;

3. It offers a Medicaid-like program to additional population groups, thereby po-
tentially reducing the stigma often associated with being on Medicaid.

The Maine Health Program would have the same benefit package as the Medicaid
program and would be available to persons with incomes below 150 percent of pover-
ty with a sliding scale premium based on 3% of gross income for persons with in-
comes between 100 and 150 percent of poverty. The Department of Human Services
would have the ability to adopt a system of assets tests appropriate for this popula-
tion, taking into consideration its unique needs.

One of the guiding principles of the Commission’s plan was that it supplement
rather than supplant private insurance. Therefore the Maine Health Program was
designed to coordinate with existing health insurance coverage. For those individ-
uals with employer provided insurance or who are on Medicare, the Maine Health
Program would be secondary, serving as a "‘wrap-around” for those other insurance
products. It would wrap around by:

1. providing a subsidy for the enrollee’s private insurance premiums when the in-
dividual’s premium share exceeds 3 percent of gross income.

2. providing coverage for benefits not covered by the existing plans, such as pre-
scription drugs;

3. providing coverage to dependents when employer-based insurance is only avail-
able to the employee; and

4. providing a subsidy for the enrollee’s current copayments and deductibles when
the total cost to the enrollee exceed 3% of gross income.

Some have expressed concerns that businesses may drop coverage since the Com-
mission’s plan did not include provisions mandating that businesses provide insur-
ance for their employees. However, businesses, particularly small businesses, told us
that they wanted to provide insurance for their employees and asked us to provide
incentives rather than mandates for them to do so. The Commission’s plan did that.
It also gave low income employees the ability to pay their share of employer provid-
ed insurance, an important consideration for small employers in meeting their Sec-
tion 89 obligations. The Commission felt that current market forces and Federal reg-
ulations prohibiting discrimination amongst employees in providing insurance were
sufficient safeguards to prevent those companies which are currently providing
health insurance from dropping coverage. I do feel however, that most who have
been involved in this process believe that employer provision of health insurance
will have to be closely monitored to insure that this does not occur. We have al-
ready contacted a foundation concerning the collection of baseline data to insure
that this monitoring can take place.

The Maine Health Program is the foundation of the Access Commission’s plan.
Up to 52,000 individuals (adults and children, elderty and disabled individuals with
incomes to 150% of poverty) are expected to enroll in the program during its initial
year The majority of those enrollees are likely to he uninsured, but many are ex-
pected to purchase coverage to supplement their current insurance. The Commis-
sion’s estimate of the cost of the Maine Health Program in its initial year is ap-
proximately $28,000,000.

The Commission fully recognized that the Maine Health Program could not meet
all the needs of our citizens and that its costs could only be kept to a reasonable
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amount if there was employer provided insurance to ‘“wrap-around.” Therefore the
Commission’s plan addressed the difficulties of small businesses in providing insur-
ance to their employees by proposing to subsidize insurance products designed to
meet both their needs and the state’s goals of the provision of primary care. It
would do so by providing excess insurance amounting tc a subsidy of costs between
$25,000 and $100,000 per person. Criteria for the terms . subsidized product would
be establlisged by a special commission with input from i..terested parties. Those cri-
teria include:

* minimum benefit package

¢ employer eligibility

* medical underwriting criteria

* minimum employer contribution to employees’ prem 1ms
* minimum length of time of employer participation

Any insurer licensed in the state who offered small grc1p coverage would he eligi-
ble to apply as a carrier, and would negotiate the cost of the product with the State.
An insurer would have to offer the coverage to all eligible businesses of less than
ten employees, increasing the availability to many businesses which report having
great difficulty finding carriers which will provide then with group coverage. The

tate would also serve as a resource to small busine: ses, providing information
about the terms of the coverage and the participating insurance carriers. It was ex-
Fected that this portion of the Commission’'s plan would cost approximately 2.5 mil-
ion.

As a further short term incentive to small businesses he Commission proposed a
three year tax credit for businesses with less than ten -mployees providing health
insurance for the first time. The amount of the credit would approximate the value
of the benefit received in the previously described subsily program, and again the
health insurance offered would have to meet specific criteria to be eligible for the
credit. A more extensive credit for all businesses providing health insurance was not
proposed due to both the cost and the feeling that it would simply reward those
companies currently providing health insurance. It was anticipated that this more
limited credit woul(f cost approximately $700,000.

While providing insurance is a major component of as: iring access to health care,
it became clear to the Commission that steps have to L.e taken to insure that the
health care service delivery system is in place and viab;2. Simply having an insur-
ance card isn’t enough; people who have insurance, as well as those remaining unin-
sured, need providers available and willing to serve th¢m. The expanded coverage
through the Maine Health Program is expected to insure a large number of unin-
sured people in Maine, yet many of those currently on Medicaid report difficulty
getting services from certain providers.

Access to medical services 1s a particular problem in r iral Maine. Many areas do
not have adequate numbers or types of health professio 'als; lack of transportation
prevent many people from reaching providers; and the : Jsence of a ‘“critical mass”
of people often limits the provision of certain services. T} : state has a strong system
of rural community health centers and its rural hospitals provide access in many
areas, but funding limitations for both result in much of Maine going unserved.

To alleviate the problems of access to critical services particularly primary care,
the Commission’s plan included a Community Health Pr gram. This grant program
would help fund existing local health providers or new o yanizations where existing
providers are unwilling or unable to participate, who w uld directly provide or ar-
range access to the following services:

* Primary and preventive services

* Referral to specialty and inpatient care

* Prescription drugs

e Ancillary services

¢ Case finding/outreach to bring people into the systen:
¢ Health education

The grant funds would be available to community health centers, physicians and
hospital outpatient departments. (Inpatient hospital services were not addressed
since another Maine commission was addressing this iss 'e). Applicants would have
to meet specific criteria, including:

¢ Acceptance without limits of Medicaid patients and uninsured persons, includ-
ing public notice of appropriate sliding fee scales.

¢ Linkage to WIC, nutritional counseling, and social . nd other support services.

* Quality assurance mechanisms to evaluate the qua: ty and appropriateness of
patient care.
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* Evidence of community-wide input into the design and provision of health serv-
ices to be funded under this program.

A ﬂortion of the CHP funds would also be available for health promotion and
health education programs which demonstrated their ability to coordinate their
services and programmatic efforts with local primary care providers and to provide
a plan for follow-up care for the consumers they serve.

The precise approach for each grant would depend on available local resources
and org‘anizations and the specific needs of the community. No single model for
using the grants was specified; instead grants would be designed to maximize flexi-
bility and respond to the diverse needs of local communities while still meeting the
guidelines established by the Community Health Program. The selection and
amount of grant awards would be based on:

¢ documented health status needs;

¢ documented financial hardship (e.g., area unemployment);
» evidence of problems of access to health care services; and
¢ evidence of local commitment to the program.

These four components formed the Commission’s recomm.endations for a first sig-
nificant step that Maine could take to assure access to health care for its citizens. A
report outlininf the plan was presented to the legislature and the governor early
this year and legislation implementing its recommendations was introduced soon
thereafter. As in all legislative processes, there have been some victories and some
disappointments. The greatest disappointment has been concerning those elements
providing incentives to small businesses to provide health insurance. Businesses,
particularly small businesses, asked that we not impose health insurance mandates
since they wanted to provide insurance for their employees but found it extremely
difficult to do so due to cost and availability. They asked us to Hprovide asgistance for
them and, as outlined earlier, the Commission’s plan did so. However organizations
specifical]! representing small businesses gave little support for the proposal and
simply did not participate in the legislative deliberations. It seemed that once there
v:lere assurances that there would not be mandates imposed, they lost interest in
the’ issue.

The Maine Chamber of Commerce, representing a broader spectrum of businesses
was and is a very active participant in the debate concerning health care, but it felt
that a higher priority for the expenditure of funds this year was to help relieve the
burden of hospital governmental and bad debt and charity care shortfall currently
being passed on to other third party payors. Even though the Commissions proposal
was designed to encourage the provision of private health insurance, both nonprofit
and for profit insurance companies had major concerns about the proposal, as did
brokers. It seemed that each was concerned that the other might gain some market
advantage under it and so preferred that nothing happen. As a result of these fac-
tors, the subsidized insurance and the tax credit were both dropped from the pack-
age in the legislative committee. The Access Commission was asked, however, to
consider the issue further and to submit a proposal concerning providing assistance
to businesses to the next legislative session.

The remainder of the Commission’s plan has fared much better, emerging from
the committee essentially intact with a unanimous ought to pass report. Further-
more, in what a major paper in the state has described as a “monument to courage
and compromise” it has been combined with a proposal to fund the state’s Medicaid
hospital shortfall and increase payments to Medicaid providers to improve access to
{Vlegri)c(:laid recipients. The entire proposal is expected to appear on the floor, ironical-
y, today.

Funding will of course be a major barrier. We are facing the end of this yeas legis-
lative session and a significant slowing in the sale’s tax revenues have resulted in a
right budget situation. However a strong coalition has made a major commitment to
this package, including Maine’s hospitals, physicians, insurers, labor organizations,
consumer groups, and social service organizations and its Chamber of Commerce. It
is recognized that new revenue will be needed and this coalition has made the com-
mitment to support the raising of that revenue. However it seems unlikely that the
full amount will be available and so difficult choices will be necessary. It has al-
ready been decided to place a cap on participants in the Maine Health Program so
as place limits on future expenditures. This was a difficult move, but one that it was
felt necessary.

Clearly all of us in Maine watch with great interest what this committee and this
congress does concerning Medicaid and the uninsured. We are very much interested
in and supportive of additional state options under Medicaid. We look forward to
continuing our partnership in providing access to health care for our most needy
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citizens. We would be very excited about expanding that partnership to include the
business community, working together to provide access to health care for Maine’s
working poor.

Thank you very much for your time.

PREPARED STATEMENT OF ROBERT D. RAay AND PauL G. ROGERS

Mr. Chairman, members of the Committee: It is indeed a privilege for both of us
to be invited to testify before the Subcommittee on Health for Families and the Un-
insured. We note that the topic for these hearings is “Proposals To Provide Health
Insurance for the Uninsured,” a title which says much about the rapid change
taking place in this critical area of public policy. Mr. Chairman, you said in calling
this hearing that “High quality, affordable health care should be available for all
Americans and their families.” Qur Commission unanimously agrees with you. That
is the central feature of our vision of health care for America in the twenty-first
century. But three years of close examination of the cu rent American system has
convinced us that we cannot achieve that goal with our present health care system.
That goal is attainable only with a major restructuring of health care in America.

After careful study, we have concluded that our health care system is undermined
by three major and overriding problems. They are rapidly rising costs, diminishing
access, and serious problems in the quality and appropriateness of medical care.
These problems are interrelated, they are systemic, and they are growing worse.
Without systemic reforms, it is unlikely we will solve them.

As a result, we would like to address our testimony to these three interrelated
and critical problems, to our proposal for comprehensive health care reform, and to
the surge of support for a new, comprehensive national health policy which has
grown since we issued our findings on the last day of January of this year. We
would be pleased to provide for the record the Executive Summary of the Commis-
sion’s report.

This hearing acknowledges the problem of the uninsured, one of the three major
problems we identified. It is a cruel paradox that the most expensive health care
system in the world denies access to millions of Americans because of inability to
pay. This is happening at a time of rapidly expanding physician supply and while,
on any one day, almost 35 percent of our hospital beds are empty. Of the 37 million
uninsured, over 11 million are children, the future of our society. As many Ameri-
cans are underinsured as are completely uninsured, so one out of four Americans
has a serious problem of access to the health care system. These people tend not to
seek care until they are quite sick, which makes them more costly to treat than
they would otherwise be. - \

The second problem is rapidly rising costs, which have been rising at a compound-
ed rate of 10 percent a year, reaching over $600 billion today from half a trillion
just two years ago. At this rate, health care will cost the nation one trillion dollars
in 1995 and $1.5 trillion by the turn of the century, when it will cost $5,551 for
every man, woman, and child in the country. At that rate, by 2005, Medicare alone
will exceed Social Security payments. The:tremendous increase in Federal outlays
has made health care a major contributor to the Federal deficit. Despite this high
level of expenditures, Medicaid now covers less than half of those in need. American
industry, which pays even more than the government for health care, will see mas-
sive increases in costs as well. This has led the National Association of Manufactur-
ers to name rising health care costs as the greatest threat to American industry’s
economic vitality and its ability to compete. Yet, under present policies there does
not seem to be any natural limit to how high health care costs can go.

The third area of major concern to the Commission is the quality of care. There
are two major aspects to this problem. One is the area of the quality, appropriate-
ness and effectiveness of care, an area where we have found serious problems.
Recent studies have highlighted this concern, citing large regional variations in the
use of some medical services that do not seem to be based on differences in medical
need. New studies over the past several years have detailed the percentage of un-
necessary and equivocal care in the use of one major procedure after another. This
problem is no longer isolated to a few specialties; it is generic to the health care
system. The second aspect of this problem is a lack of quality control in health care.

e have insufficient means of monitoring the quality of care and fostering its im-
pruvement. In fact, the quality control systems in health care are rudimentary, yet
experts in this field tell us that the infusion of quality control can yield large cost
savings as well as quality improvement. Dr. Donald Berwick of Harvard has pointed
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out that in service industries, of which health care is one, the costs incurred due to
the absence of quality control could run as high as 30 to 40 percent.

The Commission found that these three critical problems are all related to and
exacerbated by the malpractice crisis, which impedes the delivery of economical,
high-quality care. Malpractice litigation has driven up the cost of medical care, in
some specialties at a dramatic rate. Concern over malpractice suits encourages de-
fensive medicine, in which providers perform additional procedures, especially diag-
nostic ones, to protect themselves against law suits. Such procedures increase the
cost of care and sometimes health risks to patients. We are convinced that our pro-
vision for the development of science-based clinical guidelines will have a major
beneficial impact on the defensive medicine and malpractice problems. The atmos-
phere created by the malpractice crisis also corrodes the doctor-patient relationship.
Convinced that the malpractice system should be-reformed, the Commission pro-
poses that the most promising current state initiatives be adopted nationwide. They
include instituting strict criteria for expert witnesses in malpractice suits, strength-
ening standards of negligence, limiting punitive damages and contingency fees, and
encouraging mediation and arbitration as alternatives to lawsuits for resolving dis-
putes.

The report of the National Leadership Commission called for a major restructur-
ing of the American health care system. We issued that call because our Commis-
sion had become convinced that it would not be enough simply to provide universal
access to basic health services for all Americans, unless this access plan were cou-
pled with effective cost control elements and a significant, continuing improvement
in the quality of care. The Commission firmly believes that we should not provide
universal access to today's system where costs are out of control and there are deep
uncertainties in the quality of care. The Commission explicitly rejected a piecemeal
approach and in its place developed this lonyg-term comprehensive strategy carried
out by a new public-private partnership which can control costs, provide universal
access to a basic level of health services, and improve quality.

Our plan allows none of the 37 million uninsured to slip through the cracks, be
they part-time workers or near-poor and struggling to get by. It calls for a new Na-
tional Quality Improvement Initiative. And it calls for both public and private
sector cost control measures. The key here is the basic concept of a public-private
partnership. The government need not bear the burden of these changes alone. If it
did, costs would only be shifted to the drea where 60 percent of the bills for heaith
care are paid—the private sector. And the private sector is already dismayed by
soaring costs and unwilling to shoulder additional burdens alone.

The underlying concept of our plan is really quite simple: individuals are asked to
take greater responsibility for understanding and paying for their own health care
and, collectively, as a nation, for those unable to afford basic health care. We firmly
believe that people place more value on something that they share in paying for. In
study after studp , it has been confirmed that health care services soar in volume
after peoYIe are given services without sharing in their cost. Qur plan asks each
individual to obtain health insurance, in one of three ways: through an employer,
individual purchase, or by participating in the UNAC program. Just as no Ameri-
can is allowed on the highway without car insurance, s0 no American should be al-
lowed to go without health coverage. In setting this individual responsibility, we are
also emphasizing cost-effective preventive care, such as prenatal care. The commis-
sion's system also has the advantage of building on our existing private system of
health insurance and will therefore continue much of the pluralism and freedom of
choice which Americans favor.

Our Universal Access, or UNAC, Plan ensures that there will be access to basic
health services for all Americans. It would be funded by a small health insurance
premium of two-thirds of one percent of income up to the Social Security maximum,
to be paid by all employers and everyone with income over 150 percent of poverty.
The Commission would have preferred providing for these services out of general
revenues but did not propose this course because of the serious deficit problem. In
accepting a special health insurance premium as the method of payment for every-
one with inadequate health care—one out of four Americans—we believed we were
turning to a widely accepted American method of financing, the dedicated fee. We
built the interstate highway system using dedicated fees. We built the country’s
education system using such special purpose fees, and we believe we can build uni-
versal access to health care that way as well. Recent polls indicate that Americans
would be willing to support earmarked fees for specific kinder, gentler initiatives in
the public interest.

There are a variety of ways to do this. We picked one way, but there are other
ways as well. A consumption tax could be use«f. The idea of an earmarked fee had
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the most appeal to our group. We considered the need for special measures for cer-
tain groups: part-timers, new business, and small business. We were concerned that
part-time workers would not receive benefits unless they worked a certain number
of hours, so our plan calls for fees to be paid in proportion to the number of hours
worked. For new-business, we scale in the fees over a three-year period. For small
business, we propose a fee reducticn of 20 percent. Any of these numbers can be
reset to meet special needs, but we found these figures reasonable ways to meet
these needs and costed our plan out on this basis.

The Commission believes strongly that the related problems of quality and cost
must be solved if this or any other access program is to provide g and affordable
health care to all Americans. Therefore, we call for a National Quality Improve-
ment Initiative to fund the basic research to enable the medical profession to devel-
op and continuously up-date practice guidelines for all the major procedures we do.
It is widely believed by experts in the field, such as Dr. Arnold Relman, Editor-in-
Chief of the New England Journal of Medicine, that at least 20 to 30 percent of all
care provided by well-meaning physicians in good hospitals is either inappropriate,
ineffective, or unnecessary. Therefore, we have much work to do to elimina‘e unnec-
essary tests, procedures, and operations. We know how to do the research to find the
answers about when a clinical procedure is clearly indicated, is unnecessary, or is
equivocal. We simply lack the wili to provide th2 funds to do the research on the 70
or so procedures that together constitute the majority of the nation’s health care
bill. We can save tens of billions of dollars a year by initiating a well-structured and
funded quality initiative—research, development of guidelines, and their dissemina-
tion to providers, payers, and patients—as we phase in the universal access pro-
gram,

It is simply no longer acceptable to adopt a major program that will give access to
millions witﬂout improving the quality of care and without controlling costs. Cost
control will come about in several ways. First, under our plan, everyone will pay for
some part of his or her own care and most of us will share in providing care for the
uninsured. That will bring an increased awareness of the high cost of care and a
new concern about whether the tests, procedures, and operations being considered
are really necessary. The new practice guidelines will give us better information
with which to make those decisions. The most conservative estimate we could make
shows savings of $22 billion a year from a decrease in the number of unnecessary
operations. The UNAC program for the uninsured will purchase care more effective-
ly than we do today, by negotiating rates with providers in a state-by-state process
based on an annual budget. That, too, will hold costs down. And the private sector,
where major employers are in what Uwe Reinhardt describes as a ‘“truly surly”
mood, will be able to use the practice guidelines as well and will also continue to
move toward buying care more effectively, through preferred provider organizations
and other methods including, if they choose, participation in the UNAC program.

It is clear to our Commission that the taxpayers, major business and labor lead-
ers, and the government will not want to add millions of Americans, and therefore
millions of services, to a system where costs are out of control. We believe there are
a series of actions proposed by our report which would serve to control the rapid
increases in health care costs. Just by cutting the number of unnecessary major op-
erations in half, we could save billions of dollars as well as the time and suffering of
Americans who could choose another form of treatment.

We are encouraged that other groups have come out with similar ideas and have
expanded on those we developed. In the area of the quality of care, the U.S, Preven-
tive Services Task Force, in its recent report to the retary of Health and Human
Services, found that many tests “were of unproven effe tiveness.” They called for
“greater selectivity in ordering tests and providing preventive services.” In addition
to joining our Commission in calling on patients to take greater responsibility for
their own health, they found that gaps in the evidence dictate the kind of research
agenda we call for. They, too, found that “in some cases, the necessary studies have
never been performed,” and that when studies were conducted, they often used “im-
proper study design or systematic biases.” Another major commission has just
issued its report and, as anticipated and endorsed in vur report, they call for the

overnment to adopt a new method of paying physicians on the basis of a resource-

ased relative value scale. They also came out with a proposal, which would help
control costs, to set expenditure targets as a collective incentive to physicians to
slow the growth in expenditures by reducing “services of little or no benefit to pa-
tients.” Using a mathematical formula, the plan calls for holding the growth in
Medicare physician outlays much closer to increases in the gross national product.
This plan fits easily into our National Quality Improvement Initiative as another
cost control measure.
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At a time when it is clear that health care costs are, as they have been for some
time, a major contributor to the growth in the Federal deficit, we must work to
bring the increase in health care costs down from double digit levels. We were
pleased to be invited to speak before the Senate’s Deficit Reduction Caucus about
our cost-cutting measures. We shared our approach and the conclusions we devel-
oped with the new U.S. Bipartisan Commission on Comprehensive Health Care. It is
clear to us that everyone in the Congress and in the Administration as well as in
the private sector wants to be able to provide health care to all Americans, but not
with the current increases in prices and volume of those services and not without
visible improvements in the quality of that care.

These are concepts that are now being adopted by private industry and labor. Key
organizations and individuals are calling for a new national health policy that pro-
vides comprehensive reform. Recent statements by the National Association of Man-
ufacturers, and by the chairmen of Ford and Chrysler, reflect this. AT&T and its
unions, the Commmunications Workers of America and the International Brother-
hood of Electrical Workers, as well as Bethlehem Steel and its union, the United
Steelworkers of America, have just signed pathbreaking labor-management con-
tracts which call on the companies and unions to work with government and the
private sector to achieve comprehensive national solutions along the lines we have
proposed.

Other business and labor leaders, in addition to those who are members of our
Commission, are coming forward to support a comprehensive solution to our three
major and interconnected health problems. They would be delighted to appear
before this Committee or to meet with you to discuss their concerns and the need
for a comprehensive health plan for the nation. One theme that unites these very
different leaders is that they perceive a growing threat to America’s ability to com-
pete due to uncontrolled health care cost ilcreases. American industry is being hit
with huge annual cost increases, yet they don’t believe there is a commensurate in-
crease in quality. General Motors paid out $600 million more in health benefits in
the same year that it trimmed its work force by 32,000. The $2.9 billion that GM
spends on health care is the equivalent of 270,000 cars or 85,000 jobs in the auto and
supplier industries.

That is a story repeated throughout American private industry. That is why we
advocate a new national health policy, a comprehensive plan that is receiving grow-
ing understanding and support from organizations and leaders across the country.
That is why our plan has been well-received by leaders of companies such as AT&T,
DuPont, Kodak, Westinghouse, and 3M. More and more American leaders realize
that the time has come to develop a comprehensive plan that will unite improve-
ments in the quality of ‘care with control of cost increases, so that we are able to
afford universal access to health care for all Americans. If together we find the will
to develop a comprehensive new plan for our nation’s health care system, Mr.
Chairman, we will be able to realize your goal of high quality, .affordable health
care for all Americans.

PREPARED STATEMENT OF CAROLE RENAUD

My name is Carole Renaud. I am a wife and mother of four children. I am here to
testify about the problems my family has had getting health insurance for my two
six year old boys who have Downs Syndrome.

In 1985, we were on general assistance. My husband, Gary, was going to a career
training school. He had previously been through a machine training program, but
could never find a job that paid enough money. So while he went looking for an-
other job, we ended up on assistance. We made more money on assistance because
not only did we receive a monthly check, we were entitled to receive food stamps
and Medicaid. At this point the health insurance was important, because I was preg-
nant and needed medical care.

During the year we were on general assistance, Gary got his high school diploma.
He really wanted to learn. Also, he was convinced that if he received additional
training, we could get off welfare. He really hated being dependent on assistance.
That's when he decided to enroll in a trucking school. To help pay for this training.
Gary got a grant, a guaranteed student loan and some money from his parents. It
really paid off because when he finished this program, the school helped to place
him in a position. The first company he went to hired him. This same company put
him on a training program for two years. It was like an apprenticeship to help tur-
ther his education.
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_When he first got the job, he contacted the Department of Social Services (DSS) to
notify them of his earnings. DSS informed him that they would take this informa-
tion and eventually wean him off assistance. For a while, we received a monthly
check, food. stamps and Medicaid. This assistance, however, became smaller and
smaller as each-month passed. For our family, the Medicaid was especially impor-
tant because we had 4 children, including our two twins with Downs Syndrome.
Kids often get sick and need medical assistance. We knew without insurance, we
would have serious problems.

We began to look for health insurance about six months after we were completely
weaned off DSS assistance. We were receiving no checks, no food stamps, and no
Medicaid. We were in a difficult situation because as a trainee, Gary's take home
pay was less than he was receiving from general assistance. He wasn't entitled to
any medical benefits and there was no way we could afford to pay for it ourselves. I
encouraged Gary to ask his boss for some help. When Gary did, his boss told him
that he would be happy to pay for our insurance. He really thought Gary was a
very good worker and wanted to do something nice for him.

A few weeks later, I received the health insurance information and the forms we
were to complete. When I was filling out the forms I came across a question regard-
ing whether we had any children who had Downs Syndrome. I thought to myself,
does this really make a difference? I answered the question hoping that it wouldn’t
{make a difference). In addition, I had to tell them that Matt and Joe had been hos-
pitalized once for pneumonia. Joe and Matt became sick because the furnace was
out a'l winter. We had no heat. We were trying to keep the house warm with elec-
tric heaters. Also, we couldn’t afford to move out of the house because we still
weren’t making enough money. Matt and Joe caught colds which later developed
into pneumonia. Later, when we moved out of the house the city put a sticker on it
until it was up to code. I believe that if we had been anywhere else they wouldn’t
have gotten sick.

I think it was a month later when we heard from the insurance company. They
explained that they would cover Gary, my two other children and me, but not the
twins. I remember feeling very upset and crying very hard when they sent us that
letter. Gary looked at it too and became very sad. My husband doesn’t become emo-
tional when he is sad although he does get very quiet. We both didn’t think this was
allowed. How could an insurance company refuse to entitle two children just be-
cause they were born with a handicap. In addition to feeling mistreated, I was also
very worried. Matt and Joe, the twins, tend to trip and fall because they are less
coordinated. Once, while Matt was running very wobbly, he lost his balance and fell
down. As a result of that accident, he is now missing a front tooth. If that had been
more serious, we would have been in big financial trouble.

A year later, we tried again to find health insurance. This time we went to my
husband’s boss who said he would help. He contacted the insurance company and
was told that we could obtain insurance for Matt and Joe, however, we would have
to pay the premiums for the entire time that the rest of our family members were
covered. Gary’s boss was not willing to pay the entire year of premiums and we
knew that we could not pay the money at this time either. Gary, who was still a
trainee, wasn’t making enough money. We were just trying to save so we could get
out of the house. Like I said before, the house was a disaster and we reaily needed
to get out of there.

We weren’t going to give up. We continued our search for health insurance.
Gary’s boss also looked into changing insurance companies or changing the policy,
but those. attempts failed Then Joe got sick and I had to take him to the doctors.
His chin was swollen and the doctor wanted to put him in the hospital. I told him I
couldn’t afford it so he gave me a very strong antibiotic. He also told me to check
with the Association for Retarded Citizens (ARC). He said that ARC intervenes on
behalf of people with Downs Syndrome and their family. In addition, his reception-
ist typed a letter which indicated that Joe and Matt didn’t have any major medical
expenses and they were, in fact, healthy boys. The doctor told me that I should show
this letter to the health insurance company so they would know the kids were
healthy. I followed his instructions in both instances and patiently waited in hopes
that I would receive a positive response to my efforts.

First, I sent the doctor’s letter to my insurance company. A few weeks later I
again received a reply from them. They thanked me for the letter and told me they
were sorri, but they were still unable to insure the twins. My next attempt was
through the ARC Association. ARC knew that the insurance company was using
outdated guidelines which have a significant impact on the eligibility requirements,
so they sent the insurance company information. We were hoping that this new in-
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formation, coupled with the statement from the doctor, would educate them so that
they would change their decision. We were, however, once again turned down.

My husband’s boss decided to make one last attempt to help. Again, he again con-
tacted the insurance company on our behalf. This time, he was told that the twins
were red-flagged. When someone is red-flagged that means they will never receive
health insurance coverage. I don’t know if the twins were red-flagged because I had
contacted them so many times, but I did know that they would not insure my twins.
That was the last time we heard from the insurance company and assistance from
my husband’s boss.

Joe was sick a week ago. We still haven’t obtained insurance. Again my doctor
was upset and told us to call the ACLU. The ACLU told us they couldn’t help and
told me to contact Senator Riegle. Since Riegle is the Chairman of the Subcommit-
tee on Health for Families and the Uninsured, I thought he might be able to help
me. That’s when I decided to call and that’s how I became involved with this hear-
ing.

Before I finish I do want to make a statement. When Matt and Joe were born
with Downs Syndrome, the doctor told us that we could give them up. If we did,
they would be taken care of by the state and they would have health insurance. But
we loved them and we wanted to be responsible for raising them. Now, we are being
punished. We go day to day in hopes that nothing serious happens to them because
we wouldn’t be able to pay for health care. It's ironic that the state says I can give
them up and they will take care of them, but when we say we will love them and
take that responsibility, they will not help us. There should be some kind of insur-
ance that protects us. It just doesn’t seem fair. I love my kids.

PREPARED STATEMENT OF SENATOR DoNALD W. RIEGLE, JR.

Good Morning. Today, we tackle one of the most pressing problems, confronting
our nation. Thirty-seven million Americans have no health insurance coverage.
Tragically, 12 million of these are children, the most vulnerable members of our so-
ciety. We will be exploring a variety of proposals for providing universal access to
health insurance for all Americans.

My colleague Senator Mitchell—former Chairman of the Subcommittee on
Health—held hearings last year examining this problem. This year, Senator Mitch-
ell and I are continuing the work begun last year to develop legislation that pro-
vides comprehensive, affordable health care coverage for all Americans.

We have learned that the uninsured span all ages, employment statuses and
income levels. Many people are falling through cracks in our employment-based
system of health care. Two-thirds of the people who have no health insurance are
either employed individuals or their dependents. The program for low-income people
is also inadequate over one-third of uninsured persons are poor. It is important to
no}e that close to forty percent are what we call middle and upper income individ-
uals.

Many workers and families do not qualify because they work part-time, are be-
tween job, or work in industries such as retail or service sectors that do not provide
health care coverage.

In many instances, the employer does not cover dependents >f the employee. I
find it particularly alarming that almost 30 percent of uninsured children live in
households where the family head has employer-based coverage.

Our nation’s public program, Medicaid, finances services for only certain catego-
ries of low-income persons, primarily single women with children. For example, a
single woman or man, no matter how poor or sick, simply would not qualify for
Medicaid. In fact, Medicaid only covers 40% of the poor.

Individuals without heaith insurance are less likely to obtain care. One million
Americans each year are denied health care because they cannot pay for it. An ad-
ditional fourteen million do not even seek care they feel they need because they
know that they cannot afford it.

Shifting costs of uncompensated care to private payers drives up the cost of pri-
vate health insurance. In the highly competitive health care market place, a hospi-
tal’s ability to cost-shift lessens and its capacity to provide care to the medically in-
digent is eroded. Ultimately, the financial distress of hospitals that provide large
amounts of uncompensated care threatens the quality and availability of this care.

I am very concerned that while the United States has the highest per capita
health care spending rates, our system of private and public programs leaves huge
gaps in coverage that indicates a radical maldistribution of resources.
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We need to improve the inequities of our health care system and develop a system
that provides affordable, high quality health care for all. The cost should be spread
across the broadest base so that one segment of our society is not asked to bear an
unfair share in solving this problem.

I first introduced a bill on the uninsured in December of 1982 and have intro-
duced bills on this topic during the last four Congresses. I began by focusing on un-
employed people without health insurance and have since broadened to more com-
prehensive legislation.

In Michigan, we have 1 million uninsured individuals with over 300,000 uninsured
are children. Michigan has a larger proportion of unemployed adult with out health
insurance and persons below the poverty level without health insurance as com-
pared to the United States. We will hear testimony from the Michigan Governor’s
Task Force on activities and recommendations from my state on how to solve these
problems. I also held 7 hearings across Michigan in 1987 on the problem of health
care for underinsured and uninsured individuals, and we have that hearing record
available to us.

I believe that the political dynamics around this issue have changed. No longer
are we questioning the merits of solving this problem. The question before us today
is how to accomplish the goal of universal coverage in this country.

The problem is complex; we have, however, the support of providers, insurers,
unions, community and business leaders, as well as Members of Congress and
former Presidents of the United States.

We all share the long-range goal of improving health care in this country and cer-
tainly ensuring access to health care is a major step. High quality, affordable health
care should be available to every American and their families.

I was, however, deeply disappointed that the Administration declined my invita-
tion to testify at this hearing. The Administration stated that they do not feel they
are in the position to testify cause they have no concrete proposal and were not
even sure what to say. I believe they could have at least shared their proposed plans
and activities as well as discuss their ideas about expanding the Medicaid program.

This hearing and others I will hold here and in Michigan will help us to design
legislation that can achieve necessary consensus and be enacted this Congress. We
have several panels of witnesses with excellent proposals and ideas on how to
achieve our common goals.

I am particularly pleased that my distinguished colleague from Massachusetts, a
long-standing leader in Health Care, Senator Kennedy agreed to testify on his Basic
Health Benefits for All Americans Act. I look forward to our two Committees work-
ing together to solve this tragic problern. We cannot, and will not let jurisdictional
concerns interfere with our commitment to solve this national problem.

One of my priorities this Congress is to see that all Americans have access to
health care when they need it. I look forward to working with other Members of
this Committee to designing a-system that ensures high quality, affordable health
care to every American and their families.
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PREPARED STATEMENT OF CARL J. SCHRAMM

I am Carl J. Schramm, President, Health Insurance Association of America.
HIAA is a trade association representing some 350 insurance companies who write
approximately 40 percent of the health insurance in this country. The combined ef-
forts of HIAA's members, the Blue Cross-Blue Shield plans and HMOs have succeed-
ed in hprot.ecting 180 million Americans. However, we recognize that this is not
enough.

Mr. Chairman, our member companies are greatly concerned about those 35 to 37
million Americans who do not enjoy the protection of health insurance. Over the
last two years, our membership has worked hard to develop creative solutions for
extending health care benefits to uninsured groups and individuals. On behalf of
HIAA, I am pleased to report a commitment among our companies to work with
government in implementing effective approaches for providing coverage to this
pogulation.

he task of ensuring that all Americans enjoy the protection of insurance is com-
plex. This complexity is largely a function of the heterogeneity of the uninsured
population; this heterogeneity requires a combination of private and public solu-
tions.

Roughly three in ten of the uninsured are poor (with family income below 100%
of the Federal poverty level); three in ten are low income (between 100% and 200%
of the poverty level); and four in ten are non-poor (above 200% of the poverty level).

Eleven percent of the uninsured are the self-employed and their families; 13 per-
cent are half-time employees and their families; and 51 percent are full-time em-
pl%yees and their families. .

inally, uninsured workers are disproportionately employed in certain industries
(retail trade and services) and by smaller firms.

All of the above factors make formulating any strategy for a public/private solu-
tion difficult. As such we see the need to address the special needs of the various
subpopulations within the 37 million uninsured with a simultaneous multi-pronged
approach. We propose a specific four-point plan which, taken as a whole, provides a
comprehensive blueprint to cover the uninsured:

The first part of our recommendations involves expansion of the Medicaid pro-
gram. The members of this Subcommittee know, far better than I, the intricacies
and shortcomings of Medicaid eligibility, and the funding crisis that preserves them.
HIAA knows that this Subcommittee has helped lead the fight and has succeeded in
enacting important incremental improvements in Medicaid year after year. Because
of your instrumental role in developing policy in this crucial area, I plan to spend
additional time today discussing some of our latest thinking on Medicaid expansion.

A. EXPANSION OF BASIC MEDICAID COVERAGE

Ultimately we would like to see all Americans with incomes below the Federal pov-
erty level (and with limited assets) eligible for Medicaid, regardless of family struc-
ture, age or disability status. Accomplishing this would require severing the linkage
between Medicaid eligibility and casg assistance.

If available funds do not permit full coverage up to the poverty level, HIAA be-
lieves priority should be given first to younger chifdren, next to older children and
finally to other populations. Priority should also be placed on primary care and pre-
ventive services. Unlike some other populations, many poor children do not have
access to Federal health care financing programs other than Medicaid (i.e., Medi-
care). This priority also reflects the critical need that children and pregnant women
have for preventive services.

B. LIMITED MEDICAID BUY-IN

Individuals and families with incomes above poverty but below 150 percent of the
Federal poverty level should be eligible to purchase Iﬁrsl-dollar coverage of a limited
package of primary, preventive and related ambulatory care through their state's
Medicaid program.

The benefit package would include basic ambulatory services such as well-child
care and immunizations, prenatal care, basic diagnostic services inc]udinf laborato-
ry tests and x-rays, primary treatment services, monitoring of chronic illness, and
outpatient prescription drugs according to the state’s Medicaid formulary. Inpatient
services would not be covered, nor would outpatient drug or alcohol services, mental
health services, cosmetic surgery, treatment of infertility, major outpatient surgical
procedures, or home health care (other than maternity-related).

Such a limited benefit package meets the near-poor’s need for access to basic pri-
mary care (so that illness does not become more severe and expensive through lack
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of treatment), while not significantly lessening employers’ incentives to offer basic
insurance protection. As employer plans often incorporate a deductible in an
amount which would be a relatively significant barrier for the near-poor, there
should be only minimal overlap between buy-in benefits and employer-provided cov-
erage.

The limited benefit package keeps costs of the buy-in coverage per se to a mini-
mum, thus permitting very low premiums, constraining government costs, broaden-
ing participation, and reducing the chance of adverse selection. (Assuming realistic
participation rates by eligible persons, our preliminary estimate of total Federal and
state costs of the buy-in is in the $1 billion range.)

A sliding scale of premiums should be developed so that, at the upper end of the
income range, the charge would approximate the actuarial value of the coverage,
not to exceed 15 percent of the family's income in excess of the Federal poverty
level. We are developing a specific benefit package proposal that would cost about
$50-360 per month for a family of three. If five income brackets were used, for ex-
ample, the suggested monthly premium charges would be as follows:

Family Income as a Percent of Poverty Month Z:'“‘“"‘
T00=T09 ...ecermmeesrmeese et s SR e $6
110-119..... 18
120-129 ..... 30
130-139...... o 42
140-149 ... 54
150 + over not eligible

Because some public subsidy is involved, eligibility would be restricted to persons
with limited incomes who do not have substantial assets. However, the current Med-
icaid asset test should be liberalized to assure that working families would not have
to impoverish themselves in order to obtain access to basic primary care. Homes,
and cars of normal value, should be protected. The limit on liquid assets should be
liberalized somewhat, perhaps to the $12,000 level Congress recently found accepta-
ble for spouses of nursing home residents. A self-declaration process could be used to
minimize administrative burden.

C. SPEND-DOWN

Persons not otherwise eligible for Medicaid due to higher income should become
eligible for full Medicaid coverage once out-of-pocket medical expenses reduce their
remaining income to the Federal poverty level.

Some coverage of last resort is needed to cover inpatient care and other large out-
of-pocket expenses for the near-poor who cannot afford to purchase private insur-
ance on their own and whose employers do not offer it or offer only very limited
coverage. Ensuring such coverage of last resort should be accomplished by requiring
that all states establish “spend-down’ coverage at the Federal poverty level. This
would establish a uniform national eligibility policy for the more limited “medically
needy’’ option, now used by 36 states. The asset test should be adjusted to assure
that the home, and cars of normal value, would be protected; but, to avoid incen-
tives to drop private insurance, the limit on liquid assets would be left to state dis-
cretion, as it is now,

The major current problem with spend-down—it does not finance early access to
primary and preventive care—is remedied by making “buy-in” available for pri-
mary, preventive and related ambulatory care.

p. ‘‘Buy-out”

HIAA also recommends that Medicaid eligibles who are working be encouraged to
make use of employment-based health insurance, where it is available. To accom-
plish this goal, state Medicaid programs should be given the option of paying (and
receiving federal matching funtg for) the employee's share (if any) of the private in-
surance premium, as well as other cosis. Medicaid would continue to be available to
cover deductibles and other benefits not covered under the employer plan; and Med-
icaid’s contribution, for the employee’s premium plus Medicaid’s “wrap-around” cov-
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erage, would not be permitted to exceed the average cost of traditional Medicaid
coverage.

Under our proposal, states would have the option of “buying out’ two groups.
First, more working people will qualify for Medicaid as the income level is raised to
the poverty level for more persons and categorical restrictions are removed. Allow-
ing states to pay the employee’s premium share for any working Medicaid eligible
seems a sensible way to reduce government outlays and encourage reliance on
mainstream private, rather than government, benefits.

Second, current public policy supports the concept of encouraging low-income per-
sons to work by easing the transition from public support to self support. One com-
ponent of this policy is to integrate low-income persons returning to work into main-
stream, work-provided benefits while continuing to provide government support for
other necessary services during a transition period. The most recent example of this
is the Welfare Reform Act, which extends Medicaid eligibility for 12 months after a
family loses cash welfare payments because of a return to work and permits states
to pay the employee’s share of employer-provided health insurance.

As such, states should also have the option of paying the employee’s share of
available group coverage during the first year after the worker loses regular eligibil-
ity for Medicaid. For the first six months after loss of regular eligibility, there
would be no income limit on eligibility for this premium subsidy. For the second six
months, Medicaid payment of the employee's share could continue only for workers
whose family income remained less than 150 percent of the Federal poverty level.
As under welfare reform, states would be allowed to charge a nominal premium
during the second six months, based on the family’s income as a percent of the Fed-
eral poverty level.

For both the “buy out” of Medicaid eligibles and the “buy out” of individuals
transitioning off Medicaid, participating employers should be required to make the
same premium contribution on behalf of Medicaid-eligible employees as they do for
other employees.

We believe that the Federal Government can rely on states to take advantage of
the “buy out” option if and only if it is financially advantageous to the state and
the Federal Government (considering the benefits available under the employer
plan and the charge to the employer/state to obtain them.) Since the employee’s
share of employer-provided coverage will usually be significantly smaller than the
amount Medicaid would expect to pay to provide benefits directly, states would
probably make extensive use of this option. While states should be permitted to
make this decision on an employer plan-by-employer-plan basis, they must not be
permitted to discriminate among individual employees. -

(2) As the second piece of our four point plan, insurers should be allowed to offer
more affordable coverage, including prototype plans. ERISA preemption of state
mmandated benefits should be extended to insured employee plans as well as to self-
insured plans so that insurers can design less expensive benefit packages for small
businesses.

Ironically, while the more than 600 state mandates do not apply to the vast ma-
jority of large employer and union plans (which are self insured) they do apply to
most small employers who simply cannot afford them. A study by a respected
health economist at the University of Illinois estimates that as many as 16 percent
of uninsured small employers fail to offer coverage because of state service and pro-
vider mandates.

HIAA will also support statutory changes to enable insurers to make lower cost
prototype plans available. All prototypes would be actuarially equivalent in value
and include basic inpatient and outpatient physician, hospital and diagnostic serv-
ices. Additional services, such as dental and mental health, would be offered in
some of the prototypes in exchange for higher copayments. In all prototypes, man-
aged care features would be permitted.

(3) Coverage must be made available to all Americans. This is true, even for those
whom insurers might normally decline due to existing high cost medical or occupa-
tional conditions. There are two components to consider here: uninsurable employer
groups and uninsurable individuals.

To ensure access to affordable group coverage for all employees, a nonprofit orga-
nization should be established to reinsure high cost employer groups. Employers
would access the reinsurance organization indirectly via insurers, or directly if
unable to purchase coverage through an insurer. Losses incurred by the reinsurance
organization could be financed entirely by the private sector if shared equitably
among competitors in the small group market and all larger health plans whether
insured or self-insured.
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HIAA also seeks Federal legislation encouraging all states to enact a qualified
state pool for medically uninsurable individuals. Such pools have already been en-
acted in 17 states. Each pool should be a nonprofit corporation with coverage avail-
able only to uninsurable individuals who are not eligible for coverage by employer
plans, Medicare or Medicaid. Pool losses should be financed by state general reve-
nues or any other broad based funding mechanism that does not assign losses dis-
proportionately to any individual or corporate entity. In the absence of action by a
state, the Secretary of the Department of Health and Human Services (HHS) should
establish a qualified pool in that state, in which case losses, if any, would be paid
from Federal health funds the Secretary would otherwise spend in the state.

(4) Small businesses should be given a greater incentive to prouide coverage for
their employees. Self-employed individuals should get a 100 percent deduction for
their health insurance protection, as long as they provide equal coverage to their
employees. The 25 percent deducticn which expires this year under current law,
should be extended and increased, as provided in S. 494, introduced by Senator
Durenberger and co-sponsored by members on both sides of the aisle.

Our proposals are designed to meet the needs of a heterogeneous uninsured popu-
lation. We believe that they should be given an opportunity to work before govern-
ment turns to unnecessarily onerous mandates. Our four-point plan provides a blue-
print for a truly comprehensive approach to solving the problem of the uninsured.
The plan stresses the sharing of responsibility between government and the private
sector. In our proposal we are calling on government to assist those who cannot be
expected to pay for coverage on their own. We in turn will ensure that for everyone
who can afford private coverage will be available.

Thank you.

PREPARED STATEMENT OF MARTHA A. SERAFINI

Founded in 1963, The Good Neighbor Fund has helped more than 44,000 individ-
uals. Donations from patients, family members, employees and the community are
received by the Branson Health Foundation and deposited in the special account.
This account is then used to pay for Hospital bills, medications and other out-of-
pocket expenses-for eligible individuals. Eligibility is based upon the individual’s fi-
nancial and personal situation which is communicated to patient Relations via
social workers, physician offices, business office personnel, and patients/families.
Patient relations then assesses the requests and authorizes the assistance through
the hospital business office management. Although there is unofficial limit of $5,000
per recipient, patient relations will often attempt to negotiate accounts with the in-
stitution and at times, physicians involved. This negotiation has often been on
behalf of patients in vocational rehabilitation, who may receive some money from
the state to cover outstanding accounts, but cannot obtain coverage for the entire
amount due. These individuals for the most part have no inpatient health care cov-
erage and no resources to pay for their medical needs, but are attempting to get
into the mainstream through vocational rehabilitation. Negotiating for these and
other individuals allows the fund to make an impact disproportionate to its relative-
ly small assets.

Although a large part of the fund pays hospital bills, an equally critical need is
medication assistance for patients with no other way to obtain it. This assistance is
often crucial in allowing a patient to be discharged from the hospital and/or pre-
ventiag another hospitalization due to inability to pay for medications. At times,
this assistance is only needed to fill a short term need, allowing the patient to take
the necessary medication and still meet basic living expenses. Unfortunately, there
are many instances when the assistance simply buys the patient time. This is espe-
cially true of patients with heart ailments and other chronic conditions that may
not be considered serious enough to medically ‘‘disable” them, allowing them to
obtain appropriate lone term medication assistance. These individuals may be forced
to make monthly choices of paying for groceries or paying for medications, and usu-
ally eventually end up being re-admitted due to their inability to buy the medica-
tions. These patients are referred to the patient relations staff who can provide im-
mediate assessment and assistance via the hospital pharmacy.

Having worked with the fund for a number of years, I have seen the type an
number of requests change drastically. For the first time since my involvement with
the fund approximately 8 years ago, we have been forced to implement 2 moratori-
ums on requests fro assistance with hospital accounts due to the increases in these
requests. In addition to the moratoriums, we are now forced to refuse requests based
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upon the fund’s ability to provide assistance rather than the eligibility of those
asking for help.

The numbers of these “falling through the cracks” of current programs for medi-
cal assistance are no longer only the indigent. We now see working poor families,
classified as _ineligible for assistance, yet with no resources to pay for health
care.These families are often headed by women, working in low paying jobs with
little or no insurance benefits. (See enclosure No. 1—"“Judy”.)

Another reoccurring situation involves those not sick enough to be classified as
disabled, but not well enough to obtain and hold a job. (See enclosure No. 2.)

The Good Neighbor Fund has been an incredible support to those Bronson Hospi-
tal patients in need. Unfortunately, it has become a ‘“band-aid on brain hemor-
rhage.” There are so many individuals who have poor or no access to quality health
care due to their inability to pay. Hospitals are being asked to absorb more and
more of these cases and at the same time, get less and less reimbursement for those
lucky enough to be eligible for assistance. Programs such as The Good Neighbor
Fund can supplement public or private assistance, but cannot impact the current
and-future health care needs of this growing population.

Enclosure.



229

HELP FOR THE TEMPORARILY HELPLESS 2

Case ‘example (enclosurc #1) THE GOOD NEIGHBOR FUND

It was 3:30 a.m. when Judy awoke. There was a werm
dampness about her. In a moment the young, single
mother was panic-stricken with the realization that her
bed was covered with blood. A latent hormional imbalance

had thrown her systemn into chaos.

She jumpdd wp. bt iamg s
suddenly ma lc ber famt ornd she
collapsed onto the flovr. When
consciousness returacd, she moved
more cautiously=physically weak,
confused. cold. frightencd. and alonz

Afraid o walk. she pulled heesell
through the house on her elbous,
tning o reach the telephone. She

would call her parents. They would “That was scary.” Judy sy s now. >
know what 10 do. They would help “*You alwayvs rcad about people in
care for two-vear-ald Nicole and magatines who have these $20.000 .
one-year-old evi, her two 1oung hospia) bills. and there's no way 10 ‘
chiddrn. They wouid help her. She pav for it. I's going to comc aut of
made the call, and then passed out their Social Security, and for the rest
on the couch. of their lives they' be paving on the

It didn't ke long for her parcnts bills. That's why I aaid, 'l don't want
to arrive. Judy thinks thcy made the you lo admit me in tH; howpita). 1
15-mile trip “'in about four ininutes.” don’t know what the bil’s going to .
Just as quickly. they put her into the come to, but if it's more than fivc
car and drove her (¢ the Tiauma dolars I can't afford it . )
and Emergency Center at Bronson Her mother pleaded with Judy to *
Methodist Hospital. accept care, but it was the doctor who

- finally convinced her, saying sternly.

*“Don’t admit me. *“1f vou don't let us admit you, you're -
I can’t afford it.”’ go1yg to die. And, you're not going to

A physician was immediatel: at be able 10 take care of your kids when
Judy's side. Seeing her stained you're dead!” That was the argument
clothing and the pallor of her face. she couldn't fight.
the doctor knew there was little time The doctor went on to tell Judy
t0 sparc. The blood loss was no doubt that sho rhould not worry about -
taxing the patient’s hean. She would expenses at a timc like this, saying N
have 16 act fast 1o prevent cardiac there were vther ways 1o handle them
srrest. She chouted orders to the and that the hospita) does not turn -
emergency room tcam, tried to anyone away. Although she didn't
rcasrure Judy, and told her that really expect hedp with her medical
treatmenLwould begin just as soon Lills. Judy consented to treatmen. She »

as Judy gare pormisaon,
The cotamotion in the busy
cmergency reom added confusion to

. [
the weaknees che already fclteyt s -

ZNaWINg. \er-presgnt worry remaiae d-

foremost in her mind: she could nat
afford thu teatmens. Judy Lluried
out, ““Just give me a drug and let me
A.home. I've got two kids to take
care of. | dow't have any money. ]
don’t want to stay in & hospital, and |
can’t afford 1o be off work.”

was ghven massive blood transfusions,
inlcusive care. and medication 1
cotrect the hivemonal problem.

ssrweievs 3
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Judy's mother visited the neat
da and vad she ¢ Jdn’t believe how
much beuer che Jal . Whea Juds
loched :nthe mirsoz it v as as if <he
had develaped o heathy clov

overnight [0 e e

Ceiorwaz il zroa

Telling her Story

Another visitor carie that
Afizrngoen, Patiom Relatians
Coordinator Mantta Sciafiny who
admimisters the Gooud Neighbor Fund,
Jud waeineling wroryg enough o
beam to worn b the eaxpence of
ber 3.3 hesptad savs s qpecialhy
wnce she Rnew ohe o d g digly
Laawav from won for gt a3 veen.

Shetold Maiba it e o tan

J9hs 10 pay her sont e o e food
on the Lible,

Dur-n__ the day sl worked for o

il collecuon frtv—u b i g
beradadh hradacn | as she
caapath.zed with cach prospect e
fated. Two mightc a weok she was the
boekheper and auditor tan g Jocal
mete] The twa pasiions nett o hey
grandtotal of 8163 ber week, neath
balfof whed vont i o v winns
sancd o crlten

vt golizrs 3 week wae
bardh cneugiito pay the ront, much
fess m@hew bills, bui s was civugh
o deguabfy Juds fiam generamental
ALK regtanty, She was one of

L PR

the groning number of unfortunate
victums in a decode of beh-tighiening.
She “fell through the cracks™ of the
<yst~m, as Martha describes i

Goal-oriented. hard-working, and
dedicated to relf-sufficiency, Judy was
frustratcd and cmbarrasscd about
Leing helpless to dead with her
zizuanon. Caught upin 3 cenfucion
of complea guidelmes and changing
federal priontics, Judy thought she
had newhere jo turn,

.
The Good Neighbor Fund
Responds

Fortunatcly. Judy was wrong.
Martha explained to her how 1he
Guod Neighbor Fund works. **She
i 11 was fur warall, enc-time.
emergency sitoons for luw-intame
panens.’ Jud, remembers, ) filled
out the forms that they wanted. and
sqevaid o call her baek if F didn'y
Lear whetner | quabfied So 1w
cliewing 02 my naily, s:tung on pins
und needies. until the deadline
w3 up.

T called Martha, and she said
that the bill had been taken care of
and I had nothing to worry abaut. So
| don't know how muth 1t way. or
what it corercd. but Ldwdn't have 18
pay anything for the time b wasan the
novpital Do b aseure that o eoveand
the lab vork and the ha:pitat sty L
Fdidntcee am ofthe PO T e
Jusiaken care of.”

There was mor than mones
avghaed, fudy savs that Martha came
1 e hicr while <he was i the
buspatal, ashang how she was deng,
amwering her questions. and 1tz
Lo not 1o wori

How the
Good Neighbor Fund
Works

Foundend i 19035, the Good
Neaghbor Fand tas helped o
than 34,000 indnidusls. Continued

CORUNUBEY supfeort over dhe gra b

25 yeurs hasy made this pesahble
Contributions are weliome and when

P

received by the Brunswn Heahh
Foundation, are deposited in a special
account administered with specific .
guidelinex.

Judy’'s situstivn iz one of the
few in which medical cxpensct are &
cosered, Mot oftan. grant» sre for
other needs rclated to a hospitalica.™
tion. Althgugh there is an unofficial
hmit of 5,090 per recipient, most
of the diztributions ar: for 81.000 ur
less. 1o people for whom thar ameunt
is a stagzening figure. To 1}(‘ ¢onsid-”
cred. the p‘urnx mist be i a low. -
income brachet ave amedical
problem which reguires one-time
yeatment. and be incligible for any
wiher government or philanthropic aid,

Helping All Who Need It*
By himiting the amount of cach
grant, the Coud Neighbor Fuad can
twoch mor Ines. ftabw hedpy to &
maintain the fund’< financial integraty.
Martha notcs that the fund cannet
texpond 1o needs which arce too great
or vaguing in roture, “For example, if
someone hae avery farge infl, on the
order of §23.000. th.e amount we
would offer would not make ai "
appreciable dhilerence, w we save the
fund for cases tn which it can du thes
“lir anatker
case. the neea tmay be 84,000 she -
month. hut nest sontls the pame o
persan may e 33308 mone. and
ot Altheuga cack amaoum falls within

moad good " she v,

vus guigeiines, i sould be a peot use
of resources I o omedied! bill is that
farge or ongoing. there shauled be -
Anher agene h' tter auited o he lp
onl) she added. ~
Marths vave the anby remembers
one request which met the erne:a Ing
was denied ftoccurred when o
colicge senior ool # caleulated rivk
dowmg her incdical insurance o %
lapec —yust ligfare she needed A '
datciunnanen was inade thai it weuld
Lo better for i individual to live
vath her dcaimon especiatly ance
her degree swauld coan lead 1o a
wellpaving jeb, (nher than that one



case, the fund hac been able to Il
every person who et ihe financicl

need guidelines.
v‘uldenen

Others Who Have
Been Helped

When we atked alortha to
suggest a cacc history for use
llustrating the work of the Gt
Neighbor Furd, she pu‘er out a
lar;,e file and said there is au

(\pxml o, HIRD
security 'J
$lda mon.h e an odstand.
balance of $800. He migh! ha el
able to kecp that up for rearls G
vears. but the patient releriens < 00t
decided that the long-erta debt aar
too debilitating for him.

In another instance. a vounz:
couple with a child in the Neorztl
Intensive Care Unit faced a bil 1”\1
over $2.500. The mother waz ! .
making the riinun = w2
wailregs and the father w
self-emploved. doing only a Lt
better. They had health incurance.,
bul the company denied pavme-t,
After prolonged btization, they czrecd
upon a sclilement of §1.0800. thinku.g
a government aguncey would belp with
the rust. Unfortunzicly. when they
applied 1o Medicaid and Sociz!
Serviees. they were told that their
claim was not made *'in 3 vk
fashion* and heref e cenld o L
contidered for puyrient, The Guge!
Neighbor Furd stepped in o conn
the remaiming $1.500,

In add:zion to providing &t
payments 10 the hospital, dodter, and
other care providers. wnd indiderts)
expenses as necessary, the Good
Neighbor Fund coordinaters '+ heln
direct p